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This exhibit presents 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 methodology for the framework of credits for revenue cycle services provided by energy service providers (ESPs).  In this exhibit, ORA 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.


Background


The Commission’s Preferred Policy Decision in electric restructuring (D.95-12-063 as modified by D.96-01-009) focused on the potential for competitive entry in the generation market, and recognized that because the utilities currently bundle generation, transmission, and distribution services, a potential ESP cannot enter the generation market without the utilities unbundling generation from transmission and distribution.  Although D.95-12-063 did not order unbundling within generation, transmission, or distribution services, it did recognize the key role of specific support functions like metering for Direct Access generation and the availability of customer information for billing.


Subsequent decisions and rulings have further developed the Commission’s policies concerning functions including metering and billing.  In an Assigned Commissioner’s Ruling issued May 8, 1996, Commissioner Duque recognized that these “revenue cycle” costs do not fit neatly into any of the broader unbundling categories, stating:


“The vertically integrated utility undertakes many activities which have no unique relationship to any of the three functional areas [generation, transmission or distribution]. As the most prominent example, the utility undertakes administrative and general activities with substantial fixed and variable costs to manage its operations. Other examples include customer service and support, meter reading and billing as well as regulatory activities.”


The ruling asked the parties to consider the most appropriate way to allocate these costs across the three functional areas.  D.96-10-074 then endorsed the distinctions suggested by Commissioner Duque and expressed a concern that the approach taken by some parties, of including some of these non-unique charges as distribution costs, may have skewed the debate.  D.96-10-074 stated that by treating “revenue cycle” costs as if they were part of the distribution system, it had become easy to think of separate identification of those costs as if it required unbundling of the distribution costs.  This decision did not immediately order any unbundling of the distribution system, but asked parties to evaluate strategies given the objective of not impeding the prompt availability of Direct Access to all customers, while protecting the integrity of the metering and billing process and offering a level playing field.  It used the term “level playing field” 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.”  At this stage of the proceeding, the Commission’s objective for providing hourly billing was dependent on its objective for Direct Access availability, and it did not adopt an independent objective of providing unbundled metering or billing services.  In other words, the Commission did not propose competition in metering and billing as an objective in itself but as a means to achieve effective competition in Direct Access.


After further rounds of comments and evidentiary hearing, D.97-05-039 concluded that competing ESPs should be allowed to present consolidated bills that reflect the full cost of providing service, and to provide for their customers meters other than those commonly furnished by the utility distribution company.  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 utility distribution company for the 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 a schedule to determine in the rate unbundling proceeding 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 distribution utilities that define the way the information needs of each entity will be met, no matter which one provides the meter.


Certain specific issues were identified in D.97-05-039 for future consideration, and some of these are discussed in subsequent sections of this exhibit.  Others placed bounds on practical definitions of credits that can be implemented at this time.  For example, 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 utility distribution company.  D.97-05-039 noted that there have been proposals that the distribution company need not be the default biller, but that since a distribution utility who continues to provide energy service to a customer will be able to bill that customer or choose another entity to provide the billing service, the Commission does not need to determine whether the utility is the “default” biller at this time.  If proposals to unbundle the default provider function result in future changes to section 366(a), issues related to the default biller status would need to be revisited.


Additional areas of utility cost savings due to unbundling can be recognized in the current market structure but may be difficult to quantify prior to having actual market experience.  For example, because the ESP utilizing bill consolidation is responsible to make the payments for the services billed to customers, D.97-05-039 placed creditworthiness requirements on ESPs who utilize bill consolidation that are the same as those required of similarly-sized and situated customers.  The decision recognized, in the process of adopting these requirements, that the result may be to decrease the risk of uncollectibles to the distribution company and, because ESPs may have greater creditworthiness than the average customer they serve, the security of the revenue stream may be enhanced.  The actual result may not be clear until actual market experience is available.


Similarly, D.97-05-039 asked parties in this proceeding to pay special attention to the question of how to identify metering costs for a utility that elects to adopt automatic meter reading (AMR) under the conditions we have specified above.  ORA is currently unaware of any plans by utilities to implement AMR except upon request by customers, and until details of plans for broader implementation are known, the associated metering costs would be difficult to determine.


With these examples serving as illustrations, the Commission should respond to maturing market conditions in the future by revisiting not only the level of credits (as determined in Phase 2 of this proceeding), but also the framework of credits, in future proceedings.  As ORA recommended in Exhibit 41 of the 1997 rate unbundling proceeding (A.96-12-009 et al), methodologies from the telecommunications industry are worthy of exploring in a longer term as the electric industry is restructured, including analysis of unbundled functions as a series of “building blocks” that, in total, comprise utility service:  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 “Utility Distribution Company” (UDC) function because it includes a wide variety of activities, instead of just being a Wires Company.  ORA’s December 20, 1996, comments on revenue cycle unbundling (in R.94-04-031/ I.94-04-032) pointed out the need to separate monopoly versus competitive functions of the UDC, in order to unbundle revenue cycle services.  As recommended in ORA’s testimony in A.96-12-009 et al, a more comprehensive separation can ultimately be undertaken of non-competitive, semi-competitive, and fully competitive functions within the electric industry, as the Commission has done in telecommunications.


Framework for Analysis of Revenue Cycle Credits


Part of the record leading to both D.96-10-074 and D.97-05-039 was a report on the necessary extent of unbundling, which the Commission had directed the Ratesetting Working Group to produce and which described five alternative approaches to unbundling the necessary functions.  In comments on the August 26, 1996, Ratesetting Working Group report, ORA argued that the Commission can and should demonstrate its commitment to make competitive choice a realistic opportunity for all customer classes by requiring additional rate unbundling beyond five consensus items (generation, transmission, distribution, transition costs, and public goods costs) by January 1, 1998.  ORA stated that unbundling customer service functions is necessary not only to facilitate the offering of competitive options to all customer classes, but also to ensure equal opportunities for new ESPs to compete with the utilities for their retained sales.  ORA defined customer service functions to include, among other elements, billing, metering, customer information, and collections.


