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PHASE II REPLY BRIEF 

OF PACIFIC GAS AND ELECTRIC COMPANY

iNTRODUCTION

Pursuant to Rule 75 of the Commission’s Rules of Practice and Procedure, Pacific Gas and Electric Company (PG&E) submits this Reply Brief on Phase II issues concerning the determination of revenue cycle services (RCS) credits.  In this Reply Brief PG&E responds to the opening briefs submitted on June 26, 1998, by Southern California Edison Company (SCE), San Diego Gas & Electric Company (SDG&E), the Office of Ratepayer Advocates (ORA), the California Energy Commission (CEC), the Coalition of California Utility Employees (CCUE), the California Farm Bureau Federation (Farm Bureau), The Utility Reform Network and Utility Consumers Action Network (TURN/UCAN), the California Large Energy Consumers Association and the California Manufacturers Association (CLECA/CMA), Enron, CellNet Data Systems, Inc. (CellNet), and the University of California, the California State University, and the California Department of General Services (UC/CSU/DGS).  The rest of this Reply brief is organized as follows:  

Section II describes why the Commission should reject the fully allocated cost     approach supported by Enron, CellNet, and UC/CSU/DGS, and the variation proposed by CEC; 

Section III describes why the Commission should approve PG&E’s proposed RCS credits for 1999; 

Section IV recommends that the Commission approve PG&E’s ratemaking and update proposals; and 

Section V addresses the suggestions made in this proceeding for further RCS unbundling.  

In addition, the Attachment contains tables comparing PG&E’s proposed credit values with the RCS credit values proposed for PG&E by ORA and Enron in the four RCS credit categories of Meter Services, Meter Ownership, Meter Reading, and Billing and Payments.

the commission should reject The fully allocated cost approach supported BY ENRON, CELLNET, AND UC/CSU/DGS, AND THE VARIATION PROPOSED BY CEC.

The Case Presented By Enron, CellNet, And UC/CSU/DGS Fails To Meet Their Burden Of Proving That Their Fully Allocated Cost Approach Is The Appropriate Way To Identify The Real Cost Savings.

The Proponents Of A Fully Allocated Cost Approach Have The Burden Of Proving That Theirs Is The Appropriate Way To Identify The Real Cost Savings.

As stated in PG&E’s Opening Brief (p. 7), the purpose of this RCS Credits Proceeding is to implement the Commission’s policy that RCS credits shall equal the utility distribution company’s (UDC) net avoided costs (D.97-05-039, pp. 17, 22, and 32; D.98-02-111, p. 5; see SCE Opening Brief, pp. 5-6; SDG&E Opening Brief, pp. 7-8).  The Commission also has addressed the purpose for which parties may espouse fully allocated costs in this proceeding (D.97-05-039, pp. 21-22):

“Various parties raise issues that relate to the appropriate way to identify the cost savings… Others ask the Commission to specify the costing approach (marginal versus fully-allocated costs, for example) that will be used to calculate the savings.  We will address all of these questions in our rate unbundling proceeding.  Our goal remains to separately identify real savings.  We will not determine the appropriate way to do this until we have heard from all the parties.”  

The Commission thus made it clear that parties would have the opportunity in this proceeding to demonstrate that a fully allocated cost approach is the appropriate way to identify the real cost savings.  Assigned Commissioners Duque and Knight made a point of quoting this paragraph from Decision (D.)97-05-039 in full in the January 26 ACR (p. 4) when directing the utilities to provide fully allocated cost information to the parties.

The Assigned Commissioners also made clear in their February 27 ACR that “the burden of proof to support a proposal rests with the party making the proposal, whether the proposal is offered by the applicant utility or another party, consistent with utility practice” (p. 2).  Therefore, the proponents of RCS credits based on fully allocated costs have the burden in this proceeding of proving that their fully allocated cost approach is the appropriate way to identify the real cost savings.

They cannot meet this burden of proof by proving something else.  Proponents may prove that their fully allocated cost approach yields large RCS credits that will attract ESPs to the RCS market, but that does not help them meet their burden of proving that the credits reflect the real cost savings.  And even if proponents prove that their fully allocated cost approach yields RCS credits that somehow equate to the RCS costs in bundled rates, they will not thereby have met their burden of proving that the credits reflect the real cost savings.  Only by proving that their approach is the appropriate way to identify the real cost savings can the proponents of the fully allocated cost approach meet the burden of proof that the Commission has placed upon them in this proceeding.

Enron Admits That The Fully Allocated Cost Approach Does Not Identify Cost Savings.

Enron has not attempted to disguise the fact that its fully allocated cost approach simply does not identify cost savings.  As early as its Protest of PG&E’s and SCE’s Applications, Enron distinguished between embedded RCS costs and net avoided costs (Protest of Enron et al., pp. 2-3).  There Enron explicitly contrasted the utilities’ “use of avoided cost as the methodology” with “alternative methods for calculating cost credits, such as net average costs” (Protest, p. 7) and argued for “the use of average as opposed to avoided costs” (Protest, pp. 7-8) and “the use of net average cost or other methodologies in lieu of net avoided cost” (Protest, p. 10).  When asked if Enron testified in this proceeding as to the level of actual cost savings to be achieved by PG&E in 1999, Enron witness Weisenmiller answered no, Enron did not do that (Tr. 949-950, Enron, Weisenmiller).  In keeping with the case it presented, Enron’s Opening Brief could not and did not claim that Enron’s proposed RCS credits reflected the UDCs’ net avoided costs; instead, it stated Enron’s goals for a statewide methodology to identify and reflect in credits not the UDCs’ net avoided costs or cost savings, but “the UDCs’ total costs to provide RCS” in order to remove “from the UDC distribution rates, all costs associated with the UDCs’ provision of RCS” (Enron Opening Brief, pp. 1-2).

Arguments In Support Of Enron’s Proposal By CellNet And UC/CSU/DGS Only Reinforce The Conclusion That Enron’s Fully Allocated Cost Approach Does Not Identify Cost Savings.

Two parties, CellNet and UC/CSU/DGS, support Enron’s fully allocated cost approach.  However, in their arguments supporting Enron, neither CellNet nor UC/CSU/DGS suggests that the fully allocated cost approach identifies UDC costs avoided due to a customer’s choice of another RCS provider.  CellNet claims only that the UDC “could achieve savings equal to those amounts” through outsourcing and other substantial changes in business operations (Tr. 1246-1247, CellNet, King).  The brief endorsement of Enron’s approach by UC/CSU/DGS does not mention the UDCs’ net avoided costs (UC/CSU/DGS Opening Brief, p. 4).  In fact, the arguments of CellNet and UC/CSU/DGS only reinforce the conclusion that Enron’s fully allocated cost approach does not achieve the Commission’s stated purpose of identifying cost savings. 

CellNet argues that the purpose of this proceeding is not to implement the Commission’s policy that RCS credits shall equal the UDC’s net avoided costs, but instead it “is to establish credits, and a credit methodology, that ensure that Direct Access customers who no longer receive RCS from their UDC no longer pay their UDC for providing such services” (CellNet Opening Brief, p. 4).  To reach this conclusion, CellNet claims that the Commission ordered only that the cost studies identify the UDCs’ cost savings but not that the credits be equal to those identified cost savings (CellNet Opening Brief, p. 5).  CellNet’s strained reading of the Commission’s plain language is simply untenable.  Nowhere in the Commission’s numerous references in D.97-05-039 is there any hint that the purpose of the cost studies is anything other than to identify the cost savings on which to base the RCS credits (see SCE Opening Brief, p. 5, footnote 4).

It should be evident why CellNet felt it necessary to attempt to redefine the purpose of this proceeding.  CellNet generally supports the fully allocated cost approach presented by Enron (CellNet Opening Brief, pp. 11-12).  Knowing that the fully allocated approach cannot  yield RCS credits equal to the UDC’s net avoided costs, CellNet realizes that Enron’s case fails to meet the stated purpose of the proceeding.  Only by redefining the purpose of the proceeding can CellNet argue that fully allocated costs achieve the Commission’s purpose.

The only party other than CellNet to support Enron’s fully allocated cost approach is UC/CSU/DGS (UC/CSU/DGS Opening Brief, p. 4).  In stating this support, UC/CSU/DGS does not claim that fully allocated costs can identify cost savings.  Instead, UC/CSU/DGS contrasts Enron’s fully allocated cost approach with the positions of all other parties (except CellNet) which yield either “avoided” or “avoidable” costs (UC/CSU/DGS Opening Brief,   p. 5).  UC/CSU/DGS signals its lack of confidence in Enron’s approach by devoting more effort to its support of “avoidable” over “avoided” costs than it does to its support of fully allocated costs.  

Even Assuming Arguendo That Enron’s, CellNet’s And UC/CSU/DGS’s Factual Assertions Are True, They Have Failed To Meet Their Burden Of Proof.

The fully allocated cost approach cannot yield RCS credits that equal the UDC’s net avoided costs, and its proponents Enron, CellNet, and UC/CSU/DGS do not claim that it does.  Under these circumstances, the presentations in this proceeding by these parties in support of RCS credits based on fully allocated costs cannot meet the Commission’s stated purpose in this proceeding to implement the Commission’s policy that RCS credits shall equal the UDC’s net avoided costs.  This is so even if it is assumed arguendo that all the factual assertions made by these proponents in support of their position are true.  These parties have had the opportunity in this proceeding to demonstrate that a fully allocated cost approach is the appropriate way to identify real cost savings, and they have failed to do so even on their own terms.  Under these circumstances, these proponents have failed to meet the burden of proof the Commission has placed upon them, and the Commission should reject their fully allocated approach out of hand.

Section II.B. presents PG&E’s arguments why the Commission should reject the fully allocated cost approach on the merits, in the event the Commission does not reject it for its proponents’ failure to meet their burden of proof. 

In Any Event, The Fully Allocated Cost Approach Should Be Rejected On The Merits.

The Fully Allocated Cost Approach Is Not Required Or Implied By Law or Commission Policy.

