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�INTRODUCTION



In reaching its landmark decision to open the California Electric Utility Industry to open market competition, the Commission adopted a policy which calls for open access to all classes of customers, both large and small.  Through a very effective consensus building process, general agreement has been reached concerning establishment of the Independent System Operator and the Power Exchange which will dramatically and permanently change the generation business not only in California but throughout the entire Western States.  This opening of the market for generation will result in greater competition and lower costs to all electric customers.



It is clear that large industrial users will receive immediate and direct benefits from the open market.  Their market power will allow them direct access or the ability to negotiate favorable terms through third party marketers or aggregators.



It is equally clear if the Commission fails to take decisive action to pry open access to a variety of "Distribution Services" small residential and commercial customers will be permanently cut out from the benefits derive through open competition.  As individuals these small customers will be unable to exercise sufficient market power to achieve direct access to the newly competitive generation market.  These small customers will realize some "trickle down" savings from the UDC however they will remain trapped within the constraints of monopoly provided services unless they are allowed in some way to leverage their market power through third party aggregation.  To be viable any form of aggregation will require the aggregator the ability to offer "his customer" some of the Distribution  services presently provided by the utility as part of a bundled tariff.  In order to compete the future aggregators must be allowed to provide some of these services to "their" customers.  



We believe the following excerpt from the document prepared by AGLAND ENERGY SERVICES, INC and submitted as part of Option 5 states the issue as well as any. 



As the Commission proceeds with its efforts to develop a set of rules under which it intends to implement the electric restructuring, it is important to occasionally step back and look for signs that the Commission’s program is still headed towards the desired goals.  We believe one sign the CPUC should find telling relates to the minimum customer size at which customer choice will be present in the restructuring program, as this program is currently proceeding.  We believe that the Commission should be curious why there is not one firm, other than the utilities within their own territories, out of dozens of well financed and experienced firms setting themselves up to do business under the CPUC’s restructured electric market,  targeting residential and small commercial customers.  These customers account for roughly 90% of the customer accounts, and nothing is being done by the marketplace to serve them.  Industrial customers, also, should be asking whether the impediments that are limiting even the introduction of basic competitive service delivery to the vast majority of customers also is restricting the nature and scope of benefits they hope to receive.  This is a great deal of work for the State of California to go to, if we are only going to realize a modest change



The Commission can feel proud of the changes it has initiated in creating open access to the generation pool.  However if only a relatively few large industrial customers are afforded the opportunity to participate and the vast majority of electric customers have no options other than to receive service from their franchised monopoly UDC the question must be raised "was it all worth it"





COMMENTS IN RESPONSE TO 

THE FIVE OPTIONS SUBMITTED 

TO THE RATESETTING WORKING GROUP



In the introduction to the Ratesetting Working Group (RWG) report it is stated



There is consensus among all parties to the RWG that at least Generation, Transmission (including ancillary services), Distribution, Competitive Transition Charge (“CTC”), and Public Goods (the “Five Consensus Items”) should be unbundled on utilities’ tariffs to support the January 1, 1998 deadline to establish a competitive market for generation.



In  reality there are only "Four Consensus Items" within the RWG.  The exception being there is broad and fundamental disagreement within the RWG concerning the merits of unbundling and opening Distribution Services to market competition.  The entire work product of the RWG is focused on this single issue.  The RWG should therefore more properly be renamed to the Distribution Unbundling Working Group since this is the single issue it is wrestling with.    



In setting its Roadmap the Commission stated its  goal "to unbundle distribution services, so as to facilitate customer choice" Rather than identifying those Distribution services which must be unbundled and are "necessary for the implementation of direct access and must be in place before January 1, 1998", the RWG instead chose to question the basic need or desirability for the unbundling of certain Distribution Services.  The RWG simply turned the matter back to the Commission for further "clarification" of its previously stated position.



