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COMMENTS OF PACIFIC GAS AND ELECTRIC COMPANY�ON PROPOSED PHASE ii DECISION OF ALJ MALCOlM


INTRODUCTION


Pursuant to Rules 77.2 and 77.3 of the Commission’s Rules of Practice and Procedure, Pacific Gas and Electric Company (PG&E) submits its Comments on the Proposed Decision (PD) issued by Administrative Law Judge (ALJ) Kim Malcolm on August 13, 1998, in Phase II of this consolidated Revenue Cycle Services (RCS) Credits Proceeding.  PG&E generally supports ALJ Malcolm’s Phase II PD, especially on the primary issues in this proceeding.  On secondary issues, PG&E  proposes changes in the PD’s Findings of Fact and Conclusions of Law on two subjects and has comments on five other topics. 


ON THE PRIMARY ISSUES IN THIS PROCEEDING, PG&E FULLY SUPPORTS THE PD.


PG&E fully supports the PD on the three primary issues in this proceeding.


First, PG&E welcomes the PD’s affirmation of Commission policy that “competition in metering and billing is not a goal in itself but a means to achieve effective competition in generation markets” (page 2).  The Commission clearly stated this fundamental objective of the current unbundling of revenue cycle services almost two years ago in Decision (D.) 96-10-074 (page 13).  It bears repeating now, because Enron, CellNet, and others have ignored D.96-10-074 in claiming that competition in revenue cycle services is a goal in itself.  Their arguments that RCS credits must be large in order to achieve effective RCS competition distorts the Commission’s stated objective D.96-10-074, page 12):


We ask parties to evaluate strategies given our objective in this proceeding of not impeding the prompt availability of Direct Access to all customers while protecting the integrity of the metering and billing process and offering a level playing field.  By level playing field, we mean not only that parties have comparable access to the generation market through metering and billing but also that such access implies fairness to all stakeholders which avoids cost shifting where, for example, lower costs to one group do not mean stranded costs borne by another. 


Second, PG&E fully supports the PD’s five principles to guide consideration of which costing methods should be used to calculate RCS credits (pp. 4-6):


Adopted costing methodologies should reflect the costs associated with the revenue cycle service.


Adopted costing methodologies and ratemaking arrangements should not shift costs between customer classes or require the general body of ratepayers to assume new liabilities associated with unbundling revenue cycle services.


Adopted costing methodologies and ratemaking arrangements should not require utility shareholders to assume liability for losses associated with unbundling unless they fail to manage their revenue cycle services businesses prudently.


Adopted costing methodologies should be consistent for the three utilities.





Adopted costing methodologies and ratemaking arrangements should avoid complicating regulation.


And third, PG&E completely agrees with the following statement in the PD (page 11), which continues the Commission’s clear line of reasoning that began in D.96-10-074 and was developed in D.97-05-039 and D.98-02-111:  


These statements [in D.97-05-039 and D.98-02-111] express an intent to establish revenue cycle services credits that reflect savings which actually occur when utility competitors provide revenue cycle services to energy customers.  Fully-allocated cost methodologies, as Enron has defined them, include costs which cannot be avoided, at least not in the short term or at market penetration levels which may be reasonably anticipated at this time.


PG&E believes that the PD’s treatment of these three primary issues ( the objective of RCS unbundling, the guiding principles for choosing the RCS credit costing method, and the standard that the RCS credits should reflect savings which actually occur (a standard which the fully-allocated cost approach does not meet) ( reaffirms prior Commission decisions, is articulated well, and should be adopted.


PG&E PROPOSES CHANGES IN THE PD’s FINDINGS OF FACT AND CONCLUSIONS OF LAW ON TWO SUBJECTS. 


The Record Here Does Not Warrant A Conclusion That Existing Line Extension  Rules Provide A Competitive Advantage To The Incumbent Utilities With Regard To Meter Installations At New Locations. 	