The fully allocated cost approach is not required by Section 368(b).

CellNet argues that Section 368(b), as interpreted by the Commission in D.97-05-039 (p. 18), necessarily requires RCS credits to be set equal to the amount bundled customers now pay for revenue cycle services (CellNet Opening Brief, p. 6).  Since CellNet maintains that this requirement in turn mandates the fully allocated cost approach (CellNet Opening Brief, pp. 11-12), CellNet in effect is arguing that Section 368(b) mandates the use of fully allocated costs in setting the RCS credits.  This argument has no logical basis.

Section 368(b) states in pertinent part as follows:

“The separation of rate components required by this subdivision shall be used to ensure that customers of the electrical corporation who become eligible to purchase electricity from suppliers other than the electrical corporation pay the same unbundled component charges, other than energy, that a bundled service customer pays.”

In D.97-05-039 the Commission addressed the threshold question whether Section 368(b) “might prohibit reflecting these cost savings in the customer’s bill” (p. 18).  The Commission concluded that Section 368(b) does not prohibit RCS credits reflecting the UDC’s cost savings, stating that they “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” (D.97-05-039, p. 18).  This means simply that a direct access customer that receives not only energy service from an energy service provider (ESP) but also revenue cycle services from that ESP should pay the same unbundled component charges, other than energy and revenue cycle services, that a bundled service customer pays.  Just as the Power Exchange (PX) Credit equals the UDC’s cost savings for not having to provide energy service to the customer, the RCS credits should equal the UDC’s cost savings for not having to provide revenue cycle services to the customer.  That is, the direct access customers will pay the same amount as bundled service customers pay, minus the identifiable cost savings for the energy and revenue cycle services that the direct access customers receive from their ESPs instead of from the UDC.  The Commission’s interpretation of Section 368(b) in the context of the RCS credits reasonably implies the use of net avoided costs and does not in any way mandate the use of fully allocated costs.

Section 368 (b) also states:

“No cost shifting among customer classes, rate schedules, contract, or tariff options shall result from the separation required by this subdivision.”

Apparently the proponents of fully allocated costs do not claim that their approach is necessary to prevent cost shifting as prohibited by Section 368(b).  However, SCE (Opening Brief, pp. 16-17) and CLECA/CMA (Opening Brief, pp. 3-5) describe how the fully allocated cost approach would result in cost shifting, whereas the net avoided cost approach would not.  In particular, CLECA/CMA demonstrates quantitatively how RCS credits based on fully allocated costs would result in very significant cost shifting among customer classes (Exh. 61, pp. 10-15).  Even CellNet concludes that “Enron’s method could violate the cost shifting prohibitions of AB 1890” (CellNet Opening Brief, p. 12).

The fully allocated cost approach is not  required by policy set in D.97-08-056.

CellNet also argues that RCS credits should be based on fully allocated costs as “the extension of the Commission’s unbundling policy adopted in D.97-08-056” (CellNet Opening Brief, pp. 6-7),” namely the policy to “reject proposals to allocate to monopoly functions any costs associated with services that are or will be subject to competition” (D.97-08-056, p. 8).  However, the policy in D.97-08-056 applied to the restructuring of electric generation in ways that differ critically from the restructuring of revenue cycle services.

In D.97-08-056, the Commission’s task was to separate each UDC’s electric revenue requirement into the four functions of Generation, Transmission, Distribution, and Public Purpose Programs to enable competition in electric generation markets (D.97-08-056, p. 4).  With the establishment of the PX and the Independent System Operator and the initiation of direct access, the UDCs would then be free to sell their generation at market prices and would no longer have the obligation to provide generation supply.  These are the key aspects of the “competition” to which electric generation would be subject.  Under these circumstances, the Commission concluded that the UDC’s “fixed A&G” costs (or residual costs, in PG&E’s terminology) should be fully allocated to all four functions, including Generation.

Here the Commission’s task and key aspects of the market with regard to revenue cycle services are very different.  The Commission is not separating the Distribution revenue requirement into revenue cycle services and other sub-functions, it is only setting credits for cost savings.  The UDC will not be free to sell its revenue cycle services at market prices, it will still have regulated tariff rates for these services.  And the UDC will not be relieved of the obligation to provide revenue cycle services, it will continue to be the RCS default provider for all its customers.  In these fundamental ways, the “competition” to which revenue cycle services will be subject is not at all like the “competition” to which electric generation is subject.

Because of these critical differences, determination of the RCS credits is not analogous to determination of the Generation costs in D.97-08-056.  Instead it is much more akin to determination of the PX Credit.  For the PX Credit, as with RCS credits, the UDC is not free to price the energy it sells to its bundled customers but instead must sell it at the PX price, and the UDC has the obligation to provide energy from the PX to its bundled customers.  Therefore, it is appropriate to set RCS credits the same way as the PX Credit:  equal to the UDC’s net avoided costs.  If and when the Legislature and the Commission ever decide to allow the UDCs to price revenue cycle services freely and to remove the UDCs’ obligation to provide revenue cycle services, then it may be appropriate to invoke the policy applied in D.97-08-056 to the unbundling of Generation.  For now, however, the Commission is entirely consistent in its policies to fully allocate costs to the Generation function in D.97-08-056 and to set RCS credits equal to the UDC’s net avoided costs here.

The fully allocated cost approach is not necessary to prevent “double charging.”

Both CellNet (Opening Brief, p. 7) and Enron (Opening Brief, pp. 8-9) claim that the fully allocated cost approach is necessary to prevent direct access customers from “double charging” by “paying twice” for the fixed costs of revenue cycle services, once to the ESP for services it does receive and again to the UDC for services it does not receive.  (Enron even goes so far as to declare that the “principle goal” of this proceeding “is to prevent direct access customers … from being billed twice” (Enron Opening Brief, p. 4).)  This characterization is specious because the direct access customer actually is paying the ESP and the UDC for two different benefits.  To the ESP the direct access customer presumably is paying the costs for the ESP to provide the revenue cycle services to the customer during the course of their agreement, though in reality the ESP may charge whatever the traffic will bear and may attribute its revenue however it wishes.  To the UDC, in contrast, the direct access customer is not paying the costs that the UDC would have incurred in providing the revenue cycle services to the customer had it chosen bundled service, because those costs are the net avoided costs that are given to the customer through the RCS credits.  The direct access customer is paying to the UDC the costs associated with the UDC’s past and continuing obligation to provide revenue cycle services to all customers.  In effect, as SCE has pointed out, the direct access customers should pay the UDC for the costs not avoided because (1) the UDC incurred the costs in the past on their behalf, (2) they benefit from the UDC’s readiness to serve them, and (3) they should contribute to the social good of the UDC’s obligation to provide revenue cycle services to all (SCE Opening Brief, pp. 15-16, citing Exh. 33, pp. 6-7).

The Fully Allocated Cost Approach Is Not Economically Efficient.

Enron (Opening Brief, p. 9) and CellNet (Opening Brief, pp. 7-9) argue that only RCS credits equal to fully allocated costs, not RCS credits equal to net avoided costs, will give accurate price signals to the marketplace.  They say that if RCS credits are set lower than fully allocated costs, then customers will not be encouraged to select the RCS provider with the lowest “total” cost.  However, setting RCS credits equal to fully allocated costs would encourage customers to select RCS providers whose marginal costs exceed existing providers’ marginal cost savings.  Thus, the fully allocated approach will increase the total resource cost to society for providing revenue cycle services (Exh. 44, p. 1-4).  In other words, fully allocated costs would result in uneconomic bypass (SCE Opening Brief, pp. 17-19).  In contrast, setting RCS credits equal to net avoided cost gives the proper price signals for the efficient outcome of revenue cycle services being provided in a least-cost manner (Exh. 2, pp. 1-4 to 1-5).  CellNet also asserts that the same logic used by the Commission in fully allocating fixed A&G costs to the Generation function in D.97-08-056 applies in this proceeding, but that is not true for the reasons explained above in Section II.B.1.b. 

Moreover, as SCE pointed out in its Opening Brief (p. 18), established firms such as Enron already have much of the infrastructure needed to provide revenue cycle services.  Whenever the RCS credit exceeds such an ESP’s marginal cost, the ESP has incentive to provide revenue cycle services in order to realize a contribution to its common costs.  Head-to-head competition with the UDC properly should be on the basis of the ESP’s marginal costs to provide revenue cycle services versus the UDC’s marginal costs, as measured by RCS credits equal to net avoided costs (SCE Opening Brief, pp. 18-19).  Many of the ESPs active in California are large multi-service companies that do business well beyond California’s borders and that may be providing revenue cycle services from outside California as well.  Inflated RCS credits based on fully allocated costs would provide a subsidy from California UDCs to such firms, giving them a competitive advantage not only in California but throughout the country.

Enron’s Fully Allocated Cost Analysis Is Inadequate To Support Commission Findings.

PG&E, SCE, and SDG&E all conducted activity-based “time-and-motion” studies to determine net avoided costs in this proceeding, while Enron used costs recorded in Federal Energy Regulatory Commission and Commission accounts in its fully allocated cost analysis.  Enron claims that its information is more appropriate and “real” than the utilities’ information (Enron Opening Brief, pp. 6-7), and UC/CSU/DGS asserts that Enron’s figures are more “reliable” (UC/CSU/DGS Opening Brief, p. 4).  To the contrary, even setting aside the fully allocated cost approach’s other faults, the activity-based cost studies give a truer picture of costs and cost savings in 1999.  PG&E’s activity-based cost study is intended to measure the real world PG&E expects to experience in 1999, and by its highly empirical method it predicts the net cost savings that PG&E will truly experience in 1999 (Exh. 44, pp. 2-3 to 2-4).  By contrast, the accounting records on which Enron relies do not correspond to the four RCS credit categories in this proceeding (Exh. 33, pp. 8-9).  Given the subjective judgment Enron had to exercise to draw its fully allocated cost figures out of this recorded accounting data, the utilities’ activity-based studies provide a more appropriate, reliable, and “real” basis for determining RCS credits.  

