
BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

	Application of Southern California Edison Company for

Authority to Institute a Rate Stabilization Plan with a 

Rate Increase and End of Rate Freeze Tariffs 

Emergency Application of Pacific Gas and Electric Company to Adopt a Rate Stabilization Plan

Petition of the Utility Reform Network for Modification

of Resolution E-3527


	Application 00-11-038

Application 00-11-056

Application 00-10-028




BRIEF OF 

ENRON ENERGY SERVICES, INC.

ON RATE DESIGN  

	Date: April 30, 2001


	GOODIN, MACBRIDE, SQUERI,
RITCHIE & DAY, LLP

Michael B. Day

Jeanne M. Bennett

505 Sansome Street, Suite 900
San Francisco, CA  94111
Telephone:
(415) 392-7900
Facsimile:
(415) 398-4321

Attorneys for Enron Energy Services, Inc.



BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

	Application of Southern California Edison Company for

Authority to Institute a Rate Stabilization Plan with a 

Rate Increase and End of Rate Freeze Tariffs 

Emergency Application of Pacific Gas and Electric Company to Adopt a Rate Stabilization Plan

Petition of the Utility Reform Network for Modification

of Resolution E-3527


	 A. 00-11-038

 A. 00-11-056

 A. 00-10-028


BRIEF OF 

 ENRON ENERGY SERVICES, INC.

ON RATE DESIGN 


In accord with the schedule set forth in the April 11, 2001 Assigned Commissioner’s Ruling, Enron Energy Services, Inc. (“Enron”) submits its Brief on certain of the rate design issues emanating from the Commission approval in Decision 01-03-082 of a three cent per kilowatt hour (kWh) rate surcharge.

I.
INTRODUCTION


The State of California is facing an energy supply crisis that, for the past year, has resulted in highly volatile and at some points, seemingly exorbitant, wholesale electricity prices. The prices being experienced in the wholesale market were the driving force behind the approved three cent per kWh rate increase which is the subject matter of this rate design proceeding.  The size of the rate increase, coupled with the shortage in supply, has shaped the Commission’s objective in this proceeding -- to design rates to collect the increased revenue in a manner that is equitable and promotes conservation.

Focusing on the latter of the two goals – conservation – Enron submits that, in order to achieve the desired response, the Commission must get creative. It must give customers the proper incentives to conserve.  Enron suggests that this can be achieved by actively involving customers in their energy consumption decisions.    Customers will be facing significant rate increases this summer.  Instead of feeling powerless to avoid such increased costs, they should be given the proper tools to control those costs, thereby benefiting themselves as well as the state.


To this end, in this proceeding, the Commission has been presented with several proposals that advance the use of real-time pricing to various degrees.
  The uniting premise behind all these proposals is to incent customers to conserve by exposing them to real-time (i.e., market) prices for any consumption beyond a stated baseline, and, in converse, rewarding them by way of a market based credit for reduction n consumption below the stated baseline.  In this manner, customers are motivated to follow the market during all periods (just not peak) and to make informed choices about their consumption. In this time of high electricity prices, informed consumption will, in most circumstances, translate into reduced consumption. 

II.
PROCEDURAL BACKGROUND


In Decision 01-01-018, the Commission, responding to the emergency requests of Pacific Gas and Electric Company (“PG&E”) and Southern California Edison Company (“SCE”), implemented an immediate interim surcharge, subject to refund, allowing the utility distribution company (“UDC”) to raise their revenues by increasing the electric bill of each customer by one cent per kWh, applied on a usage basis. The revenues obtained from the surcharge were earmarked for the purchase of energy in the wholesale market that the UDCs needed above their retained generation to meet their bundled service load.   Subsequent to an independent accounting review and evidentiary hearing, the Commission determined the need for additional revenues on a going forward basis.  To this end, through Decision 01-03-082, the Commission made permanent the one cent rate per kWh increase authorized in Decision 01-01-018, and granted an additional three cents per kWh increase to both UDCs.  Again, the Commission emphasized that revenue generated by the rate increase was to be applied solely to electric power costs incurred after the date of the order.


In contrast to Decision 01-01-018, in which the Commission determined that the one cent per kWh rate increase was to be applied on an equal cent per kilowatt basis, in Decision 01-03-082, the Commission opted not to impose a specific rate design on the authorized three cent per kWh increase.  Rather, the Commission established a proceeding to address the issue, enabling the establishment of a full record prior to implementation of such a significant increase.


To this end, Assigned Commissioner’s Rulings were issued on March 26, 2001 and April 11, 2001, to give parties’ guidance on the submission of rate design proposals. Of critical significance in the ACR’s discussion was the “intention to preserve parties flexibility in constructing their own rate design proposals.”
  While recognizing the UDCs’ billing system constraints, the ACR also emphasized the need to “be able to consider all parties’ rate design proposal without undue constraint by utility billing system change deadlines.”
 


On April 13, 2001, Enron responded to the Commission’s request for rate design proposals, submitting testimony that would implement the three-cent per kilowatt surcharge, for customers classes with time of use rates, as a two-part rate, as explained in detail below.   

III. 
REVENUE REQUIREMENT


Enron’s general view of the revenue requirement for SCE and PG&E created by the Commission approved rate increase in Decision 01-03-082 is contained within the discussion in Section IV, Revenue Allocation.

IV.
RATE DESIGN GOALS / PRINCIPLES 


The size of the approved rate increase in this proceeding has underscored what has always been a goal of rate design – equity in its impact on the various customer classes – and has brought to the fore another important goal – conservation.  Throughout this proceeding, Enron has advanced several basic principles which, if pursued in the design of rates, will serve to meet the overarching goals of equity and conservation. 


