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Q  � seq Q �1�	What is the purpose of your testimony?


A  � seq A �1�	The purpose of my testimony is to rebut certain arguments raised by Southern Energy Retail Trading and Marketing (Southern) and Enron.


Q  � seq Q �2�	What are Southern Energy Retail Trading and Marketing’s (Southern) criticisms regarding the utilities’ proposals for determining CTCs residually?


A  � seq A �2�	Southern criticizes the utilities’ proposals to calculate CTCs for direct access and virtual direct access customers as the residual of total generation rates minus the real time Power Exchange prices.  Southern alleges that the utilities’ proposals provide perverse incentives for direct access customers to use power during hours when the Power Exchange costs are highest, as this produces the lowest CTC, and consequently the lowest total cost for utility services for that hour (the customer’s total cost would depend on how the energy services provider (ESP) charges the customer for power).


Also, Southern argues at length that the utilities’ proposals are somehow directed toward guaranteeing the recovery of stranded costs.


Q  � seq Q �3�	What is PG&E’s response to Southern’s criticism of the utilities’ proposals?


A  � seq A �3�	Regarding the alleged “perverse pricing signals,” Southern offers one hypothetical example, an unlikely one, to denigrate the utilities’ proposals.  In Southern’s example, the customer has flexibility to decide when it uses power within a given time-of-use period.  Given this constraint, the customer chooses to use power at the time when the PX prices are the highest, without altering its total kWh consumption for the time�of�use period.  The customer’s bundled bill remains the same, since it continues to use the same amount of power.  However, since the charges from the utility would be the difference between the bundled bill and the cost of power from the PX which the utility does not need to purchase on the customer’s behalf, this strategy produces the lowest net utility bill.  Because the Southern hypothetical example assumes that the prices charged by the ESP don’t vary on an hourly basis, this also results in the lowest total bill to the customer.  However, while ESPs may, in fact, choose to offer flat price contracts, they will not be indifferent as to when the customer uses power, since their price will be influenced by the PX price (either because the power will have been purchased from the PX, linked financially to PX prices, or they would otherwise have an opportunity to sell it to the PX).  It is difficult to imagine an ESP offering a flat price contract to a real-time metered customer, which gives the customer full latitude as to when it uses power, without that flexibility coming at a price premium.  In Southern’s hypothetical example, the PX price is higher than the flat ESP price for all three hours (with the differential ranging from 60 percent to 120 percent of the ESP price).  What Southern actually is criticizing is not the real time pricing proposals of the utilities, but the flat price proposal of the ESP.


Regarding the assertion that the utilities’ proposals are somehow in conflict with AB 1890, and directed toward “guaranteeing” CTC recovery, there is absolutely no evidence to support the assertion that using the real PX prices as opposed to a forecast produces such a guarantee.  The utilities’ ability to successfully recover stranded costs during the rate freeze period will still be contingent upon a number of factors, many of which are out of the utilities’ control.  The utilities’ proposals are aimed at achieving the basic bargain, as laid forth in AB 1890 and the Policy Decision, of providing a fair opportunity to recover stranded costs during the transition period.  As described below, Southern’s proposal seeks to renegotiate this basic agreement by differentiating between the stranded cost contributions of full service and direct access customers, thereby subsidizing competition at the expense of regulated ratepayers, and reducing utilities’ opportunity to recover stranded costs from those customers selecting direct access.


Q  � seq Q �4�	What does Southern propose as an alternative to the utilities’ proposals?


A  � seq A �4�	In response to the alleged deficiencies, Southern suggests that the Commission adopt a forecast of PX prices for purposes of establishing a forecast CTC rate component for virtual direct access and direct access customers.  Moreover, Southern proposes that the utilities mask real time attributes of the power exchange price in order to prepare this calculation of the CTC amounts.


Q  � seq Q �5�	What is PG&E’s response to Southern’s proposal?


A  � seq A �5�	PG&E strongly disagrees with Southern’s proposal.  As discussed below, Southern’s proposal contains two fundamental flaws:  (1) it relies on administratively determined PX forecasts in lieu of actual PX prices for purposes of determining the CTC component of rates; and (2) it proposes an energy credit for direct access customers with real time meters based not on the actual meter reads, but based on the system average load profile, which has the potential for producing significant cost shifting.  This testimony will address the first concern, while the rebuttal testimony of Daniel R. Pease will address the second.


The utilities’ proposals are predicated on the correct notion that the energy benefits of a direct access transaction to the customer are based on its ability to save relative to the PX price—this is competition in generation.  Southern criticizes this proposal as being the potential source of widespread gaming.  In fact, nothing more true could be said of Southern’s proposal for PX forecasts, where the residually-determined CTC would be higher or lower based on the ability of intervenors (like Southern) to advocate a higher regulatory PX forecast, and then come in and compete not with prices developed in a competitive generation market as envisioned by the Commission in the Policy Decision and the Legislature in AB 1890, but with administratively-determined forecasts of market prices.  This is not competition in generation, but competition in regulatory gamesmanship.