D.97-05-039 defined the scope of this proceeding by noting, in part, that in addition to billing, 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.


Thus, ORA’s recommended framework for revenue cycle credits focuses on the service options contained in the Direct Access tariffs adopted by D.97-10-087 and related decisions:  four credits represent these decisions’ three bundles of metering options, plus a credit for ESP consolidated billing, as proposed by the utilities.  (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 differs from the utilities concerning bill format, however:  placing four separate line items on customers’ bills would create unnecessary complexity for customers.  ORA recommends instead that the revenue cycle unbundling credits should be combined into a single line item representing a Billing and Metering Services Credit, and that the utilities 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.  Variations in the level of these credits occur for a variety of reasons, and these variations are discussed in the following section.


Segmentation of Revenue Cycle Credits


In comments leading to D.97-05-039, PG&E and Edison 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 distribution utility without the revenues needed to serve the remaining customers.  The Commission determined that these arguments were more appropriately addressed in this proceeding.  D.97-05-039 stated the Commission’s intent to determine these costs as accurately as possible, and to that end invited proposals that would “deaverage” costs.  As discussed below, ORA agrees that the characteristics identified by the utilities may result in meaningful differences in the level of the four credits.  ORA’s analysis to date of the utilities’ proposed credits has also revealed variations in costs associated with particular assumptions that underlie the utilities’ analysis of avoided costs.  ORA therefore recommends that (1) these additional characteristics should be examined during Phase 2 of this proceeding to determine the significance of cost variations, and (2) 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.  Thus, including the utilities’ proposed segmentation of credits along with the additional variations identified to date in analysis to be presented in Phase 2, ORA recommends the following segmentation for inclusion in the utilities’ business systems.  (Additions to the utilities’ proposed credit framework are shown in italics.  Differences between ORA’s and the utilities’ approaches are discussed following the table.)


	A.	Meter Reading & Meter Data Management:  dollars per meter per month


Rate Schedule


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


Zones, identified by zip code


Manual vs. telephone


	B.	Meter Services:  dollars per meter per month


Rate schedule


	C.	Meter Ownership:  dollars per meter per month


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:  dollars per service account per month


Rate schedule


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


Partial vs. full consolidated ESP billing


A.	Meter Reading


PG&E’s and SDG&E’s proposals include segmentation for electric-only customers versus combined electric/gas customers, since the savings to the utility for not reading the meter 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.  SDG&E additionally includes a credit calculation for situations where the ESP reads both the electric and gas meters.  ORA will recommend in Phase 2 that PG&E should eliminate its assumption that it must continue to read its gas meters, but accepts for purposes of Phase 1 that the credits resulting from this proceeding can treat combined electric/gas customers as electric-only customers in cases where the ESP reads the gas as well as the electric meter.  The reason why PG&E’s assumption that it must continue to read its gas meters is unnecessary in this proceeding is that the ESP could contract with PG&E to read its gas meters, even if credits for gas revenue cycle unbundling are not placed within the scope of this proceeding.  Once the ESP is reading one meter on a customer’s site, it could read the second meter for a much lower cost than PG&E has assumed it will still incur for reading the gas meter, allowing ample room for negotiation of a contract for the ESP to read the gas meter.


B.	Meter Services, and


C.	Meter Ownership


New installations:  An unnecessary assumption in the utilities’ cost analysis is 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.  In this instance, the customer would avoid the utility’s installation cost.  To avoid the possibility that a customer would claim this credit during construction and later change to bundled utility service (causing the utility to perform a deferred meter installation), a customer who had initially received this credit could be required to refund the credit to the utility before returning to bundled service.


ESP or customer buys old meter in-place:  A variable that significantly affects the Meter Ownership credit proposed by the utilities is the value of the customer’s old meter to the utility.  This variable can be removed from the analysis by allowing the customer or its ESP to buy the old meter in-place on the customer’s premise, requiring no further action by the utility.  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 to make use of the meter with its new ESP 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.  However, if the utility were subtracting restocking or disposal costs and attributing little or no salvage value to the old meter, the customer could avoid a reduction in its credit by having its ESP remove (and possibly dispose of) the old meter.


D.	Billing and Payments


Partial vs. Full consolidated ESP billing:  D.97-10-087 distinguished between “partial” and “full” consolidated ESP billing.  (See D.97-10-087 for a description of these billing options.)  Differences in activities between these billing options may have associated cost differences.  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.  While an ESP would incur additional costs by undertaking full consolidated ESP billing, it should be able to know its potential cost savings when deciding whether to undertake the associated requirements.


In addition, just as an ESP that reads the meter of a Direct Access customer could read the gas meter under contract to the utility, PG&E should treat a combined electric/gas customer as an electric-only customer (for purposes of billing credits in this proceeding) if the ESP also performs the gas billing under contract to the utility.
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QUALIFICATIONS OF JAMES E. PRICE


Q.1	Please state your name and address.


A.1	My name is James Price.  My business address is 505 Van Ness Avenue, San Francisco, CA  94102.


Q.2	By whom are you employed and in what capacity?


A.2	I am employed by the California Public Utilities Commission, in its Office of Ratepayer Advocates, Market Development Branch, as a Public Utilities Regulatory Analyst V.


Q.3	Briefly state yo
