REPLY BRIEF OF TURN/UCAN 

ON REVENUE CYCLE SERVICE UNBUNDLING
Pursuant to the procedural schedule adopted in this proceeding, The Utility Reform Network (TURN) and Utility Consumers Action Network (UCAN), hereinafter referred to as TURN/UCAN, submit this rebuttal brief addressing issues raised by parties in their opening briefs in Phase 2 of the consolidated revenue cycle service unbundling proceeding. 

 
I.    INTRODUCTION
TURN/UCAN are gratified by the extent of the consensus indicated in the opening briefs of many of the parties.    Judging from the first round of briefing, the majority of the parties appear to be in support of the proposals and modifications proposed by TURN/UCAN.   Conversely, TURN/UCAN is supportive of observations proferred by many of the commenting parties. 

This reply brief will briefly touch on the consensus and will focus on the areas where there continues to be differences.  

II.  AREAS OF GENERAL CONSENSUS
In general,  TURN/UCAN agrees with the particularly articulate observation of the California Farm Bureau, which observes that the two primary policy issues are the adoption of appropriate credit levels that will encourage competition and ensuring that costs resulting from RCS competition are not shifted to UDC customers. (Farm Bureau Opening Brief, p. 1)    The challenge for this Commission is to navigate between the UDC numbers, which are artificially minimize credits for obvious self-interest, and the ESP credit estimates, which err towards inflated credits.  

It would appear that most of the end-user and independent parties are in concurrence that the SDG&E methodology, as modified by TURN/UCAN and ORA, is the most appropriate middle-ground proposal contained in this evidentiary record.  (Farm Bureau Opening Brief,  p. 2; CEC Opening Brief,  p. 2;  UC/CSU/DGS Opening Brief,  p. 5-6;  ORA Opening Brief,  p. 14) 


The UDCs reliance upon using incremental methodologies are clearly wrong.   But the extent to which their perspective is so colored is best exemplified by the entertaining and revealing “Parable” offered by SDG&E in its opening brief (SDG&E Opening Brief,  Attachment “B”).      This parable purports to demonstrate how use of fully embedded cost methodology might mislead a restaurateur into abandoning an incremental sales point (peanuts) in his store.     What the UDCs don’t appreciate is that the Commission is not engaged in determining whether the UDCs should add or subtract service offerings.    It is examining and unbundling competitive services and trying to remove the hidden subsidies created by regulation.    The misapplication of this parable by SDG&E reveals how it does not see the bigger question before this Commission.    Its myopia is understandable, but the costly consequences of this misapplication of costing methodology will have a profound impact on the pro-competitive policies of this Commission.   And that ain’t peanuts. 
III.  AREAS OF DIVERGENCE BETWEEN THE UDCs AND INTERVENORS

A.  Geographic Deaveraging
The UDCs, joined by their employees (CCUE), argue for geographic deaveraging.   CCUE’s analysis is revealing, in that it misses the main point offered by TURN/UCAN.    CCUE argues that just because geographic deaveraging can not be supported by traditional cost allocation methods is no reason not to do it.  (CCUE Opening Brief, p. 8) 

But TURN/UCAN pointed out that the Commission itself was attuned to the import of accurate deaveraging information.   (TURN/UCAN Opening Brief, p. 18)   The Commission no doubt appreciates that the notion that geographic deaveraging serves to achieve a greater degree of “economic efficiency” is limited to the extent that other costs that might vary by zone are also deaveraged by geography, or that other costs that vary due to other factors are deaveraged.   Far greater cost differences can arise when segmentation by customer class or commodity is applied.  Under traditional cost-of-service ratemaking and analysis, those costs have been tracked in a manner that allows such comparisons using existing data.  Zonal cost differences may be smaller, and rely on pricing schemes that cannot be compared in any meaningful way to traditional ratesetting practices.  Under these circumstances, the Commission has good reason to fear that adoption of geographic deaveraging may serve to sacrifice “accuracy” in order to achieve the appearance of “precision.” Ex. 76, p. 1-9.  

