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COMMENTS OF 

 ENRON ENERGY SERVICES, INC.

ON RATE DESIGN

Pursuant to the directive of the Assigned Commissioner at the April 2, 2001 Prehearing Conference in the above captioned proceeding, Enron Energy Services, Inc. comments on the principles set forth in the March 26, 2001 Assigned Commissioner’s Ruling for designing the necessary rate structure to allow for the collection of the three cents per kilo-watt hour increase that the Commission approved in Decision 01-03-082.   

I.
Threshold Determinations
In order to properly design rates to collect the approved average three cent per kWh rate increase, there must be a clear understanding of the level of billing determinants across which the increase will be collected. To that end, it is necessary for the Commission to make certain threshold decisions as to the applicability of the rate increase to direct access customers.  

 

II.
Goals of Rate Design


Prior to commenting on the rate design principles set forth in the ACR, Enron would note some basic goals that should govern the rates designed in this proceeding:

(
The rates should be designed to give appropriate price signals to customers to consume/conserve energy.


(
Treat all rate classes in a clear and consistent manner.


(
Achieve the revenue requirements targeted in Decision 01-03-082


(
Design rates that are readily understood and easy to administer.

These basic principles are consistent with those set forth in the ACR and can be reflected in the ultimate rate design adopted by the Commission in this proceeding in the following fashion:


1.  Commission Goal -- adjust base rate differences among customer classes to reduce the disparity in prices paid for energy.  This goal is the means to ensure that all rate classes are treated in a clear and consistent manner.  The bottom line in ensuring fairness in the prices paid by end use customers for all energy purchases in California is to design rates such that the prices paid by any customer, irrespective of rate class, are reflective of the costs imposed on the system by that customer.  Stated another way, two customers with similarly shaped load patterns should pay the same energy price per kilowatthour even if one of the customers is in the residential class and the other in the commercial class.  The fact that these customers have been placed in different classes does not affect the fact they are imposing the same cost on the system per kilowatthour and thus should pay the same rate for energy. 


The most direct way of achieving this goal is to have all customers pay a Real Time Price for energy.  Only by seeing hourly price signals will customers receive the correct incentive to conserve and pay rates that are truly cost-based.  Enron suggests that the Commission move in this direction as quickly as practicable; however, it is obvious that this can not be achieved very quickly and certainly not by this summer.  Enron therefore suggests the following: a) for the purposes of allocating the 3 cent increase across the customer classes, use an exisitng energy allocator (i.e, sales) , and b) convene a rate design case to determine the appropriate overall allocation of generation costs, where all the appropriate embedded and marginal cost of service issues can be analyzed. 

2.
Commission goal -- promote conservation through the tiering of rates. This goal is the means to ensure that rates give the proper price signal.  In this respect, the Assigned Commissioner’s Ruling advances the tiering of rates as the means to promote conservation.  Again, the most accurate means to achieve the goal of conservation is through real time pricing.  From the sample rates set forth in the ACR, however, the tier approach appears to be confined to the residential and small commercial customers.  Such approach is too narrowly confined and does not advance the overall goal of conservation by all consumers in the state.  To this end and as an interim means to achieve conservation in lieu of real time pricing, Enron would recommend that the Commission expand the tiered rates to all customer classes.  Thus, for example, for the industrial class, some portion of baseline usage (e.g. 90%) could be priced at existing rates, with the rate increase being imposed on the remaining 10% of baseline plus any amounts exceeding baseline.
  Such a tiering gives industrial customers a strong incentive to reduce their usage, especially if it is combined with an aggressive demand buy-down and interruption programs administered by the California ISO and/or the Commission..


It is quite possible that administrative billing problems could restrict tiering for large customers.  In that event, Enron recommends the Commission allow rates to reflect marginal costs.  Marginal cost pricing, in and of itself promotes efficient use of energy because of the many reasons the CPUC itself has cited over the years.  In the situation at hand, the indicators of marginal cost in the wholesale power market are CDWR's purchase cost in hours when the CDWR is covering the net short, and the hourly wholesale spot market price (the wholesale on-peak forward curve, as a proxy)  in hours when the CDWR is not filling the net short.  On- and off-peak rates would be set in equal proportions to the relevant wholesale price indicator

3.
Commission Goal -- exempt from rate increase residential customers who keep electric usage within 130% of baseline.     This goal is dictated by ABX1-1.  The Commission, however, must proceed with caution in its implementation of this goal in order to ensure that it retains the revenue targets dictated by Decision 01-01-082, without an inequitable distribution of the burden. In this regard, in order to ensure that each customer class bears its full share of responsibility for the rate increase, the Commission cannot allow the revenues which would have been generated by the rate increase but for the exemption for certain residential usage provided under ABX1-1 to be shifted to other rate classes.  Rather, the revenues lost by the “under 130% of baseline exemption” for residential must be collected from residential usage over 130% of baseline.   The rate increase that is being imposed through Commission Decision 01-01-082 will be a financial challenge for all customers, irrespective of class.  Cross-subsidization which would require one customer class to pick up the revenue shortfall of another will only serve to enhance that challenge to a point that certain commercial and industrial enterprises will not be able to withstand.  


In sum, Enron submits that if the Commission adopts rates that are designed in a manner which (1) reflect costs imposed on the system by the customer, irrespective of class, (2) give appropriate price signals to all customer classes, and (3) avoid cross subsidization across customer classes such that all shoulder their fair share of the increase, then the rates will serve as a vehicle to reduce the severe energy shortage in the state as well as minimize the impacts on the state’s economy.  
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� 	Baseline usage could be defined as the amount of energy consumed by the customer in the same month and rating period in the prior year.
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