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Introduction


Pursuant to the Rules of Practice and Procedure of the California Public Utilities Commission (Commission, or CPUC) and Decision No. 97�08�056 (Decision), CALIFORNIA ENERGY COMMISSION, CENTER FOR ENERGY EFFICIENCY AND RENEWABLE TECHNOLOGIES, ENERGY PACIFIC, ENVIRONMENTAL DEFENSE FUND, GREEN MOUNTAIN ENERGY RESOURCES LLC, OFFICE OF RATEPAYER ADVOCATES, SAN DIEGO GAS & ELECTRIC COMPANY, AND SOUTHERN ENERGY RETAIL TRADING AND MARKETING (Joint Parties) hereby offer a proposal regarding PX price forecasting and/or longer term averaging in the above-captioned Consolidated Ratesetting Proceeding.  Specifically, the Joint Parties seek to respond to the Decision’s request for proposals to use Power Exchange (PX) price forecasting and/or longer term averaging of Competition Transition Charge (CTC) rates consistent with the orderly development of California’s new competitive markets.


In brief, the Joint Parties’ propose that consideration of the use of forecast PX prices in the CTC calculation be deferred to the second half of 1998, but that there should be a firm commitment to address this issue at that time.  The Joint Parties have two primary considerations in mind in making this proposal.  First, time is of the essence with regard to the fast-approaching 1/1/98 date; currently there is simply insufficient time to implement improvements.  Second, the Joint Parties expect that by the second half of 1998 there will be price indices or futures prices that can be used as a source of unbiased, publicly-available information in the “forecast” calculations.


In order to ensure implementation of effective time-differentiated price signals, the Decision implemented an averaged ex-post energy cost for utility service customers that provides an averaged CTC rate for all customers in each rate class.  The Decision (at p. 40) stated a belief that a month is the minimally-acceptable period for calculating the averaged CTC, and invited parties to collaborate in a workshop format to reach consensus on proposals for longer averaging periods and/or for proposals that use forecasted PX energy costs, for submission no later than October 1, 1997.  A proposal by Southern Energy Retail Trading and Marketing was discussed at a Ratesetting Working Group meeting on September 11, 1997, but did not result in consensus.  The utilities’ proposals for implementation of the Decision’s adopted methodology, and constraints on developing their new business systems, were discussed further during CPUC Energy Division workshops on September 16 and 17, 1997, concerning tariff filings pursuant to the Decision.


The response of the Joint Parties in opposition to the Applications for Rehearing of D.97-08-056 of Pacific Gas and Electric Company (PG&E) and Southern California Edison Company (Edison) noted, in relation to the Decision’s invitation for proposals regarding PX price forecasting and/or longer term averaging, that it has been extremely difficult to fashion a proposal that:  (1) can garner a consensus that encompasses more parties than those that had already coalesced around opposing positions at the time of the Proposed Decision in this proceeding; (2) meets both policy objectives for meaningful price signals and meaningful market opportunities; (3) at the same time does not put any CTC collection at risk and prevents anything that remotely looks like cost shifting; and (4) accomplishes all of these within the bounds of Assembly Bill (AB) 1890.�  The Joint Parties have continued discussions of these issues.  However, time is short, and both the utilities and new market participants must work full speed in order to implement the appropriate systems by January 1, 1998.  This proposal does not constitute a consensus of all parties.  Such consensus has proved impossible to achieve within the time period available.


Discussion of these issues also has revealed the definition of “rate group” as an area where consistency between the utilities’ proposed implementations of the Decision must be addressed.  In addition, the utilities calculations of PX prices should be made easily available to market participants.


PX Price Forecasting and Longer Term Averaging Are Worthy of Further Exploration, But Time Does Not Allow Their Immediate Implementation


Discussions of PX price forecasting and averaging over periods longer than one month revealed that several issues need to be addressed.  The prospects for averaging over extended periods could be difficult to determine without observing actual PX prices.  Variations in energy prices can be anticipated from month to month, due to changes including load levels, fuel prices, and hydro conditions, so monthly forecasts would be needed rather than a single forecasted price.  A mechanism for producing the forecast would need to be identified, and experience in previous Energy Cost Adjustment Clause proceedings suggests that producing a Commission-adopted forecast would be at least somewhat time-consuming and/or contentious, especially since there has been no experience yet with how California’s new competitive markets will actually function.  


Furthermore, debates in the load profiling portion of the Direct Access proceeding have revealed that potential issues regarding the estimation of future load patterns of various groups of customers may not be resolved in a short period, even though these would be necessary for estimating their average energy costs.  Further development of load profiling methodologies is anticipated during 1998, and experience in the new markets will increase the probability of successful PX price forecasting.  Among the possibilities is that futures markets may develop that may provide market-based expectations of PX prices.


Attempting to resolve these issues at this time would distract necessary resources of the utilities and other parties from the immediate needs of implementing direct access.  For example, San Diego Gas and Electric Company (SDG&E) explained during the Energy Division’s workshop that, even to complete existing tasks of direct access implementation, it would need to interpret the Decision’s adopted methodology as permitting a calculation of the average PX cost using a one-month lag from recorded costs, and characterized its proposed methodology as resembling a forecast and allowing the setting of a fixed CTC charge that would be known in advance of the energy use to which it will apply.


