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��POLICY ISSUES

Introduction

Pursuant to D.97-05-039, Southern California Edison Company (“Edison”) hereby submits cost studies and supporting testimony to establish its methodology for calculating avoided cost credits for four different services that customers may procure from third parties as of January 1, 1998.  These avoided cost credits apply to customers who:

No longer have Edison�owned meters on their premises; and/or

No longer receive bundled meter reading services from Edison; and/or

No longer receive meter maintenance services from Edison; and/or 

Use consolidated Electricity Service Provider (“ESP”) billing.

The avoided cost credits for these four service categories are differentiated, where appropriate, by the size or type of customer, and by the geographic area in which the customer resides.  These credits are computed as the net actual costs Edison expects to avoid in the near term (taking into account any readily identifiable off-setting cost increases) for the above services and products.  As discussed in the testimony below, we expect that these avoided costs may vary over time depending on the level and nature of market penetration by ESPs.  In addition, we expect that avoided costs will grow over time, as Edison is able to restructure activities and redeploy existing fixed capital assets in response to the evolution of the electricity market.  At this point, where market penetration and structure remain highly uncertain, developing avoided cost credits that would apply beyond 1999 would be highly speculative.  More important, as the markets in these services develop, the proposed cost-credit approach may not be the best method of ensuring that customers who purchase competitive services receive the proper net avoided cost credits for services no longer performed by Edison.  

Edison submits these credits as an interim measure in anticipation of a developing market.  While the credits computed here are based on estimated 1998 data, Edison intends to submit supplemental testimony, on or after July 1, 1998, to update the avoided costs presented herein to establish credits to be used when such avoided costs begin to be credited on January 1, 1999, under D.97-05-039.  The supplemental testimony would take into account experience gained, including actual usage of new services, actual costs avoided and actual costs incurred.

Orders Previously Issued

In its October 25, 1996 Decision,�/ the Public Utilities Commission (“Commission”) ordered Edison, Pacific Gas and Electric Company (“PG&E”) and San Diego Gas & Electric Company (“SDG&E”) to address in filings on December 20, 1996 the costs that would be avoided if certain billing and metering services were unbundled and other entities provided those services to customers.  Edison, PG&E and SDG&E filed comments on December 20, 1996, each stating its view of the appropriate method for computing avoided costs.  We pointed out in our December 20, 1996 filing that it is not appropriate to use average costs in determining cost credits.  Subsequent rounds of comments also identified the numerous problems associated with unbundling metering and billing services and the establishment of cost credits.  

In May 1997, the Commission determined generally which products and services would be unbundled during the initial phase of industry restructuring.�/  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.�/ 

Direct Access 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 intervening months since the Unbundling Decision, the stakeholders in these proceedings have defined more precisely which products and services will be unbundled.  Following lengthy negotiations, Edison and PG&E, on the one hand, and the “Direct Access Alliance” (“DAA”), a group of marketers and customers, joined by SDG&E, on the other hand, submitted proposed Direct Access tariffs which separate unbundled services into four categories:

Meter ownership;

Meter installation and maintenance;�/ 

Meter reading, including data management services; and 

Billing services.

Within the foregoing categories, Edison has carefully studied which costs would be avoided if it no longer provides such services to certain customers.

Overview Of Avoided Cost Credit Methodology

Avoided costs are the net decreases in costs when there is a reduction in the level of services previously provided.  This is a simple and practical definition that 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.  One of the often-given examples is meter reading.  In that example, if one customer is removed from the meter reading route, the only activity avoided by the meter reader is the cost of actually walking from the curb to that customer’s premises, reading the meter and walking back to the curb, or in some cases merely “scoping” the meter from the street.  The meter reader still needs to spend time walking by the premise.  

Avoided costs depend on the scope and volume of customers that procure metering and billing services from ESPs.  In the foregoing example, the change in costs from losing 1,000 contiguous customers would differ significantly from the change in costs from losing 1,000 customers uniformly spread throughout a utility’s service area.  In the former case, Edison 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.

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, few costs are actually avoided and 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.  

It is also necessary to know 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, 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.  Thus, the avoided cost credits will need to be reconsidered and perhaps revised in the future to reflect the growth of a competitive market in a particular product or service.

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.

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.

In the Unbundling Decision the Commission asked the parties to comment on methodologies to deal with uncollectible expenses.  Some parties, particularly TURN, have argued that there should be a statewide pool for uncollectibles, presumably established by the utilities.  This approach would require another oversight board, more bureaucracy and increased administrative costs.  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.

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.