B.  Credits for New Meter Installations/Line Extension Rules

CEC, TURN/UCAN, ORA and other end-user representatives appear to be in concurrence that the UDC should not be allowed to own the meter at the customer’s site.  (CEC O.B. p, 12;  ORA O.B., p. 20-22,  UC/CSU/DGS O.B. p. 11;  Enron O.B., p. 21)    These parties understood what the UDCs do not have an economic interest in understanding:  the Commission must recognize that the UDCs “merchant function” differs from its “wires function”.   By recognizing this difference,  the Commission will not be creating an inadvertent cross-subsidy and a resulting competitive advantage to the UDC in a competitive retail electric market. 

These parties support, and the UDC’s understandably oppose, the two basic precepts offered by TURN/UCAN in this proceeding.  First, that the Commission determine that today’s practice of providing a consumption meter to new customers through the line and service extension allowances must cease. Second, that the Commission to recognize that the costs included in the adopted revenue cycle service credits represent costs that do not support line and service extension.   (TURN/UCAN O.B. p. 32) 

 The UDCs are Wrong in Their Assertion that This Matter is Not Within the Scope of This Proceeding.

Only the UDC’s argue that the TURN/UCAN proposal exceeds the scope of this proceeding. (SCE Opening Brief, p. 51,  PG&E Opening Brief, p. 16, SDG&E O.B., p. 22).   All other parties concur that this issue is firm within the scope of this proceeding.    This latter group is persuaded by the Commission’s ruling 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.  ACR, p. 3.  

The flow-through mechanism adopted in D.97-12-098 provides an opportunity to adjust the allowances to reflect that determination, without burdening this proceeding with the further specifics of such implementation.   Indeed, the Commission’s discussion of the adopted “streamlining” mechanism specifically cited such a determination made in this proceeding as the type of change to “utility costs” that could flow-through that mechanism, rather than require a separate proceeding:
[C]hanges to the utility costs to which the allowances will apply .  . . where a Commission decision impacts the equipment covered by the allowances (such as the possibility that certain customer equipment will no longer be provided free to the new utility customers when revenue cycle services are subject to competition.  D.97-12-098, p. 19.  

The associated Conclusion of Law further clarified that the flow-through mechanism is intended to capture determinations the Commission makes decisions from other proceedings.  See D.97-12-098, Conclusion of Law 9. 
There are a number of meter ownership-related issues that may be appropriate for consideration in a future proceeding, as described in the ACR.  However all parties aside from the UDCs urge the Commission to not attempt to side-step the policy determination we seek on the question of the anti-competitive and anti-direct access impacts of the current practice. 

TURN/UCAN’s Proposal Will Not Be Overly Complex To Implement.
The implementation of TURN/UCAN’s proposal will require relatively straightforward changes to the language in the utilities’ tariffs, specifically Rules 15 and 16.  Our proposal would require nothing more than removing from Rule 16 the reference to metering equipment in the discussion of the utility’s responsibility, and changing the definition of “net revenue” that appears in Rule 15.  Fellows, Edison, 5 RT 510-511.     This fact is recognized by the other parties, including ORA, which states:

[TURN and UCAN] have presented extensive testimony that allows this treatment to be adopted in this proceeding and implemented through the procedures that were adopted by D. 97-12-098 (Exh. 76).   TURN and UCAN’s presentation is compelling, and ORA recommends adoption of TURN and UCAN’s recommendations on this issue.  (ORA O.B. p. 22)
The concern that TURN/UCAN’s proposals will require overly complex tariff changes seems to be based on the misunderstanding that our proposal would require a different ongoing monthly credit for new customers.  As noted above, there would be no such new customer-specific credit under our proposal, but rather a one-time adjustment captured in the line and service extension allowance.  (UCAN Opening Brief, p.  39-41)

