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CONCURRENT OPENING BRIEF OF THE


OFFICE OF RATEPAYER ADVOCATES 


REGARDING PHASE 1 ISSUES





The Office of Ratepayer Advocates (ORA) of the California Public Utilities Commission (Commission), pursuant to the Commission’s Rules of Practice and Procedure and the briefing schedule adopted by the Administrative Law Judge, respectfully submits its Concurrent Opening Brief on the unbundling of revenue cycle components for electric industry restructuring.


INTRODUCTION


This opening brief summarizes the recommendations of the Commission’s Office of Ratepayer Advocates (ORA) in response to the February 6, 1998 supplemental and revised testimony of Pacific Gas and Electric Company (PG&E), San Diego Gas and Electric Company (SDG&E), and Southern California Edison Company (Edison) regarding their revenue cycle unbundling applications (A.97-11-004, A.97-11-011, and A.97-12-012).  Pursuant to the Assigned Commissioners’ January 26, 1998 ruling, the utilities’ supplemental testimony presents a common framework of credits for revenue cycle services provided by energy service providers (ESPs).  In Phase 1 of this proceeding, ORA’s Exhibit 12 discusses the context in which these credits are being considered, recommends a general framework for these credits, and addresses how variations in cost of service should be analyzed.  Phase 2 of this proceeding will then establish specific credit amounts, establish ratemaking and accounting procedures as appropriate, and develop a mechanism for future changes to the adopted credits.


An additional issue that has arisen in Phase 1 concerns an announcement by PG&E, as the time of hearings approached, that it had encountered problems in revisions to its billing system that made it infeasible to reflect the credits mandated by 


Decision 97-05-039 on customers' bills by the adopted date of January 1, 1999.  ORA’s response to this issue was presented in Exhibit 24.


FRAMEWORK FOR ANALYSIS OF REVENUE CYCLE CREDITS


As described in ORA’s Exhibit 12 (pp. 1 to 4), the Commission’s Preferred Policy Decision in electric restructuring (D.95-12-063 as modified by D.96-01-009, and supported by subsequent decisions and rulings) recognized a policy framework that assumes that entry by potential ESPs into the competitive electric generation market requires unbundling generation from transmission and distribution (in contrast to the utilities’ previous provision of combined (i.e., bundled) generation, transmission, and distribution services), and that specific distribution support functions like metering and billing serve key roles for enabling Direct Access.  


D.96-10-074 endorsed a framework that identifies administrative and general activities (including the substantial fixed and variable costs of managing a utility’s operations), customer service and support, meter reading, billing, and regulatory activities, as examples of costs that have no unique relationship to any of the three major functional areas (generation, transmission, and distribution).  Moreover, D.96-10-074 asked parties to evaluate strategies that would not impede the prompt availability of Direct Access to all customers, would protect the integrity of the metering and billing process and, perhaps most importantly, would offer entities a level playing field. 


In D.96-10-074 the term “level playing field” was used to 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”.  Thus, proposed competition in metering and billing is not an objective in itself, but rather  a means to achieve effective competition in Direct Access.


After further rounds of comments and evidentiary hearings, in D.97-05-039 it was concluded that competing ESPs should be allowed to present consolidated bills that reflect the full cost of providing service and provide meters for their customers other than those commonly furnished by the utility distribution company (UDC).  By utilizing consolidated billing, ESPs can take responsibility for all payments, including payments of the Competition Transition Charge and the Public Goods charge.  To ensure that customers are not required to pay the UDC for costs that the utility does not face when competing retail ESPs are presenting consolidated bills, providing meters or fulfilling other related functions, the Commission established this proceeding to determine the appropriate way to separately identify these cost savings.  In the Direct Access portion of the Commission’s electric restructuring proceeding, rules have subsequently been developed (e.g., D.97-10-087) for service agreements between ESPs and UDCs that define how the entity’s  information needs  will be met, regardless of who  provides the meter.


D.97-05-039 also identified specific issues for consideration in this proceeding,  (discussed in ORA’s Exhibit 12) and placed bounds on the practical definition of credits that can be implemented at this time.  For example, because Public Utilities Code Section 366(a) specifies that a customer that does not make a positive written declaration to switch to a new provider shall continue to be served by the existing UDC, and since a UDC that continues to provide energy service to a customer will be able to bill that customer or choose another entity to provide the billing service, D.97-05-039 did not need to resolve proposals that the utility need not be the “default” biller at the time.  Because an ESP that utilizes bill consolidation is responsible to make the payments for the services billed to customers, D.97-05-039 placed strict creditworthiness requirements on these ESPs, but recognized that the result may be to decrease the risk of uncollectibles to the distribution company, such a result may not be clear until actual market experience is available.