Segmentation

The computation of avoided cost credits would be flawed to the extent that it uses average values that do not reflect the actual avoided costs that are associated with individual customers or reasonably homogenous groups of customers.  For example, if Edison were to provide a single uniform cost credit for meter reading throughout its service territory, ESPs would be able to perform meter reading in high density urban areas where costs are lower, while the customer receives a credit that reflects the higher average cost of providing this service to the entire population of customers, thus exceeding the costs actually avoided for serving the segment of the customer population served by the ESP.  This potential may be mitigated to some extent by segmenting by customer size and geographic area, so that the avoided cost credits more accurately reflect our actual avoided costs, partially eliminating the potential for cherry-picking.  

For the purpose of meter ownership, meter services and meter reading, customers were segmented by meter type and kW usage for each function.  For customer size, we have used kW demand as a measure, since our rate schedules generally provide convenient break points between small and medium customers (at 20kW) and between medium and large customers (at 500kW).  For metering, we have also distinguished between customers served with monthly consumption meters and those served with time of use meters.  The costs for these services vary by category.  The following shows Edison’s categorizations for metering functions:



Meter Ownership, Meter Services, and Meter Reading�< 20 kW

(non-TOU)�20 – 500 kW

(non-TOU)�> 500 kW (non-TOU) and TOU-8�TOUs (except TOU-8)��The following describes each customer group for the meter ownership, meter services and meter reading credits:



�<20kW�Includes all non-TOU customers below 20 kW.  These customers primarily have cumulative (monthly) meters.

���20-500 kW�Includes all non-TOU customers between 20 and 500 kW.  These customers primarily have demand (monthly) meters.

���>500kW and TOU-8�Includes all non-TOU customers over 500 kW plus all TOU-8 customers.  All customers in this group have interval data recorder meters.

���TOUs (except TOU�8)�Includes all customers in TOU rate classes, except rate class TOU-8 (which are included in >500 kW and TOU-8 customer group).  All customers in this group have time�of�use meters.��In order to further refine the meter services and meter reading avoided cost credits, Edison identified five geographic zones which apply to those avoided cost credits.  Those zones were identified for these credits because key drivers of the avoided costs for these activities are travel time, meter access, geographic location and customer density.  The zones are defined at the zip code level and are based on the amount of time necessary to complete meter reading routes for each individual zip code.  Edison was then able to estimate avoided labor costs as a function of the customer’s zone.  (See Section II.A below.)

Billing costs vary depending on the usage, since customers in different usage categories tend to use different billing options.  The following indicates how customers were segmented by kW usage for billing services:

������ESP Consolidated Billing�< 20 kW�20 – 500 kW�> 500 kW���Penetration

While avoided cost credits will not be implemented until 1999, the Commission has asked us to make estimates now.  In order to estimate these credits, Edison must estimate how many customers will choose other providers in 1998.  This is because penetration will affect both actual avoided costs and any offsets.  Accordingly, Edison has attempted to estimate for 1998 how many customers will elect direct access, and what services they will select if they do, to determine if certain offsets to avoided costs might be incurred, such as the cost of restructuring meter reading routes, lost discounts on postage, or if Edison will be unable to reuse meters due to the quantities returned.  With regard to these three examples, for the penetration levels assumed in the Cost Studies, there is minimal impact from these costs.  However, if the penetration levels are significantly different than those assumed, these factors may become significant.

At this time, one cannot accurately predict  the level of penetration for 1998 or 1999.  Instead, Edison shows credits under the assumption that penetration in the near term will be within a certain range.  In particular, Edison assumed:  (a) penetration will be geographically uniform; and (b) the level of penetration will be such that the cost savings from restructuring metering routes, which is also referred to as refolioing, will not equal the expenditures involved in refolioing.  The table below shows the ranges of the percentage �of customers, by customer group, that Edison assumes will take service from third party providers for the indicated functions during 1998:



Meter Ownership�0-1%��Meter Services�0-5%��Meter Reading�0-5%��ESP Consolidated Billing�0-5%��As the market develops,  Edison will have greater knowledge of penetrations, and will file revised avoided cost calculations based on actual direct access experience during 1998.

Labor Rates

A major component of the accompanying cost studies is the labor rate.  To derive hourly labor rates for job classifications, Edison used the base labor rate of the indicated job classification, including the following additives:

Pension and benefits;

Supervisory and support overhead; and

Vehicle capital costs (if applicable to job classification).

Applicability

The credits in this filing are applicable to any customer in Edison’s service territory that is purchasing its generation service from a third-party provider.  The customer receives these credits even if Edison provides the new unbundled service, since Edison will charge separately for that competitive service.  

��CALCULATION OF CREDITS

Edison will give credits in four areas: meter ownership, meter installation and maintenance, meter reading and ESP consolidated billing. The following describes in detail the credits for those services, which are derived from a series of studies designed to determine the appropriate inputs into the credits.  The Cost Studies are filed herewith as Appendix A.