C.  Meter Costs and Credits 
 The Credits Adopted In This Proceeding Should Represent The Commission’s Best Judgment As To The Utility’s Avoidable Costs, Rather Than The Utilities’ View Of Their “Net Avoided Costs.” 
Contrary to SCE’s assertion,  the parties are not in full support of a net avoided cost methodology.  (SCE O.B., p. 6)    In fact,  the majority of parties in this proceeding support the contention by ORA's witness, Dr. Price, that the proper focus was to identify “avoidable” costs, rather than “avoided” costs.  Under this approach the Commission would set credits at a level of costs that the utility can avoid in the period under examination.  Price, ORA, 11 RT 1270.  The showing made by SDG&E in its application came the closest to maintaining this focus, although TURN/UCAN have concerns about particular components of that utility’s proposal as well.  SCE’s use of “net avoided costs” is a methodology that is supported by only one other party: PG&E. 
2.   The UDC Estimates for Costs are Not Credible

As set forth in the opening briefs of all of the intervening parties, the utilities’ cost studies are unreliable sources of data for the purpose of establishing cost-based credits for revenue cycle services.   To the extent that the Commission relies upon any product of those studies in order to establish credits or for any other purpose, it should do so only where it determines that the studies provide the best available data at this and direct that new, unbiased studies be developed and performed for its consideration at the earliest time possible. 

a. In so ordering,  the Commission should require guidelines to:

b. Include all opportunity costs in the credits with the expectation that the UDCs will seek out and implement opportunities to reduce costs;

c. The cost studies should assume 100% market penetration, not the 10% assumed by PG&E and SCE. 

c.   Require full and complete geographic deaveraging cost studies

3.   The Adopted Credits Should Reflect Impact Working Capital and Uncollectibles. 
The introduction of competition in the revenue cycle service market will reduce the revenues required by the UDC to cover expenses associated with cash working capital and uncollectible accounts.  Given this reality, Enron and TURN/UCAN offered proposals to reflect such cost reductions in the revenue cycle service credits.   Uniformly, the UDC’s oppose such adjustments.    SCE’s objections are largely premised on the assertion that TURN/UCAN has not tendered sufficient proof that ESPs will reduce SCE’s uncollectibles or that payment lag will be reduced. (SCE O.B., p. 67-69).  

The testimony of Mr. Marcus is not so much an expert opinion but common sense supported by credible numbers.    He asserts that where customers choose an ESP offering consolidated billing, the UDC avoids the need to maintain as much working capital, because ESPs are required under the direct access tariffs to pay their bills more rapidly than individual customers actually pay their bills. Ex. 76, p. 1-12.    SCE does to directly refute this assertion; it merely argues that it is not proven.  

In its direct testimony, Edison missed the point when it argued that that customers have similar requirements to pay their bills as rapidly as ESPs.   It is clear from the last rate case, that regardless of what the tariffs say, the average of all customers actually pay their bills in about 42-44 days.  Ex. 76, p. 1-12.     This is 8-9 days after ESPs are required to pay and there are significant ESP late charges for non-payment.    Thus, contrary to Edison's assertion, ESPs are required to pay more rapidly and do warrant a discount for cash working capital of 0.29%.   Id. at 1-13. 
As for uncollectibles, SCE argues that TURN/UCAN assumes that ESPs will choose to market to and retain customers who are poor credit risks.  (SCE O.B., p. 68-69)   Again, SCE misses the point.   The TURN/UCAN point is two fold.  First, the Commission itself has recognized that in electric rate cases, the Commission determined that if utility revenues are reduced as a result of divestiture of generation, the amount of uncollectibles should also be reduced accordingly.  D.97-08-056, p. 27.    TURN/UCAN’s recommendation simply extends this logic to the revenue reduction that will occur as consumers begin to take revenue cycle services from entities other than the UDC.   Second,  the amount of UDC revenues will again be reduced, and that revenue reduction should be reflected in the RCS credits consumers receive from the utilities.