Moreover, as spelled out by SCE (Opening Brief, pp. 19-22) and CCUE (Opening Brief, pp. 9-12), Enron’s fully allocated cost analysis is deeply flawed even on its own terms. Enron’s analysis also committed several errors in computation (Exh. 45, pp. 2-1 to 2-4).  Even if the Commission were to decide at some time to use a fully allocated cost study of revenue cycle services for some purpose, the study presented by Enron in this proceeding is so defective that the Commission should not base any findings on it.

For these reasons, Enron’s fully allocated cost analysis is inadequate to support Commission findings in this proceeding.

Enron’s Proposed RCS Credits Exceed Net Avoided Costs.

As set forth in Section II.A. above, the fundamental flaw in the fully allocated cost approach is that it cannot identify the UDCs’ real cost savings, which the Commission has determined should be reflected in the RCS credits.  Enron (Opening Brief, pp. 12-14) and CellNet (Opening Brief, pp. 9-11) attempt to obscure this basic truth by speculating that the UDCs could fully recover their costs through major business changes such as outsourcing.  Their suppositions are not rooted in fact and do not belong in this proceeding.  The purpose of this proceeding is to implement the Commission’s policy that RCS credits shall equal the UDC’s net avoided costs.  Enron and CellNet are saying that even though the RCS credits they propose exceed the UDC’s net avoided costs, the UDC may be able to recover the difference by changing the way it does business.  

CellNet contends that “the UDCs have not demonstrated that they cannot achieve” cost recovery of the excess credit amounts (CellNet Opening Brief, pp. 9-11).  This clearly is an attempt by CellNet to improperly shift the burden of proof from itself, as a proponent as the fully allocated cost approach, to the UDCs, which CellNet calls upon to prove a negative.  The Commission should see through CellNet’s stratagem.  

CellNet suggests that the UDCs can recover the cost of the excess credit amounts by outsourcing and/or divestiture (CellNet Opening Brief, pp. 10-11).  However, CellNet ignores the fact that PG&E’s collective bargaining agreement prohibits such outsourcing (Exh. 4, p. 2-DLS-3; CCUE Opening Brief, pp. 12-15).  As for divestiture, CellNet’s estimation of the market value of metering and billing assets (Exh. 72) is so flawed that it reveals nothing about the market value of these assets and does not support CellNet’s claim that divestiture of these assets will result in recovery of the book value of the assets (Patterson testimony�/, p. 2).

PG&E demonstrated that CellNet’s so-called market valuation was nothing more than an assumption that the metering and billing assets have a market value greater than book value (Patterson testimony, pp. 2-4).  CellNet’s Opening Brief (p. 12) confirms this assumption by admitting that “the estimated market value is largely based on the undisputed assumption that the Commission allows an authorized return on rate base.”  This is the wrong assumption for estimating the market value of these assets, since the assets would no longer be subject to cost of service regulation.  Any asset expected to earn an authorized return over its economic life automatically has a market value equal to its book value, assuming that the authorized return is equal to the asset’s cost of capital.  In addition to the numerous errors in applying these methods, CellNet has offered no evidence that the market value of all the assets of PG&E Corporation, regulated and unregulated, is even a remotely reasonable proxy for the value of the metering and billing assets, which barely comprise one percent of the plant assets of PG&E (the regulated utility) (Patterson testimony, p. 3).  Without this evidence, there is no basis for CellNet’s use of PG&E stock as an asset of comparable value to the metering and billing assets.  CellNet asserts that their analysis used the “best available comparables” (CellNet Opening Brief, p. 12).  In fact, as CellNet admitted, their analysis did not use any information from actual sales of similar assets (Tr. 1346, CellNet, King).  In short, CellNet’s analysis is invalid and serves no useful purpose in this proceeding (Patterson testimony, pp. 1-5; SCE Opening Brief, pp. 10-14). 

More generally, the suggestions by CellNet and Enron for cost-cutting by PG&E do not belong in this RCS Credits Proceeding.  The only cost savings discussion that belongs here is the identification of cost savings that the UDCs can reasonably expect in 1999 as a result of direct access customers receiving revenue cycle services from their ESPs instead of from the UDC.  Moreover, if PG&E could reduce costs and become more efficient, updated RCS credits actually would decrease.  For PG&E, the appropriate proceeding to consider cost-cutting recommendations is the 1999 Test Year General Rate Case (Application       (A.)97-12-020).  The Commission should not entertain efforts here by CellNet and Enron to raise “GRC-type” proposals for outsourcing, divestiture, or other supposedly more efficient ways for PG&E to operate its business.

The Commission Should Reject The Total Fixed And Variable RCS-Specific Cost Approach Proposed By CEC.

In Its Inclusion Of Fixed RCS-Specific Costs, The CEC’s Approach Has The Same Defects As The Fully Allocated Cost Approach.

CEC supports an approach that would include in the RCS credit amounts the cost savings identified by the UDCs plus 100 percent of all RCS-specific fixed costs; CEC’s cost approach differs from the fully allocated cost approach supported by Enron, CellNet, and UC/CSU/DGS only in that it would exclude non-attributable common costs (CEC Opening Brief, pp. 2-3).  Like the fully allocated cost approach, CEC’s cost approach is not required or implied by law or Commission policy and is not economically efficient (see Sections II.B.1. and II.B.2. above).  

CEC Fails To Make Its Case.

Unlike the proponents of the fully allocated cost approach, CEC appears to claim that the RCS-specific fixed costs are costs that the UDCs in some sense would avoid by reason of RCS unbundling, but there is an equivocation in its claim (Tr. 1215-1218, CEC, Jaske).  Even so, CEC has failed to meet its burden of proof to support its proposal as required by the February 27 ACR.  CEC’s cost approach is so undeveloped that assessment of its reliability or flaws cannot even begin (see Sections II.B.3. and II.B.4. above).  CEC posits three “principles”—“fairness to customers,” “fairness to UDCs,” and “efficient competition”—that have no foundation in Commission rulings or record evidence (CEC Opening Brief, pp. 2-3).  Without any substance to support them, CEC’s “principles” are nothing more than platitudes.  CEC then proceeds to justify its cost approach by purporting to “balance” its “principles.”  The Commission should dismiss this unsupported construct and focus instead on CEC’s complete failure to make its case.  With one exception (see Section III.C.4. below), CEC does not endorse any specific credit values proposed by others, does not propose credit values of its own, and does not provide a means for the Commission to calculate what the credits would be under its recommended policies (Tr. 1218, CEC, Jaske).  On this record, the Commission simply should not seriously consider CEC’s proposed cost method (see SCE Opening Brief, pp. 29-30).  

The commission should approve pg&e’s proposed rcs credits for 1999.

PG&E’s Cost Study Accurately Identifies PG&E’s Net Cost Savings In 1999.

Allegations That Bias Invalidates The Cost Study’s Results Are Unfounded.

PG&E’s activity-based cost study in this proceeding is comprehensive, methodologically sound, and fully documented (see PG&E Opening Brief, pp. 13-16).  Because it was conducted by PG&E employees, some intervenors argue that the study is biased (Enron Opening Brief, pp. 7-8; UC/CSC/DGS Opening Brief, p. 4; TURN/UCAN Opening Brief, pp. 1-7).  In particular, TURN/UCAN contends that the Commission cannot reasonably rely on the utilities’ cost studies, despite the acknowledged expertise of the utility employees conducting them (TURN/UCAN Opening Brief, p. 6).�/   

These allegations are unfounded.  No party has pointed to any instance where PG&E adjusted underlying cost study data to make the credits smaller than they should be.  In fact, much of the data (e.g., information about meter reading routes, customer inquiries, SMART meter data used for residential metering credits) was compiled independent of this proceeding for other business purposes where no “inherent bias” would exist.  PG&E’s calculations using the underlying data were set forth in detail for all to see (Exh. 3, 40, and 41). 

The utilities’ cost studies are not peculiarly subject to bias simply because they are activity-based instead of account-based.  For example, Dr. Weisenmiller had to exercise a great deal of subjective judgment on behalf of Enron in attempting to derive RCS cost data from the UDCs’ accounts, which do not correspond to the RCS categories (Exh. 33, pp. 8-9).  As a result, the UDCs’ activity-based time-and-motion studies are less manipulable than Enron’s fully allocated cost study (Tr. 646, PG&E, Burns). 

In PG&E’s view, the allegations also are overbroad and even a bit naïve.  Practically all evidence in a Commission proceeding is sponsored by one party or another that has its own interest in a certain outcome, but that certainly does not mean that the evidence should be dismissed.  Instead, the Commission’s established fact-finding processes of discovery and cross-examination are available for the very purpose of testing the veracity of the proposed evidence. 

RCS Credits Should Include Only Costs That The UDC Reasonably Should Be Expected To Avoid.

All three utilities forecast RCS market penetration levels in 1999 of less than 10 percent, and no party has contended that the level in 1999 actually will be 10 percent or higher.  PG&E and SCE used their cost studies to determine the costs that reasonably would be avoided in 1999 at a penetration level under 10 percent.  SDG&E employed a somewhat different methodology that “(1) calculates all relevant RCS costs ( variable, semi-variable and fixed ( at 100 percent penetration, and (2) determines which of those costs are avoidable under 10 percent” (SDG&E Opening Brief, p. 5).  Several parties recommend that PG&E and SCE be required to follow SDG&E’s two-step methodology (ORA Opening Brief, p. 14; TURN/UCAN Opening Brief, pp. 13-14; Farm Bureau Opening Brief, p. 2; see UC/CSU/DGS Opening Brief, p. 5).  It is PG&E’s view that the first step, by itself, would make no difference in the determination of RCS credits, while the second step, as implemented by SDG&E, conflicts with the Commission’s stated policy for this proceeding.

