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Introduction


The opening comments of the above-referenced parties (“Joint Parties”) support the Proposed Decision (PD) of ALJ Malcolm except for calculation of the Competitive Transition Charge (CTC), on which the Joint Parties support President Conlon’s alternate pages, with some modifications. The alternate pages are essential for restructuring to be successful in introducing competition in the electric utilities industry, and are consistent with AB 1890, while the utilities’ proposal conflicts with AB 1890. After reviewing all parties’ comments, the Joint Parties remain convinced that the PD, with the modifications proposed in the Joint Parties’ opening comments, appropriately reflects this complex record, and should be adopted on August 1, 1997, so that electric restructuring can proceed as scheduled.


The discussion below shows that the utilities’ criticisms of the alternate pages - alleging that the adopted rate design is not supported by the record, is not well defined, is a structure that the parties have not had a chance to explore, could involve bill increases for some customers, or would result in cost-shifting - are unfounded. These reply comments also support Southern’s proposal, in separate opening comments, on prepayment of CTC.�


The Alternate Proposal is Supported by the Record and Clearly Defined


Contrary to the utilities’ allegations (PG&E at 5, SDG&E at 9, SCE at 3), the alternate pages’ proposal is well-supported by the record. Its key features have been before the parties since ORA’s testimony (Exhibit 41, pp. 25 - 28) was filed in February 1997. The utilities have thus had extensive opportunities to explore this rate structure. The alternate proposal, as clarified in alternate pages and the Joint Parties’ opening comments, differs from ORA’s original proposal (in Exhibit 41) in only two ways, both of which address criticisms made in the utilities’ briefs that ORA’s proposal is complex�: (1) it calculates the average Power Exchange (PX) price weekly instead of ORA’s “rolling average” for each billing cycle, and (2) it performs this calculation at a rate group level instead of ORA’s more loosely defined “otherwise applicable tariff.”


The Joint Parties’ opening comments demonstrate that only minor clarifications in the alternate pages’ wording are needed to adequately define the adopted rate structure. SDG&E’s acknowledgment that “‘price signals’ are important” and willingness to address alternatives after January 1, 1998, can seem commendable relative to PG&E’s and Edison’s positions, but are still inadequate since the Commission’s goals were clearly stated in D.95-12-063 (and reiterated in D.97-05-040), and since ORA’s proposal has already been on the table for five months.


The Alternate Proposal is Consistent with AB 1890


The Joint Parties’ opening comments highlight the alternate pages’ consistency with pertinent requirements of AB 1890. The utilities’ counter-arguments can be rebutted as follows.


Edison constructs two examples in which a bundled customer with a “peaky” load – that is, one with higher on-peak consumption than the class average – becomes a direct access customer (SCE at 2-3). The following table presents Edison’s first example:


Table 1


“Peaky-load” Customer – PX Prices�
�
�
Bundled service�
Utilities’ proposal: direct access service at PX price�
Alternate proposal: direct access service at PX price�
�
PX energy charge�
3.0�
3.3�
3.3�
�
CTC charge�
2.0�
1.7�
2.0�
�
Total generation rate�
5.0�
5.0�
5.3�
�



In this example the tariff generation rate for the class is 5.0 ¢/kWh. The class average PX price is 3.0 ¢/kWh. For bundled-service customers the CTC charge is calculated residually as 2.0 ¢/kWh, and this charge is the same for all load-profiled customers. The “peaky-load” customer is assumed to have a PX average cost of 3.3 ¢/kWh under hourly metering, so that the CTC rate for that customer would be 1.7 ¢/kWh under the utilities’ proposal for hour-by-hour residually-calculated CTC. Under the alternate proposal, the same CTC rate calculated for the class as a whole would be used for each customer, and since this customer has higher energy costs per kilowatt-hour than the class-average customer, its total generation rate is 5.3 ¢/kWh.


Edison asserts that the alternate proposal violates the first sentence of section 367(e)(2) of AB 1890, “Individual customers shall not experience rate increases as a result of the allocation of transition costs.” It is straightforward to conclude that this customer did experience a rate increase, but not as the result of the allocation of transition costs since its CTC costs did not change compared to bundled service. The hourly meter more closely reflects the customer’s actual cost causation, and this is reflected in the customer’s PX energy charge.


Edison’s second example concerns the same customer who switches to direct access service at an hourly price that in each hour is slightly lower than the PX price.


Table 2


“Peaky-load” Customer – Different Direct Access Prices�
�
�
Bundled service �
Utilities’ proposal: direct access service at different price�
Alternate proposal: direct access service at different price�
�
PX energy charge�
3.0�
3.2�
3.2�
�
CTC charge�
2.0�
1.7�
2.0�
�
Total generation rate�
5.0�
4.9�
5.2�
�



In this example, the “peaky” customer’s energy rate under direct access is higher than their energy rate as a load-profiled customer, again because the hourly meter more closely reflects their cost causation. Under the utilities’ proposal, the CTC charge is calculated residually based on the hour-by-hour calculation of what this customer’s PX energy charge would have been.�  Under the alternate proposal, the same class CTC rate (2.0 ¢/kWh) is applied.


