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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 Reply Brief on the unbundling of revenue cycle components for electric industry restructuring, in Phase 2 of this proceeding.


This reply brief responds to the opening briefs 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), and to the opening briefs of intervenors.


INTRODUCTION


As detailed in ORA’s opening brief, ORA’s testimony in Phase 1 of this proceeding described the unbundling of revenue cycle services as an integral part of electric industry restructuring that has developed through a series of decisions.  These decisions have defined the Commission’s policies for, and brought competition for revenue cycle services within the sphere of, rate unbundling.  Previously, ORA recommended a general framework for credits based on the existing decisions, and discussed how variations in cost of service should be analyzed.


For Phase 2, ORA recommended ratemaking procedures related to these credits, estimates specific credit amounts, and identifies mechanisms to incorporate future changes to the adopted credits.  Consistent with the Commission’s policies established by D.96-10-074 and D.97-05-039, ORA recommends pricing revenue cycle services on an incremental cost basis.  Although revenue cycle services are carried out by the distribution business unit in the restructured utility, the incremental cost approach to ratemaking would reflect the ongoing evolution of revenue cycle services toward being a competitive activity, and allow treatment of these costs as a merchant function rather than as a monopoly function.  At the current stage of market development, this approach will maintain consistency with the existing bundled ratemaking treatment of the revenue requirements currently associated with revenue cycle services.


ORA recommends incremental ratemaking because it promotes consistency in the ratemaking methodologies used by all utilities.  Although differences in ratemaking treatment have been accepted in the past on issues that exist for all utilities, the impact of new, open, competition throughout California means that the impact of ratemaking issues for each utility is no longer limited to its service area.  In this new environment consistency among utilities with respect to rules and protocols for ratemaking is much more important than in the past.  By maintaining consistent ratemaking treatment from the outset of the restructured electricity market, using concepts from the telecommunications industry as a model, ratemaking can evolve for all utilities as the competitive market matures in the future. 


Incremental cost ratemaking for competitive revenue cycle services, as recommended by ORA, will reflect the utility’s full avoidable costs and measure cost variations relative to the number of customers, rather than the presence of competition or  number of competing suppliers.  If adopted, ORA’s recommendation to set credits on the basis of incremental cost will allow the Commission to gather information about how competitive markets actually function.  Among other things, this information can be used to refine the adopted credits in future update proceedings.  ORA’s testimony emphasizes that a critical analytical step is to identify all utility activities that can be avoided at 100% market penetration by Energy Service Providers (ESPs) before reaching the conclusion that only a limited set of activities can be avoided at a low market penetration.  This analytical approach allows methods to be identified by which a utility’s resources can be redeployed into other activities and avoids the premature conclusion that the utility’s resources are sunk costs.  For example, indirect costs that vary with labor costs should be treated as proportional to the direct labor costs and be avoidable as the direct costs are avoided.


ORA’s testimony concluded by proposing specific amounts for four categories of credits, in accordance with D.96-10-074, D.97-05-039, and D.97-10-087.  The testimony of SDG&E and of intervenors has either recommended methodologies similar to ORA’s or produced recommended credits within a similar range as ORA’s.  The remainder of this reply brief highlights differences in methodology that separate PG&E and SCE from other parties in this application.  Collectively, the opening briefs of ORA, SDG&E, and other intervenors demonstrate why the principles recommended by ORA are essential to producing appropriate credits in this proceeding.  These more appropriate credits will reflect the costs that the utilities will no longer be incurring when energy service providers provide revenue cycle services.