Taking the first step of identifying all relevant RCS costs at 100 percent penetration “assured SDG&E that all relevant costs were considered” (SDG&E Opening Brief, p. 5).  Yet there is no evidence to suggest that PG&E, although it did not present costs for 100 percent market penetration, did not consider all relevant costs.  PG&E did identify all RCS-related activities (Exhs. 40 and 41), and classified them as fixed, joint, or variable.  PG&E then calculated cost savings for only the variable and, if applicable, joint costs (Exh. 2, p. 3-3).  Even if PG&E were to calculate costs for all activities identified at 100 percent penetration but not identified at under 10 percent, PG&E would have no reason to include them for 1999 when the penetration will be under 10 percent.  That is, it makes no difference in the end if a UDC casts a 100-percent net and keeps only what an under-10-percent net would have caught, or if the UDC simply casts the under-10-percent net.  

What does make a difference occurs only in SDG&E’s second step, where SDG&E includes not only costs that are avoided but also costs that are “avoidable.”  As SDG&E and others supporting its methodology have made clear, SDG&E includes “opportunity cost savings,” meaning costs identified at the 100 percent level that would not ordinarily be avoided at the under 10 percent level but which SDG&E has offered, in “a ‘challenge’ to management,” to “take action to avoid”  (SDG&E Opening Brief, pp. 5-6).  PG&E supports including costs in the RCS credit that it can reasonably be expected to avoid; if that were the meaning of “avoidable” as implemented by SDG&E, then PG&E would support the inclusion of “avoidable” costs.  However, as discussed in more detail below, SDG&E has included costs that PG&E simply cannot reasonably be expected to avoid at low market penetration levels.  In other words, having cast a 100-percent net, SDG&E chooses to keep some items that would not have been caught by an under-10-percent net.  

It is PG&E’s view that the Commission’s stated policy that RCS credits shall equal the UDC’s net avoided costs should be understood sensibly to mean that RCS credits shall equal the costs the UDC reasonably will be expected to avoid during the period the RCS credits are in effect due to direct access customers receiving revenue cycle services from others.  In SDG&E’s words, RCS credits “must be based upon what a UDC can save if it no longer provides the RCS in question”; that is, the net cost savings or net avoided costs (SDG&E Opening Brief, p. 6).  As discussed in some detail, this policy is rooted in sound economic principles (see Section II.B.2. above; PG&E Opening Brief, pp. 8-9; SCE Opening Brief, pp. 5-6).  Setting RCS credits higher or lower than the cost savings that should reasonably be expected would be economically inefficient (Exh. 2, pp. 1-4 to 1-5).  This is true even the higher credits are proposed by the UDC.

The parties supporting SDG&E’s “avoidable” costs approach have not provided evidence that it is reasonable to expect PG&E actually to avoid more costs than PG&E has identified as avoided costs.  A simple example involves the cost savings that should reasonably be expected in the Meter Reading category at the under 10 percent level.  As PG&E has explained, the credit should include the cost savings for the time saved by not reading a dual-commodity customer’s electric meter,�/  but the credit should not include joint costs such as travel time to the route or the time spent walking from the curb to the customer’s gas meter (Exh. 2, p. 3-13).  No party ( including SDG&E( has shown why it would be reasonable to expect that drive time to the meter reading route would be shortened due to PG&E not having to read a few of the meters on the route (see SCE Opening Brief, pp. 60-62), or why it would be reasonable to expect that the walk time from the curb to the customer’s gas meter would be shortened due to PG&E not having to read the customer’s electric meter.  The only way drive time to the route could potentially be avoided would be to “refolio” or reoptimize all meter reading routes, at significant cost, yet SDG&E ignored all refolioing costs in its analysis (Tr. 486, 489, SDG&E, Croyle).

The word “avoidable” in this context stretches the Commission’s net avoided cost policy to the point where cost savings that cannot reasonably be expected to materialize are included in the RCS credits.  Therefore it is PG&E’s view that inclusion of “opportunity cost savings” in step two of SDG&E’s two-step methodology is in conflict with the Commission’s policy and should be rejected.  Instead, the Commission should make clear that RCS credits should only include costs that the UDC reasonably should be expected to avoid.  On this record, those costs are the avoided costs identified by PG&E in its cost study and reflected in PG&E’s proposed RCS credits.

The remainder of Section III addresses criticisms of PG&E’s proposed RCS credits other than those already addressed in Section II above (generally, the fully allocated cost approach) or in this Section III.A. (generally, the “avoidable” cost approach).  Section IV.B.3. below describes the ratemaking mechanism proposed by PG&E in the event the Commission adopts RCS credits that exceed the UDC’s avoided costs, under either the fully allocated or the” avoidable” cost approach.

PG&E’s Proposed Meter Services Credits Should be Approved.

ORA recommends removing meter installation costs from the Meter Ownership cost calculation and placing them in the Meter Services credit as a cost of bundled service that is avoided when a competing ESP offers revenue cycle services (ORA Opening Brief, pp. 19-20; Exh. 58, pp. 15-16; Exh. 59, pp. 2-3).  ORA’s proposal apparently is based on a misunderstanding of the way in which PG&E partitioned metering costs between the Meter Ownership and Meter Services categories.  PG&E’s Meter Ownership cost calculation excludes meter installation costs; these costs are already part of PG&E’s Meter Services credit (Exh. 2, p. 3-7).  Furthermore, ORA seems to have the mistaken impression that PG&E’s returned meter processing costs consist of meter installation costs (Exh. 59, p. 2).  This is incorrect.  PG&E’s returned meter processing costs consist of costs of receiving, testing, and refurbishing returned meters (Exh. 2, p. 3-9).  For these reasons, ORA’s proposed adjustment to PG&E’s Meter Services credit should be rejected.

PG&E’s Proposed Meter Ownership Credits Should Be Approved.

The offset for meter processing is appropriate and cost-justified.

PG&E proposes offsets to be included in the credits for Meter Ownership and Billing and Payments but not for Meter Services or Meter Reading (see PG&E Opening Brief, pp.   9-10 and 15-16).  The Billing and Payments offset is addressed in Section III.E.1. below.  PG&E’s proposed Meter Ownership credits include an offset reflecting PG&E’s costs incurred to process returned meters when customers obtain new meters from their ESP (Exh. 2, pp. 3-8 to 3-10; Exh. 44, pp. 3-1 to 3-4).  

ORA’s proposed Meter Ownership credits for PG&E do not include such an offset, on the basis that these returned meter processing costs are overall costs of electric industry restructuring, and are not correctly associated with Meter Ownership credits (ORA Opening Brief, p. 20; Exh. 58, p. 16).  ORA witness Price framed the issue of offsets more generally in terms of cost causation and parity as follows:

“Our recommendation is that fees that are imposed on customers, whether it's as a direct fee or as an offset to the credits in this proceeding, should only be adopted as such if -- if they're founded on their -- on their being caused by incremental activities by the customer as opposed to activities or decisions made by an ESP.”  (Tr. 1025, ORA, Price)

“And there needs to be parity in the way that costs are -- that costs are -- you know, credits are computed for direct-access customers and bundled  customers.  In other words, all of the cost of meters and the cost of installation and everything are going to be  incurred by the direct-access customers.  And part of setting the credits for -- to enable a competitive market is to have parity between these two classes of customers.” (Tr. 1149, ORA, Price).

Meter processing costs are caused by a customer’s decision to replace a meter, in that the UDC incurs costs to inspect, refurbish, and test prematurely returned meters prior to reusing them (Exh. 44, pp. 3-2 and 3-3).  While PG&E agrees with ORA that meter processing costs occur routinely and are part of bundled rates, the meters in question here are generally functional at the time of their removal and would not incur processing costs in 1999 but for the customer’s decision to take ESP Meter Ownership service (Exh. 44, p. 3-3).  It is precisely these additional costs of processing prematurely returned meters that PG&E has included as an offset to its Meter Ownership credits.  Thus, PG&E’s meter processing offset meets Dr. Price’s customer cost causation test (Tr. 1025), and should therefore be retained in the credit calculation.

In addition, processing costs for returned meters must be included as an offset to the Meter Ownership credit to maintain rate parity for meter ownership service.  PG&E testified (Exh. 44, p. 3-3) that direct access customers who retain bundled UDC meter ownership may also cause meter processing costs when they request their UDC to replace their existing meter with a Direct Access-capable meter.  PG&E’s proposed Direct Access tariffs (Schedule       E-EUS) recognize the incremental nature of the processing costs associated with premature removal of existing meters.  This tariff includes a “Meter Removal” charge, as follows:  

“This charge is incurred by the customer each time PG&E removes an interval meter or a meter to be replaced by the interval meter.  It includes costs for removal and processing of the existing meter.”  (emphasis added)

Thus, Dr. Price’s parity principle (Tr. 1149) requires that an ESP meter ownership customer bear the UDC’s cost of processing the customer’s prematurely returned meter, just as a UDC meter ownership customer should pay a processing charge when requesting premature removal of a functioning meter.  PG&E’s meter processing offset therefore is entirely consistent with Dr. Price’s notion of parity and is required to achieve it.  

ORA also maintains that the offset could be avoided by having the ESP or a third party remove (and possibly dispose of) the UDC-owned meter, or by allowing the customer or the ESP to buy the UDC-owned meter in-place on the customer’s premise (ORA Opening Brief, pp. 20-21).  However, if an ESP replaces a customer’s UDC-owned meter with an ESP-owned meter, D.97-12-087 requires the new metering agent to remove and return the existing UDC-owned meter to the appropriate facility (Exh. 2, p. 3-7; Exh. 44, p. 3-2).  If these rules change, then there would be an opportunity in update proceedings to revisit this issue.  In any event, it is beyond the scope of this proceeding to change such a requirement here, because the January 26 ACR (p. 3) established that the Commission “will not entertain specific proposals to change such things as the way the applicants charge for providing and installing meters.”

There Should Not Be A Separate Meter Ownership Segment For New Installations Where A PG&E Meter Is Never Installed.

PG&E addressed this issue in its Opening Brief (pp. 16-17).  Moreover, no party has presented a credit calculation or value for such a separate segment.

TURN/UCAN’s Specific Adjustments Are Not Adequately Supported And Should Be Rejected.

