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I. 
INTRODUCTION

Pursuant to the Administrative Law Judge’s Ruling Setting Prehearing Conference, dated October 11, 2001, Southern California Edison Company (SCE) respectfully submits this Prehearing Conference Statement regarding the Prehearing Conference scheduled for November 7, 2001 at 2:00 p.m., in the above-captioned proceeding.

On Monday, October 29, 2001, SCE, Pacific Gas & Electric Company (“PG&E”), San Diego Gas & Electric Company (“SDG&E”), several Electric Service  Providers (“ESPs”) and several customer representatives met and conferred regarding the four issues identified in the Administrative Laws Judge’s Ruling Setting Prehearing Conference (“ALJ Ruling”).  SCE’s statement regarding those issues is set forth below.

As stated by SCE in its Response to Assigned Commissioner’s Ruling Regarding Certain Direct Access Issues, filed November 2, 2001, in resolving Direct Access related issues, the Commission should ensure that costs are equitably assigned to Direct Access customers and bundled service customers so that inappropriate cost-shifting does not occur.  

II. 
discussion

A. Suspension of Payment of PX Credits.

On January 5, 2001, SCE suspended payment of PX energy credits to ESPs and Direct Access customers due to SCE’s financial crisis resulting from the dysfunctional electricity market beginning in May 2000.  SCE now has a plan to restore itself to creditworthy status.  This plan includes paying PX energy credits that are due to Direct Access customers and ESPs by the first quarter of 2002 and recovering SCE’s net undercollection from Direct Access and bundled service customers alike, on the basis that both of these types of customers contributed equally to SCE’s net undercollection.  SCE’s proposal is discussed in detail below.

1. Background

From the inception of Direct Access, to ensure that both bundled service customers and Direct Access customers contributed equally to SCE’s recovery of stranded costs, Direct Access customers were billed based on a “top-down” approach.  This means that Direct Access customers were billed by first calculating their charges as if they were bundled service customers (with transmission, distribution, generation and other charges), and then were given a credit in the amount of SCE’s avoided cost in not having to procure energy for the Direct Access customer.  Until January 2001, the level of energy credit paid to Direct Access customers to reflect the fact that their energy was procured from another supplier was specified in Schedule PX.  The quantity and unit price of power purchased in the ISO and PX markets (day-ahead, day-of, real time, ancillary services, etc.) were combined with the rate group specific load profile data and adjusted for energy losses to produce weighted-average energy prices for each billing cycle.  These prices were displayed on all customer bills and used to calculate the energy credit provided to Direct Access customers.  At the beginning of the Direct Access market, the Direct Access credit was limited by a “zero minimum bill provision.”  In other words, if the PX energy credit exceeded the total bundled bill,
 the Direct Access customer would not receive a negative bill (i.e., credit) for the excess amount.  The Direct Access credit would be capped so that the Direct Access customers would receive, at most, a zero bill.

In June 1999, pursuant to D.99-06-058, the zero minimum bill provision was eliminated.  This lifted the cap on the Direct Access credit.  Thus, if the PX energy credit exceeded the bundled bill, the Direct Access customer would receive a negative bill (i.e., credit) for the excess amount.  It is important to recognize that due to the elimination of the zero minimum bill, Direct Access customers and bundled services customers have contributed equally to SCE’s undercollection since the time that wholesale energy prices for the utilities began to skyrocket in May 2000.  This phenomenon is discussed in detail below.  

On January 5, 2001, SCE suspended payments to Direct Access customers for credit bills because the application of the PX energy credit based on the exorbitant wholesale energy prices created a huge and growing undercollection and financial crisis for SCE.
  Prior to that time, SCE generally paid Direct Access customers for their credit bills upon request by the customer (or ESP), or with the closing of an account.

On January 19, 2001, SCE ended participation in the day-ahead and day-of market power purchases with the PX.  Also, the Federal Energy Regulatory Commission (“FERC”) issued an order revoking SCE’s authority to sell power from its retained generation into the PX markets (DN EL00-95-000).  

Since May of 2000, SCE has built up an approximate $3.6 billion undercollection in its regulatory accounts.  SCE now proposes a method to handle both (i) SCE’s payment of past and future Direct Access credits to Direct Access customers and ESPs and (ii) ESPs’ and Direct Access customers’ payment of their share of SCE’s undercollection to SCE going forward.