RECOMMENDED METHODOLOGY FOR REVENUE CYCLE CREDITS


General Recommendations


As noted in ORA’s opening brief, two issues were identified by a variety of witnesses as the key differences in credit methodology among the utilities:  The first issues relates to the scope of costs that are included in the calculations, the second issue relates to the treatment of cost offsets that PG&E and SCE propose to subtract from the credits that are offered to customers.  (PG&E/ Burns, Tr. 612 - 613;  SDG&E/ Croyle, Tr. 413;  SCE/ Fellows, Tr. 329;  Enron/Weisenmiller, Exh. 51)


ORA has recommended the adoption of SDG&E’s methodology in a number of areas.  In particular, SDG&E’s analysis includes the critical step of identifying all UDC activities that could be avoided at 100% market penetration by ESPs before reaching the conclusion that only a limited set of activities can be avoided at a low market penetration.  As noted in ORA’s opening brief, this analytical step allows methods to be identified by which a UDC’s resources can be redeployed into other activities and avoids the premature conclusion that the utility’s resources are sunk costs.  (Exh. 58, p. 12)  For example, this approach identifies supervision costs as avoidable, since the analysis shows that supervisors’ time can be redeployed into other activities;  it also reveals that the differences between avoidable costs, as analyzed by SDG&E, and fully allocated costs, as analyzed by Enron and CellNet, are not always as significant as PG&E and SCE portray.  This is one of the few significant problems that ORA has with PG&E’s proposed methodology.  SCE’s proposals deviated more significantly from sound ratemaking principles, and the additional differences in methodology from that proposed by SCE are highlighted in the following sections of this brief.


In addition, both SDG&E and ORA, as well as other intervenors, recommend that offsetting costs that are subtracted from revenue cycle credits should not include (1) costs that are recovered through service fees, (2) “set up” or infrastructure costs, and (3) costs that are more directly relevant to the ESP than to the customer.  (Exh. 58, pp. 15, 16, and 18)  Failure to consider these offsetting costs leads to both policy and practical problems.�  For example, during hearings ORA’s cross-examination of PG&E (using Exhibit 49) revealed that PG&E’s proposals had relied on forecasts of the number of both direct access customers and ESPs (as SCE’s proposals did also), and that actual experience in the new competitive market had already deviated significantly from these forecasts.  Such deviation, which is not surprising in a new market, reveals the danger of including offset costs in the proposed credits that are based in any way on the forecasts.  Instead, offset costs should be attributed to the factors that lead to these costs (i.e., the activities of ESPs or the availability of direct access to customers as a whole).  D.97-10-087 provides that charges for these costs will be addressed in a future proceeding and need not be resolved in this proceeding. 


Meter Reading and Meter Data Management


SCE’s objection to adoption of SDG&E’s methodology for meter reading credits (SCE opening brief, p. 28) neglects important aspects of SDG&E’s proposal.  For example, cross-examination of SDG&E’s expert witness clarified that there is a difference between re-foiling of meter reading routes and interim adjustments to routes.  Nonetheless, SCE’s objection acknowledges only the existence of re-foiling, even though SCE’s rebuttal testimony states that meter readers routinely receive daily modifications to their routes.  This is a significant omission.  As clarified by SDG&E’s witness, the costly process of re-foiling would occur only after routes had deviated significantly from an optimal plan.  Furthermore, SCE’s claim that the non-field time of meter readers is small and that meter-reading supervisors are not deployed in a way that makes their time avoidable (SCE opening brief, pp. 62 - 65) were rebutted by ORA’s cross-examination of SCE witness Pope.  Using SCE’s time estimates simple arithmetic established the number of SCE meter readers would be about 400 instead of the 500 meter readers that SCE actually employs, and that SCE’s meter reading supervisors are concentrated in a subset of SCE’s field offices, making their time redeployable.  As they are more through and accurate, ORA’s meter reading and data management recommendations should be adopted.


Meter Services


SCE’s claim that its methodology for the meter services credit includes meter installation costs (SCE opening brief, pp. 36, 39, 40) substantially misstates the record.  For example, on cross-examination by SCE, ORA’s witness demonstrated while SCE’s on site meters have a lifetime of 30 to 39 years, SCE has assumed a meter installation at an average site occurs only once every 200 years.  It appears that SCE’s installation frequency covers only meter replacements for reasons such as meter failures, since a meter must be installed at least once during its lifetime to be placed in service.  In contrast, ORA provides meter services credit recommendations that make for sound adjustments to SCE’s cost study.


