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A.96-12-019�
�
APPLICATION OF SOUTHERN CALIFORNIA EDISON COMPANY (U 338�E) FOR REHEARING OF DECISION 97-08-056


Pursuant to Section 1731 of the Public Utilities (PU) Code and Rule 85 of the Rules of Practice and Procedure of the California Public Utilities Commission (Commission), Southern California Edison Company (Edison) hereby respectfully applies for rehearing of Decision No. 97-08-056 (Decision).


�INTRODUCTION


On August 21, 1997, in the Consolidated Ratesetting Proceeding, Edison filed a petition for modification of the Decision recommending the Commission make several corrective changes.  In our petition, we noted that we had significant concerns regarding the method of calculating the Competition Transition Charge (CTC) adopted in that decision, and that we were working to develop an alternative to that method.  Our stated intent was to present that alternative for discussion in a workshop, another petition for modification, or other appropriate forum.


Since then, Edison has been actively engaged in discussions with numerous stakeholders, representing a broad range of interests.  Edison believes that in these discussions substantial progress has been made toward developing a CTC calculation methodology which will enable customers to shift load in response to meaningful price signals, while also satisfying the requirements of Assembly Bill (AB) 1890.  These discussions are ongoing, and more work is needed before a concrete proposal can be offered for the Commission’s consideration.  In the meantime, the period in which a party to this proceeding may file an application for rehearing is ending.  


In filing this application for rehearing, it is Edison’s hope that the legal error inherent in the Decision’s calculation of CTC can be corrected by the Commission on the basis of a broad consensus of interests.  We anticipate that a viable alternative for calculating CTC will be presented shortly, which may be considered most expeditiously through a workshop established for that purpose.  Until then, for the reasons described below, Edison respectfully requests the Commission replace the Decision’s method of CTC calculation with the methodology described in Administrative Law Judge Malcolm’s Proposed Decision (PD).


�DISCUSSION


As explained below, Edison believes that the method of CTC calculation adopted in the Decision �� based on the rate group average load profile �� violates PU Code Sections 367(e)(2) and 368(b).  In the following discussion, we provide examples of how these violations would occur.  In addition to the unlawfulness of the adopted method, we describe how it creates distortions in the competitive energy market and thus constitutes unsound public policy.


The Decision’s Method Of CTC Calculation Violates PU Code Section 367(e)(2)


Section 367(e)(2) states:


Individual customers shall not experience rate increases as a result of the  allocation of transition costs, however, customers who elect to purchase energy from suppliers other than the Power Exchange through a direct transaction, may incur increases in the total price they pay for electricity to the extent the price for the energy exceeds the Power Exchange price.  (Emphasis added).  


This provision of AB 1890 clearly requires that a customer electing direct access may only incur increases in its total electricity price to the extent the energy price it negotiates in a direct transaction exceeds the Power Exchange (PX) energy cost.  As the following example demonstrates, the adopted method of CTC calculation may violate this basic provision for many customers who use proportionately more energy in the on-peak period than the average customer in their rate group.�/ 


Assume a bundled average rate of 10.0¢/kWh for a particular rate group and Customer A, a member of that rate group, who consumes most of its energy during on-peak hours.  Further, assume that the load profile of the average customer in the rate group priced at the hourly PX prices results in a cost of 2.5¢/kWh.  Therefore, the non-energy components of the bundled rate (transmission, distribution, CTC, etc.) for the average customer in the rate group sum to 7.5¢/kWh.  According to the Decision’s method of CTC calculation, all customers in the rate group will pay this total non-energy charge regardless of their load patterns.  Customer A, who would be installing an hourly meter when shifting to direct access and who uses more energy in the on-peak period, will have a higher than average PX energy cost which we assume to be 3.0¢/kWh.  Customer A contacts its Energy  Service Provider (ESP) of choice and negotiates a direct access energy price of 2.8¢/kWh, which is below the relevant cost of purchasing PX energy (3.0¢/kWh).  Nevertheless, Customer A’s total electricity price is now 10.3¢/kWh (7.5¢/kWh paid to the Utility Distribution Company (UDC) + 2.8¢/kWh paid to the ESP) which exceeds the bundled rate of 10.0¢/kWh.  This is a clear violation of PU Code Section 367(e)(2) because Customer A’s direct access energy price is below the PX energy price, but that customer still experiences an increase in its total electricity price.  