TURN/UCAN does not dispute PG&E’s methodology for calculating the Meter Ownership credit.  Rather, TURN/UCAN proposes specific adjustments to PG&E’s inputs to the calculation (TURN/UCAN Opening Brief, pp. 28-29).  However, TURN/UCAN’s proposed specific adjustments are not adequately supported on this record.  There is nothing on the record to explain how TURN/UCAN calculated the avoided residential meter costs of $10.40 and $.19 per meter per month (Exh. 76, p. 1-18; Tr. 1299, TURN/UCAN, Marcus).  Justification for TURN/UCAN’s suggested reuse rate of 95 percent for the most common meters up to age 25 is little more than conjecture (Exh. 76, p. 1-18; Tr. 1306-1307; see Exh. 44, p. 3-6).  There is no quantitative analysis supporting TURN/UCAN’s proposed $1.00 inspecting, testing, and processing cost for returned meters, only TURN/UCAN’s juxtaposition of SCE’s testing cost and PG&E’s processing cost (Exh. 76, p. 1-18; see Exh. 44, pp. 3-5 to 3-6).  The Commission should not adopt TURN/UCAN’s recommended specific adjustments to PG&E’s inputs, because they are not adequately supported.

CEC’s Proposed Adjustments Are Contrary to Common Sense And Should Be Rejected.

CEC proposes adjustments to PG&E’s Meter Ownership calculation (Opening Brief, pp. 7-11), but its adjustments rest on a fundamentally flawed methodology and a basic misunderstanding of PG&E’s method.  CEC asserts that PG&E should not have depreciated all meters and then applied a reuse percentage to the depreciated value (CEC Opening Brief, pp. 7-10).  However, PG&E depreciated only the reusable meters (Exh. 40, p. 169).  Since PG&E in fact has done the calculation in the manner CEC suggests, CEC’s adjustments should be ignored.

Moreover, CEC’s methodology produces results that are contrary to common sense.  CEC used 42 percent as the percentage for meter reusability in its calculation of a Meter Ownership credit of $.21 for PG&E (Exh. 65, Appendix B, p. 5, line E).  CEC witness Jaske agreed that anyone should be able to plug in a different reusability assumption in CEC’s calculation to derive the credit (Tr. 1224, CEC, Jaske).  The flaw in CEC’s methodology is demonstrated by plugging two different reusability assumptions into its calculation:  zero percent reusable and 100 percent reusable.  Common sense dictates that PG&E’s avoided costs and therefore its Meter Ownership credit should be smaller if none of the returned meters can be reused and larger if all of the returned meters can be reused.  However, using CEC’s methodology, the reusability assumption of zero percent results in a Meter Ownership credit of $0.24 while the reusability assumption of 100 percent results in a Meter Ownership credit of $0.16.�/   This perverse result defies common sense and is a direct result of the basic flaw in CEC’s methodology.  Accordingly, the Commission should reject CEC’s proposed adjustments.



The Commission Should Not Decide The Merits Of TURN/UCAN’s New Meter Proposal In This Proceeding.

TURN/UCAN recommends that the Commission decide in this proceeding as a matter of policy that the current practice of providing a meter as part of the service extension process must end (TURN/UCAN Opening Brief, pp. 33-41).  ORA supports TURN/UCAN’s recommendation (ORA Opening Brief, p. 22).  However, it is beyond the scope of this proceeding for the Commission to decide the merits of TURN/UCAN’s recommended policy.  As noted earlier, the January 26 ACR (p. 3) established that the Commission “will not entertain specific proposals to change such things as the way the applicants charge for providing and installing meters.”  Therefore, while the Commission may decide to refer this issue to another proceeding, the Commission should not decide its merits in this proceeding.

PG&E’s Proposed Meter Reading Credits Should Be Approved.

For PG&E, Meter Reading Should Be Segmented Into Three Geographic Zones Associated With Zip Codes.

PG&E addressed this issue in its Opening Brief (pp. 18-19).  

Enron (Opening Brief, pp. 24-25) and CellNet (Opening Brief, pp. 20-22) take the view that Section 368(b) prohibits geographic deaveraging of RCS credits so long as the UDC’s bundled customers are not charged for revenue cycle services on a geographically deaveraged basis.  They base their view on the requirement in Section 368(b) that direct access customers “pay the same unbundled component charges, other than energy, that a bundled service customer pays.”  The basic flaw in this analysis is the assumption that there are identifiable charges in bundled service rates for revenue cycle services.  In fact there are no such identifiable charges, nor even an approved Commission methodology for attempting to calculate such charges.  

This proceeding is the first to attempt to identify the UDC’s cost savings associated with provision by ESPs of the four revenue cycle services.  When the RCS credits are properly determined and applied, direct access customers will pay the same unbundled component charges that a bundled service customer pays, minus the identifiable cost savings for the energy and revenue cycle services that the customers receive from their ESPs instead of from their UDCs.  This result, which is true whether or not the RCS credits are geographically deaveraged, is entirely consistent with Section 368(b) as interpreted by the Commission in D.97-05-039 (p. 18).  (Section II.B.1.a. above makes this point in a different context.)

Along the same lines, CellNet (Opening Brief, pp. 22-23) and UC/CSU/DGS (Opening Brief) make the argument that geographic deaveraging of RCS credits would violate the Section 368(b) prohibition against cost shifting.  Again, PG&E submits that the basic flaw in this argument is the mistaken assumption that bundled service charges for revenue cycle services are identifiable and constitute some kind of reference point from which it can be determined that costs have shifted.

TURN/UCAN cites D.96-03-020, in which the Commission chose not to implement geographic deaveraging in the telecommunications industry because adequate cost studies were not available (TURN/UCAN Opening Brief, p. 17).  Here PG&E has done a thorough, well-documented cost study.  Other than TURN/UCAN’s general complaint that PG&E’s studies were performed by PG&E’s employees, no party has taken issue with the design or conduct of PG&E’s study.  In fact ORA, after thorough review of the cost justification, accepted PG&E’s three geographic zones (ORA Opening Brief, p. 18).  The Commission should reach the same conclusion.  

In Concept, PG&E Does Not Oppose Two Adjustments Proposed By ORA.

ORA proposes to include in the UDCs’ cost saving analyses the incremental costs of meter data management activities in the new competitive market (ORA Opening Brief, p. 19).  PG&E agrees with the notion that reasonably avoidable compliance costs should be included in credits, but only if those costs are in customers’ rates to begin with.  In PG&E’s case, the costs ORA references are not in customers’ rates; instead, they are currently being booked to memorandum accounts as they are incurred, so any avoided expenditures will just serve to keep the memorandum accounts lower (Exh. 44, p. 2-7).  Moreover, as ORA acknowledges, the costs are not known yet.  Instead of adopting proxy costs on an interim basis as ORA recommends, PG&E believes this matter should be addressed in RCS credit update proceedings next year if these costs are then in customers’ rates.

ORA also proposes to adjust its recommended Meter Reading credits for PG&E by de-averaging time-of-use (TOU) versus non-TOU credits for residential, small and medium commercial, and small agricultural customers (ORA Opening Brief, p. 18, Exh. 59, p. 2).  The cost justification for such de-averaging is in PG&E’s workpapers.  PG&E did not adjust its proposed Meter Reading credits because it felt the differences were too small to matter.  PG&E does not oppose the concept of this adjustment but supports adjusting PG&E’s proposed credits rather than ORA’s proposed credits.

For PG&E, There Should Not Be A Separate Meter Reading Segment For Dual Commodity Customers Whose Electric And Gas Meters Are Read By ESPs.

PG&E addressed this issue in its Opening Brief (pp. 17-18), explaining why it is unwarranted to assume that ESPs may read PG&E’s gas meters any time soon.  Moreover, there is no record evidence for what PG&E’s cost savings would be in the event ESPs are able to read PG&E gas meters in 1999.  

Enron’s Credit Proposal For Dual Commodity Customers Should Be Rejected.

Enron proposes that the credit for a dual commodity customer when an ESP reads only the electric meter be set at one-half the UDC’s total cost saving when the ESP reads both the electric meter and the gas meter (Enron Opening Brief, p. 18).  However, Enron has not pointed to any evidence of what that total cost saving would be for PG&E. 

Enron acknowledges that the UDC’s cost savings when an ESP reads only the dual commodity customer’s electric meter is less than half the UDC’s cost savings when the ESP reads both the electric meter and the gas meter, but Enron says its proposal will give the UDCs incentive to reduce meter reading costs (Enron Opening Brief, p. 18).  Enron’s proposal is a simplistic bid to set the credit higher than the net avoided cost.  The Commission should reject Enron’s approach and set the credit equal to the real cost savings determined through PG&E’s activity-based cost study.  

The same reasoning applies to the Billing and Payments credit.

PG&E’s Proposed Billing and Payments Credits Should Be Approved.

PG&E’s Proposed Offsets Are Appropriate And Cost-justified.

In Section III.C.1. above PG&E addresses its proposed offset for Meter Ownership credits.  PG&E’s proposed Billing and Payments credits include offsets for costs incurred by PG&E for transferring PG&E distribution bill data to the ESP, for processing ESP payments, for ESP credit and collection activities, and for reverting customers to dual billing (Exh. 2, pp. 2-6 to 2-8 and 3-16 to 3-17).  PG&E does not understand any party to be taking a position that the udcs should not be allowed to recover reasonable costs incurred to facilitate ESP consolidated billing.  Instead, the parties opposed to Billing and Payments offsets believe that these costs should be recovered elsewhere.

ORA removes the offsets on the basis that they are contrary to the criteria recommended by ORA and SDG&E (ORA Opening Brief, pp. 22-24; Exh. 58, p. 18; Exh. 59, p. 3).  In fact, the incurred costs that are reflected in PG&E’s offsets vary both with the number of ESPs and with the number of customers who elect ESP provision of billing and payment services.  As more customers choose not to have PG&E provide their billing and payment services, PG&E will incur more costs for transferring PG&E distribution bill data to the customer’s ESP, for processing payments from the ESP, and for support of ESP credit and collection activities.  Each time a customer reverts to dual billing, PG&E incurs a switching cost; PG&E would not incur this cost if the customer had not chosen ESP consolidated billing.  



