BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE

STATE OF CALIFORNIA







�ASK Caption "Enter the caption box contents:"�Order Instituting Rulemaking on the Commission's Proposed Policies Governing Restructuring California's Electric Services Industry and Reforming Regulation.��ref Caption�Order Instituting Rulemaking on the Commission's Proposed Policies Governing Restructuring California's Electric Services Industry and Reforming Regulation.��)�)�)�)�)�)��ASK CaseSummary "Enter the Case Summary and other related information"����R.94-04-031��ref CaseSummary����R.94-04-031���Order Instituting Investigation on the Commission’s Proposed Policies Governing Restructuring California’s Electric Services Industry and Reforming Regulation�)�)�)�)�)�����I.94-04-032��









SAN DIEGO GAS & ELECTRIC COMPANY’S (U 902-E) 

COMMENTS TO THE AUGUST 26 RATESETTING WORKING GROUP REPORT











Vicki L. Thompson



Attorney for:



SAN DIEGO GAS & ELECTRIC COMPANY�101 Ash Street�Post Office Box 1831�San Diego, California  92112�(619) �fillin "Complete the phone number 619- "�699-5130�

(619) 699-5027 Facsimile











September 13, 1996



�BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE

STATE OF CALIFORNIA







�ASK Caption "Enter the caption box contents:"�Order Instituting Rulemaking on the Commission's Proposed Policies Governing Restructuring California's Electric Services Industry and Reforming Regulation.��ref Caption�Order Instituting Rulemaking on the Commission's Proposed Policies Governing Restructuring California's Electric Services Industry and Reforming Regulation.��)�)�)�)�)�)��ASK CaseSummary "Enter the Case Summary and other related information"����R.94-04-031��ref CaseSummary����R.94-04-031���Order Instituting Investigation on the Commission’s Proposed Policies Governing Restructuring California’s Electric Services Industry and Reforming Regulation�)�)�)�)�)�����I.94-04-032��

SAN DIEGO GAS & ELECTRIC COMPANY’S (U 902-E) 

COMMENTS TO THE AUGUST 26 RATESETTING WORKING GROUP REPORT

I.	Introduction

The stated objective of the August 26 Ratesetting Working Group (RWG) Report (the Report) was to identify: (1) which distribution services must be unbundled by January 1, 1998 (Track 1); and (2) which services can be unbundled after January 1, 1998 (Track 2).  While the goal of the RWG was to prepare a “consensus document”, the working group has become highly polarized between advocates and opponents of unbundling distribution services.  

As a result, the Report describes five different options for the Commission’s consideration.  Even the Report’s introduction is merely a statement of issues raised by various parties, valid or not.  Since individual RWG members have not had the opportunity to challenge the views expressed in the Report, SDG&E offers the following comments.

Option 3 (Appendix 3 of the Report), sponsored by San Diego Gas & Electric Company (SDG&E), endorses a “middle ground” approach to accomplish what is necessary and achievable to meet the Commission’s objectives.  SDG&E  proposes that many “revenue cycle” services can be provided competitively, with the Utility Distribution Company (UDC) serving as the default provider for customers who do not wish to receive those services from the competitive marketplace.  Such services may include: (1) metering, (2) billing, (3) customer inquiries, and (4) collection services.  To support the pricing studies required, SDG&E developed a straightforward costing methodology which unbundles the UDC’s savings if a retailer provides the service.  By targeting revenue cycle services and proposing a sound, practical costing method, SDG&E believes that Option 3 balances the interests of customers, retailers and regulators while ensuring that competition can be achieved on schedule.

SDG&E’s comments on the August 26 RWG Report are intended to articulate the advantages of Option 3 over the other four alternatives and to show how this option meets the Commission’s stated goal of choice to all customers by January 1, 1998.  SDG&E strongly believes that if distribution services unbundling is not mandated by Commission order, it will not occur.  Inaction and obstruction by parties opposed to unbundling such services, will prevent emerging retailers from offering residential and small commercial customers meaningful choices under direct access.  Accordingly, as stated in the Conclusion of these comments, SDG&E respectfully asks the assigned Commissioner to immediately issue a ruling reaffirming the Commission’s intent to unbundle distribution services sooner rather than later.

II.	BacKground

That there are two opposing sides in the unbundling debate as evident at the RWG meetings and in the text and structure of the August 26 Report itself.  Southern California Edison (SCE) and Pacific Gas and Electric (PG&E) (Option 1 & 2 in the Report) assert that the Commission did not intend for customers to be able to choose suppliers of distribution services, only their supplier of electricity.  SCE and PG&E challenge any attempt to unbundle distribution services, proposing instead to keep these services bundled and provided exclusively by the UDC, leaving consumers captive to the UDCs for these services even if market alternatives are available.  SDG&E, the California Energy Commission (CEC), customer groups and retailers/marketers (Options 3, 4 & 5 in the Report), on the other hand, support unbundling distribution services, and seek ways to identify and prioritize essential services and practical methods to unbundle the cost of those services in a timely fashion to enable the competition market to supply them.  