It may be argued that Customer A will soon realize that it is paying a higher total electricity price than the frozen rate levels and would then return to bundled service.  Nonetheless, the statutory limitation on rate increases to Customer A would be violated, even if only for a matter of months.  The gravamen of this violation of the law is that the CTC responsibility for Customer A embedded in the frozen rate level is replaced by the higher CTC responsibility of the average customer in its rate group.  Under the CTC calculation method described in the PD, this impermissible event would be avoided.


The Decision’s Stated Justification -- That Customers May Voluntarily Elect A Rate Option Which Produces Higher Rates -- Does Not Override The Unambiguous Prohibition Of Section 367(e)(2)


In PU Code Section 367(e)(2), the Legislature clearly limited the discretion of the Commission in allocating transition costs:  “Individual customers shall not experience rate increases as a result of the allocation of transition costs.”�/  The only exception is when customers who purchase from sources other than from the PX pay prices above the PX price.  The Decision would, in effect, rewrite the statute to add the phrase “except to the extent customers voluntarily elect to do so.”  The Decision points to no language in AB 1890 that supports such a limitation.  The Commission should therefore reconsider this issue and adopt a CTC calculation methodology which complies with the requirements of PU Code Section 367(e)(2).


The Decision's Method Of CTC Calculation Also Violates PU Code Section 368(b)


PU Code Section 368(b) states in relevant part:


The separation of rate components required by this subdivision shall be used to ensure that customers of the electrical corporation who become eligible to purchase electricity from suppliers other than the electrical corporation pay the same unbundled component charges, other than energy, a bundled service customer pays.


Consider customer A in the example described in Section A, above.  If this customer remains on bundled service, the UDC’s real cost of procuring PX energy for it will be 3.0¢/kWh.  Therefore, Customer A -- as a bundled service customer -- pays 7.0¢/kWh for non�energy components of electric service (10.0¢/kWh of bundled rate minus 3.0¢/kWh of PX energy).  If the same customer elects direct access, according to the Decision’s method of CTC calculation, it will be provided an average rate group PX energy credit of 2.5¢/kWh, thus paying 7.5¢/kWh (10.0¢/kWh of bundled rate minus 2.5¢/kWh) for non�energy components of electric service.  This resulting difference in the charges for non�energy components of the bundled and direct access electric service is a clear violation of PU Code Section 368(b).


The Decision’s Method Of CTC Calculation Has Undesirable Public Policy Implications


The Decision’s method of CTC calculation establishes an artificial regulatory incentive for ESPs to only serve customers who use relatively less energy in the on�peak period.�/  This artificial regulatory incentive is provided to the ESPs without the ESPs affecting any change in these customers’ usage behavior because the Decision, by regulatory fiat, generates a pool of funds for ESPs to tap into when serving such customers.  On the other hand, ESPs will have no incentive to serve the customers who use relatively more energy during the on-peak period;�/ in effect, those customers will be discriminated against in the provision of direct access.  The following example illustrates these problems.  


Assume that all non-energy components of the bundled average rate excluding CTC for the customers in a particular rate group with a bundled average rate of 10.0¢/kWh sum to 5.0¢/kWh.  Therefore, the generation rate (CTC plus PX energy cost) for that rate group is equal to 5.0¢/kWh.  Subtracting the PX energy cost for the average customer, assumed to be 2.5¢/kWh, from this generation rate results in a rate group average CTC of 2.5¢/kWh which -- according to the Decision’s method of CTC calculation -- is assigned to all customers.  Now, let’s assume that half of the customers (represented by Customer B) use relatively less energy in the on-peak period and have a PX energy cost of 2.0¢/kWh, while the other half (represented by Customer A) use relatively more energy in the on-peak period and have a PX energy cost of 3.0¢/kWh.  Thus, 3.0¢/kWh and 2.0¢/kWh of CTC are reflected in Customer B’s and Customer A’s bundled rates, respectively.  