Enron suggests that these costs should not be recovered through a credit offset because (1) the offset distorts the price signal, and (2) PG&E is seeking recovery of the same costs in other proceedings (Enron Opening Brief, p. 11).  Enron’s first point is wrong, because the Commission correctly established the policy that the price signal given by the RCS credit should equal the UDC’s net avoided costs, including costs incurred as well as costs saved (D.97-05-039, pp. 17-18).  As to the second point, Enron is correct that PG&E is seeking recovery of some RCS costs in other proceedings (Enron Opening Brief, pp. 11-12).  In particular, PG&E is seeking recovery of RCS set-up and implementation costs from all ratepayers in the Section 376 proceeding (A.98-05-004).  However, the Section 376 costs are RCS costs that cannot be attributed to a particular customer or ESP, while the proposed offset reflects costs incurred by PG&E only when a customer chooses to have an ESP provide its billing and payment services.  In addition, those RCS costs directly attributable to ESPs may be recoverable through direct access fees paid to PG&E by ESPs, but the costs reflected in PG&E’s proposed offset are not being recovered through direct access fees.

Since this RCS Credits Proceeding happens to precede the Section 376 and direct access fee proceedings, the Commission should implement its net avoided cost policy here by including in RCS credit offsets those costs incurred by the UDC as a direct result of a customer choosing to receive its revenue cycle services from an ESP (see PG&E Opening Brief, pp. 9-10).  Then, in the Section 376 and direct access fee proceedings, the Commission can make sure that the UDCs do not recover these costs a second time.  PG&E does not believe that the Commission should take Enron’s advice simply to decline to address the issue of offsets (Enron Opening Brief, p. 12).

Therefore, it is appropriate and cost-justified for these costs to be reflected in the Billing and Payments credit offsets.  

The Appropriate Uncollectibles Value Is Zero.

TURN/UCAN (Opening Brief, pp. 24-26) and ORA (Opening Brief, p. 24) contend that PG&E’s Billing and Payments credit should be adjusted for uncollectibles.  As set forth in PG&E’s Opening Brief (p. 14), D.97-05-039 asked the parties to separately identify the possible savings associated with uncollectibles but expressed “a need for caution” (p. 19) and indicated it will investigate the subject separately (p. 32).  Given this guidance, PG&E identified the uncollectibles estimate but did not incorporate possible savings into credits (Exh. 2, pp. 3-19).  Also, there will be little or no savings in uncollectibles if ESPs return to dual billing their customers who have had payment records, as PG&E expects the ESPs will (Exh. 2, p. 2-8).  Therefore, PG&E believes the appropriate uncollectibles value for the Billing and Payments credit in this proceeding is zero (Exh. 45, p. 2-4). 

There Is No Cost Saving Associated With Cash Working Capital.

TURN/UCAN asserts that the Billing and Payments credit should reflect an appropriate reduction to PG&E’s requirements for cash working capital (TURN/UCAN Opening Brief, p. 23). However, PG&E’s analysis of this issue concluded that there will be no cost savings associated with cash working capital (Exh. 44, pp. 2-5 to 2-6).  First, there will be no improvement in PG&E’s cash working capital position due to security deposits paid by ESPs to PG&E, because (1) ESPs have options other than the use of a cash deposit to establish credit,�/ (2) even if an ESP does pay PG&E a cash security deposit, PG&E would then have to refund the security deposits paid by the ESP’s customers, and (3) PG&E is required to pay interest on any cash deposits.  And second, there will be no improvement in PG&E’s cash working capital position due to a supposed reduction in the time that receivables accounts are paid to PG&E, because ESPs’ payments are due within about the same period of time that PG&E’s customers’ payments are due (Exh. 44, pp. 2-5 to 2-6).

The Commission Should Acknowledge The Problems With Creating A Credit For Full ESP Consolidated Billing At This Time.

The full ESP consolidated billing option has not been fully defined (Exh. 4, p. 2-DLS-2).  In order to develop a separate credit for its required April 15 filing, PG&E made a number of assumptions as to the set-up and operation of full ESP consolidated billing and as to the responsibilities of the UDC and ESP that enter into a full ESP consolidated billing agreement (Exh. 42, p. 1; see Exh. 42 generally).  If the Commission does approve the separate credit, it should revisit the assumptions and calculations once the full ESP consolidated billing option has been fully defined (Exh. 42, p. 1).  A more cautious approach would be for the Commission not to approve a separate credit at this time (see SDG&E Opening Brief, pp. 15-16).  In deciding the appropriate steps to be taken, at a minimum the Commission should acknowledge the problems with creating a separate credit at this time.

THE commission should approve PG&e’s UPDATE AND ratemaking proposals.

The Commission Should Adopt PG&E’s Proposed Update Process.

Exh. 2 (p. 4-1) and PG&E’s Opening Brief (pp. 11-12) describe PG&E’s proposed process to update RCS credits.  The Commission would consider in another phase of this proceeding whether net avoided costs for the year 2000 would be significantly different than the net avoided costs for 1999, using the same calculation methodology.  This phase would include a forecast of market penetration for 1999.  PG&E agrees with SDG&E (Opening Brief, pp. 18-19) that credits should be reviewed annually, and updated only if the assumptions used to calculate net cost savings have significantly changed.  PG&E shares the concern expressed by UC/CSU/DGS (Opening Brief, p. 7) that annual relitigation of costs and savings will strain resources, and that if annual updating is embraced, then the update proceeding should not entertain changes to the cost methodology without some significant justification.

The Commission Should Adopt PG&E’s Proposed Ratemaking Procedures As Needed.

The Commission Should Approve PG&E’s Basic Ratemaking Proposal.

PG&E’s Opening Brief (p. 12) summarizes PG&E’s proposed basic ratemaking treatment of RCS credits and details entries to be made to PG&E’s Transition Revenue Account (TRA).  PG&E requests the Commission to approve this basic ratemaking proposal regardless of the level of RCS credits it adopts.  No other party’s opening brief addressed this matter.

The Commission Should Reject CEC’s Ratemaking Proposal.

CEC was the only party to sponsor an alternative accounting mechanism (CEC Opening Brief, pp. 5-7).  The CEC proposal is not designed to treat RCS credits as a whole, but rather to address the specific issue of geographically segmented Meter Reading credits.  The CEC proposal would require the utility to account for the difference between the zonally differentiated meter reading credit and some average credit value over all zones.  If the “average” exceeds the credits given to customers, the difference would be returned to ratepayers.  CEC asserts that this proposed rate treatment would eliminate cross-subsidies between bundled customers and customers who get meter reading services from their ESP.  CEC states that the effect of their proposal would be to increase the credits to low-cost ESP customers if the total amount of the credits given to ESP customers for RCS services in the relevant period is less than what the total amount of the credit would have been if an average RCS credit had been adopted.  

The CEC’s stated reason is precisely why the Commission should reject the CEC proposal.  If only low-cost customers choose ESP service, PG&E’s net avoided cost savings will be lower than if “average” cost customers choose ESP service.  The CEC proposal essentially would have low-cost customers receive credits for savings that would only occur if higher cost customers choose other RCS providers.  Although CEC has supported geographic segmentation to eliminate cross subsidies, this accounting mechanism restores the cross-subsidies that the segmentation is designed to avoid.

Moreover, CEC’s proposal initially failed to consider the implications of PG&E’s proposed basic ratemaking mechanism for RCS credits generally, as referenced in Section IV.B.1. immediately above (Tr. 1213-1215, CEC, Jaske).  After consideration, CEC concluded that PG&E’s proposed mechanism would remove most of the incentives that CEC’s proposal was designed to counteract (Tr. 1215, CEC, Jaske; see CEC Opening Brief, p. 7).  For PG&E, at least, CEC’s proposal is not needed.

The Commission Should Approve PG&E’s Additional Ratemaking Proposal In The Event That RCS Credits Exceed Avoided Costs.

As described in Exh. 44 (pp. 4-1 to 4-2) and in PG&E’s Opening Brief (pp. 12-13), PG&E’s ratemaking proposal includes an additional entry to the TRA in the event the Commission adopts RCS credits that exceed PG&E’s true avoided costs.  This proposal requires that the Commission find that PG&E’s proposed RCS credits equal PG&E’s true net avoided costs, even though the Commission adopts higher RCS credits.  PG&E’s proposal ensures that there is no change to revenue available for transition cost recovery, no cost shifting among customer classes, and no additional stranded costs due to RCS credits.  No other party’s opening brief addressed this matter.  PG&E therefore requests that the Commission approve this additional ratemaking proposal in the event it adopts RCS credits based on a fully allocated cost or “avoidable” cost approach that exceed PG&E’s true net avoided costs as determined by PG&E’s cost study.

To understand how this ratemaking mechanism would work, assume for the sake of illustration that the Commission finds that PG&E’s proposed RCS credits equal PG&E’s net avoided costs, but the Commission adopts the RCS credits proposed either by ORA or by Enron.  Further assume that the customer receives all four revenue cycle services from its ESP for the year 1999.  Using the Attachment, the proposed credits and totals for a residential customer on Rate Schedule E-1 with electric-only service are as follows:

///

///

///

///

� PG&E�   ORA� Enron��Meter Services�   0.13�   0.21�    0.16��Meter Ownership�   0.11�    0.15�    0.31��Meter Reading�   0.43�    0.47�    1.13��Billing & Payments�   0.31�    1.40�    1.92��Monthly Total�  $0.98�  $2.23�   $3.52���    x 12�    x 12�    x 12��Annual Total�$11.76�$26.76�$42.24���  11.76�  11.76�  11.76��Excess Over PG&E Determined Net Avoided Cost�         0�$15.00�$30.48��If the Commission adopts ORA’s proposed RCS credits, for the customer in the example PG&E would make a debit entry to the TRA in the amount of $15.00 for the year 1999.  If the Commission adopts Enron’s proposed RCS credits, then for the customer in the example PG&E would make a debit entry to the TRA in the amount of $30.48 for the year 1999.  Subject to review and verification in the Rate Adjustment Proceeding, these entries would have the effect of increasing the amount of distribution revenue that would otherwise be collected from ratepayers by $15.00 if the ORA credits are adopted and by $30.48 if the Enron credits are adopted.