Edison claims that the alternate proposal violates the second sentence of section 367(e)(2), “However, customers who elect to purchase energy from suppliers other than the Power Exchange through a direct transaction, may incur increases in the total price they pay for electricity to the extent the price for the energy exceeds the Power Exchange price.” Edison attempts to read this sentence as prohibiting any rate increase except when the alternate supplier has a price higher than the PX price, but this sentence which begins with the word “however” is clearly referencing the previous sentence. The previous sentence, as noted above, prohibits rate increases as a result of the allocation of transition costs. That sentence therefore implicitly permits rate increases that occur for other reasons. Edison’s attempted reading can only be made if the second sentence proscribes any rate increases that it does not specifically allow. But there is no indication that this is the intent of the second sentence.


Edison’s attempted reading of section 367(e)(2) also neglects section 378, which allows new optional rate schedules and tariffs. Nothing in AB 1890 or elsewhere prohibits customers from voluntarily choosing among alternative rate options, whether they existed in June 1996 or were created later, even when they include some rates exceeding those that a customer paid in 1996. For example, the utilities’ proposal allows customers to switch from Edison’s residential Schedule D, with a non-time-of-use Tier 2 rate of 14.1 ¢/kWh, to optional TOU schedule TOU-D-1, with an on-peak rate of 48.5 ¢/kWh. Under an optional tariff providing virtual direct access, customers would only be served on hourly prices if they choose to be. Indeed, adopting a virtual direct access option for the utilities’ bundled-service customers, with total rates that vary hourly with PX prices, provides compliance with section 367(e)(2) of AB 1890 because accurate hourly price comparisons between the PX and other suppliers are then assured.


The utilities also allege that the alternate pages would result in cost shifting. The Joint Parties’ opening comments demonstrated that cost shifting between customers does not result from the alternate proposal but does result from the utilities’ proposal. Further protection against cost shifting between groups of customers, as required by section 368(b) of AB 1890, has already been provided by the Commission through the policies for CTC tracking accounts adopted by D.96-12-073 and D.97-06-060, which provide a mechanism for ensuring that no CTC obligations or revenues are shifted between classes.


The Utilities’ Proposal is Not Consistent with AB 1890


The utilities’ interpretation of AB 1890 also neglects the second sentence of section 368(b) of AB 1890, which reads: “The separation of rate components required by this subdivision shall be used to ensure that customers of the electrical corporation who become eligible to purchase electricity from suppliers other than the electrical corporation pay the same unbundled component charges, other than energy, a bundled service customer pays.”


Edison’s example in Table 1, above, demonstrates how the utilities’ proposal violates this provision of AB 1890. The unbundled component charge that a bundled service customer pays for CTC is 2.0 ¢/kWh. This will be shown on each customer’s bill – even “bundled-service” customers – once bills are unbundled in 1998. But the utilities’ proposal would calculate a different CTC component for direct access customers – 1.7 ¢/kWh in the case of Table 1.


PG&E Misstates the Alternative Proposal


PG&E provides an example where an “attractive-load” customer goes to direct access. PG&E claims that this would cause the CTC rate (and contribution) to drop. (PG&E at 4.) This is incorrect. The alternate proposal calculates the CTC rate based on the energy costs of all customers in the class - whether utility service or direct access. (Joint parties at 5.) The CTC rate will not change simply because customers change service providers.


PG&E’s concern is that the utility will be at risk for CTC contribution under the alternate proposal. It is useful to consider the policy implications of insulating the utilities from all such risks. This could be done by calculating a separate CTC rate for direct access customers as a group.� The policy defect of such a proposal is that if direct access customers as a group were indeed successful at shifting load to off-peak periods, their reward would be to see their CTC rate increase, exactly offsetting their energy cost savings. This, of course, is exactly analogous to the effects of the utilities’ proposal on a customer-by-customer basis. This is cost shifting and economic inefficiency.


Suppliers Should Be Allowed to Negotiate Payment Terms for CTC


In addition to its participation with the Joint Parties, Southern requests that the Commission allow suppliers to negotiate a prepayment of CTC to utilities, thus allowing it to create a privately financed mechanism for providing the benefits of rate reduction bonds for larger direct access customers. This could allow suppliers to leverage their own capital opportunities to create innovative rate options, to the benefit of consumers, and does not conflict with or replace other proposals advocated by the Joint Parties. Although different terms and conditions would be appropriate for customers who are continuing to use the utilities’ distribution systems than for departing load customers, some precedent for prepayment of CTC can be found in lump sum payments for departing load customers. The Joint Parties support Southern’s proposal with the following conditions: (1) other ratepayers must be held indifferent to the negotiated terms, such as by requiring the utilities to credit their CTC accounts as if the affected customers were paying the otherwise-applicable CTC rates, and (2) utilities must be required to consider negotiations with all suppliers on an equal basis, with no favoritism shown to affiliates or firms with which the utility has an established business relationship. Under these conditions, the Commission need not be concerned with issues like what PX price forecast is used in negotiations or whether the utility accepts a discounted CTC in order to gain certainty in collection or more rapid capital recovery.


�
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�  ORA’s response to issues other than CTC allocation are presented in separate reply comments on the PD.


� Section VIII.B.1 of the alternate pages correctly notes that its adopted approach is simpler to implement than the utilities’ proposal, which involve metering or profiling real-time consumption of each individual direct access or departing load customer, real-time calculation of residual CTC, then application of this changing CTC to the real-time load of each direct access or departing load customer.


� The customer sees a rate reduction, since the direct access price is lower than the PX price in this example.  Note that the customer cannot realize additional savings by shifting load to off-peak hours – this will only result in an increase in the customer’s CTC charge under the utilities’ proposal.


� This modification would preserve hourly price signals.
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