In summary, the credits are:



�$/Meter/Month���

< 20 kW�(non-TOU)�

20 – 500 kW�(non-TOU)�>500 kW (non�TOU) and TOU – 8�TOUs (except TOU�8)��Meter Ownership

(if existing meter is returned to SCE)

(if existing meter is purchased by customer)�

$0.05



$0.36�

$0.24



$3.72�

$8.62



$28.07�

$1.58



$6.12��Meter Services

Zone

1

2

3

4

5�



$0.014

$0.014

$0.015

$0.016

$0.017�



$0.15

$0.16

$0.16

$0.16

$0.17�



$15.85

$15.88

$15.96

$16.03

$16.19�



$1.17

$1.19

$1.23

$1.27

$1.35��Meter Reading 

Zone

1

2

3

4

5�



$0.27

$0.31

$0.41

$0.51

$0.70�



$0.38

$0.42

$0.52

$0.61

$0.81�



$2.39

$2.44

$2.54

$2.65

$2.85�



$1.12

$1.16

$1.26

$1.35

$1.55���������$/Service Account/Month���< 20 kW�20 – 500 kW�> 500 kW��ESP Consolidated Billing�

$0.25�

$0.29�

$8.52��

The following sections describe how the figures were derived.

Geographic Segmentation

To  refine the avoided cost credits for meter services and meter reading, Edison divided its service territory into five zones.  Edison determined the zones as follows:

Edison developed a listing of all meter reading routes in Edison’s service territory.  This listing included for each route the total time to read meters, the number of meters, and the zip code.

Edison ranked zip codes by weighted-average total meter reading travel time (the time to travel a route, excluding the time to read the meters).

Edison divided the ranked zip code list into 5 groups of zones by percentage number of meters in each zip code:

Zone 1	Lowest 10%

Zone 2	Next 20%

Zone 3	Next 40%

Zone 4	Next 20%

Zone 5	Highest 10%

Edison supervisors adjusted assignments, if necessary, through review of individual meter reading routes within each zip code.

After assigning each zip code to a zone, Edison calculated the weighted average meter-reading travel time per meter for each of the five zip code zones.

The percentage deviation of each zone’s weighted average travel time from the total system weighted average time (52 seconds) is set forth in the following table:

�Weighted Average Time�(seconds/meter/month)�Deviation

Factor (%)��Zone 1�35 �67��Zone 2�42 �81��Zone 3�57 �110��Zone 4�72 �138��Zone 5�102 �196��Total System Average�52 �100��The zone deviation factors summarized above are multiplied by system average travel and access times used in the calculation of the meter services and meter reading credits.  (See Section D. Meter Services Credit and E. Meter Reading Credit.)

Penetration

Given the ranges above in Section I.C.2, the table below shows the expected approximate numbers of customers, by customer group, that Edison assumes will take service from third party providers for the indicated functions during 1998:



Meter Ownership �25,000��Meter Services�/�12,500��Meter Reading�/�12,500��ESP Consolidated Billing�/ �196,000�����Meter Ownership Credit

Rationale

Retail rates presently include charges for the capital expenditures Edison has made over time to acquire meters.  These charges are composed of depreciation expenses based on the original cost of meters and a 39 year depreciation life.  They also include a return on the net book value of the meters, including applicable taxes.  Edison will credit customers who replace their Edison-owned meters, with meters provided by third parties or with meters purchased from Edison, with the resulting reduction in these meter carrying charges that are presently included in retail rates.  

The primary components of this avoided cost calculation are (a) the average net book value of the relevant meters, (b) the value of the meters in alternative uses on Edison’s system or from sale to third parties, and (c) the costs of refurbishing meters for alternative uses or selling costs.  If the meter is returned to Edison, there are two possible credit calculations, depending on what Edison does with the meter (“returned meter ownership credit”).  To the extent a meter can be reused in Edison’s system, the credit would reflect the carrying charges of the meter less any refurbishing costs.  On the other hand, to the extent the meter must be sold for scrap, the credit would reflect the scrap value of the meter net of selling costs.  Since Edison will not know in advance what will happen to a given meter, we use a weighted average of the two possibilities for the credit.  A distinct situation arises when Edison sells the existing installed meter to the customer or a third party (“purchased meter ownership credit”).  The credit under this scenario is the average net book value of that meter, grossed up for return and taxes on return, paid out over the average depreciable life of the meter (39 years).

Applicability

The returned meter ownership credit is applicable to any customer in Edison’s service territory that  has returned an Edison-owned meter.  The purchased meter ownership credit is applicable to any customer in Edison’s service territory that has purchased its existing installed meter from Edison or that has had its existing installed meter purchased from Edison by a third party.