Any Further RCS Unbundling or cost separation Will require additional analysis and evaluation.

Several parties have suggested in this proceeding that the Commission should further unbundle revenue cycle services, even to the point of totally separating RCS costs from other UDC costs in the way that Generation, Transmission, Distribution, and Public Purpose Program costs were separated in D.97-08-056.  In particular, UC/CSU/DGS (Opening Brief, p. 3) and Enron (Opening Brief, p. 6) urge the Commission to fully unbundle revenue cycle services in the future and establish rates that reflect fully allocated costs.  As discussed at length earlier, Enron, CellNet, and UC/CSU/DGS allege that the fully allocated costs are superior to net avoided costs, for instance by providing better price signals.  ORA’s view is that costs should not be fully allocated unless and until revenue cycle functions are fully competitive, which would require the UDCs to no longer be default providers (ORA Opening Brief, pp. 7-9).  ORA recommends that services that can become competitive should be treated as “merchant functions,” instead of as part of the UDC’s “Wires Company” function, and that the Commission’s telecommunication incremental cost model should be applied to determine prices.  

It is PG&E’s view that discussion in this proceeding of possible further unbundling of revenue cycle services or of total RCS cost separation has been premature and has not contributed to the task at hand of implementing the Commission’s policy that RCS credits shall equal the UDC’s net avoided costs.  PG&E believes the Commission has taken a sensible step in its Phase I decision by asking for parties’ comments on further RCS changes before deciding whether to take any action.  In any event, the record in this proceeding is not nearly adequate for the Commission to draw any conclusions about whether or how any further unbundling or cost separation should proceed.

If and when the Commission at some point wishes to consider the possibility of further unbundling revenue cycle services or of separating RCS costs. PG&E believes the following issues are among the many that would need to be addressed:

Are revenue cycle services fully competitive?

If revenue cycle services are fully competitive, is there any need to determine “rates” (i.e., to regulate UDC prices for revenue cycle services) at all?

How should rates, rules and tariffs be changed?

What pricing flexibility will the UDC have?

Will the UDC be free to enter and exit markets?

How will the obligations to provide universal revenue cycle service, if any, be shared?

How should UDC costs be separated or allocated to “Wires Company” services, revenue cycle services, and non-revenue cycle services?

Will the UDC’s revenue cycle services be subject to PBR?

How should costs be allocated to customer classes?

How should cross subsidies be defined and eliminated?

What changes are needed for revenue accounting?

What safeguards are needed to ensure no cost shifting under AB 1890?

Will revenue cycle services be offered as retail and/or wholesale services?

How should costs that are shared between gas and electric commodities be handled?

How will transition costs be measured, collected, and accounted for?

However, it was not the purpose of this proceeding to answer these questions.  If the Commission wishes to explore further RCS unbundling or RCS cost separation, it will require a substantial commitment of time and resources to analyze and evaluate these issues.
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The following four tables show the RCS credits for PG&E proposed by PG&E and by ORA and Enron.  Also shown are credits  proposed by TURN/UCAN as represented by Enron.  The tables do not show RCS credits proposed for PG&E by other parties (e.g., Meter Ownership by CEC).

 

 

To show the credits by Rate Schedule, as required by the Phase I decision, PG&E had to extrapolate some credit values that were presented by ORA and Enron in broad customer groups, such as 20kW to 500kW.  Extrapolated credits are shown in italics.  





ORA and Enron reviewed the tables drafted by PG&E and made suggestions, all of which PG&E incorporated into the final version presented here.  PG&E believes  that these tables accurately represent ORA’s and Enron’s recommended RCS credits for PG&E by Rate Schedule, as well as PG&E’s proposed RCS credits.
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�

Meter Services – Proposed Credits for PG&E ��Rate Schedule�PG&E�ORA�Enron���$/meter/month��E-1�0.13 �0.21�0.16��E-7�1.54 �1.74�1.85��E-8�0.13 �0.21�0.16��A-1 Single phase�0.09 �0.17�0.11��A-1 Poly phase�0.09 �0.17�0.11��A-6 Single phase�1.50 �1.70�1.81��A-6 Poly phase�1.50 �1.70�1.81��A-10 �0.81 �1.01�0.97��E-19�0.81 �1.01�0.97��E-20�0.81 �1.01�0.97��AG-1A�0.06 �0.14�0.07��AG-1B�0.78 �0.98�0.94��AG-RA�1.46 �1.66�1.76��AG-RB�0.78 �0.98�0.94��AG-VA�1.46 �1.66�1.76��AG-VB�0.78 �0.98�0.94��AG-4 (A,B,C)�0.78 �0.98�0.94��AG-5 (A,B,C)�0.78 �0.98�0.94��E-19 (Nonfirm)�10.27 �11.03�0.97?*��E-20 (Nonfirm)�10.23 �10.99�0.97?*��LS1�N/A�N/A�N/A��LS2�N/A�N/A�N/A��LS3�0.09 �0.17�0.11��OL1�N/A�N/A�N/A��TC1�0.09 �0.17�0.11��

Sources:	PG&E:  PG&E Phase II Opening Brief, page 20

	ORA:  ORA Phase II Opening Brief, Table 1

	Enron: Exh. 55, Table in Exhibit RBW-5; Enron Phase II Opening Brief, Exhibit 1, page 3

	*Enron shows 0.97 for E-19 and E-20 without specifying values for E-19 (Nonfirm) or E-20 (Nonfirm)

�Meter Ownership—Proposed Credits for PG&E��Rate Schedule�PG&E�ORA�TURN/UCAN�Enron���$/meter/month��E-1�0.11 �0.15�0.20�0.31��E-7�1.21 �1.28��2.23��E-8�0.11 �0.15��0.31��A-1 Single phase�0.11 �0.15��0.31��A-1 Poly phase�0.89 �0.94��2.11��A-6 Single phase�1.21 �1.28��2.23��A-6 Poly phase�2.53 �2.60��4.48��A-10 �2.69 �2.78��4.73��E-19�2.69 �2.78��4.73��E-20�2.69 �2.78��4.73��AG-1A�0.89 �0.94��2.11��AG-1B�2.69 �2.78��4.73��AG-RA�2.53 �2.60��4.48��AG-RB�2.69 �2.78��4.73��AG-VA�2.53 �2.60��4.48��AG-VB�2.69 �2.78��4.73��AG-4 (A,B,C)�2.69 �2.78��4.73��AG-5 (A,B,C)�2.69 �2.78��4.73��E-19 (Nonfirm)�6.50 �5.41��14.82��E-20 (Nonfirm)�6.50 �5.41��14.82��LS1�N/A�N/A�N/A�N/A��LS2�N/A�N/A�N/A�N/A��LS3�0.11 �0.15��0.31��OL1�N/A�N/A�N/A�N/A��TC1�0.11 �0.15��0.31��Sources:	PG&E:  PG&E Phase II Opening Brief, page 20

	ORA:  ORA Phase II Opening Brief, Table 1

	TURN/UCAN:  Enron Phase II Opening Brief, Table 1

	Enron: Exh. 55, Table in Exhibit RBW-6; Enron Phase II Opening Brief, Exhibit 1, page 3



�

�Meter Reading—Proposed Credits for PG&E���Manual read�Telephone/modem read���Dual commodity site�Electric-only site�Electric-only site���PG&E�ORA�Enron�PG&E�PG&E�PG&E�ORA�ORA�ORA�Enron�PG&E�ORA��Rate Schedule�Zones 1-3�Zones 1-3�Zones 1-3�Zone 1�Zone 2�Zone 3�Zone 1�Zone 2�Zone 3�Zones 1-3�Zones 1-3�Zones 1-3���$/meter/month�$/meter/month���E-1�0.19 �0.21�0.56�0.43 �0.54 �0.81 �0.47�0.59�0.89�1.13�N/A �N/A ��E-7�0.19 �0.32�0.56�0.43 �0.54 �0.81 �0.54�0.65�0.93�1.13�N/A �N/A ��E-8�0.19 �0.21�0.56�0.43 �0.54 �0.81 �0.47�0.59�0.89�1.13�N/A �N/A ��A-1 Single phase�0.20 �0.20�0.57�0.44 �0.58 �0.70 �0.47�0.63�0.76�1.14�N/A �N/A ��A-1 Poly phase�0.20 �0.20�0.57�0.44 �0.58 �0.70 �0.47�0.63�0.76�1.14�N/A �N/A ��A-6 Single phase�0.20 �0.38�0.57�0.44 �0.58 �0.70 �0.57�0.70�0.82�1.14�N/A �N/A ��A-6 Poly phase�0.20 �0.38�0.57�0.44 �0.58 �0.70 �0.57�0.70�0.82�1.14�N/A �N/A ��A-10 �0.20 �0.38�0.57�0.44 �0.58 �0.70 �0.57�0.70�0.82�1.14�N/A �N/A ��E-19�0.00 �N/A�1.29�2.15 �2.32 �2.71 �2.35�2.54�2.96�2.58�N/A �N/A ��E-20�0.00 �N/A�1.29�2.15 �2.32 �2.71 �2.35�2.54�2.96�2.58�N/A �N/A ��AG-1A�0.00 �N/A�0.57�1.27 �1.39 �1.72 �1.38�1.51�1.87�1.15�N/A �N/A ��AG-1B�0.00 �N/A�0.57�1.27 �1.39 �1.72 �1.38�1.51�1.87�1.15�N/A �N/A ��AG-RA�0.00 �N/A�0.57�1.27 �1.39 �1.72 �1.42�1.55�1.91�1.15�N/A �N/A ��AG-RB�0.00 �N/A�0.57�1.27 �1.39 �1.72 �1.42�1.55�1.91�1.15�N/A �N/A ��AG-VA�0.00 �N/A�0.57�1.27 �1.39 �1.72 �1.42�1.55�1.91�1.15�N/A �N/A ��AG-VB�0.00 �N/A�0.57�1.27 �1.39 �1.72 �1.42�1.55�1.91�1.15�N/A �N/A ��AG-4 (A,B,C)�0.00 �N/A�0.88�1.27 �1.39 �1.72 �1.42�1.55�1.91�1.76�N/A �N/A ��AG-5 (A,B,C)�0.00 �N/A�0.88�2.40 �2.68 �3.52 �2.62�2.93�3.85�1.76�N/A �N/A ��E-19 (Nonfirm)�N/A�N/A�1.29�N/A�N/A�N/A�N/A�N/A�N/A�2.58�34.30 �34.30 ��E-20 (Nonfirm)�N/A�N/A�1.29�N/A�N/A�N/A�N/A�N/A�N/A�2.58�34.30 �34.30 ��LS1�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A��LS2�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A��LS3�0.19 �0.21�0.57�0.40 �0.51 �0.77 �0.44�0.56�0.84�1.14�N/A�N/A��OL1�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A��TC1�0.19 �0.21�0.57�0.40 �0.51 �0.77 �0.44�0.56�0.84�1.14�N/A�N/A��Sources:	PG&E:  PG&E Phase II Opening Brief, page 20

