











							February 18, 1998








VIA UPS Next Day Air








Docket Office


California Public Utilities Commission


505 Van Ness Avenue, Room 2001


San Francisco, CA  94102





			Re:	A.96-12-009, A.96-12-011, and A.96-12-019





Dear Docket Clerk:





Enclosed for filing in the above-entitled matter are the original and five copies of the RESPONSE OF THE CALIFORNIA ENERGY COMMISSION, OFFICE OF RATEPAYER ADVOCATES, ENRON, ENVIRONMENTAL DEFENSE FUND,  AND ONSITE ENERGY CORPORATION TO THE PETITION OF NEW ENERGY VENTURES FOR MODIFICATION OF DECISION NO. 97-08-056.  Please return the extra copy in the enclosed, stamped, self-addressed envelope.  Thank you for your attention to this matter.





							Very truly yours,











							SIDNEY MANNHEIM JUBIEN


							Attorney for the


							California Energy Commission


							1516 Ninth Street, MS-14


							Sacramento, CA     95814


 							Tel. No.:	(916) 654-3967


							Fax No.:	(916) 654-3843





Enclosures





cc:	All Commissioners (VIA UPS Next Day Air)


	ALJ Kim Malcolm (VIA UPS Next Day Air)


	A.96-12-009, A.96-12-011, and A.96-12-019
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 BEFORE THE PUBLIC UTILITIES COMMISSION


 OF THE STATE OF CALIFORNIA


 





Application of  PACIFIC GAS AND ELECTRIC			)


COMPANY To Identify And Separate Components		)   Application 96-12-009


of Electric Rates, Effective January 1, 1998.			)   (Filed December 6, 1996)


					(U-39 E)			)
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									)


Application of SAN DIEGO GAS & ELECTRIC			)   Application 96-12-011


COMPANY (U 902-M) For Authority To Unbundle		)   (Filed December 6, 1996)


Rates and Products.						)


                                                                            		)
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In the Matter Of The Application Of SOUTHERN		)


CALIFORNIA EDISON COMPANY (U 338-E)			)


Proposing The Functional Separation Of Cost			)


Components For Energy, Transmission and Ancillary		)


Services, Distribution, Public Benefit Programs And		)   Application 96-12-019


Nuclear Decommissioning, To Be Effective January 1,		)   (Filed December 6, 1996)


1998 In Conformance With D.95-12-036 As Modified		)


by D.96-01-009, the June 21, 1996 Ruling of Assigned	)


Commissioner Duque, Decision 96-10-074, and		)
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RESPONSE OF THE CALIFORNIA ENERGY COMMISSION, OFFICE OF RATEPAYER ADVOCATES, ENRON, ENVIRONMENTAL DEFENSE FUND,  AND ONSITE ENERGY CORPORATION TO THE PETITION OF NEW ENERGY VENTURES FOR MODIFICATION OF DECISION NO. 97-08-056


 





Pursuant to Rule 47(f) of the Rules of the California Public Utilities Commission (CPUC), the California Energy Commission (CEC), the Office of Ratepayer Advocates (ORA), Enron, the Environmental Defense Fund (EDF) and Onsite Energy Corporation (“Joint Parties”) respond to the petition filed by New Energy Ventures (NEV) to modify how the Competition Transition Charges (CTC) and Power Exchange (PX) credits are to be calculated and charged to real-time metered direct access customers during the rate-freeze period.�  Specifically, NEV urges the CPUC to use the hourly residual approach for calculating CTC charges and corresponding PX credits for this group of customers.  The Joint Parties oppose NEV’s petition for the same reasons set forth in their prior comments in response to the proposed decision of Administrative Law Judge Malcolm and in the Alternative Decision of President Conlon, and in response to the petitions for rehearing and modification of D. 97-08-056.  





It should be noted that NEV is previously on record in this proceeding as having opposed the hourly residual approach that it now urges the CPUC adopt.�   Specifically, NEV joined with the Center for Energy Efficiency and Renewable Technologies, Enron, EDF, Green Mountain Energy Resources, Mock Energy Services, ORA, Onsite Energy Corporation and Power Resource Managers in a response to Southern California Edison Company (Edison) and Pacific Gas & Electric Company’s  (PG&E) joint petition for rehearing on this issue.  The CEC filed a separate  response in opposition to Edison and PG&E’s joint petition.  





NEV’s petition closely tracks the arguments set forth in Edison and PG&E’s prior petition for rehearing regarding the CTC methodology.�  The Joint Parties have already responded to these arguments and have addressed the impact of the averaging methodology on the higher-than and lower-than-average-cost customers.  Further, Joint Parties have also established that the CPUC’s adopted hourly averaging methodology is fully consistent with  Cal. Pub. Util. Code §§ 367(e)(2) and 368(b), enacted as part of AB 1890.  Accordingly, we do not repeat those arguments here.  Instead, the Joint Parties take the opportunity to summarize why the average hourly CTC methodology is appropriate during the rate freeze period for real-time metered direct access customers.  In addition, Joint Parties respond to two AB 1890-based arguments that were not raised in Edison and PG&E’s previous joint petition for rehearing. 





Nevertheless, the Joint Parties agree that competition is hampered by the rate freeze, which, unfortunately, maintains existing subsidies to utility service customers.  As soon as the rate-freeze ends (or sooner, if possible), so too should  the energy subsidies inherent in traditional rates.  This process can be enhanced, for those customers not required to use hourly meters, by developing more accurate load profiles, by further segmenting existing customer classes, and, for all customers, by encouraging more widespread use of real-time metering options. In the meantime, the record in this proceeding is clear that the averaging methodology is superior to the hourly residual approach.