As market experience is obtained, and as changes in regulation occur, the Commission should respond to the maturing market conditions by revisiting not only the level of credits (to be determined in Phase 2 of this proceeding), but also the framework of credits, in future proceedings.�  (Exhibit 12. pp.3-5)  As ORA noted in Exhibit 41 of the 1997 rate unbundling proceeding (A.96-12-009 et. al.), although crediting approaches are a practical way in these proceedings to expeditiously functionalize the utilities’ revenue requirements in the context of Assembly Bill (AB) 1890’s rate freeze, the result includes a “distribution” function that would more properly be described as a UDC function because it includes a wide variety of activities, instead of just being a Wires Company.  (Exhibit 12. pp.4 - 5)  ORA has previously pointed out the need to separate monopoly from competitive functions of the UDC in order to unbundle revenue cycle services.�  ORA recommends that the Commission continue to pursue this framework in this proceeding and future successors to it.


SEGMENTATION OF REVENUE CYCLE CREDITS


In defining the scope of this proceeding, D.97-05-039 noted that in addition to billing, and meters and meter reading, there are costs related to customer service inquiries and uncollectibles that are logically related to revenue cycle services.  In asking for consideration of whether the utilities will realize net cost savings if some customer inquiries are handled by other energy suppliers, the Commission directed the utilities to identify net customer service inquiry savings to be used to reduce customer charges in those situations where an energy supplier chooses to handle customer service inquiries, and to identify costs related to uncollectibles.  The utilities’ proposals assert that cost savings associated with customer information and collections can be analyzed within a framework of metering and billing credits.  ORA accepts this treatment for purposes of this proceeding.  (Exhibit 12, p.5)  Accordingly, ORA’s recommended framework for revenue cycle credits reflects the service options contained in the Direct Access tariffs adopted by D.97-10-087 and related decisions.  Four credits, plus a credit for ESP consolidated billing as proposed by the utilities, derive from these decisions’ three bundles of metering options.�  (Exhibit 12. P.6)


Variations in the level of credits occur for a variety of reasons.  PG&E, Edison, and SDG&E have asserted that billing and metering costs are not the same for all customers and that while it would be most practical to identify those costs on an average cost basis, this would enable energy suppliers to focus on the low cost customers and leave the UDC without the revenues needed to serve the remaining customers.  D.97-05-039 stated the Commission’s intent to determine these costs as accurately as possible, and ORA agrees that the characteristics identified by the utilities may result in meaningful differences in the level of the four credits.  ORA’s Exhibit 12 revealed additional variations in costs associated with particular assumptions that underlie the utilities’ analysis of avoided costs, recommended that these additional characteristics be examined during Phase 2 of this proceeding to determine the significance of cost variations, and argued that the utilities should be required to include provisions in their business systems to enable these differences to be implemented in credits, if they are found to be significant.  Including the utilities’ proposed segmentation of credits along with the additional variations to be analyzed in Phase 2, ORA recommended the following segmentation for inclusion in the utilities’ business systems:�  (Exhibit 12, pp.6 - 7)


A.	Meter Reading & Meter Data Management


Rate Schedule


Commodity (electric-only customers vs. combined electric/gas customers)


Zones, identified by zip code


Manual vs. telephone


B.	Meter Services


Rate schedule


C.	Meter Ownership


Rate schedule


New installation (adds an initial hook-up credit to the $/month credit)


ESP or customer buys old meter in-place


D.	Billing and Payments


Rate schedule


Commodity (electric-only customers vs. combined electric/gas customers)


Partial vs. full consolidated ESP billing


ORA’s recommended segmentation differs from the utilities’ proposal in three ways.  ORA first recommends that a distinction be made between the “partial” and “full” consolidated ESP billing options (adopted by D.97-10-087) in the rate credits for billing and payments.  This distinction is necessitated by differences in activities between these billing options that may have associated cost differences.�  ORA recommends distinguishing between the rate credits for these billing options to allow an ESP to compare its potential cost savings to any additional costs that it would incur by undertaking full consolidated ESP billing, when deciding whether to undertake the associated requirements.  (Exhibit 12, p.8)  This recommendation proved non-controversial in hearings.