	The Commission made the following statement in its Roadmap decision:  “The goal in this area is to unbundle distribution services, so as to facilitate customer choice.”  (Roadmap Decision, Section 4a.)  The RWG is concerned that the statement can be interpreted in a number of ways.  Does this statement mean that distribution should be unbundled from the other four functions, i.e., generation, transmission etc. or does it mean that the individual distribution services, i.e., metering, billing, etc. should be unbundled?



	If the Commission intended the former interpretation, then the RWG does not need any additional direction in order to meet the Commission’s November 15 deadline for unbundled rate filings.  



	If, on the other hand, the Commission intended the latter interpretation, the RWG needs additional guidance as to how much unbundling should take place and over what timeframe. The appendices to this report present a range of unbundling options to assist the Commission in making its determination.  In clarifying its policy in this area, the Commission needs to consider whether distribution service unbundling is in the public interest. 



In turning the matter back to the Commission the RWG submitted five options for consideration.



Options 1 through 5 seek to capture a range of possible outcomes regarding the extent to which any additional unbundling might occur, and when these additional products and services might be unbundled. 



In reality these five options are variants of only two basic themes.  The first which is supported by San Diego Gas & Electric is the only option which truly embraces the concept of immediately unbundling of at least some Distribution services as being critical for the creation of true customer choice.  The San Diego position also sets an aggressive schedule for unbundling all appropriate Distribution Services by January 1, 1999.



The second position holds the view that unbundling of Distribution services is either unnecessary or undesirable and in any circumstance the unbundling of any Distribution services should be considered a "Track 2" issue and delayed until some undefined future date.



In order to appreciate the wide range of difference between the views amongst the RWG participants it is necessary to review some of the specific comments contained within the various "Options" presented to the Commission.  The following extracts certain key positions contained within the options proposed by San Diego Gas and Electric and Southern California Edison which are poles apart in their views.





(EXCERPTS FROM)

OPTION 3:  SELECTIVE UNBUNDLING OF COMPETITIVE SERVICES

Proposed by San Diego Gas & Electric Company 



	Unbundling the cost of providing competitive distribution services, and transferring responsibility for service delivery from the UDC monopoly to the competitive retailer, is crucial to the success of electric restructuring.  Merely unbundling generation from transmission and distribution functions is inadequate.  Customer choice goals must be satisfied before a viable, competitive marketplace can exist.  Accordingly, Option 3 calls for unbundling of the most essential competitive distribution services as identified by the retail community -- Track 1 services --  by January 1, 1998.  The so-called Track 2 services must be unbundled soon thereafter, in no event later than January 1, 1999.



	Retailers have stated clearly that certain revenue cycle services, identified within the broad areas of metering, billing, customer and collection services, must be unbundled by the time direct access is available to all customers.  Otherwise, many customers, particularly small customers, may not have the opportunity to participate.  Proponents of Option 3 strongly believe that unbundling such costs can and must be done by January 1, 1998 in order for the Commission’s customer choice goals to be met.



	Criteria are established to distinguish between monopoly and competitive services based on whether there are safety, security, reliability or system integrity reasons to justify exclusive monopoly provision of these services.  If retailers can provide the service without any harm to the distribution system, then  the Commission should move toward allowing the competitive market to provide them on an aggressive time schedule.



	Proponents of Option 3 agree that cost-saving estimates should be:  (a) ”reasonable” not “precise,” (b) comparable among the UDCs, and (c) available sooner rather than later.  The costing methodology proposed and applied to revenue cycle services, streamlines the process of reasonably estimating costs.  Tariff review procedures must be streamlined as well to consider retailers needs. Default prices or reasonableness tests can be established to ensure compliance by the UDCs.  Proponents believe that once services are identified, costs savings must be estimated and approved within 90 days.  Benchmarks can be established for revenue cycle services to confirm that they are, in fact, reasonable.



	SDG&E will propose a demonstration of the costing method by the RWG Analysis Subgroup on September 5 and advocates that all UDCs  apply this method to select services in the November 15 filing.  Once the CPUC endorses Option 3, all major UDCs will perform cost studies for the remaining revenue cycle services identified in the November 15 filing, so that the remaining (mid-1997) service unbundling can be adopted by the CPUC by January 1, 1998, to meet the direct access implementation date.