Customer B would likely elect direct access even if it is charged a higher ESP energy price than the cost of serving it from the PX.  For example, if such a customer can be served from the PX at a cost of 2.0¢/kWh, but it is assigned an average CTC of 2.5¢/kWh, it would elect direct access when offered a direct access energy price of 2.3¢/kWh.  This happens because the total price to this customer will be 9.8¢/kWh (7.5¢/kWh + 2.3¢/kWh) which is below the bundled service rate of 10.0¢/kWh.  This is an inefficient outcome because it results in customer B electing direct access although its ESP energy price is above the PX energy price.  An ESP can buy energy for this customer from the PX, add no value to it, and still beat the UDC’s bundled energy rate.  This windfall to the ESP results from Customer B’s existing usage pattern which in no way was altered by its choice of energy service provider.


On the other hand, Customer A must be able to negotiate a direct access energy price of  less than 2.5¢/kWh, compared to the cost of serving its energy from the PX of 3.0¢/kWh, in order to beat the bundled service rate of 10.0¢/kWh and find direct access attractive.  This is an unlikely outcome.  Customer A is disadvantaged in finding a direct access energy provider because it must find an ESP who is willing to cover the existing subsidy in its bundled rate which the Decision’s method of CTC calculation eliminates.  It may be argued that the elimination of the existing rate subsidies to this Customer is an appropriate outcome.  However, this ignores the fact that subsidies which existed in June 10, 1996 rates are frozen in place by AB 1890 during the transition period.


Given the likely outcomes that Customer B will select direct access and Customer A will remain on bundled service, the UDC’s payments to the PX for serving the energy needs of customers remaining on bundled service would increase.  This results in a lower amount of generation revenues being assigned to the recovery of transition costs and a potential lengthening of the rate freeze period for all customers.  This would also reduce the likelihood of the utility recovering its authorized transition costs thus leaving UDCs no longer indifferent to the customer’s choice of energy service provider.


Edison believes that the Commission -- in trying to achieve its objective of providing customers the opportunity to respond to meaningful price signals -- is creating significant market distortions.  The Decision’s method of CTC calculation should be revised to that set forth in the PD, to place provision of energy from the PX and through direct transactions on a level playing field.  Other rate options can be introduced to satisfy the Commission’s objective of allowing customers to respond to hourly price signals that do not have such undesirable consequences.�/ 


�CONCLUSION


For the reasons set forth above, Edison requests the Commission:


Replace the discussion of the CTC calculation and methodology at pages 37 through 41 of the Decision, with the discussion set forth at pages 35 through 39 of the PD;


Replace Conclusions of Law 20 and 21 of the Decision with Conclusion of Law 21 of the PD;


Replace Ordering Paragraph 12c of the Decision with Ordering Paragraph 12c of the PD, thereby allowing the utilities to determine CTC residually on an hourly basis; and


Grant such other and further relief as the Commission may determine is appropriate, including -- but not limited to -- establishing a workshop in which to consider an alternative CTC calculation methodology.


Respectfully submitted,
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James M. Lehrer�
�
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�/	“On-peak period” refers to those hours when the energy demand on the system and the PX energy prices are relatively high.  Examples of customers who use relatively more energy in the on�peak period are those living in desert areas such as Palm Springs.


�/	Emphasis added.


�/	Examples of such customers are those living in the coastal areas.


�/	Again, examples of such customers are those living in desert areas of Edison’s service territory.


�/	Examples of such rates would be real time pricing rate options for both UDC and Direct Access customers.
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