Calculation Of Avoided Cost Credits

Avoided costs for the meter ownership credit were determined by identifying the net value that Edison would gain from receiving a returned meter or from selling an existing installed meter to a customer or third party.  This identification included the following steps:

Step 1.	Estimated Average Net Book Value of Meters

Edison determined the average net book value of meters in service by customer group.  This information was obtained from Edison’s Metering Equipment System (“MES”).  The average net book value of meters in each group was determined to be:

�< 20 kW�(non-TOU)�20 – 500 kW�(non-TOU)�> 500 kW (non�TOU) and TOU-8�TOUs (except TOU-8)��Average Net Book Value of Meters - Cost of Meters Only��$14.66��$153.43��$1,156.51��$251.98��Average Net Book Value of Meters - Cost and Installation�$32.43�$339.43�$2,558.52�$557.45��Step 2.	Estimated Scrap Value of Meters

Edison determined the average scrap value of meters in service by customer group.  This information was based on Edison’s experience with sales of scrap metal by the pound and the average weight of meters in each customer group.  The average scrapped value of meters in each group was determined to be:

�< 20 kW

(non-TOU)�20 – 500 kW

(non-TOU)�> 500 kW (non-TOU) and TOU-8�TOUs (except TOU-8)��Average Scrapped Value of Meters��$0.90��$1.54��$3.00��$3.90��Step 3.	Estimated 1998 Volume of Returned Meters

Edison estimated by customer group how many meters are expected to be returned during 1998.  It also estimated the percentage of these returned meters that would be reused vs. those likely to be scrapped. 

Edison determined the percentages of returned meters that would be reused versus scrapped as follows:

We estimated by customer group how many meters would be returned during 1998.

We estimated by customer group how many meters would be installed during 1998 due to new service connections or replacements.

We determined a preliminary percentage of returned meters that would be consumed by new service connections or replacements.

We obtained estimates, by customer group, from meter installation personnel of what percentage of returned meters would be capable of being reused.

We used the lesser of the two percentages determined above as the reuse percentage.

Finally, we computed scrapped meter percentage as one minus the reuse percentage.

Based on the above, the estimates of the percentages of returned meters that will be reused or scrapped are as follows:

�Percentage Reused�Percentage Scrapped��<20 kW (non-TOU)�50.0%�50.0%��20-500 kW (non-TOU)�30.3%�69.7%��>500 kW (non-TOU) and TOU-8�70.0%�30.0%��TOUs (except TOU-8)�66.9%�33.1%��Step 4.	Calculated Average Reuse/Scrap Value

The average reuse/scrap value by customer group was calculated using the average net book values (cost of meter only) derived in step 1 and the average scrapped values derived in step 2.  These values were weighted based on the percentages determined in step 3.  For example, for the 20-500kW group, the reuse/scrap value was calculated as ($153.43x 30.3%) + ($1.54x 69.7%) = $47.56.

Step 5.	Identified Edison Costs Associated with Meter Returns

Edison determined those activities necessary to assess/test returned meters.  It also identified time necessary to perform these activities and the related labor classifications. The labor cost to perform these activities was calculated by multiplying the time and applicable labor rates.  For the 20-500 kW group, this cost was determined to be $25.28 per meter.

Step 6.	Calculated Net Avoided Cost Credit

The  returned meter ownership credit by customer group was calculated by taking the difference between the values identified in steps 4 and 5 (for 20�500 kW, this equals $22.28), divided by 39 years ( for 20-500 kW, this equals $0.57), grossed up for rate of return and taxes on return (for 20-500 kW, $2.35), further divided by 12 months and grossed up by 0.313% for uncollectible expense (for 20�500 kW, $0.24).  

The purchased meter ownership credit by customer group was calculated by taking the average net book values of cost and installation derived in step 1, divided by 39 years and divided by 12 months.  This amount was further grossed up for rate of return, taxes on return, and uncollectible expense.

Avoided Cost Credit

����$/Meter/Month���< 20 kW

(non-TOU)�20 – 500 kW

(non-TOU)�> 500 kW (non-TOU) and TOU-8�TOUs (except TOU-8)��Meter Ownership:

Existing Meter Returned

Existing Meter Purchased�

$0.05

$0.36�

$0.24

$3.72�

$8.62

$28.07�

$1.58

$6.12��Meter Services Credit

Rationale

The meter services credit is the avoided cost of Edison’s installing, maintaining, testing, repairing and/or replacing a customer meter.

Applicability

The meter services credit is applicable to any customer in Edison service territory that is not receiving bundled meter services from Edison.