�In short, members of the RWF disagree on the scope and pace of unbundling.  The Commission has already acknowledged that unbundling of certain distribution services is necessary by January 1, 1998 to provide customer choice under direct access, and to ensure the emergence of a viable retail energy industry.  SDG&E respectfully asserts that the consequence of not unbundling distribution services now will be to seriously limit retail competition.

Advocates of unbundling distribution services generally agree that a theoretically sound and practical costing approach, such as the one proposed by SDG&E, can be developed and implemented.  SDG&E believes that the Commission should endorse this approach when it decides: (1) which competitive distribution services should be unbundled in Track 1, (2) which services can be deferred until Track 2, and (3) how fast the pace of unbundling in Track 2 must be to support the emergence of retailing.  The advocates argue as stated in a letter to Commissioner Duque, dated September 15, 1996 that unbundling is an essential part of restructuring the electric industry.  In fact, retailers made a very strong case at RWG meetings demonstrating the importance of unbundling distribution services, citing metering and billing most often as “essential services”.

III.	Discussion

A.	OPTION 3, RECOMMENDED BY SDG&E, WILL RAPIDLY UNBUNDLE THE SUPPLY OF, AND PRICE FOR ESSENTIAL REVENUE CYCLE SERVICES

Unbundling competitive “revenue cycle” type distribution services on an accelerated schedule, and using a service costing method, such as the one proposed by SDG&E, is essential because:

1.	Unbundling distribution services prior to January 1, 1998, sets the stage for unbundling other services soon thereafter.  Without immediate unbundling, momentum will be lost and the window of opportunity may well close to the detriment of retailers and customers.

2.	So-called “revenue cycle” services represent the most essential and obvious services to be unbundled since retailers will necessarily provide these services to customers.  Since Direct Access Working Group (DAWG) teams are addressing the market rules and implementation issues that would enable retailers to meter and bill customers, these services make an excellent choice.

3.	Estimated UDC cost saving’ “credits” reveal essential information to retailers about distribution service opportunities.  As new services are identified, new cost estimates will be developed without having to change UDC rates each time a service is unbundled.  The specifics of this method are contained in SDG&E’s July 15th filing.

4.	Failure to unbundle the price and the supply of competitive distribution services as the retail market emerges will harm residential and small commercial customers with nominal bills because retailers will ignore them in favor of large customers.

5.	Unbundling the price and supply of competitive distribution services will also lead to innovation by retailers who wish to specialize in those services, developing better ways to reduce costs and meet customer needs. 

Recent legislation, Assembly Bill (AB) 1890, adopts the principles and objectives stated in Option 3.  For example, Section 368, paragraph b, of AB 1890, states that “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, that a bundled customer pays.”  The underlying basis for this Section is that consumers should pay for the services they receive without cost shifting from bundled utility customers to unbundled retail customers.

Thus, a customer who purchases a group of services from a retailer, including distribution-type services, should receive a credit from the local UDC for the cost of services that are included in the UDC’s bundled rates but which the utility no longer provides.  Such a credit is clearly non-discriminatory and is, in fact, necessary to prevent cost shifting.  Cost shifting would occur if customers were forced to pay for a service they did not receive.  Credits eliminate this problem.

B.	OPTION 1 OPPOSES UNBUNDLING IN TRACK 1 and track 2

Option 1, proposed by Southern California Edison, opposes unbundling distribution services in either Track 1 or Track 2.  Option 1 would limit unbundling to the three major functions (Generation, Transmission, Distribution), the Competition Transition Charge (CTC) and the Public Goods Charge (PGC) and keep consumers captive to the UDC for all services except kWh sales.  Option 1 severely restricts customer choice.  In arguing against unbundling, Edison predicts potential delays if any distribution services are unbundled due to resource constraints and cost estimation concerns.   

The costing approach proposed by SDG&E in Option 3, and limiting unbundling to essential revenue cycle services, overcomes the major objections articulated in Option 1.  The costing methods proposed by SDG&E are theoretically sound and appropriately calculate "attributable” cost savings under those circumstances where the UDC does not provide the service.  This means that the distribution rate can remain bundled, and credits can be developed and added periodically without disturbing the bundled distribution rates and without shifting costs in a discriminatory fashion.  

Under SDG&E’s costing method, costing studies will not likely be performed by the same personnel and, thus, should not complicate the unbundling of the three functions or pose severe resource constraints which might delay implementation. For example, the costing of metering services requires the participation of a supervisor of metering services with the support of a cost analyst.  For pricing billing services, a billing services supervisor and a cost analyst are required.  The skills needed to determine the cost of metering and billing are not the same ones needed to unbundle generation from transmission and distribution.  Since there is no overlap in skills, there is no overlap in resources.  Thus, the resources needed to unbundle the functions will not be overburdened.