2. SCE’s Proposal 

As the example below demonstrates, each Direct Access customer contributed to SCE’s procurement costs undercollection as if they were bundled service customers.  Consider a bundled service customer with 1000 kWh usage during a particular billing cycle and an average rate during that billing cycle of 10 c/kWh, resulting in a total bill of $100.  Further assume that $40 of this amount is for recovery of non-generation costs.  Thus, this customer contributed $60 to recovery of SCE’s procurement and uneconomic generation (transition) costs.  While the price of energy SCE procured for this customer from various sources was below 6 c/kWh, the customer contributed positively to SCE’s recovery of its transition costs.  When the price of energy rose above 6 c/kWh the customer did not contribute anything to recovery of transition costs and, in addition, SCE started accumulating its procurement cost undercollection.

For instance, if SCE had to procure energy for this customer at 14 c/kWh, the customer contributed $80 [(14 c/kWh – 6 c/kWh) x 1000 kWh] to SCE’s procurement costs undercollection during the billing cycle.  

Now, consider a similarly situated Direct Access customer.  This Direct Access customer’s bill was first calculated like a bundled service customer ($100).  Then the Direct Access customer was credited with $140 which SCE avoided by not having to buy energy for that Direct Access customer at 14 c/kWh, resulting in a negative (credit) bill of $40.  Because SCE must also recover its non-generation (e.g., transmission and distribution) costs from this Direct Access customer in the same manner as the bundled service customer, SCE ended up having a generation-related undercollection of $80 from this Direct Access customer – which is precisely the same amount of generation-related undercollection contributed by the bundled service customer

Given that Direct Access customers will have contributed in the same manner to recovery of SCE’s transition costs or the build-up of procurement costs undercollection ($3.6 billion as of August 31, 2001) if they are paid for all their past credit or negative bills, SCE proposes the following simple and equitable approach to settling all Direct Access credit claims:

a. Period through January 18, 2001:  SCE will pay
 all negative bill credits owed to Direct Access customers (or their ESPs) as of January 5, 2001.  SCE also agrees to pay these customers any negative bills accrued during the remaining period of SCE’s participation in the PX markets between January 5 and January 18, 2001 based on the same methodology used prior to January 5, 2001.

b. January 19, 2001 – June 2, 2001:  SCE will also pay any negative bill credits resulting from crediting Direct Access customers with an amount based on SCE’s total energy procurement costs, including QF, DWR, URG, and ISO costs, after January 18, 2001 until June 3, 2001 when SCE moved to crediting Direct Access customers based on the generation rates of their tariffs.  This would require approval by the Commission as the Commission never approved SCE’s Advice Letter 1514-E proposing this methodology after SCE ceased its participation in the PX markets.
  

c. June 3, 2001 – December 31, 2001:  There have not been any negative bills after June 3, 2001 because crediting of direct access customers based on the generation rate of their otherwise applicable tariff, which includes the Commission-approved surcharges, cannot result in a negative bill.  Bundled service customers also did not contribute any new undercollection during this period.  Because the Commission has not yet approved Advice 1529-E, the Commission will need to authorize SCE’s method of crediting Direct Access customers with the generation rate of their tariffs from June 3, 2001, through December 31, 2001.  SCE will revise its Advice 1529-E to request that the Commission authorize this method for the time period from June 3, 2001 through December 31, 2001 (rather than from January 19, 2001, forward, as currently proposed in Advice 1529-E).  

d. January 1, 2002 – December 31, 2003:  Starting January 2002, SCE will amortize the PROACT
 balance as of August 31, 2001 ($3.6 billion) over a period not to exceed beyond December 31, 2005.
  SCE proposes to calculate a charge for Direct Access customers related to recovery of the PROACT 


balance.
  It should be noted that since September 1, 2001, the Direct Access customers have contributed nothing to the recovery of the PROACT balance because they have been credited with the entire generation rate in their tariffs, while bundled service customers have contributed to reducing the PROACT balance through the surplus in their generation rate, which has resulted from their procurement costs being lower than their generation rate since that date.  Accordingly, it is equitable to recover the balance as of August 31, 2001 from direct access customers and not the balance as of January 1, 2002.

e. Going forward, direct access customers will be credited with the generation rate of their otherwise applicable tariffs, less the charge described in (d) above for recovery of the PROACT balance until the approximately two-year amortization period for the PROACT balance ends.
  

f. January 1, 2004, forward:  After Direct Access customers pay the required amount toward the PROACT balance, Direct Access customers should be billed for SCE charges based on a bottoms-up approach.                

Absent agreement on Direct Access customers’ responsibility for SCE’s past procurement costs undercollection, SCE believes that the amounts owed to ESPs should be deposited in an escrow account until FERC refund issues are decided
 and the Commission formally adopts a method of calculation of Direct Access credit from January 19, 2001, forward.

3. Response to Proposal

SCE has communicated the details of the above proposal to each ESP to which SCE owes Direct Access credits.  Some ESPs have responded favorably to SCE’s proposal, some have not, and others are still considering the proposal.  