Calculation Of Avoided Cost Credits

Avoided costs for the meter services credit were determined through a review of the specific activities that Edison currently performs in providing system-wide meter services.  This review included the following steps:

Step 1.	Identified Activities

All Edison organizations that support meter services were identified.  Each organization identified all of the activities necessary to complete this function, differentiating among  customer groups.  Edison established the time to accomplish each activity and the annual frequency of occurrence .  Finally, the labor classifications of the people performing the activities were identified.  The following matrix was developed through this process:

����Average Time to Perform Activity in Hours / Frequency of Occurrence Per Year (%)����< 20 kW (non-TOU)��20 – 500 kW (non-TOU)�> 500 kW (non-TOU) and TOU-8�TOUs (except TOU-8)��Test and Repair Meter�N/A

N/A�1.0

0.5�3.0

16.0�1.0

11.0��Replace Meter�0.65

0.2�1.0

0.5�3.0

9.0�1.0

2.0��Travel to Meter�.25�/ 

100��Step 2.	Identified Tools and Materials

Edison identified any tools (i.e., vehicles, etc.) or materials (i.e., parts, etc.) which were necessary to perform a set of activities.  

The individual performing the related labor has a vehicle.  The hourly cost of the vehicle is therefore included since the number of vehicles depends on the number of meter readers.

In the event that a meter needs to be replaced, a replacement meter is installed.  The following values of these replacement meters were determined:

��������< 20 kW (non-TOU)��20 – 500 kW (non-TOU)�> 500 kW (non-TOU) and TOU-8�TOUs (except TOU-8)��Average Replacement Value of Meters��$35.61��$249.25��$1,661.25��$316.56��Step 3.	Calculated Avoided Cost Credits

The costs to perform meter services for each customer group were calculated using information gathered in steps 1 and 2.  These credits were calculated on a per meter, per month basis.  They are grossed up by 0.313% for uncollectables.  For instance, to calculate the credit for Zone 2, customer group 20�500kW:�/ 

�����������Time to Repair Meter�Multiplied by the Hourly Labor Rate�Multiplied by Estimated Repair Rate Per Year����Plus��Time to Replace Meter�Multiplied by the Hourly Labor Rate�Plus�Replacement Cost of a Meter�Multiplied by Estimated Replacement Rate Per Year���1 hour��$50.55��0.5%��+��1 hour��$50.55��$249.25��0.5%��

������������Plus��Average Travel Time to Meter��Multiplied by the Hourly Labor Rate�Multiplied by the Zone Factor for Zone 2�Multiplied by Rate to Repair and Replace�Equals Annual Cost to Maintain�Divided by 12 months and multiplied by 1.00313�Equals the Monthly Avoided Cost Credit���+��.25 hours��$50.55��81%��1%��= $1.85��( 12x1.00313��$0.16���Avoided Cost Credit

����$/Meter/Month����< 20 kW (non-TOU)��20 – 500 kW (non-TOU)�> 500 kW (non-TOU) and TOU-8�TOUs (except TOU-8)��Meter Services

Zone�1

2

3

4

5�

�$0.014

$0.014

$0.015

$0.016

$0.017�

�$0.15

$0.16

$0.16

$0.16

$0.17�

�$15.85

$15.88

$15.96

$16.03

$16.19�

�$1.17

$1.19

$1.23

$1.27

$1.35��Meter Reading Credit

Rationale

The meter reading credit is based upon the time spent by a meter reader to read an individual customer’s meter that is avoidable.  There are four major activities in a meter reader’s route:

Drive from base to route and route to base;

Walk from curb to meter and meter to curb;

Read meter; and 

Drive and/or walk the route.

At the levels of penetration assumed herein, the only meter reading activities that a meter reader avoids by walking past a customer location (that now has its meter read by a third party instead of Edison) are (2) and (3).

In addition to the normal monthly read, Edison also avoids performing occasional re-reads of a customer meter.  Therefore, the credit also includes the avoided cost of performing meter re-reads.  This cost is based on the historical percentage of re-reads performed for each customer group.

Applicability

The meter reading credit is applicable to any customer in the Edison service territory that is no longer receiving bundled meter reading service from Edison.  

Calculation Of Avoided Cost Credits

Avoided costs for the meter reading credit were determined through a review of specific activities that Edison currently performs in providing system-wide meter reading.  This included the following steps:

Step 1.	Identified Activities

All Edison organizations that support meter reading were identified.  Each organization identified all of the activities necessary to complete this function.  In so doing, differentiations were made between customer groups.  The time to accomplish each activity as well as the frequency of occurrence for an activity were established.  Finally, the labor classifications of the people performing the activities were identified.