The second change ORA recommends corrects the unnecessary assumption in the utilities’ cost analysis, that they will need to install a meter on a customer’s premise when it is first constructed, even if the customer intends to immediately take service from an ESP other than the utility.  ORA believes that under these circumstances the customer should avoid the utility’s installation cost.  (Exhibit 12, p.8)  PG&E’s and Edison’s rebuttal testimony asserted that upcoming revisions to the Commission’s line and service extension rules (to take effect in July 1998, pursuant to D.97-12-098) would provide the means to reflect this cost difference.  This issue was substantially explored during hearings.  PG&E’s witness, Mr. Levin, explained (Tr. 24) his view of how, procedurally, the resolution of this issue in the present proceeding can flow through to the line extension rules without requiring a credit to be added to other tariffs.  Edison’s witness, Mr. Fellows, addressed how developers’ costs and allowances can be computed to ensure consistent treatment of direct access customers and bundled service customers (Tr. 42 - 46).  He stated that the Commission should establish the line extension rules such that if an ESP installs the meter and the allowance exceeds the developer’s costs, the UDC should write a check (or similar action) for what its cost of installing the meter would have been, and that the calculation of net revenue will be the same regardless of whether the UDC or the ESP performs the metering services.  The intent of the line extension provisions described by Edison would help to ensure equitable treatment among customers.  However, instead of including the cost of the new meter installation as part of the developer’s cost and assuming that a new customer will select bundled revenue cycle services from the UDC, ORA believes Direct Access will be better served where the Commission recognizes metering as being unbundled from distribution Wires Company functions (pursuant to D.96-10-074 and D.97-05-039), and excludes metering costs from both the developer’s costs and the net revenues that are used to compute allowances.  This treatment can be adopted in this proceeding and implemented through the procedures that were adopted by D.97-12-098.  The details of accomplishing this and the merits of using Rules 15 and 16 for this purpose, instead of establishing a separate revenue cycle services credit for new construction, can be further explored in Phase 2. 


The third change recommended by ORA creates options related to another variable that significantly affects the Meter Ownership credit proposed by the utilities, i.e., the value of the customer’s old meter to the utility.  PG&E and Edison propose to subtract what ORA has termed “restocking” or disposal costs, and attribute little or no salvage value to the old meter.  This reduction in the meter ownership credit could be avoided by having the ESP or a third party remove (and possibly dispose of) the old meter, or by allowing the customer or the ESP to buy the old meter in-place on the customer’s premise.  This option could be of value to a customer, for example, if its ESP wished to place a retrofit device in the meter for automatic meter reading, or simply make use of the meter without immediately incurring the cost of a new meter.�  If the utility places a positive value on the meter (e.g., for reuse or resale), the customer could be obligated to pay the lost value to the utility.�  (Exhibit 12, pp.8 - 9)


An additional segmentation issue in Phase 1 of this proceeding concerns revenue cycle services for natural gas, the subject of concurrent proceeding R.98-01-011.  PG&E’s and SDG&E’s proposed credits for meter reading, and for billing and payment, include segmentation for electric-only customers versus combined electric/gas customers, based on the conclusion (to be heard in Phase 2) that the savings to the utility for not reading the meter or processing the bill of an electric-only customer are much greater than the savings for a dual commodity customer when the utility continues to read the gas meter and process the gas bill.  SDG&E additionally includes a credit calculation for situations where the ESP reads both the electric and gas meters, or processes both bills. ORA recommends that like SDG&E, PG&E should not assume that it must continue to read its gas meters and process its gas bills, and argues that the credits resulting from this proceeding can be used to treat combined electric/gas customers as electric-only customers in cases where the ESP provides the gas as well as the electric revenue cycle services.�  The reason why PG&E’s assumption, that it must continue to provide these services to its gas customers, is unnecessary in this proceeding is because the ESP could contract with PG&E to provide the gas services.�  Once the ESP is reading one meter on a customer’s site or processing the bill for one commodity, it could read the second meter or send a combined bill for a much lower cost than PG&E has assumed it will still incur for providing the gas revenue cycle service. �  (Exhibit 12, pp. 7 - 9)  This analysis acknowledges the potential for ESP’s and third parties to negotiate with the UDC to provide these services at reduced costs.