B. Implementation of Suspension of Direct Access.
SCE incorporates herein its Response to Assigned Commissioner’s Ruling Regarding Comments on Certain Direct Access Issues, filed November 2, 2001 in this proceeding.  In that filing, SCE generally advocated:

(1)
That the Commission prevent the shifting of costs that should be borne by Direct Access customers and bundled service customers alike solely to bundled service customers; and

(2)
That the Commission implement a DASR cut-off date to effectuate the suspension of Direct Access as early as possible to eliminate further cost-shifting.

C. Suspend Audit of PX Credits.
On July 10, 2001, the three UDCs filed a Joint Petition for suspension of the PX Audit.
  On July 23, 2001, the Assigned Commissioner issued a ruling ordering that the PX Audit be suspended, except to complete the review of the remaining monthly Power Exchange Energy Credits calculations in the year 2000, pending a final decision on the Joint Petition.  

At the Meet and Confer, the parties agreed that the request in the Joint Petition for termination of the PX Audit effective December 2000, has been briefed by the parties and request that the Commission issue a decision based on the existing record before it.  

D. Post PX Direct Access Credits.
As discussed in Section IIA., above, SCE proposes that Direct Access credits be calculated as follows:

6/10/99 - 1/18/01
Based on Schedule PX and no zero minimum bill

1/19/01 - 6/02/01
Based on SCE’s total energy procurement costs

6/03/01 - 12/31/01
Based on the generation rate in applicable tariff

1/01/02 – Amortization Period
Based on generation rate less PROACT charge

Amortization Period - Future
Based on bottoms-up approach

In addition to the PROACT charge, Direct Access customers should also pay other charges (that should be subtracted from the generation rate before it is credited to the Direct Access customers) for DWR costs for which Direct Access customers may be responsible and SCE’s ongoing QF and employee-related transition costs pursuant to Public Utilities Code Sections 367(a)(1) and 367(a)(2).  DWR’s costs include its past procurement costs incurred on behalf of Direct Access customers who received DWR energy during the early part of this year as bundled service customers and any “stranded” DWR contract costs going forward.  

E. Hearings and Schedule

SCE’s proposal concerning the PROACT charge for its customers does not require hearings, since it presents only legal and no factual issues, and may be decided based on filings by the parties.  If the Commission decides a short hearing is necessary, it should be held as soon as possible so that the PROACT issue is resolved by the end of the year.

A hearing is necessary only on the issue of the amount of the charge for DWR costs and transition costs to be subtracted from the generation rate before it is credited to Direct Access customers.  SCE proposes the following schedule for hearings on the Direct Access credit going forward.

Post-PX Direct Access Credit Testimony
December 18, 2001

Intervenor Testimony
January 31, 2001

Rebuttal Testimony
February 19, 2002

Hearings
March 22-25, 2002

Opening Briefs
April 12, 2002

Reply Briefs
May 3, 2002

Proposed Decision
TBD

Final Decision
TBD

All other issues can be decided without hearings based on the parties’ filings.  
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� 	Direct Access customers are billed as if they were bundled service customers and then are provided a credit equal to SCE’s avoided generation costs that was based on SCE’s costs of buying energy from the PX/ISO markets for bundled service customers.  


� 	SCE filed its Petition for Expedited Modification of D.99-06-058 seeking Commission authorization of the suspension of payment of PX energy credits on January 25, 2001, in this proceeding.


� 	It should be noted that bundled service customers will continue to pay their share of this undercollection through their bundled utility bills.  


� 	SCE will make the actual payments after it has secured bridge financing to pay all of its outstanding debts.  SCE expects this to occur during the first quarter of 2002.


� 	The Commission in D. 01-01-061 actually required SCE to withdraw this advice letter for reasons unrelated to the Direct Access credit issue.  


� 	Procurement Related Obligation Account to be established pursuant to the Settlement Agreement between the Commission and SCE.


� 	SCE hopes to complete the PROACT amortization by the end of 2003.


� 	To calculate a charge for direct access customers the amortization amount will be divided by kWhs SCE will distribute to all customers and not direct access or bundled service sales alone. 


� 	There may also be other charges to Direct Access customers that will be subtracted from the generation rate before it is credited to the Direct Access customers related to “stranded” DWR contract costs, past procurement costs incurred by DWR to buy energy for current Direct Access customers who received DWR-procured energy during the early part of this year as bundled service customers, and SCE’s ongoing transition costs related to long-term QF contract and employee-related transition costs.  These charges are discussed in Section IID, below.


� 	FERC refunds of PX energy costs impact the PX Credit level for the period prior to January 19, 2001.


� 	Joint Petition of Southern California Edison Company, Pacific Gas & Electric Company and San Diego Gas & Electric Company to Modify Decision 99-06-058, dated July 10, 2001.
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