The following matrix was developed through this process:

����Average Time to Perform Activity in Hours / Frequency of Occurrence Per Month�/ �(%)���Activity��< 20 kW�(non-TOU)��20 – 500 kW�(non-TOU)�> 500 kW (non-TOU) and TOU-8��TOUs �(except TOU-8)��Read Meter�0.0012

100�0.0040

100�0.0580

100�0.0250

100��Walk from Curb to Meter, Back to Curb�0.010�100��Re-Read Meters�0.0012� 0.08�0.0040�0.08�0.0580�0.4�0.0250�0.08��Travel to Meter for Re�Read�0.210�100�����For example, for reading a <20kW meter, 0.0012 hours are expended and the activity occurs 100% of the time.  On the other hand, for re�reading a meter, 0.0012 hours are expended, but the activity only occurs one hundredth of the time.

Step 2.	Identified Tools and Materials

Edison identified any tools (i.e., vehicles, etc.) or materials (i.e., parts, etc.) which were necessary to perform a set of activities.  Here, the only tools or materials which could be avoided are the vehicles of the individuals performing the related labor.  The hourly cost of the vehicle is therefore included in labor time.

Step 3.	Calculated Avoided Cost Credits

The costs to perform this function for each customer group were calculated using information gathered in steps 1 and 2.  These credits were calculated on a per meter, per month basis.  They are grossed up by 0.313% for uncollectables.  For instance, to calculate the credit for Zone 2, customer group 20-500kW:

����������Time to Read Meter��Multiplied by the Hourly Labor Rate����Plus�Time to Walk from Curb to Meter to Curb��Multiplied by the Hourly Labor Rate�Multiplied by the Zone factor for Zone 2����Plus���0.004 hrs��$33.82��+��0.010 hrs��$33.82��81%��+��

Time to Read Meter�Multiplied by the Hourly Labor Rate�Multiplied by Estimated Re�Read Rate Per Month�Plus��0.004 hrs�$33.82�0.08%�+��

�Time to Travel to Meter��Multiplied by the Hourly Labor Rate�Multiplied by Estimated Re-read Rate Per Month�Multiplied by the Zone factor for Zone 2���Equals Total Credit�Multiplied by Uncollectible Gross-up Rate�Equals the Monthly Avoided Cost Credit���0.210 hrs��$33.82��0.08%��81%��= $0.42��1.00313��=  $0.42��Process Assumptions

Based on 1998 penetration assumptions discussed earlier, Edison will not require significant restructuring of any metering routes (perform route refolios) during 1998.  As refolios become necessary, their cost will be computed as an offset against the meter reading credit.

Meter re-reads are reads that are necessary due to the initial read being identified by the system as falling outside the range of acceptability.

Avoided Cost Credit

����$/Service Account/Month����< 20 kW (non-TOU)��20 – 500 kW (non-TOU)�> 500 kW (non-TOU) and TOU-8�TOUs (except TOU-8)��Meter Reading 

Zone

1

2

3

4

5�



$0.27

$0.31

$0.41

$0.51

$0.70�



$0.38

$0.42

$0.52

$0.61

$0.81�



$2.39

$2.44

$2.54

$2.65

$2.85�



$1.12

$1.16

$1.26

$1.35

$1.55��ESP Consolidated Billing Credit

Rationale

Under ESP consolidated billing, Edison no longer performs certain billing and/or collection activities on behalf of individual service accounts.  Rather, Edison sends billing data to the relevant ESP.  This ESP places Edison’s billing data on its own bill.  The ESP collects from the customer and remits payment to Edison.

The ESP consolidated billing gross credit is Edison’s avoided cost of performing  billing and collection activities for an individual service account.  This gross credit is offset by Edison’s cost of performing billing and collection activities to accommodate third-party providers.  The net avoided cost credit is the difference between the gross credit and the credit offset.

Applicability

The ESP consolidated billing credit is applicable to any customer in Edison’s service territory that chooses to be billed via the ESP consolidated billing option.

Calculation Of Avoided Cost Credits

Avoided costs for ESP consolidated billing credits were determined through a review of specific activities that Edison currently performs in providing system-wide billing services.  This review identified both: cost savings from avoiding the performance of certain activities and credit offsets from accommodating ESPs.  The activity reviews for ESP consolidated billing credits included the following steps:

Step 1.	Identified Activities

All Edison organizations that support the billing function were identified.  Each organization identified all of the activities necessary to complete the function.  In so doing, they differentiated between customer groups.  The time to accomplish each activity as well as the frequency of occurrence for an activity were estimated.  Finally, the labor classifications of the people performing the activities were identified.

The following activities were identified as being avoidable through this process:

Performing on-going, periodic credit checks (Edison will henceforth look to the ESP for payment).

Collecting and managing customer deposits.

Sending monthly bill (i.e., postage, envelopes, etc.).

Processing monthly payments.

Performing collection activities

Performing disconnects and reconnects of service.

Processing payment arrangements and extensions.