	Unbundling distribution services will not delay functional unbundling nor WEPEX development.  Different skills, people, data requirements and methods are involved in each case.



	Revenue cycle services represent a higher proportion of the small customer’s  bill and without unbundling, retailers will be unable to market to these smaller customers.  Option 3 takes the CPUC goal of "customer choice to all customers" seriously, introducing  the voice of reason -- and reasonableness -- into the RWG debate. 



	Traditional utility thinking and regulatory procedures are outmoded in a competitive environment where timing is critical.  Therefore, practical considerations need to replace the more traditional regulatory processes to make sure retailers are “enabled” without “disabling” the UDCs in the process.  The costing method proposed under Option 3 simplifies the cost estimation process.  With the review process also streamlined, compliance with the CPUC’s goal of customer choice to all will be achieved. 

	

	The Commission must adopt an aggressive unbundling schedule for both Track 1 and Track 2 services.  Unbundling of services  is essential to customer choice and vendor viability.  In order to achieve a market where retailers offer a wide range of competitive distribution services, customers must have the right to choose their supplier.  The ability to choose must be available soon in order to meet the Commission’s objectives for rapidly achieving a competitive electric services industry.  Option 3 accomplishes the Commission’s goals within the appropriate timeframe.





(EXCERPTS FROM)OPTION 1

Proposed by Southern California Edison Company



	Option 1 limits unbundling for January 1, 1998 to the Five Consensus Items:  Generation, Transmission, Distribution, CTC, and Public Goods; and defers a determination of any further unbundling to beyond the start of direct access.



	There are several reasons for this approach.  First and foremost, achieving the Commission’s January 1, 1998 deadline for implementation of direct access must be the primary goal.  The five items currently identified as on Track 1 are the only items necessary to enable direct access by January 1, 1998.  Unbundling these five items, performing the required cost studies, determining the various revenue requirements, designing rates for each, and obtaining Commission approval in the next sixteen months will require significant ongoing effort on the part of the Commission, IOUs and other stakeholders.

 

	Further, successful resolution of the unbundling proposed in this option is only one of myriad complex and resource�intensive tasks that must be completed to accomplish  the Commission’s January 1, 1998 goal.  For example, the design, establishment and operation of the Power Exchange, Independent System Operator (“ISO”), and UDC, as well as the appropriate communication links among these entities, the new market retailers and utilities, and any necessary legislation or regulation of such must also be completed and in place by January 1, 1998.



	The Commission should not jeopardize the underlying goal of restructuring -- to achieve lower energy costs for all customers without compromising reliability or safety -- by attempting a hasty, premature or speculative determination of these fundamental and pivotal public policy issues.  Yet, to devote the time, resources, and careful attention necessary to develop the evidentiary foundation requisite for an informed, reasoned and sound decision could seriously overburden the limited resources of the Commission and the stakeholders, placing in jeopardy the goal of implementing direct access by January 1, 1998.  To maximize the probability of achieving both of these goals, we propose to delay consideration of what extent, if any, unbundling of distribution services is in the public interest until post�January 1, 1998.



	By contrast, Edison and other parties with years of experience in the electric services industry recognize that the unbundling of distribution services raises important policy issues -- specifically, whether such unbundling is either appropriate or more fundamentally even in the public interest.  If, prior to January 1, 1998, the Commission decides to deviate from its chosen path of functional unbundling only, these policy issues must be debated and resolved in a public forum as soon as possible to prevent disruptive or subjective efforts to unbundle.



	The Commission simply cannot ignore these issues by ordering the unbundling of distribution services at this time, in the absence of an evidentiary record upon which to base a reasoned judgment on these crucial matters.  Thus, before the Commission embarks on this course, it should convene evidentiary hearings to determine whether the public interest would be served by the unbundling of distribution services.



	Option 1 focuses present efforts on the timely unbundling of the Five Consensus Items included in Track 1, deferring the debate on which items, if any, to unbundle in Track 2 until such time as direct access has been successfully implemented.  Under this option, the Commission, as well as the parties, would devote all available time and resources in the near term to resolving the complex issues and completing the complicated tasks necessary to meet the January 1, 1998 deadline for direct access.