Meter Ownership


SCE’s opening brief (e.g., p. 41) acknowledges that if meter testing and installation costs, beyond the once-per-200 years occurrence rate that SCE claims, are added to its cost study, these costs can be placed in its meter services credit instead of being an offset to its meter ownership credit.  What needs to be clarified in SCE’s acceptance of this outcome is that meter testing and installation costs must then be charged to those customers who receive SCE’s testing and installation services (i.e., those customers for whom SCE remains the Meter Service Provider).  This result can be achieved by adding these costs to SCE’s meter services credit for direct access customers who receive revenue cycle services from their ESP, as recommended by ORA.


SCE’s argument for inclusion of a credit offset for removing scrapped meters from its accounting system (SCE opening brief, pp. 44 - 46) fails to explain why SCE believes it needs 7.5 minutes to accomplish the same task that PG&E’s witness testified could be accomplished in 14 seconds.  SCE’s argument (as well as SCE’s opening brief at p. 80) also substantially misstates the record with regard to the Permanent Standards Working Group (PSWG).  The PSWG has approved the use electronic transmission of meter serial numbers, as well as other tasks (see SCE cross-examination of ORA witness Price, as well as ORA’s cross-examination of CellNet’s witness).  The only reason why this recommendation has not yet been filed with the Commission is that the PSWG’s report is due on July 29, 1998, after hearings in this proceeding.  SCE substantially misstates the record in other places as well.  For example, on p. 50 of its opening brief SCE claims that the viability of a market for the sale of meters for retrofitting is highly uncertain.  Contrary to this statement, ORA’s cross-examination of CellNet’s witness established that a market for meters for retrofitting already exists.


PG&E’s opening brief (p. 16) also incorrectly states that there is no evidentiary record to support a separate segment for new installations.  In addition to ORA, the testimony of Enron, CellNet, and TURN and UCAN established a sound record for crediting revenue cycle costs to customers with new installation through revisions to the line and service extension rules.  The mechanism documented by TURN and UCAN is fully supported for adoption in this proceeding.  In contrast, PG&E has not established a reason not to adopt ORA’s recommended rate treatment for situations where an ESP negotiates a contract to read gas meters for a combined electric and gas utility (i.e., to treat the customer as all-electric for purposes of this proceeding).  PG&E’s arguments directed to existing labor contracts (PG&E opening brief, pp. 17 - 18) overlook the possibility that an ESP could find solutions to issues regarding labor contracts during its negotiations, and that the CPUC can direct that future labor contracts not include such limiting provisions.  Thus, ORA’s recommendations should be adopted.


ORA’s review of the California Energy Commission’s (CEC) recommended methodology for meter ownership credits, as outlined in the CEC’s opening brief, and Exhibit 65, suggests that it is a viable alternative to that recommended by SDG&E and ORA.  At least for PG&E, ORA’s cross-examination of CEC witness Jaske confirmed that inputs for calculating meter ownership credits for all rate schedules are in the evidentiary record.  (SCE and SDG&E claimed that their entire workpapers are confidential, a situation that the Commission can consider as it decides how to develop appropriate credits.)


Billing and Payments


Rather than use these costs as credit offsets, SCE’s opening brief (pp. 23 - 24) accepts the establishment of service fees on ESPs to collect the incremental costs associated with billing, which ORA has recommended.  However, though SCE insists that the Commission authorize recovery through service fees, the Commission should not acquiesce to this demand absent a review process that includes a reasonable opportunity for other parties to review SCE’s future substitute proposal.  In the meantime, there is objection by SCE to adoption of ORA’s recommended billing and payments credits.


///


///


///


�
CONCLUSION


For the reasons summarized in this concurrent reply brief, ORA asks the Commission to implement its recommendations set forth in Exhibits 12, 24, 58, 59, and 60, and summarized in ORA’s opening brief.
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�  PG&E’s suggestion (PG&E opening brief, p. 10) that offsets to credits should be used if they are simply cost-justified would constitute inappropriate ratemaking.  Necessary conditions for appropriate ratemaking also include ensuring that the costs will be attributed to those who cause them, and that calculated rates will be accurate.  Costs associated with serving ESPs or with developing competition in general should not be charged to end-use direct access customers, and calculations that rely on uncertain forecasts are not an accurate basis for rates.
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