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Application No.��APPLICATION OF SOUTHERN CALIFORNIA EDISON COMPANY (U 338�E)

�INTRODUCTION

Southern California Edison Company (Edison) hereby submits this Application with testimony and accompanying Cost Studies proposing net avoided cost credits associated with the following unbundled services: meter ownership; meter installation, maintenance, testing, repair and/or replacement (hereinafter referred to as “meter services”); meter reading, including data management services; and billing services.�/  Edison is serving this Application on all parties to the Electric Industry Restructuring Proceeding, dockets R.94-04-031/I.94-04-032.

�BACKGROUND

This Application by Edison is in direct response to Decision 97�05�039 issued May 6, 1997 (the “Unbundling Decision”), in the electric industry restructuring proceeding:�/ 

No later than November 3, 1997, PG&E, SDG&E and Edison shall file, in our unbundling proceeding, cost studies and supporting testimony that separately identifies the net cost savings resulting when billing, metering and related services are provided by another entity and proposes a means for ensuring that customers are not charged by the distribution utilities for those services in such circumstances.  It is our goal to issue a decision approving unbundled charges for these services no later than January 1, 1999.�/ 

The Unbundling Decision required that as of January 1, 1998:

Customers may be billed via consolidated UDC billing, consolidated ESP billing or dual billing.�/ 

Customers whose demand exceeds 20kW of energy will be permitted to purchase their own meters from sources other than UDCs.�/ 

Customers who own their meters may purchase metering services (information collection, data sharing, and equipment installation, calibration, and maintenance) from entities other than the UDC.�/ 

In addition, the Commission identified two other areas of inquiry.  

The utilities were asked to separately identify net customer service inquiry savings to be used to reduce customer charges in those situations where an ESP chooses to handle customer service inquiries.�/ 

The Commission asked parties to separately identify the costs related to uncollectibles in the unbundling proceeding.�/  

In the Unbundling Decision, the Commission also provided the following guidance to be used in estimating the net avoided cost credits identified in this Application and the supporting testimony and cost studies.

“In determining these costs accurately it is entirely appropriate to consider the net reduction in costs to the utilities that occur as a result of unbundling and the provision of certain functions by entities other than the utilities.  It would be unfair and inaccurate to consider costs that are reduced while not considering costs that may be increased in order to provide the function on an unbundled basis.”�/  

The Commission’s guidance to the UDCs for preparing these submittals also includes the statement that the “. . . distribution company’s avoided costs should be set on a ‘net’ cost basis and . . . the net avoided costs consists not only of costs not incurred by the distribution company but also the distribution costs that are incurred as a result of unbundling.”�/ 

�OVERVIEW

Avoided costs are the net decreases in costs when there is a reduction in the level of services previously provided.  This simple and practical definition provides an appropriate framework for determining avoided cost credits.

The starting point for applying the concept of avoided costs is an understanding of which activities are avoided when an ESP provides services.  Edison has undertaken detailed studies to determine those activities.

When one has determined the precise activities involved in providing a service, since one is attempting to predict the level of costs that will actually be avoided, one must estimate the scope and volume of customers who will procure services from ESPs.  For example, the change in costs from 1,000 contiguous customers procuring meter reading services from ESPs could differ significantly from the change in costs from losing 1,000 customers uniformly spread throughout a utility’s active service area.  In the former case, the utility would be able to avoid at least some of the “dead time” associated with a meter reader’s walking by a premise without reading the meter.  This is not possible in the latter case.�/ 

It is thus necessary to estimate the penetration of new service providers into the utility’s territory in order to compute an appropriate avoided cost credit.  If the level of penetration of meter ownership is small, for example, so that Edison may be able to redeploy the meters returned to it as other meters break and need replacement, then the avoided cost credit may be equivalent to the cost savings from delaying the purchase of a new meter.  However, at higher levels of penetration, Edison will accumulate excess meters, and the avoided cost of its not owning a meter is the salvage value of the meter.  Edison’s proposed credits rely on its present assumptions about the number of customers who will procure services from ESPs.  Thus, the avoided cost credits will need to be reconsidered and perhaps revised in the future to reflect actual experience in the market.

In order properly to determine avoided costs, one must not average these costs over all customers and meter types regardless of location and meter type.  Otherwise, the calculation will present opportunities for cherry picking.  While it is not efficient to compute avoided costs on an individual customer basis, Edison has attempted to calculate those costs to minimize inefficient averaging.  Accordingly, it has segmented its customers by usage level and meter type, as well as, for meter services and meter reading, geographic zones based on the time required to read meters.