	Option 1 is based on the Commission’s stated purpose of establishing a competitive generation market and customer choice of generation provider.  To enable such a competitive market, several options are expected to be available to customers.  These include purchases from the Power Exchange through the UDC, Contract For Differences (“CFDs”) based on the Exchange price, and bilateral contracts.  Whether any customers (or particularly smaller customers) elect to participate in bilateral contracts as opposed to taking power from the Exchange through the UDC will be significantly affected by the differential in prices of energy under these two options.  At this point in time, it is difficult to determine what this differential will be for different groups of customers.

 

	Some advocates for the marketing community assert that the commodity margin relative to the Exchange Price will be small and therefore predict marketers will target only large customers due to their volume of usage, as potential bilateral contracts customers.  These advocates assume that the unbundling of distribution services is necessary to facilitate aggregation of small customers, without which they claim small customers will fail to benefit from the new market structure.  However, even if this prediction proves correct, small customers unquestionably will benefit from the new market structure by obtaining the benefits of market dynamics as reflected in the Exchange price.  Indeed, as the Commission recognized in the Restructuring Policy Decision, all UDC customers “. . .will be direct beneficiaries of the wholesale competition among generators in that the local utility will simply pass through its customers the prices which it has paid to procure power through the Exchange.

  

	This is the only option that allows sufficient time for the Commission to evaluate essential public policy issues, as well as the question of the UDCs’ obligation to provide various distribution services as default providers, and to determine �� on an informed and deliberate basis �� which distribution services, if any, exhibit natural monopoly characteristics.  These threshold questions also are raised by advocates of some other options, but they overlook the time required to properly resolve these complex issues. 



�		It is clear that the option proposed by San Diego Gas and Electric's embraces the realities of a new deregulated Electric Utility Industry.  It expresses a "can do - lets make it happen" attitude.   The Southern California Edison option on the other hand reflects slow and cautious approach which is typical of the nature of the regulated Electric Utility Industry environment of the past.



		PG&E apparently originally supported the SCE position.  There submittal of Option 3 therefor appears to be an attempt to bridge the gap between the SDG&E and SCE positions.  In reality however the PG&E option is simply the SCE position restated with "spin".  The PG&E position also declares unbundling of all Distribution services as being "Track 2".

�

	The desires of some parties to accelerate the further unbundling of rate components should be subordinated to the necessity of first unbundling the Five Consensus Items.  Therefore, Option 2 (like Option 1) classifies all further unbundling beyond the Five Consensus Items as Track 2 - that is, “those issues that are desirable but not necessary for direct access implementation. 



		Rather than simply placing the issue of unbundling of Distribution services on the back burner as a Track 2 issue to be addressed beyond 1998 the PG&E option offers a "parallel process within the Ratesetting Working Group process to identify potential distribution services that are candidates for unbundling" .  This "parallel Process" however would be subordinate to all Track 1 activities and dependent "to the extent resources are available"



	Option 2 would also begin now to address the possible unbundling of Track 2 items.  In parallel with the Track 1 process, and to the extent that resources are available in addition to those that are devoted to Track 1, the RWG would begin immediately to identify potential distribution services that are candidates for unbundling after January 1, 1998.



	Under Option 2, the Commission, as well as the parties, would devote all necessary time and resources to resolving the complex issues and completing the complicated tasks necessary to meet the January 1, 1998 deadline for direct access. In parallel with the Track 1 process, and to the extent that resources are available, the RWG would begin immediately to identify potential distribution services that are candidates for unbundling after January 1, 1998.  Option 2 anticipates that unbundling applications for Track 1 items will be filed by the utilities on November 15, 1996, with Commission approval of a methodology for unbundling of Track 1 items by June 30, 1997, followed by a six-month implementation phase.  Track 2 issues would be formally addressed by the Commission after January 1, 1998.