BILL FORMAT


ORA disagrees with the utilities’ proposal to place four separate line items on customer’s bills.  Placing four separate line items on customers’ bills would create unnecessary complexity and likely confuse customers.  ORA is further concerned that the unnecessary complexity of adding multiple line items to customers’ bills would dilute the important information that is now being communicated to customers.  For example, generation is now a separate commodity from distribution service, and similarly, transmission is regulated in a different manner than distribution.  Customers also use line items to make contributions to important public purpose programs.  If line items with small dollar amounts are added to customers’ bills, the result would more likely be a dilution of the important information that is currently being communicated to customers, rather than any aid to customers’ understanding.  (ORA/ Price, Tr. 75) 


ORA recommends instead that the revenue cycle unbundling credits be combined into a single line item representing a “Billing and Metering Services Credit”.  The utilities should then rely on ESPs to communicate the meaning of this line item to their customers, since under current rules the choices associated with revenue cycle unbundling arise only for Direct Access customers.  (Exhibit 12, p.6)  The adoption of a single line item on customers’ bills would be similar to the adoption of a single line item for public purpose programs established by D.97-08-056.  Per this decision, several subcategories (e.g., demand side management, environmental costs, low-income program costs) are combined into a single public purpose program line item on bills.  


PACIFIC GAS AND ELECTRIC COMPANY’S INABILITY TO REFLECT REVENUE CYCLE SERVICES CREDITS ON CUSTOMERS’ BILLS ON JANUARY 1, 1999


As the time for Phase 1 hearings approached, PG&E announced that, contrary to earlier representations, it had encountered problems in revisions to its billing system that made it infeasible to reflect the credits mandated by Decision 97-05-039 on customers' bills by the agreed upon date of January 1, 1999.  ORA’s response to this issue is presented in Exhibit 24.  After considering several alternatives discussed during an informal workshop prior to the hearings, ORA concluded that the best solution is for customers who enroll with an ESP that provides revenue cycle services to its customers to receive an up-front credit when they begin service from the ESP.  The up-front credit should be equal to the total amount of credit the customer would receive from enrollment up to the date when PG&E expects its billing system to begin reflecting the RCS credits on customers' monthly bills.  Customers who are already enrolled with an ESP on January 1, 1999, would receive the applicable credit starting on that date.�


The above approach is simple for customers to understand, and does not require ESPs to make unanticipated changes in their business systems or to otherwise dedicate resources to resolving problems that originate in PG&E's billing system.  By distributing the amount that would otherwise be paid through monthly credits as a single up-front credit, ORA’s recommendation ensures that the credited amount flows through the business systems of ESPs who have unique billing arrangements with their customers.  Also, in light of the provisions of Rule 22 (the Direct Access Tariff), this approach provides flexibility that allows ESPs to determine how the credit is passed on to their customers.  (ORA/ Price, Tr. 171 - 173, 182)  Ultimately this approach provides a single solution that can meet all of the circumstances under which revenue cycle services are performed for customers, while ensuring that customers can receive credits in a meaningful form.  (ORA/ Price, Tr. 175 - 177) 


Though the  use of a credit system for PG&E in 1999 that differs from the system to be used by Edison and SDG&E, and by PG&E after 1999, conflicts with the need for consistency that was recognized in the January 26, 1998 Assigned Commissioners’ Ruling, the temporary PG&E-specific solution accepted by ORA does not appear to be inconsistent with D.97-05-039 or other existing CPUC decisions.  ORA has carefully reviewed D.97-05-039 and found that the system of monthly bill credits proposed in all three utilities’ applications in this proceeding is not specifically required by that decision.  D.97-05-039 (Ordering Paragraph 5) requires a method that will ensure that customers are not charged by the UDC for services that are provided by another entity, but does not require monthly rates or even credits to direct access customers -- various rate mechanisms could avoid double-charging customers, and these mechanisms are then to be compared on their merits.


In the event that PG&E's billing system is not ready to reflect RCS credits by the date covered by the up-front payment, and where any subsequent delay will be short, PG&E should track the subsequent months of RCS credits, and credit them to customers' bills once its system is operational.  In addition, the following provisions should be adopted to ensure consumer protection:  (1) The Commission should ensure, when adopting this recommendation, that PG&E will not be able to seek recovery of any costs of providing the RCS credits to customers in advance, including, but not limited to, interest and processing costs; and (2) PG&E should be required to make it clear to its customers that the RCS credit is being provided because of services that are being provided by their ESP, and that it is not an offering made by PG&E.  (Exhibit 24)  PG&E’s supplemental rebuttal testimony agreed with these conditions.  (Exhibit 19, p.1)


CONCLUSION


For the reasons summarized in this concurrent opening brief, ORA asks the Commission to implement its recommendations set forth in Exhibits 12 and 24.  Specifically, the Commission is asked to: 


Direct the utilities to implement line and service extension rules that exclude metering costs from both the developer’s costs and the net revenues that are used to compute allowances, thereby reflecting meter ownership costs that appropriately reflect the unbundling of revenue cycle services,