All parties active in Phase I of the CTC proceeding (A.95�08�070) stipulated to the fact that there is no reason for the Commission to adopt a PX forecast for purposes of establishing the CTC component of rates.  Page 25 of the transcript reads as follows:


MR. MANHEIM:  Thank you, Your Honor.  I’d like to state on the record a stipulation that was reached by the parties this morning in the workshop.  The parties agree that it is not necessary to adopt a market proxy for purposes of CTC ratemaking or accounting.  This is because the CTC for bundled, direct access and departing customers will be determined on a residual basis.  As will be more fully developed in the unbundling proceeding, customers’ CTC amounts will be based upon actual recorded power-exchange rates, and the CTC bills will follow this monthly information (lines 18-28).


	Southern claims that their proposed mechanism would actually remedy its cost-shifting effects by producing a lower PX price.  This would allegedly occur as customers take advantage of direct access and remove demand from the PX (p. 5, line 31).  However, Southern has presented a partial picture, at best, since it ignores the impact on the PX price of the reduced supply which is now serving the direct access customer.  Demand may be removed from the PX (assuming the ESP does not purchase from the PX), but so would supply.  There is no evidence to support the impact on the PX prices.  Moreover, Southern’s entire proposal is designed around flat CTC rates and flat energy prices from their marketers—real time pricing information for direct access customers is nowhere to be found.


Q  � seq Q �6�	Does Enron’s proposal have the same flaws as that of Southern?


A  � seq A �6�	Yes, it does.  Enron feels that the absence of forecast PX and CTC rate components inherent in the utilities’ proposals places direct access customers at a disadvantage relative to bundled service customers.  Enron thus proposes a PX forecast mechanism similar to that of Southern.  Enron suggests that the inevitable forecast errors produced through this mechanism could be trued up through a balancing account.  Thus, while Southern refers cursorily to the notion that “forecast errors could be carried over into a CTC balancing account” (p. 4, lines 29�30), possibly as a means to minimize the potential regulatory gaming impact of their proposal, Enron makes this true-up a very central element of their proposal.  


However, no such CTC balancing account mechanism has been proposed as part of the CTC proceeding, in which CTC accounting issues were heard as part of Phase I, which was submitted to the Commission on February 5, 1997.  Moreover, a true-up mechanism would create an administrative nightmare in order to track and reconcile the differences between the forecast and actual PX prices (and consequently CTCs), and produce a need to rebate and rebill, based on months of hourly usage data, for potentially millions of direct access customers.  


Finally, a true-up would profoundly undermine Enron’s posited reason for establishing the forecast in the first place—because it provides an element of certainty for direct access customers.  What certainty can possibly accompany a mechanism which is subject to continuous true-up?  At best, this is a false sense of security.  Customers would presumably make energy procurement decisions based on an administratively determined estimate of market prices (at the same time that a robust market mechanism exists), and then possibly discover that these decisions would be rendered uneconomic based on the ex post adjustments.  PG&E can understand why Enron and Southern would prefer this approach—they could advocate a high PX price before the Commission, and then market their power as being less expensive than the administratively set PX price.  The utilities would then be left with the clean-up work of having to rebill for the additional CTCs once the true-up is performed.


Q  � seq Q �7�	Are there other elements of Enron’s testimony which you would like to address?


A  � seq A �7�	Yes.  There are two issues.  First, Enron asserts that consumers, particularly small consumers, will not be able to benefit from lower PX costs (p. 8, lines 10�20), as “the benefits of the increased short term efficiencies will go to the utilities during the transition period.”  Second, Enron asks the Commission to ensure that, if utilities are permitted to engage in sales of power outside the PX when such generation is not a successful bidder, revenues from such sales be evaluated with a view toward applying a portion to the CTC revenue account (p. 7, lines 14�21).


Q  � seq Q �8�	What is PG&E’s response?


A  � seq A �8�	Regarding the allocation of the benefits associated with lower PX prices during the transition period, to the extent that headroom is created as a result of lower power purchase prices, the possibility exists that the rate freeze could end sooner than it otherwise would (by no later than March 31, 2002).  As such, all customers, including small customers, would benefit.  The benefits derived from lower PX prices would flow to the utilities only to the extent that utility CTCs would not otherwise have been recovered by the end of the transition period.  Regarding the treatment of revenues from sales when PG&E plants are not successful bidders in the PX, PG&E has not been granted the authority to sell power outside of the PX from those non-must take plants which have not yet undergone market valuation.  Thus, there would be no revenues, so the question of how such revenues would be treated is moot, and not a relevant matter for this proceeding.
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