The PD finds that the existing line extension practice, whereby the utility credits developers for a share of their costs for new installations or provides a standard meter at no cost which is then rate based, is potentially anti-competitive (pp. 20-22 and Finding of Fact 9 on page 25).  PG&E believes this finding is in error.  The existing line extension rules generally provide a level playing field for PG&E and other meter providers, because the allowances provided under existing rules are applicable to the cost of a new installation regardless of whether the meter is provided by PG&E or by some other entity of the new customer’s choosing.  More to the point here, though, the record in this proceeding does not warrant a Commission finding one way or the other on competitiveness under the existing line extension rules.  The purpose of this proceeding is to determine the RCS credit cost methodology and resulting values, and the issue of competitiveness under the existing line extension rules is at best tangential to this task.  However, PG&E is not opposed to the Commission reviewing the line extension rules to determine in fact whether new customers under all circumstances are financially indifferent to whether PG&E provides the meter, and if they are not, then what action (if any) the Commission should take.  Such an inquiry belongs in the ongoing line extension proceeding.  


PG&E therefore proposes the following modifications to Findings of Fact 9 and 10 on page 25:


Existing line extension rules provide a competitive advantage to the incumbent utilities with regard to meter installations at new locations.


The record in this proceeding does not provide enough information to determine whether existing line extension rules provide a competitive advantage to the incumbent utilities with regard to meter installations at new locations or to resolve issues relating to how to change existing line extension rules affecting competitive markets and how changes should be implemented.


The PD’s Reason Against Geographic De-Averaging Should Not Outweigh The Reasons In Favor.�


The PD does not adopt the utilities’ proposals for de-averaging Meter Reading credits by geographic areas, even though it concludes that geographic de-averaging would “more accurately reflect costs than averaged credits and would accordingly promote economic efficiency” and “would discourage competitors from focusing their market efforts on customers whose rates are set substantially above costs” (page 23).  Set against these powerful reasons in favor of geographic de-averaging is the PD’s reason that it would have the effect of lowering the distribution rate of high-cost customers below the distribution rate of low-cost customers (pp. 22-23).  PG&E believes that this concern is not substantial enough to outweigh the PD’s own reasons for adopting geographic de-averaging.  In particular, the PD’s first three guiding principles ( reflecting costs, avoiding cost shifting, and avoiding utility shareholder liability ( support adoption of geographic de-averaging.  Without geographic de-averaging, Meter Reading credits will exceed avoided costs in low-cost areas.  When energy service providers (ESPs) serve customers in these areas, there will be a revenue shortfall which will have to be borne either by bundled ratepayers or by utility shareholders.


Moreover, the PD’s concern about the effect of geographic de-averaging is overbroad in that it would apply as well to the other cost distinctions that the PD approves.  For example, the PD correctly approves de-averaging of the Meter Reading credit into one segment for dual commodity customers (where the ESP reads the electric meter and the utility reads the gas meter) and another segment for single commodity customers (where the ESP reads the electric meter and there is no gas meter).  Since the costs avoided for single commodity customers are higher than the costs avoided for dual commodity customers, the PD properly adopts Meter Reading credits for single commodity customers that are larger than the credits for dual commodity customers.  This in turn has the effect of lowering the distribution rate of single commodity (i.e., high avoided cost) customers below the distribution rate of dual commodity (i.e., low avoided cost) customers.  For geographic de-averaging, the PD reasons that such an effect is unacceptable, but for other segmentation purposes the PD implicitly finds such an effect to be acceptable. The PD fails to distinguish geographic de-averaging from other approved kinds of cost-based segmentation.  


PG&E therefore proposes the following modifications to Finding of Fact 12 and Conclusion of Law 4:


12.  Geographic de-averaging of revenue cycle services credits generally reflects the costs of serving customers according to the characteristics of their location and thereby discourages ESPs from marketing to customers whose revenue cycle services costs to the ESP are higher than the credits. costs.  When overlying rates are based on average costs, however, the effect of de-averaging revenue cycle services credits is to create greater discrepancies between the rate for distribution service and the cost to provide it.