Step 2.	Identified Tools and Materials

Edison identified any tools (i.e., computer equipment, etc.) or materials (i.e., diskettes, envelopes, etc.) necessary to complete a set of activities.  For example, in the activity of sending the monthly bill, the following materials were identified:

Postage

Envelopes

Return envelopes

Form paper

Mandated inserts

Diskettes

Diskette labels

Diskette envelopes

Step 3.	Calculated Avoided Costs

The costs to perform the function for each customer group were calculated using information gathered in steps 1 and 2.  This cost was calculated on a per service account, per month basis.

The following data were developed through this process:

����Cost/Service Account/Month��Gross Credit Activities�<20 kW�20-500 kW�>500 kW��Performing on-going, periodic credit checks

Collecting and managing customer deposits

Sending monthly bill

Processing monthly payments

Performing collection activities

Performing disconnects and reconnects of service

Payment Arrangements/Extension�$	N/A



$	0.002

$	0.293

$	0.188

$	0.063



$	0.247

$	0.009�$	0.211



$	0.006

$	0.255

$	0.158

$	0.052



$	0.149

$	0.016�$	5.083



$	0.039

$	2.900

$	0.175

$	0.057



$	0.164

$	0.630��Total Gross Credit�$	0.802�$	0.847�$	9.048��Step 4.	Identified Edison Costs Necessary to Accommodate ESPs

Edison organizations that would have to perform functions to accommodate ESPs were identified.  As in steps 1 and 2, Edison then identified all of the activities,  and materials necessary to complete the function, by customer group.  It estimated the time to accomplish each activity, their frequency of occurrence, and identified the labor classification of the people who would perform them.  Finally, it estimated the number of ESPs that would have to be accommodated during 1998, in order to determine the reasonable range of cost impacts.

The following activities were identified as offsets to the costs identified as avoidable:

Performing initial and on-going, periodic credit checks of ESPs.

Collecting and managing deposits of ESPs.

Sending monthly bill data to ESPs.

Sending monthly invoices to ESPs.

Processing payments from ESPs.

Performing collection activities on ESPs.

Reverting customers of ESPs to separate billing.

Shipping mandated billing inserts to ESPs.

Processing changes in customer’s billing options.

Step 5.	Identified Volume of 1998 Third Party Services

Edison estimated the number of service accounts by customer group category that would have their services provided by third parties. This information was necessary to determine two things: 1) the 1998 service account population over which to spread the costs identified in step 4; and 2) the level of penetration that will be achieved. 

Step 6.	Calculated Offsets

The costs to accommodate each third party for each customer group were calculated using information gathered in steps 4 and 5.  These offsets represent any cost increases driven by changes required to implement the activities yielding the credits.  This credit offset was calculated on a per service account, per month basis.

Based on steps 4 and 5 the following data were developed:

����Credit Off-set Activities��Cost/Service Account/Month�(all customer groups)��Performing initial and on-going credit checks of ESPs

Collecting and managing deposits of ESPs

Sending monthly bill data to ESPs

Sending monthly invoices to ESPs

Processing payments from ESPs

Performing collection activities on ESPs

Reverting customers of ESPs to separate billing

Shipping mandated billing inserts to ESPs

Processing changes in customer’s billing options��$	0.072

$	0.002

$	0.258

$	0.085

$	0.030

$	0.062

$	0.007

$	0.012

$	0.027����$	0.555��Step 7.	Calculated Net Avoided Cost Credits

Edison calculated the avoided cost credit (per service account per month) for each function by taking the difference between the gross credit identified in step 3 and the credit offset identified in step 6 and grossing up the total for uncollectible expense (multiplied by 1.00313).

Process Assumptions

Edison sends bills today under several formats.  Service accounts will be credited the weighted average cost of sending bills under all formats by customer group.  

The average number of service accounts on a hard copy summary bill (summary – mail above) is 7.26.

The average number of service accounts on a diskette summary bill (summary – diskette above) is 57.91.

The vendor Edison uses to produce mandated inserts charges Edison for delivery based on the number of truck deliveries of inserts per month.  Currently, these deliveries average four times a month.  In 1998 Edison will arrange for direct deliveries of inserts to ESPs who are performing ESP consolidated billing.  Based on 1998 estimates of service accounts which will be billed via ESP consolidated billing, Edison will still require an average of four truck deliveries per month.

There will be no 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.