The question for purposes of setting the RCS credit for billing is not whether the UDC’s uncollectibles risk associated with its remaining customers will decrease after ESPs assume the risk for the customers they serve.  Rather, the question is whether credits should reflect the fact that when ESPs assume collection risk for those customers that they serve, the uncollectibles  expense for the utilities will decline.  Failure to recognize the associated cost savings in the billing credit will simply create a windfall to the utilities.  

Even if an ESP could theoretically send a non-payer back to UDC default service, the UDC is not exposed to the ESP's non-payment and can take steps to protects itself such as requiring a deposit.  (see Marcus, TURN/UCAN, 11 RT 1308; Price, ORA, 11 RT 1271.

1. UDCs’ Meter Ownership Credits Are Artificially Low
All three utilities understate the meter ownership credit for residential meters, and cite a variety of inconsistent reasons for doing so. TURN/UCAN recommend credits ranging from 150% to 300% of utility estimates based on a comparative analysis and a more common set of assumptions.   PG&E and SDG&E chose not to specifically address the TURN/UCAN modifications of their meter-related numbers, so no rebuttal is possible in this filing.   However, SCE asserts that TURN/UCAN’s challenge of its scrap/reuse ratio is in error because it doesn’t consider total expected demand for reuse.  (SCE O.B., p. 48)   And it suggests that TURN/UCAN’s witness seemingly changed his basis for this recommendation during cross-examination. 


SCE’s allegations are wrong. Mr. Marcus did not disagree that some percentage would be reused, but objected to Edison’s assumption that 64% of meters must be scrapped.  For small customers, this figure is not reasonable.  He pointed out that in the near term, small customer meters that are removed because the customer has opted to take service from an ESP can be redeployed to replace malfunctioning meters or serve new customers.  In the absence of applicable data,  Mr. Marcus recommends a scrap percentage of 25%, as opposed to SCE’s 64%.   Ex. 76, p. 1-16.    And, as Mr. Marcus points out,  SCE’s numbers are NOT empirically derived, but are based on the very low penetration level of 10% through 2002.  (Id; see also SCE O.B., p. 49) 

 TURN/UCAN’s Offset Calculations are Correct

In its opening brief,  SCE also objects to the TURN/UCAN modification of its credit check costs, deposit maintenance, monthly invoice methods, reversion of customers and consolidated billing costs.    First, TURN/UCAN strongly recommends against the adoption of the cost offsets.   All of the parties in the proceeding, with the exception of SCE and PG&E recommend against the cost offsets and recommends support of the SDG&E approach.    Presumably, the parties recognize that the weakness in the SCE’s cost offsets, as set forth below,  argues even more strongly for the SDG&E approach. 

 Credit Checks of ESPs

SCE suggests the crux of the argument is whether two or four annual credit checks are warranted.  (SCE O.B., p. 77-78)     This is not the point.   As set forth in great detail in its Opening Brief,  TURN/UCAN objects to the Edison proposal to check the credit of each ESP annually based upon an average.  (Ex. 76 at 1-22)  At the same time, Edison claims that it will hold deposits from these customers as another means of protecting against default.    This is inappropriate, as it is charging ESPs to check credit but then withholding payments in the event that the credit checks are not effective.  Such double-dipping would not be tolerated in any unregulated commercial market. Additionally, Edison’s cost for all of these credit checks is extremely suspect in that they charge ESPs more than large industrial customers for the same service. Ex. 76, at 1-22

The Commission should reduce Edison's credit check charge to $34 per month. Id.   Any credit checks beyond that number would be conducted at management’s discretion, and thus should be a shareholder responsibility.   TURN/UCAN also recommend that this cost should also be charged directly to the ESPs, rather than charged on a per account basis. 

Managing ESP deposits

SCE’s argues that TURN/UCAN has failed to prove and exaggerates the offset benefit from managing ESP deposits.   (SCE O.B., p. 78-79)    Unfortunately,  SCE offers no evidence that SCE is unlike a bank, money manager, attorney, or any other fiduciary managing deposits.  Nor has it suggested that the deposits will included in cash working capital or a higher interest rate is paid to the ESP.  Until and unless the Commission changes policy and includes deposits as a source of cash working capital, this cost offset should be zero.   