Furthermore, limiting unbundling to the revenue cycle services, as proposed in Option 3, focuses  unbundling efforts on the highest priority services and ensures the timely completion of  necessary cost estimates by January 1, 1998.  Retailers have expressed interest in providing these services but until the market is open to competition, these expressions of interest are tentative at best.  Once retail services are exposed to the market, Option 3 proposes to respond quickly -- within 90 days -- using the proposed methodology to determine credits for these new services.

C.	OPTION 2 OPPOSES UNBUNDLING IN TRACK 1 AND ADVOCATES A STUDY IN TRACK 2

Option 2, proposed by Pacific Gas and Electric, also opposes unbundling distribution services.  Like Option 1, Option 2 suggests no services to unbundle in Track 1, focusing rather on whether to unbundle any services at all until Track 2.  Option 2 offers no costing methodology.  

SDG&E believes that delaying unbundling past January 1, 1998, will thwart any serious unbundling of competitive distribution services.  As in Option 1, the “end state” will either be slow in coming or never attained.

D.	OPTION 4 WOULD UNBUNDLE SERVICE PRICES BUT NOT THEIR SUPPLY

Retailers need service price information, but without the right to be the supplier, the price information is meaningless.  Option 4, proposed by the California Energy Commission, recognizes the importance of unbundling distribution services and focuses on the range of “end states” in which distribution services may be provided by retailers and/or UDCs.  Option 4 calls for extensive and “quality-differentiated” unbundling of competitive and monopoly service prices, but maintains exclusive UDC franchise rights with respect to their supply.  As a result, Option 4 is as inhibiting to the rapid emergence of retailing as Options 1 and 2.  

While Option 4 does not explicitly propose a service costing methodology, it may in fact, require a more complex approach in which embedded costs of specific services are estimated and the bundled distribution rates are reduced by a corresponding amount.  The CEC states that its costing method is “complicated, and would therefore be slow to implement.”  Option 4 identifies no specific distribution services for unbundling in Track 1 or 2. 

SDG&E’s Option 3 gives consumers choices, unbundling the supply of distribution services; Option 4 gives consumers prices, but no ability to shop for better prices.  Thus, it provides little benefit to consumers.  SDG&E believes that both price and supply of services must be unbundled.  Unbundling the supply of distribution services as well as their price is essential to foster a viable retail industry.

Option 3 lets consumers choose whether to seek competitive supply of these services instead of choosing for them.  By designing a practical service costing methodology that leaves distribution rates bundled but gives a credit to customers who choose a retailer for certain services, cost unbundling is simplified and accelerated.  By targeting essential revenue cycle services and offering credits based on UDC cost savings, retailers are both informed and empowered.

Option 4 calls for unbundling “quality-differentiated services” as well.  SDG&E believes that this goal goes beyond what existing cost data can reasonably support except in specific cases where utilities already provide quality-differentiated distribution services.

E.	OPTION 5 would UNBUNDLE COMPETITIVE AND MONOPOLY SERVICES

Option 5 proponents, a coalition of retailers, agree with SDG&E that specific revenue cycle services should be unbundled in Track 1 and endorse SDG&E’s approach for determining their costs.  Furthermore, Option 5 supports the extensive unbundling of UDC distribution services in the “end state”.

Option 5 differs from Option 3 by advocating unbundling certain elements of the monopoly wires business, rather than limiting the focus to unbundling distribution services. Changing the way the UDC is regulated, how UDCs earn profits, and how distribution assets are financed go well beyond the scope of the RWG and the Commission’s intent, which is to identify and unbundle competitive distribution services that retailers can provide in addition to the commodity.  

Option 5 and Option 3 have much in common.  Both recognize the need for unbundling distribution services to ensure: (1) customer choice for all customers; and (2) the rapid emergence and financial viability of retail firms.  Option 5 proponents also support the unbundling of certain revenue cycle services in Track 1 as proposed by SDG&E.  Finally, Option 5 endorses the costing methodology proposed in Option 3.  

While proponents of Option 5 support Option 3 in all of its recommendations, however,  SDG&E opposes as unnecessary the leap beyond distribution service unbundling that Option 5 proposes, which would create: (1) major changes to state regulation and ratemaking practices; (2) new cost allocation procedures and algorithms; and (3) more detailed and targeted customer load research to support cost allocation practices.

IV.	CONCLUSION

A.	NEED FOR CPUC ACTION

To enable the RWG to provide meaningful and timely information to the Commission in the November 15 filing, SDG&E respectfully requests that the Assigned Commissioner immediately issue a Ruling which accomplishes the following:

1.	Reasserts the Commission's desire and intent to unbundle distribution services below the function level to empower the retail industry.

2.	Mandates that each utility include in the November 15 filing the following information:

a complete list of the services to consider for unbundling by January 1, 1998.

a detailed methodology for unbundling the cost of those services by that date.

illustrative service cost estimates to demonstrate the feasibility of the method.



	SDG&E believes that Option 3 represents the best balance of all stakeholder interests.  The Commission’s implementation of this option will result in the exposure of competitive distribution services to market forces, the empowerment of retail firms, equal direct access and choice to all customers, and the rapid transfer of competitive service responsibilities to retailers.
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