	By assuring that all needed resources are focused first and foremost on unbundling of the services essential to enable direct access by January 1, 1998, this approach provides the greatest likelihood of meeting the Commission’s objectives.  



The PG&E Option also includes the basic reservation that unbundling of Distribution services may not be in the public interest.



	Finally, the RWG would recommend what Commission decisions are needed for Track 2 unbundling to proceed, including any threshold determinations that Track 2 unbundling of a specific service is or is not in the public interest.  With this separate process in place, direct access can begin on January 1, 1998 with the unbundled Five Consensus Items while the RWG continues its work on Track 2 items.



While appearing to distinguish itself from the SCE option by offering a Tract 2 "parallel process" to address unbundling of Distribution services, under the PG&E option any such "parallel process" would strictly dependent upon the utilities determination "to the extent resources are available".  The utilities would therefor be in a position to exercise a "pocket veto" by simply declaring resources "unavailable".  In any case no unbundling of any Distribution Services are proposed for Track 1 implementation.  The RWG would delay consideration of Tract 2 Distribution Services until after 1998.  The PG&E Option therefor offers no improvement over the SCE Option.



Option 4 proposed by the California Energy Commission Staff supports the concept of unbundling of Distribution services.



The essence of this option is that comprehensive distribution function unbundling should be accomplished, can be accomplished in an orderly manner through time, and that it is feasible for some portion of it to be ready for implementation as early as 1/1/98 if the CPUC adopts a process with this date in mind.



Contained within the Energy Commission Option however is a recommendation that unbundling of Distribution Services should not proceed without first putting in place some form of PBR mechanism for Distribution services.



	The workability of unbundling in this setting is therefore closely linked to the design of PBR to provide these incentives.



While Distribution PBR may well be a viable goal within an unbundled Electric Utility market, the implementation of Distribution PBR would obviously require extensive evidentiary hearings.  By taking the position that unbundleing of Distribution services should be linked to a PBR mechanism, the Energy Commission effectively advocates the delay of any effective unbundleing until well beyond 1998.  The Energy Commission Option therefor contributes little to the unbundling debate.   



Option 5 presented by Agland Energy Services Inc. presents a far reaching concept which totally redefines basic financial structure of an Electric Utility.



	What is required to make competition a reality is to make customer choice the driver.  The change needed is at the basic level of how utilities are paid, and what is their unique role.  It is the thesis of this presentation that until the other firms are competing for the same services as the utilities, and that the utilities are pricing their products and services so that they both recover their costs and return a profit from customers’ acceptance of those services, competition will be an unrealized ideal.  Nothing in the CPUC’s decisions to date sets the stage for this simple result.  In contrast, we can read a great many references to the Commission stating that customer choice is to extend to all customers and all classes.  We hope that through this presentation that the conflict in these two Commission positions can be clarified, and a route to resolving the conflict be identified.



While the Agland Energy Option is very provocative and to a large extent revolutionary, they do in fact propose a slow and cautious revolution.



	This goes beyond merely the unbundling of commodity procurement, beyond the unbundling of many of the distribution services, all the way to the basic features of unbundling utility profitability and the obligation to serve.  As such, we are the first to admit that California needs to proceed slowly, carefully, but with determination starting now.  



The Agland  Option might in fact be the subject of some future discussion it is so far reaching it only diverts attention to the immediate issue of the RWG, specifically should some degree of unbundling of Distribution services be initiated as in 1998 as a basic element of the Commissions open access policy.





CONCLUSION



�Four of the five options submitted to the RWG if adopted would effectively close out the option for the vast majority of small customers  from access to the new open generation market.  Only the San Diego Gas & Electric Option 3 takes a positive approach toward opening access to competitive Distribution Services.  The states two largest electric utilities which serve more than 80% of the states electric customers oppose even the slightest "unbundling" of Distribution services as part of the 1998 implementation.   If the stated goals of the Commission are to be achieved and small residential and commercial customers are to be afforded choice the Commission must adopt the SDG&E option.  The Commission must also sent a strong message for the utilities to actual make open access happen through to appropriate unbundled Distribution Services happen.