When subjected to serious scrutiny,  Edison’s estimates turn out to be pure guesswork.  (Ex. 76 at 1-22) .   As long as Edison is allowed to only pay short-term interest on deposits, and as long as it is not required to include deposits as an offset to cash working capital, Edison is profiting handsomely. 

Sending Monthly Invoices to ESPs

SCE alleges that TURN/UCAN erroneously assume that SCE has the prerogative to prescribe the least-cost method of transmitting invoices.  (SCE O.B., p. 80-81)     However, SCE admits that the Permanent Standards Working Group has recommended that EDI be sent by Internet and that will likely revise its offset in the future  (Id).    TURN/UCAN merely suggest that the Commission assume that this obviously efficient data transfer system will be implemented and assess costs accordingly. 

As for collection notices, SCE also acknowledges that technology will likely permit collection notices to be sent electronically.  (Id. at p. 81).   And that its delinquent notice assumptions are VERY conservative in a fashion that benefits ESPs.   (Id., at p. 82-83)  The absence of any support of this methodology by the ESPs should call this assertion into question.   But TURN/UCAN went further.  It quantified the extent to which the collection cost component is exaggerated and it imposes undue costs upon the ESP. Ex. 76 at 1-24.  

The inflated nature of the Edison proposal is highlighted when compared to the SDG&E model, in which SDG&E would simply pass through to ESP whatever costs are imposed by third party conducting that check   Croyle, SDG&E, 4 RT 473

Mr. Marcus also explains how Edison incorrectly assumes that it will have to revert a certain percentage of its customers of its ESPs to separate billing.  Ex. 76, p 1-25 .  Its assumptions on defaulting ESPs and on collections costs are contradictory.  Id. at 1-25.   Moreover, subsequent to the preparation of Edison‘s testimony, the Commission issued new licensing and deposit requirements (D. 98-03-072) which should be somewhat effective in minimizing ESP defaults.   As a result, Mr. Marcus recommends assuming that about 3% of the ESPs will default, slightly less than half of Edison‘s number of final call notices (a number which itself is unsupported and is likely to be too high).  

2. Shipping Mandated Bill Inserts to ESPs

This cost is overstated for several reasons detailed in the Direct Testimony of William Marcus See Ex. 76, p.  1-26.    SCE suggests that TURN/UCAN erred by assuming that only one insert would be required, when SCE had assumed that two inserts would need to be mailed. (SCE O.B, p. 84)     TURN/UCAN’s assumption is not so narrow.   By overstating the weight of inserts, overstating the weight of the shipping box,  choosing the most expensive delivery method and by overlooking the potential for electronic data transfers,  Edison has effectively constructed a mountain on a flat plain.   

Instead, TURN/UCAN recommended that ESPs should be offered two options: a bill insert shipping option at 0.003 per customer per month, and a bill insert download option at  $1.60 per ESP per month, where the ESP prints the insert.   Ex. 76, p.1-27.    This option, indeed this flexibility, is far more realistic than SCE’s uneconomic assumptions for which no ESP will take advantage. 

IV.  CONCLUSION

For the reasons described above, TURN/UCAN request that the Commission recognize the substantial amount of consensus among end-user and independent parties and reject the objections of the UDCs and take the following actions:

· Adopt certain broad criteria for purpose of setting interim credits for 1999;

· Reject the proposals for geographic deaveraging until verifiable studies are presented;

· Adopt credits that reflect the impacts of RCS competition associated with cash working capital and uncollectibles;

· Adopt common adjustments as recommended by William Marcus;

· Reject cost offsets or, in the alternative, adopt revised cost offsets recommended by William Marcus;

· End the current practice of having all ratepayers foot the cost of providing a meter as part of the service extension process; and

· Determine that revenues associated with revenue cycle services do not support line and service extensions
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