An opportunity to reconsider methodologies for forecasting and/or longer term averaging can be provided in the Rate Adjustment Proceeding (RAP) adopted by D.96-12-077.  By the time of the first RAP, in late 1998, the uncertainties described above can be resolved, and the utilities will have had the opportunity to complete the development of, and to debug, the business systems needed for the initial implementation of direct access.  Alternative forecasting model formulations can be compared to actual market results, and it can be seen whether futures markets have become reliable indicators of energy prices.  Concerns regarding cost-shifting, consistency with the requirements of AB 1890, and other issues that may arise in the new markets can also be addressed at that time.


Although information regarding these issues may start to become apparent earlier, changes in market participants’ responses to their new environment may also change throughout 1998, and premature reactions to changing market conditions may simply result in uncertainty that would slow market development.  Once the Commission undertakes to examine potential changes in CTC rate calculations, those changes should be made only one time and then left in place for the remainder of AB 1890’s transition period.  The first RAP appears to be a convenient occasion for such a review of CTC rate calculations.


Changes to D.97-08-056 to Facilitate Implementing Joint Proposal


The Joint Parties recommend that relatively little change to the adopted Decision should be made before actual experience in California’s new competitive markets has been obtained.  In order to allow experience to develop before considering proposals for PX price forecasting and longer term averaging, the primary change to the Decision would be to request proposals for forecasting mechanisms within the first Rate Adjustment Proceeding adopted by D.96-12-077, while allowing utilities to complete the development of their new business systems in ways that are compatible with the Decision’s intent.  The Joint Parties would prefer all utilities’ practices to be consistent in matters that affect electric industry restructuring, because inconsistencies create obstacles to competition, and its lagged CTC calculation is a shortcoming in implementing the Decision.  However, the Joint Parties accept this impact of SDG&E’s system constraints on an interim basis, for the sake of expediency, and are willing to test the proposition that its proposed methodology may reveal insights that will be useful in considering future changes to the Decision’s adopted CTC rate calculation method.  The review that the Joint Parties propose for 1998 could also be used to decide how the utilities’ calculation methods will be conformed with one another and with the decision.


We believe that these goals can be accomplished by simply adding the following sentences on page 40 of the Decision, after the sentence, “We invite parties to collaborate in a workshop format to reach consensus on a proposal that would have a longer averaging period, and/or use a forecast of PX energy costs, and submit such a proposal to us for our consideration no later than October 1, 1997”:


“If the parties are unable to reach consensus within the time allotted, proposals for PX price forecasting and/or longer averaging periods may be submitted in the first Rate Adjustment Proceeding adopted by D.96-12-077.  After consideration of those proposals, we will require all utilities to implement a consistent methodology.”


Further,  the following footnote could be added on p. 40 of the Decision, after the sentence, “Because billing cycles span multiple weeks, the average PX price for all calendar weeks from the time of a customer’s previous billing through the week prior to the current billing shall be averaged to obtain a monthly average PX energy cost”:


“If a utility is unable to implement this methodology due to computer software constraints, we will permit it to propose a one month lag in its PX price calculation, for use only during the initial year of 1998.  We may decide to extend this period beyond the initial year if the methodology works well or because we have not yet identified a superior alternative that we are prepared to put into place.”


Consistent Definitions and Easy Access to Information will Facilitate Markets


In addition to PX price forecasting for the purpose of CTC calculation, energy service providers may wish to independently forecast PX prices and to ensure that their rate calculations are consistent with the utilities’.  Consistency between the utilities definitions and easy access to information will be essential for this purpose.


The Decision (at p. 40) describes the CTC calculation as being implemented as an average for each “rate class” or “rate group”.  Discussion of the utilities’ implementations of the CTC calculation revealed a concern that these terms were not being interpreted in the same way by all utilities.  The same terminology appears in D.97-06-060 (at p. 54), in the CTC proceeding, and consistency should be sought between these decisions.


Consistency in the utilities’ definitions of “rate group” can be achieved by adding a footnote following the sentence on p. 40, “In the weekly averaging, utilities shall use hourly PX energy costs … to calculate an average PX energy cost for utility service customers in that rate group”.  The footnote would state:


“For consistency with D.97-06-060, we define ‘rate group’ as the fundamental unit for which marginal cost revenue responsibility and allocated revenue are determined.”


To facilitate consistency in rate calculations that reflect PX prices, the Joint parties also recommend that all utilities should post their weekly PX price calculation, at the time of their calculation, in a publicly available, easily accessible electronic forum, for example, their Meter Data Management Agent servers.
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�  The Joint Parties that responded to PG&E’s and SCE’s Applications for Rehearing consisted of the Center for Energy Efficiency and Renewable Technologies, Enron, the Environmental Defense Fund, Green Mountain Energy Resources LLC, Mock Energy Services, Inc., New Energy Ventures, the Office of Ratepayer Advocates, Onsite Energy Corporation, and Power Resource Managers, LLC.  The Energy commission also responded to PG&E’s and SCE’s applications, raising arguments similar to those advanced by the joint Parties.
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