Add a segment to the Meter Ownership credit as proposed by the utilities, to distinguish credits received by customers who purchase their existing meters in-place from their UDC,


Add a segment to the Billing and Payments credit as proposed by the utilities, to distinguish credits received by customers whose ESP provides full rather than partial consolidated billing,


Provide the applicable credits for Meter Reading and Meter Data Management, and Billing and Payments proposed for electric-only customers, to customers who receive both electric and gas distribution service from the UDC, or receive electric revenue cycle services from an ESP that has contracted with the UDC to also perform gas revenue cycle services,


Direct the utilities to implement a single “Billing and Metering Services Credit” line item on customers’ bills, and





///


///


///


�
Direct PG&E to provide an up-front credit for revenue cycle services to its customers on January 1, 1999, if the ESP already provides revenue cycle services, or when  the customer begins service from the ESP that provides revenue cycle services.
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� For example, if proposals to unbundle the default provider function result in future changes to section 366(a), or if the guidance stated in the Commission’s electric restructuring “Roadmap” decision (D.96-03-022) is further implemented for consideration of telecommunications pricing methodologies


� See ORA’s December 20, 1996, comments on revenue cycle unbundling in R.94-04-031/ I.94-04-032, and Exhibit 12 in this proceeding.


� Changes to these bundles of service options resulting from future CPUC decisions, e.g., allowing marketers to provide billing or metering services without selling energy, would add to the reasons illustrated in the previous section for revisiting the framework of credits.


� ORA agrees with the utilities’ proposals for (1) the units of the rate credits (dollars per meter per month for meter reading and meter data management, meter services, and meter ownership, and dollars per service account per month for billing and payments), and (2) proration of the credits.


� For example, full consolidated ESP billing does not require the utility to inform the ESP of its bill calculations, and it may only be necessary for the utility to spot-check the ESP’s billing calculations to be confident of its revenue stream, instead of needing to calculate every customer’s bill.


�  PG&E’s rebuttal testimony (Exhibit 4, p. 3, RDL-2) argued that PG&E is not required to allow customers to purchase the existing PG&E-owned meter, and that it would not be economical for customers to purchase their existing meters.  However, PG&E’s witness Levin (at Tr. 27) agreed that the CPUC could adopt new requirements or incentives for PG&E to sell existing meters to its customers, and admitted that he had not undertaken a quantitative analysis of the economics of the alternative of buying an existing meter from a PG&E customer’s perspective.


�  ORA’s Phase 2 testimony has endorsed SDG&E’s methodology for the meter ownership credit and noted that this methodology would eliminate the need for this credit segment.  However, Phase 2 testimony has not yet been considered in hearings, so the result of this recommendation will not be known during Phase 1.  If PG&E’s or Edison’s proposed methodology were accepted in Phase 2, this segment should be treated as recommended in Exhibit 12 and a value subsequently assigned to it as proposed in ORA’s Phase 2 testimony.


�  ORA’s Exhibit 12 originally stated an intention of making this recommendation in Phase 2.  However, this issue received substantive discussion during Phase 1 hearings, and the record on this issue is therefore adequate for consideration in the Commission’s Phase 1 decision.


�  ORA’s recommendation acknowledges that situations may occur where an electric ESP also negotiates a contract with the UDC to perform gas metering or billing does not mean that an ESP that enters into such negotiations will necessarily be successful in obtaining the contract that it desires.  (Tr. 2)  ORA’s Exhibit 13 clarified that this recommendation applies only to combined electric and gas utilities, and not to gas-only utilities such as Southern California Gas Company.


� Although PG&E’s rebuttal testimony (Exhibit 4, p. 2, DLS-3) argued that its labor contract with Local 1245 prohibits PG&E from contracting with third parties to perform meter-reading and billing, PG&E’s witness Sullivan acknowledged that its labor contracts are subject to amendment or modification, and did not know when the current contract expires (Tr. 13 - 14).  Thus, PG&E’s testimony does not establish that negotiations for ESPs to act as contractors to PG&E are truly precluded by its labor contract.


� In referring to its recommendation as the “best” solution, ORA is not suggesting that PG&E’s system limitations are not a serious issue.  In the situation where PG&E has spent large amounts of ratepayer funds and experienced numerous delays in modernizing its Customer Information System (PG&E/ Brooks, Tr. 104 - 170), there may be no solution that can truly be called “good”.  However, compared to alternatives that would delay other needed modernization work, cause unnecessary customer confusion, or cause ESPs to make unanticipated changes in their business systems, ORA’s recommendation minimizes the impacts of PG&E’s limitations.
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