The Commission asked the utilities to identify cost savings if ESPs handled customer inquiries.  In Edison’s view, in the near term, there will be no such savings.  Edison expects no net avoided phone center time for customers electing ESP consolidated billing, as third parties will refer all Edison-bill related customer calls to Edison.  Edison anticipates that the increase in calls from customers asking billing questions as a result of ESP consolidated billing will far exceed any theoretical savings as a result of not including energy charges on Edison’s portion of the ESP bill.  Nor does Edison expect a decrease due to dual billing; customers are still likely to call Edison.

Finally, in the Unbundling Decision the Commission asked the parties to comment on methodologies to deal with uncollectible expenses.  Some parties have argued that there should be a statewide pool for uncollectibles, presumably established by the utilities.  Edison recommends that uncollectibles related to unbundled revenue cycle services should be handled in the same manner as the Commission established in the Ratesetting proceeding (D.97-08-056) for generation-related revenues.  That is, the amount of the credits should be grossed up for the amount of uncollectibles for which Edison is no longer at risk.  For Edison, this amount is 0.313% of the avoided cost of each service.  We have taken this approach to uncollectibles in our calculation of the credits submitted in this filing.�/ 

In summary, any relatively simple methodology for measuring avoided costs of metering and billing services, such as that used in this filing, necessarily overestimates the actual costs avoided, particularly at small volumes.  Edison’s method of computing avoided costs attempts to address each analytical difficulty to most accurately estimate avoided costs.  Edison’s current estimates of net avoided costs rest on its determinations of the cost avoided if relatively homogenous groups of customers procure ESP services.  They also rest on Edison’s present estimates of the range of customers who will take revenue cycle services from ESPs.

�REQUIRED INFORMATION

Statutory Authority (Rule 15)

This Application is made in compliance with Decision No. 97-09-048 in the Commission’s Restructuring OIR/OII, R.94-04-031/I.94-04-032.  Edison’s authority for this request is Sections 451, 701, 728, 729 and 795 of the Public Utilities Code of the State of California.  Edison’s request complies with Rules 2 through 7, 15, 16, and 42 of the Commission’s Rules of Practice and Procedure, and prior decisions, orders, and resolutions of this Commission.

Legal Name And Correspondence - Rules 15(a) And 15(b)

Edison is a public utility organized and existing under the laws of the State of California.  The location of Edison’s principal place of business is 2244 Walnut Grove Avenue, Rosemead, California.  Correspondence or communications regarding this application should be addressed to:

James M. Lehrer, Attorney for

Southern California Edison Company

P. O. Box 800

2244 Walnut Grove Avenue

Rosemead, California 91770

Telephone:  (626) 302-3252

Facsimile:   (626) 302-1935

Articles Of Incorporation - Rule 16

A copy of Edison’s restated Articles Of Incorporation, as amended, and as presently in effect, certified by the California Secretary of State, was filed with the Commission on June 15, 1993, in connection with Application 93-06-022�/ and is incorporated herein by reference pursuant to Rule 16 of the Commission’s Rules of Practice and Procedure.  A copy of Edison’s corrected Restated Articles of Incorporation, certified by the California Secretary of State, and as presently in effect, was filed with the Commission on September 19, 1997, in connection with Application 97-09-038,�/ and is also incorporated herein by reference pursuant to Rule 16.

Index Of The Exhibits And Appendices To This Application

Edison’s submissions in support of this Application includes the following, which are incorporated herein by reference.

�Separate Exhibits

SCE-1 -	Prepared Testimony of Southern California Edison Company In Support Of Avoided Costs Studies Related To The Unbundling Of Metering And Billing Services

            -	Appendix A:  Avoided Cost Studies

            -	Appendix B:  Witness Qualifications

�CONCLUSION

WHEREFORE, Applicant SOUTHERN CALIFORNIA EDISON COMPANY respectfully requests that the Commission issue an order:

Adopting the methodology and results of Edison’s study of net avoided costs for revenue cycle services provided by other entities;

Approving the proposed net avoided cost credits for revenue cycle services for end-use customers for implementation on January 1, 1999; 

�Authorizing Edison to file supplemental testimony, on or before July 1, 1997 to estimate its avoided costs based on actual data showing the number of customers who take specific services from ESPs and the costs Edison incurs in providing such services; and

Granting such other and further relief as the Commission deems proper.

Respectfully submitted,

SOUTHERN CALIFORNIA EDISON COMPANY



____________________________________________

By:		John R. Fielder

		Vice President

ANN P. COHN�JAMES M. LEHRER
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VERIFICATION

I am an officer of the applicant corporation herein, and am authorized to make this verification on its behalf.  I am informed and believe that the matters stated in the APPLICATION OF SOUTHERN CALIFORNIA EDISON COMPANY (U 338-E) are true.