I.	The Average Hourly Methodology Adopted by the CPUC is Appropriate for Determining CTC Charges and PX Credits During the Rate-Freeze Period





NEV observes that the higher-than-average-cost or “peaky” customer,� (who is required to purchase a real-time meter), will be less attractive to direct access service providers using the CPUC-adopted CTC/PX averaging methodology than they would be had the hourly residual approach been adopted.  In fact, the majority of peaky customers may likely be better off remaining full-service utility distribution company (UDC) customers so long as the rate-freeze remains in effect.  NEV is correct that this constitutes a problem.  However, the problem is caused by the rate-freeze, which allows customers to remain on frozen UDC rates and requires the CTC to be calculated residually.�





Because traditional rates, and therefore the frozen rates, are based on average costs, the higher-than-average cost customers have been subsidized by lower-than-average cost customers.  Such cross-subsidies are anathema to the restructured electricity industry.  Unfortunately , this subsidy will continue to be available to full-service UDC customers during the rate-freeze period, thereby masking accurate price signals for such customers.  Allowing high-cost direct access customers to be credited with the actual hourly PX price, as NEV proposes, would have the effect of continuing this subsidy into the direct access market (at the expense of the lower-than-average cost customers) and would continue to mask accurate price signals to this customer group and the energy services providers (ESPs) who wish to serve them.    





Once the rate-freeze is over, there will be no energy credit (and no CTC charge).  Instead, direct access customers will see separate distribution and transmission (and other non-bypassable charges) on their bills.  Peaky customers should no longer be subsidized at all (at least for energy charges) and many of these customers will likely find that they do have to pay more than they had in the past because of their unique energy usage patterns.





The other, corresponding, benefit of the averaging methodology, is that it spreads CTC responsibility evenly within rate classes on a usage basis.  The hourly residual approach would result in reduced CTC collection (the larger the PX credit, the lower the CTC charge) from higher-than-average cost customers, and, would actually create an incentive to shift even more energy use from lower-cost to higher-cost hours of the day.





NEV’s proposal would allow currently subsidized customers “to have their cake and eat it too.”  NEV would have peaky customers continue their current subsidy and further benefit from even the slightest advantage in direct access prices compared to PX prices, regardless of the actual cost impacts of such customers’ usage patterns.  Instead, the choice should be simple:  continue current subsidies under utility service, or become a direct access customer, but not both.  Of course, in the long run, the choice whether to remain a full-service UDC customer or a direct access customer should not be influenced by the existence of subsidies.





II.	NEV’s New AB 1890 Arguments Do Not Support Its Petition





In addition to relying on Cal. Pub. Util. Code §§ 367(e)(2) and 368(b), which arguments have been considered and rejected by the CPUC, NEV makes two new arguments based on Cal. Pub. Util. Code §§ 371(a) and 378.  Both should be rejected.





Section 371(a) provides, essentially, that CTC charges “shall be applied to each customer based on the amount of the electricity purchased by the customer . . . .”  NEV argues that this provision is “violated if the CTC is calculated based on the consumer’s entire rate class, rather than the consumer’s own usage patterns.”  NEV’s argument misses the mark.  Section 371(a) does not require CTC charges to be based on a consumer’s “usage patterns.”  It requires CTC to be based on the “amount” of electricity purchased.  The averaging methodology results in a fixed hourly CTC.  All customers in each rate class will pay the fixed hourly CTC for each hour of actual metered energy use during the applicable time period.  Thus, customers will pay CTC “based on the amount of the electricity purchased by the consumer” as required by § 371(a).





Section 378 authorized the CPUC to create optional rate schedules “that accurately reflect the loads, conditions of service, and market opportunities of customer classes . . .  [emphasis added].”  NEV suggests that the hourly residual methodology will more accurately reflect the loads, conditions of service and market opportunities for direct access customers.  As discussed in Section II, the hourly residual approach, in fact, masks these factors by allowing full-service UDC customers (and the UDC) to continue subsidizing higher-than-average cost customers that elect direct access.  The averaging methodology, on the other hand, places competition at the right footing:  during the rate-freeze period, ESPs must compete against capped utility rates.


III.	Conclusion





In view of the utilities’ success in selling their fossil-fueled generation plants at significantly higher-than-book value, the Joint Parties are hopeful that the CTC can be collected sooner than anticipated so that the rate-freeze will end as quickly as possible.  Once that occurs, consumers and energy providers should be able to make rational choices based on their unique circumstances without the availability of utility rate options that allow higher-than-average cost customers to be subsidized by lower-than-average cost customers.





Date:  February 18, 1998			Respectfully submitted,








						SIDNEY MANNHEIM JUBIEN


						Attorney for the


						California Energy Commission


						1516 Ninth Street, MS-14


						Sacramento, CA     95814


						Tel. No.:  (916) 654-3967


						Fax No.:  (916) 654-3843








�  Commissioner Moore stated at the CEC’s February 18, 1998, Business Meeting that he believed it was not necessary to file a response to NEV’s petition and, therefore, does not join in this response.


 


�  NEV’s claims regarding its status and involvement in this case are, at best, misleading.  In addition to having joined in opposition to the very methodology it now supports, NEV also joined with Enron in the filing of a petition for modification relating to the components of the PX credit.





�  Indeed, Edison notes in its response to NEV’s petition that these arguments were made in Edison’s testimony, briefs, and petitions for rehearing and modification in this proceeding.  See Response of Southern California Edison Company to Petition of New Energy Ventures for Modification of Decision No. 97-08-056.


�  A higher-than-average cost customer uses relatively more energy during peak demand periods than average.  The lower-than-average cost customer uses relatively less energy during peak demand periods.





�  During the rate-freeze period, CTC methodology will be the subject of the annual Rate Adjustment Proceeding.  Thus, there will be opportunities to improve upon the existing methodology based on several months’ information of actual market operations.
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