Avoided Cost Credit

����$/Service Account/Month���< 20 kW�20 – 500 kW�> 500 kW��ESP Consolidated Billing�$0.25�$0.29�$8.52���Appendix � SEQ Appendix \* ALPHABETIC �A�

�appendix A

AVOIDED Cost Studies
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�APPENDIX B

A.	qualifications and prepared testimony of Donald A. Fellows

Q.	Please state your name and business address for the record.

A.	My name is Donald A. Fellows, and my business address is 2244 Walnut Grove Avenue, Rosemead, California  91770.

Q.	Briefly describe your present responsibilities at the Southern California Edison Company.

A.	I am Manager of Revenue and Tariffs in the Regulatory Policy and Affairs Department.  In that capacity, I have responsibility for rate design, revenue requirements, tariffs, and the administration of customer contracts.

Q.	Briefly describe your educational and professional background.

A.	I received a Bachelor of Science degree in Civil Engineering from the University of Minnesota in 1968, a Master of Science degree in Civil Engineering from California State University, Los Angeles, in 1975, and a Master of Business Administration degree from California Polytechnic State University, Pomona, in 1982.  

I have been an employee of Edison since 1973.  During that time I have held such positions as Manager, Architectural Engineering; General Manager, Power Management Systems; Manager, Nuclear Engineering; and Manager, QF Resources.

Q.	What is the purpose of your testimony in this proceeding?

A.	The purpose of my testimony in this proceeding is to sponsor Chapter I of Edison’s Prepared Testimony In Support Of Avoided Costs Studies Related To The Unbundling Of Metering And Billing Services.

Q.	Was this material prepared by you or under your supervision?

A.	Yes, it was.

Q.	Insofar as this material is factual in nature, do you believe it to be correct?

A.	Yes, I do.

Q.	Insofar as this material is in the nature of opinion or judgment, does it represent your best judgment?

A.	Yes, it does.

Q.	Does this conclude your qualifications and prepared testimony?

A.	Yes, it does.

�B.	qualifications and prepared testimony of harry W. POPE

Q.	Please state your name and business address for the record.

A.	My name is Harry W. Pope, and my mailing address is 2244 Walnut Grove Avenue, Rosemead, California 91770.  My office is currently located in Edison's Montebello Service Center, 1000 Potrero Grande Avenue, Montebello, California.

Q.	Briefly describe your present responsibilities at the Southern California Edison Company.

A.	I am the Finance Manager for the Distribution Business Unit's Direct Access Implementation Project.  I have responsibility for developing costs for Tariffs and Credits for Avoided Costs filings, as well as all Direct Access Implementation Project accounting and financial controls.  I assumed this position in July 1997.

Q.	Briefly describe your educational and professional background.

A.	I was graduated from the Harvard Graduate School of Business Administration, Cambridge, Mass., in 1976 with a Master’s in Business Administration degree.  I also have a Bachelor’s of Science degree in Physics from Emory University, Atlanta, Georgia, received in 1964.

	At Edison, prior to my current position, I was the Finance Manager for Customer Service for 3 1/2 years, and before that the Manager of Business Planning and Analysis for Customer Service for 3 years.  Prior to joining Edison, I was Vice President of Finance and Chief Financial Officer for several small high-technology companies in the Los Angeles area.  I also was a consultant in productivity.

Q.	What is the purpose of your testimony in this proceeding?

A.	The purpose of my testimony in this proceeding is to sponsor Chapter II of Edison’s Prepared Testimony In Support Of Avoided Costs Studies Related To The Unbundling Of Metering And Billing Services.

Q.	Was this material prepared by you or under your supervision?

A.	Yes, it was.

Q.	Insofar as this material is factual in nature, do you believe it to be correct?

A.	Yes, I do.

Q.	Insofar as this material is in the nature of opinion or judgment, does it represent your best judgment?

A.	Yes, it does.

Q.	Does this conclude your qualifications and prepared testimony?

A.	Yes, it does.

�/	D.96-10-074.

�/	D.97-05-039, pp. 31-32 (“Unbundling Decision”).

�/	Id., Ordering Paragraph 1, p. 31.

�/	Id., Ordering Paragraph 3, p. 31.

�/	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 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.

�/	Edison’s studies have shown there is no cost avoided with respect to installation.  Hereinafter, Edison shall use the term “meter services,” to include meter installation, maintenance, testing, repair and/or replacement.

�/	If the penetration falls within the ranges set out above, it will not be economically efficient for Edison to refolio any routes.

�/	If the penetration falls within the ranges set out above, it will not be economically efficient for Edison to refolio any routes.

�/	This service is projected to have the deepest third-party penetration among the four.  The approximately 196,000 customers assumed to select ESP consolidated billing in 1998 represent less than 5% of Edison’s 4.2 million customers.  

�/	This time is multiplied by the zone factors discussed in Section II.A.

�/	Note that Edison is not charging for both repair and replacement.  Edison does not know if it will repair or replace a particular meter when a problem is reported, so it uses a weighted average in calculating these credits.

�/	This time is adjusted by the zone factors discussed in Section II.A.
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