4.  The Commission should reject adopt Applicants’ proposals for geographic de-averaging.


PG&E HAS ADDITIONAL COMMENTS ON OTHER TOPICS.


The RCS Credits Should Include Only Cost Savings That The Utility Can Reasonably Be Expected To Achieve In 1999.


The PD notes on page 11 that “when the utility stops providing meter reading services to a single customer in a residential neighborhood, the utility avoids the cost of reading the single meter but does not consequently avoid other costs of residential meter reading, such as the cost of transportation to the neighborhood and executive salaries.”  However, the PD adopts San Diego Gas & Electric Company’s (SDG&E’s) methodology, which includes drive time to the meter reading route.  PG&E believes including drive time violates the first and third guiding principles expressed in the PD.  As the quoted language on page 11 correctly states, drive time will not be avoided, so a Meter Reading credit that includes avoided drive time would not reflect cost savings, as the first guiding principle requires.  Including drive time while drive time costs cannot be avoided even with prudent business management would also violate the third guiding principle to avoid utility shareholder liability.


Additional Costs Reasonably Incurred To Achieve Avoidable Cost Savings Should Be Recoverable.�


In adopting SDG&E’s avoided cost methodology for all three utilities, the PD finds that this approach “recognizes the cost savings a utility may and should avoid with conscientious management” ( so-called “avoidable costs” (page 13).  At the same time, the PD notes Southern California Edison Company’s (SCE’s) belief “that changes in business practices [to achieve such avoidable cost savings] will involve additional costs which would swamp any associated savings” (page 13).  A utility’s reasonable additional costs to change business practices to achieve such avoidable cost savings should be recoverable, if not through offsets to RCS credits then through energy service provider (ESP) fees, the Section 376 proceeding, or electric distribution revenue requirement increases.  For example, if a utility is required to include savings for drive time to a meter route as discussed above, and if those savings are based on the assumption that the utility should be able to reconfigure its meter reading routes, then the utility should be given a fair opportunity to recover reasonable additional costs incurred to reconfigure the its meter reading routes for the purpose of capturing avoidable meter reading time.  If, as the PD directs, PG&E’s RCS credits should reflect costs that will be avoidable only with conscientious management by PG&E, then PG&E should be given the opportunity to recover the reasonable costs incurred in making such management efforts.


The Reasonableness Of Incremental Cost Estimates Should Not Be Relitigated.  


	PG&E and SCE proposed offsets to the Meter Ownership and Billing and Payments credits to recover the costs incurred to enable ESPs to provide these revenue cycle services.  The PD does not adopt the offsets proposed by SCE and PG&E (pp. 14-16), but it makes a finding of fact that the proposed offsets “reasonably estimate the incremental cost to the utility of providing the revenue cycle services” (Finding of Fact 5 on page 25).  Instead of approving recovery of these costs through offsets to the RCS credits, the PD states that these costs should be recovered in service charges to ESPs (page 15).  If the utility’s advice letter setting forth ESP fees in lieu of offsets accurately reflects in the aggregate the same amount as would have been recovered through offsets, then the advice letter should not be subject to protests regarding the levels of the estimates.  Any protest which attempts to relitigate the reasonableness of the estimates should be rejected summarily.


PG&E notes that the PD directs PG&E and SCE to “file an advice letter within 20 days of the effective date of this order setting forth the level of service fees for a partial and full consolidated billing” (page 15; see Ordering Paragraph 1 on pp. 26-27).  The PD does not clearly state that the advice letter also should include service fees for Meter Ownership, which is the other RCS credit category in addition to Billing and Payments for which PG&E and SCE proposed offsets.  To carry out its reasoning on the subject of offsets, the PD should be modified to make clear that the required advice letters should set forth service fees for Meter Ownership as well as for Billing and Payments. 


The Uncollectibles Assumption Adopted Here Should Be Modified In The Future To Conform To New Facts And Commission Determinations.  