		ORA:  ORA Phase II Opening Brief, Table 1;  ORA e-mail response.

		Enron: Exh. 55, Table in Exhibit RBW-4; Enron Phase II Opening Brief, Exhibit 1, pages 1-2;  Enron e-mail response.

		Italicized numbers were extrapolated by PG&E from a broad customer group (such as 20-500kW) to a rate schedule.�

�Billing and Payments—Proposed Credits for PG&E���Partial ESP Consolidated Billing�Full ESP Consolidated Billing���Electric-only customers�Dual customers�Electric-only customers�Dual customers��Rate Schedule�PG&E�ORA�TURN/ UCAN�Enron�ORA�Enron�PG&E�ORA�Enron�ORA�Enron���$/account/month�$/account/month�$/account/month�$/account/month��E-1�0.31 �0.45-1.40�1.23�1.92�0.18�1.05�0.03�0.47-1.51�2.27�0.18�1.40��E-7�0.31 �0.45-1.40��1.92�0.18�1.05�0.03�0.47-1.51�2.27�0.18�1.40��E-8�0.31 �0.45-1.40��1.92�0.18�1.05�0.03�0.47-1.51�2.27�0.18�1.40��A-1 Single phase�0.37 �0.51-1.59��3.28�0.18�1.95�0.17�0.70-3.17�3.82�0.18�2.49��A-1 Poly phase�0.37 �0.51-1.59��3.28�0.18�1.95�0.17�0.70-3.17�3.82�0.18�2.49��A-6 Single phase�0.37 �0.51-1.59��3.28�0.18�1.95�0.17�0.70-3.17�3.82�0.18�2.49��A-6 Poly phase�0.37 �0.51-1.59��3.28�0.18�1.95�0.17�0.70-3.17�3.82�0.18�2.49��A-10 �0.37 �0.50-1.59��33.90�0.18�17.26�0.17�0.69-3.17�40.67�0.18�24.01��E-19�0.37 �0.50-1.59��98.31�0.18�81.67�0.17�0.69-3.17�105.07�0.18�88.43��E-20�0.37 �0.50-1.59��480.29�0.18�272.66�0.17�0.69-3.17�564.64�0.18�356.86��AG-1A�0.37 �0.50-1.59��7.23�0.18�3.92�0.15�0.67-3.17�8.57�0.18�5.27��AG-1B�0.37 �0.50-1.59��7.23�0.18�3.92�0.15�0.67-3.17�8.57�0.18�5.27��AG-RA�0.37 �0.50-1.59��7.23�0.18�3.92�0.15�0.67-3.17�8.57�0.18�5.27��AG-RB�0.37 �0.50-1.59��7.23�0.18�3.92�0.15�0.67-3.17�8.57�0.18�5.27��AG-VA�0.37 �0.50-1.59��7.23�0.18�3.92�0.15�0.67-3.17�8.57�0.18�5.27��AG-VB�0.37 �0.50-1.59��7.23�0.18�3.92�0.15�0.67-3.17�8.57�0.18�5.27��AG-4 (A,B,C)�0.37 �0.50-1.59��7.23�0.18�3.92�0.15�0.67-3.17�8.57�0.18�5.27��AG-5 (A,B,C)�0.37 �0.50-1.59��7.23�0.18�3.92�0.15�0.67-3.17�8.57�0.18�5.27��E-19 (Nonfirm)�0.37 �0.50-1.59��98.31�0.18�81.67�0.17�0.69-3.17�105.07�0.18�88.43��E-20 (Nonfirm)�0.37 �0.50-1.59��480.29�0.18�272.66�0.15�0.69-3.17�564.64�0.18�356.86��LS1�0.37 �0.50-1.59��1.60�0.18�1.11�0.17�0.69-3.17�1.80�0.18�1.31��LS2�0.37 �0.50-1.59��1.60�0.18�1.11�0.17�0.69-3.17�1.80�0.18�1.31��LS3�0.37 �0.50-1.59��1.60�0.18�1.11�0.17�0.69-3.17�1.80�0.18�1.31��OL1�0.37 �0.50-1.59��1.60�0.18�1.11�0.17�0.69-3.17�1.80�0.18�1.31��TC1�0.37 �0.50-1.59��1.60�0.18�1.11�0.17�0.69-3.17�1.80�0.18�1.31��Sources:	PG&E:  PG&E Phase II Opening Brief, page 20

		ORA:  ORA Phase II Opening Brief, Table 1

		TURN/UCAN:  Enron Phase II Opening Brief, Table 1

		Enron: Exh. 55, Table in Exhibit RBW-8; Enron Phase II Opening Brief, Exhibit 1, pages 3-4;  Enron e-mail response.

		Italicized numbers were extrapolated by PG&E from a broad customer group (such as 20-500kW) to a rate schedule.�

� /	The rebuttal testimony of Richard A. Patterson submitted by PG&E on June 19, 1998, was not given an exhibit number.

� /	At the outset of its Opening Brief (p. 1), TURN/UCAN questions the credibility of the UDCs’ cost studies by citing “the anomaly that has PG&E charging an ESP over $.70 per month as the cost to the utility of providing a consolidated bill for the ESP, but offering a credit of $.30 per month if the ESP provides a consolidated bill for the utility.”  What TURN/UCAN is referring to is the $.70 Consolidated PG&E Billing charge to an ESP if the ESP requests that PG&E bill the ESP’s direct access customers for the energy supply portion of the customer’s bill (Schedule E-ESP), with possible additional charges if the ESP requests additional services, and PG&E’s proposed $.31 Billing and Payments credit for partial ESP consolidated billing service ( where PG&E calculates the UDC portion of the bill ( for a residential electric-only account (see Exh. 76, p. 2).  Both the $.70 direct access fee and the $.31 RCS credit reflect differences in PG&E’s costs (i.e., incremental costs incurred in the case of the direct access fee, net costs avoided in the case of the RCS credit) compared to PG&E’s cost of rendering a bundled service bill.  The $.70 fee reflects the fact that, compared to PG&E’s cost if the customer had bundled service instead of direct access service, PG&E will incur about $.70 in additional costs to obtain the energy charges from the ESP and to consolidate those charges with PG&E’s UDC charges.  The $.31 credit reflects the fact that, again compared to PG&E’s cost if the customer had bundled service instead of direct access service, PG&E will avoid net costs of $.31 if PG&E continues to calculate the UDC portion of the bill and the ESP consolidates that portion with its energy charges.  That is, these numbers reflect the changes in PG&E’s costs when the current bundled service billing practice is replaced by consolidated billing for direct access service:  when PG&E renders the consolidated bill, PG&E incurs costs; when the ESP renders the consolidated bill, PG&E saves costs.  The fact that the fee is $.70 and the credit is $.31 is in no sense an “anomaly.”  (It should be noted that current direct access fees are based on preliminary cost estimates, and the direct access fee proceeding will be the forum for the UDCs to present their full cost studies supporting the current fees or proposed revised fees.) 

� /	The average number of sites per meter reading route is a little over 370 (derived by dividing the number of accounts shown in Exh. 40, p. 148 [5,189,613] by the number of routes shown in Exh. 2, p. 2-3 [approximately 14,000]).  The time saved at a residential dual commodity site if the PG&E meter reader does not have to read the electric meter is 17 seconds (Exh. 40, p. 212-d).  If the penetration level is one percent, or four such sites on a route, the total saved time will be 1.1 minutes.  PG&E’s net avoided costs consists of the meter reader salary and loaders for this saved time (Exh. 2, pp. 3-3 to 3-4). 



� /	The key steps occur in lines F, G, and I of CEC’s Calculation in Exh. 65, Appendix B,  p. 5.  The reusability assumption of 42% on line E results in a line I value of $0.13, as shown.  The reusability assumption of 0% on line E results in a line I value of $0.16 (line F: 0% x $7.41 = $0.00; line G: $14.86 - $0.00 = $14.86; line I: [$14.86 x 13.13%]/12 = $0.16).  The reusability assumption of 100% on line E results in a line I value of $0.08 (line F: 100% x $7.41 = $7.41; line G: $14.86 - $7.41 = $7.45; line I: [$7.45 x 13.13%]/12 = $0.08).  The total credit is the line I value plus the line M value of $0.08 (which is not affected by the reusability assumption), giving totals of  $0.16 + $0.08 = $0.24 for the reusability assumption of 0% and $0.08 + $0.08 = $0.16 for the reusability assumption of 100%.



� /	In fact, as of early May 1998, all 17 ESPs operating in PG&E’s service territory had elected to post non-cash deposits (Exh. 44, p. 2-5).
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