I declare under penalty of perjury that the foregoing is true and correct.

Executed this 3rd day of November, 1997, at Rosemead, California.

John R. Fielder�Vice President

SOUTHERN CALIFORNIA EDISON COMPANY

� STYLEREF “zEdisonAddressTitlePage” \* MERGEFORMAT �2244 Walnut Grove Avenue�Post Office Box 800�Rosemead, California  91770�

�CERTIFICATE OF SERVICE

I hereby certify that, pursuant to the Commission’s Rules of Practice and Procedure, I have this day served a true copy of �styleref "zTitle" \* charformat \* upper�APPLICATION OF SOUTHERN CALIFORNIA EDISON COMPANY (U 338-E)� on all parties identified on the attached service list.  Service was effected by means indicated below:

(	Placing the copies in properly addressed sealed envelopes and depositing such envelopes in the United States mail with first�class postage prepaid (Via First Class Mail);

(	Placing the copies in sealed envelopes and causing such envelopes to be delivered by hand to the offices of each addressee (Via Courier);

(	Transmitting the copies via facsimile, modem, or other electronic means (Via Electronic Means).

Executed this 3rd day of November, 1997, at Rosemead, California.

______________________________________________�Susan Quon��SOUTHERN CALIFORNIA EDISON COMPANY

� STYLEREF “zEdisonAddressTitlePage” \* MERGEFORMAT �2244 Walnut Grove Avenue�Post Office Box 800�Rosemead, California  91770�
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�/	Decision 97�05�039, issued May 7, 1997 directed the utilities to file this material in consolidated dockets A.92-12�009, A.96�12�011 and A.96�12�019 (the “Unbundling/Ratesetting” proceeding).  However, Decision 97�08�056, issued August 8, 1997, directed that those Applications be held open only for a matter unrelated to revenue cycle services.  Pacific Gas and Electric Company filed a Petition to Modify D.97�08�056 on September 8, 1997, requesting the Commission to clarify whether these net avoided cost credit estimates should be submitted in the Unbundling proceeding.  Administrative Law Judge Malcolm has issued a proposed decision, scheduled for the Commission’s November 5, 1997 meeting, directing the utilities to submit this material in separate applications.

�/	R.94-04-031/I.94-04-032.

�/	Ordering Paragraph 5, page 32.

�/	Id., Ordering Paragraph 1, p. 31.

�/	Id., Ordering Paragraph 3, p. 31.

�/	Id., Ordering Paragraph 2, p. 31.

�/	Id., p. 19.

�/	Id.  The Commission required the Administrative Law Judge assigned to the direct access proceeding to establish a procedure for exploring concerns that without the protection of a universal uncollectibles pool, businesses may be motivated to avoid serving areas which are perceived to have customers who pose a higher credit risk.

�/	D.97-05-039, pp. 17-18

�/	Id. at p. 22.

�/	Realistically, the avoided cost is actually somewhat less than the costs associated with the avoided activity, since as a practical matter, Edison cannot continually revise meter reading routes or staffing.  Because Edison cannot substitute a new customer for the removed customer on the route, no costs are actually avoided, but rather the productivity of a meter reader is slightly reduced when a single customer is eliminated.  Even if it were possible for routes to be continually revised, the cost of this revision and the reduced meter reader productivity due to lack of familiarity with the continuously changing route would need to be netted against the reduced cost.  

�/	While we have included this uncollectible amount in our credits, we are concerned that the new market structures may cause an increase in the amount of uncollectibles to which Edison will be exposed.  The current low level of uncollectible expense is primarily due to Edison’s ability to disconnect electric service.  In the case of ESP Consolidated Billing, we no longer have this “leverage.”  In addition, in the startup phase of any new industry or marketplace, there is always a “sorting out” of participants that results in the closure of many of the new businesses.  Both of these factors may increase Edison’s uncollectible exposure.  Edison requests that the Commission acknowledge this risk and indicate a willingness to pursue an expedited review of the ratemaking treatment of the uncollectibles to compensate for this risk, if warranted.

�/	A.93-06-022, filed June 15, 1993, regarding approval of a Self-Generation Deferral Agreement between Mobil Oil Corporation, Torrance Refinery, and Edison.

�/	A.97-09-038, filed September 19, 1997, regarding expedited and ex parte approval of negotiated termination of certain Interim Standard Offer No. 4 Power Purchase Contracts.
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