With regard to working cash and uncollectibles as reflected in the Billing and Payments credit, the PD states that it rejects PG&E’s and SCE’s proposed assumption that no cost savings will occur, in favor of SDG&E’s estimate of savings (pp. 16-17).  For working cash, SDG&E actually proposed that working cash should not be included in RCS credits (see SDG&E Opening Brief, pp. 17-18), the same as PG&E (see PG&E Opening Brief, page 14), so the PD in effect approves PG&E’s working cash proposal.  For uncollectibles, PG&E and SCE assumed that ESPs would target customers with good payment and uncollectible records, while SDG&E assumed that ESPs would serve customers with average payment and uncollectible records.  The PD characterizes SDG&E’s estimate as “conservative,” which PG&E understands in this context to mean that “it may err on the side of being too high” (page 16).  PG&E agrees that this approach probably overstates uncollectibles cost savings that actually will occur.


The PD orders that, in each annual Revenue Allocation Proceeding beginning in 1999, the utilities shall propose changes to their RCS credits which reflect changes in market penetration and costs (page 19 and Ordering Paragraph 4 on page 27).  Especially in light of the probable overstatement of uncollectibles cost savings, it is important that the Commission review evidence of actual cost savings for uncollectibles in the Revenue Adjustment Proceedings and change the RCS credits to the extent the facts in future years do not bear out this year’s assumption.  Finding of Fact 6 on page 25 is an assumption of a factual matter, not a determination of methodology, and therefore may be revisited annually.  Moreover, the following Commission order regarding uncollectibles has not yet been carried out  (Decision 97-05-039, Ordering Paragraph 6 on page 32):


The administrative law judge assigned to our direct access proceeding shall establish a procedure for exploring concerns that without the protection of a universal uncollectibles pool, businesses may be motivated to avoid serving areas which are perceived to have customers who pose a higher credit risk.


If and when such a procedure is established, the uncollectibles assumption adopted here should be modified as necessary to conform to Commission determinations made in that proceeding.


The Commission Should Consider Not Approving A Separate Billing And Payments Credit For Full ESP Consolidated Billing At This Time.


The PD adopts SDG&E’s method for valuing the Billing and Payments credits for full and partial ESP consolidated billing (page 17).  However, since the utility and ESP respective activities under full ESP consolidated billing have not yet been defined, SDG&E’s position has been that credits for full ESP consolidated billing should not be created or implemented at this time (see SDG&E Opening Brief, page 15).  PG&E also believes that the Commission should acknowledge the problems with creating a credit for full ESP consolidated billing at this time (see PG&E Reply Brief, pp. 30-31).


CONCLUSION


For the reasons set forth above, PG&E respectfully requests the Commission to modify the PD’s Findings of Fact and Conclusions of Law as recommended herein and in the attachment entitled “PG&E’s Proposed Modifications to the Proposed Decision’s Findings of Fact and Conclusions of Law,” and otherwise to consider clarifying the language of the PD where merited.  
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PG&E proposes the following modifications to Findings of Fact 9 and 10:


Existing line extension rules provide a competitive advantage to the incumbent utilities with regard to meter installations at new locations.


The record in this proceeding does not provide enough information to determine whether existing line extension rules provide a competitive advantage to the incumbent utilities with regard to meter installations at new locations or to resolve issues relating to how to change existing line extension rules affecting competitive markets and how changes should be implemented.





PG&E proposes the following modifications to Finding of Fact 12 and Conclusion of Law 4:


12.  Geographic de-averaging of revenue cycle services credits generally reflects the costs of serving customers according to the characteristics of their location and thereby discourages ESPs from marketing to customers whose revenue cycle services costs to the ESP are higher than the credits. costs.  When overlying rates are based on average costs, however, the effect of de-averaging revenue cycle services credits is to create greater discrepancies between the rate for distribution service and the cost to provide it.


4.  The Commission should reject adopt Applicants’ proposals for geographic de-averaging.
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