PACIFIC GAS AND ELECTRIC COMPANY�rebuttal testimony�of�steven J. mccarty�chapter 1�policy


Q  1	What is the purpose of PG&E’s December 6, 1996 Cost Separation filing?


A  1	PG&E is responding to the Commission’s order in Decision 96-10-074 that the company “…file [its] total ratebase and base rate revenue requirement based on our last authorization and should separate this total between transmission and distribution, consistent with Federal Energy Regulatory Commission orders” (Ordering Paragraph 1).  Each utility was ordered to “show its total ratebase and revenue requirement as last authorized in our decisions with clear explanations for any changes since last authorized and explain rules used to allocate this ratebase and revenue requirement between transmission and distribution” (D.96-10-074, p. 10).  In other words, as ordered by the Commission, PG&E has submitted a cost separation filing, reflecting prior Commission orders as well as applicable statute, and not a revenue requirement filing which would determine a changed amount of revenue requirements.


Q  2	Have all parties in this proceeding treated it as a cost separation filing?


A  2	No.  TURN/UCAN have selectively identified certain items which they argue should be “removed from rates” to reflect a changing industry structure (TURN testimony, pp. 1, 2, 4, 5, 7-10).


Q  3	Is this the appropriate proceeding in which TURN/UCAN should make these arguments?


A  3	No.  Since PG&E’s last General Rate Case (GRC), the company has incurred many changes in costs for a host of reasons, including restructuring.  Among these many changes in costs, there are both increases and decreases.  In Decision 96-12-066, the Commission denied PG&E’s request to increase the base revenue requirement, ruling 


	�Just as it is inconsistent with this ratemaking philosophy [i.e., the Rate Case Plan] to reduce the base revenue requirement between general rate cases when costs go down, it is inconsistent (and counterproductive) to selectively grant the utility interim decreases in areas where if finds costs may be going up.  (Mimeo, p. 5)


	Because PG&E’s application only reports on selective accounts, we cannot make a determination one way or the other.  (Mimeo, p. 9)


In this Cost Separation proceeding, PG&E is not requesting any change in the electric revenue requirement in accordance with Decision 96-10-074.  In contrast, TURN/UCAN are “cherry picking” items in an attempt to turn a cost separation proceeding into a revenue requirement determination proceeding, citing those elements that they believe point to a lower revenue requirement and ignoring those elements that would lead to a higher revenue requirement.  This selective identification of accounts is inconsistent with the policy the Commission articulated recently in Decision 96-12-066 quoted above.  The proper forum for TURN/UCAN to argue over the level of revenue requirements is PG&E’s 1999 GRC.


Q  4	Is PG&E addressing revenue cycle unbundling or load profiling in this proceeding?


A  4	No.  As noted above, Decision 96�10�064 ordered the utilities to separate their revenue requirements by function for this proceeding.  ALJ Weissman’s January 31, 1997, Ruling on Schedule, Scope, and Other Procedural Matters stated:


	The determination of whether to use load profiling information for direct access customers will be addressed in the direct access proceeding.  Once that determination is made, the Commission will provide further procedural guidance concerning methodologies for load profiling.  (page 3)


	PG&E considers revenue cycle unbundling and load profiling beyond the scope of this proceeding.


Q  5	ORA states that “the Commission should seek uniformity in allocation of common costs, revenue allocation, generic rate design issues, and most aspects of the billing and settlement processes” (ORA Testimony, p. 2).  Do you agree?


A  5	Yes, as PG&E understands ORA’s testimony.  Although the Commission may treat all utilities generally the same (e.g., use of marginal cost ratemaking for distribution services), it should not require a rigid “uniformity” among all utilities in all aspects of ratemaking.  ORA’s testimony appears to recognize the need for a legitimate diversity since it refers to “generic” rate design issues and “most aspects of the billing and settlement processes.”  The key aspect of electric restructuring is competition for generation.  The one element of necessary uniformity is that direct access customers pay the same rates as bundled service customers, except for generation.  It is not necessary for electric restructuring that, for example, utilities have the same revenue accounting and bill formats.


Q  6	Do some of the California Large Energy Consumers Association/California Manufacturers Association (CLECA/CMA) and TURN/UCAN cost allocation proposals conflict with the Commission’s electric restructuring policy decision (D.95�12�063, as amended and corrected by D.96�01�009)?


A  6	Yes.  CLECA/CMA (p. 8) and TURN/UCAN (p. 2) propose that residual A&G expenses be allocated to generation, and that allocated A&G expenses should “follow” generation investments that are divested.  PG&E understands this to mean that when a plant is divested, the A&G expenses allocated to it under the CLECA/CMA and TURN/UCAN proposals would not be reallocated to remaining utility functions, but would, instead, no longer be recoverable from ratepayers.  Adoption of this proposal would conflict with two important Commission policy directions.


Q  7	What Commission policy directions would be compromised by the CLECA/CMA and TURN/UCAN A&G allocation proposals?


A  7	First, the Commission has stated that utilities should have a reasonable opportunity to earn a fair return on investments (D.95-12-063, Conclusion of Law 1).  Second, the Commission has encouraged the utilities to divest at least a portion of their generation assets, to avoid the possibility of undue market power.  In Decision 95-12-063, the Commission stated:


	Concerns about the concentrated ownership of generation units by the utilities and the potential for anticompetitive effects resulting from that concentration are particularly acute in the early stages of the restructured industry.  The issue of concentration must be addressed early and effectively or the competitive market we envision will not get off the ground.  We conclude that market power problems almost certainly will require the existing investor�owned utilities to divest themselves of a substantial portion of their generating assets, particularly their fossil generating plants located within their service territory…Ideally this divestiture would resolve many, if not most, of the market power problems identified by the Department of Justice and FERC and allow for a competitive market.  (Mimeo, pp. 100-101, footnote omitted, emphasis added.)


(See also, Finding of Fact 29.)  To the extent that PG&E divests itself of generation assets, the CLECA/CMA and TURN/UCAN A&G proposal would create stranded A&G expenses.  As explained in the rebuttal testimony of Dr. Robert Levin, PG&E would not have a reasonable opportunity to recover residual A&G costs allocated to divested generation assets.  This would prevent the opportunity of earning a fair return on investment.  Also, as Dr. Levin’s rebuttal testimony demonstrates, adoption of this A&G allocation proposal would create a disincentive for PG&E to divest its generation assets.


Q  8	If the Commission does decide to adopt the approach proposed by CLECA/CMA and TURN/UCAN, how can the most significant shortcomings of the CLECA/CMA and TURN/UCAN proposals be corrected?


A  8	As a general principle, PG&E believes that if a part of its business is allocated residual costs and that part of the business is divested, the residual costs allocated to it should be reallocated to the remaining parts of the business.  Therefore, if  the Commission does decide to allocate some residual A&G to generation, PG&E should be allowed to reallocate A&G expenses from divested plants across remaining utility functions.


Q  9	Does this conclude your testimony?


A  9	Yes, it does.
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