First, in line with the goal of conservation, rates should be designed to give customers appropriate price signals.  Such signals should be aligned with the marginal cost of providing the energy during all time periods.  Aligning rates, to the greatest extent possible, with the marginal cost of energy provides consumers the appropriate incentives to conserve (i.e., reduce overall usage) rather than shift their usage to another time period. In contrast, designing rates solely to encourage a shift in use from on to off peak periods does not address what should be the primary goal of reduction in consumption.  Such rates do not promote investment in energy efficient equipment that will serve to reduce consumption year round.   


Second, the rates should be designed to achieve the targeted revenue requirement.  The reality is that the Commission has recognized a need, in order for the UDCs to comply with their statutory duty to provide adequate electric service to their customers, to increase the UDCs’ revenue requirement by the designated amount.  Thus, rates must be designed with the goal of achieving such requirement in mind, while, at the same time not resulting in an inequitable distribution of the burden. The rate increase being imposed through Commission Decision 01-03-082 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 at which certain industrial enterprises may not be able to withstand, thereby further exacerbating the detrimental impact on the state’s economy.


Third, having distributed the revenue requirement equitably among the rate classes, the Commission must ensure that all customers within a given class are treated in a clear and consistent manner. In this instance, equity should mean an equal sharing of the “pain” of higher rates and an equal sharing of the opportunity to benefit from contributing to solutions to the problems.  All customers should be called on to cut load in equal proportion or alternatively, pay the marginal cost of the last portion of their consumption. Customers should not be arbitrarily targeted for disproportionate increases as a result of their line of business or existing load profile. 

V.
RATE FREEZE CONSTRAINTS


In Decision 01-03-082, the Commission, while allowing UDC collection of additional revenue equivalent to three cent per kWh, also ruled that the basic rate freeze construct put in place by AB 1890 was still in effect.  The tension between these two determinations must be reconciled in the rate designs approved by the Commission to collect the additional revenue.  In this regard, Enron submits that the rate design proposal which it advances in this proceeding for time of use rate schedules achieves such balance by not changing any of the underlying rate components, but merely assessing a “surcharge” on incremental usage designed to collect the designated revenue requirement.           

VI.
REVENUE ALLOCATION


Recognizably, the first step in designing rates, is the allocation of the revenue to be collected through those rates.  In other words, a revenue requirement must be determined, and then, that requirement must be allocated to the various customer classes for collection.

 In Decision 01-03-082, the Commission determined that a three-cent per kWh increase was warranted. The revenue requirement is, therefore, determined by multiplying this three-cent by the UDCs’ projected sales forecasts.  For SCE, this results in a revenue requirement of $2.513 billion.
  For PG&E, this results in a revenue requirement of $___ billion.  The allocation of this revenue requirement across customer classes can significantly impact the level of their contribution to its recovery.  In other words, it could result in some classes effectively paying an overall two-cent per kWh increase, while others pay a four-cent increase.

Given the pace at which this rate design proceeding is occurring, Enron submits that the status quo with regard to the allocation of generation revenues should be maintained. In this regard, Enron supports the allocation between rate classes of the revenue produced by the three cent per kWh increase in a manner that will preserve the existing relative recovery of generation costs in rates. This goal can be achieved through use of the method known as the “equal percent of generation revenues.” This method allocates the incremental generation revenues based on the percent of generation revenues contributed by each rate group prior to the adoption of the three-cent kWh increase.
 In the absence of appropriate, comprehensive, cost-of-service analyses, any other approach implies a change in cost responsibility that has not been supported in the context of these expedited proceedings.
     
         

VII.
RATE DESIGN


In order to ensure that the goals of equity of impact and conservation of energy are met through a rate design for the industrial and large commercial class, the Commission should adopt the rate design proposal advanced by Enron witness Kingerski for rate schedules with time-of- use rates.
 This rate design provides the appropriate incentives to advance conservation and does not penalize customers within a class based on their respective business or industry.


A.
Enron’s Proposed Two-Tier Time of Use Rate.


Under the two part time-of-use rate that Enron is advancing in this proceeding, a customer would pay the existing rate for a portion of its load, and would face a market price for the remainder.  Specifically, for the portion of its load equal to 87 percent of its consumption in the equivalent month in the prior year (baseline), the customer would pay currently effective rate (i.e., prior to the three cent per kWh surcharge). For all usage over 87 percent of baseline, the customer would pay market prices.  Conversely, the customer would receive market-based payments for reductions in usage below 87 percent of its baseline. Each of the elements of the proposal is explained below.


1.
Establishing Customers’ Baselines


The first step in implementation of the TOU tiering proposal is to establish the baseline for each customer on a TOU rate schedule.  For each customer that baseline would be its usage over a 12-month period, the same month the prior year.  Rather than focusing on the number of customers for which this prior years’ usage information is available, the UDCs have focused on the exceptions and have attempted to use those exceptions as grounds to eliminate Enron’s proposal from consideration. As the exceptions can readily be handled within the context of implementation of the TOU tiering proposal, the UDCs should not be allowed to unilaterally dispose of the proposal as unfeasible.


PG&E has grossly over-stated the number of customers for which prior years’ usage is not available.  In discounting the practicality of Enron’s proposal, PG&E argues that it “does not have access to reliable, billing quality prior usage for at least 30 percent of its customers.” 
  This 30 percent number, however, is for all PG&E customer classes.
  Enron’s proposal is only geared towards customers on time-of-use rate schedules – the large commercial and industrials. While history shows that there may be a large turnover each year in the residential and small commercial classes, the turnover rate for large commercial and industrial customers is considerably lower.
  Accordingly, the group of customers for which there would not be sufficient data to establish the requisite baseline is considerably smaller. For these customers, until sufficient usage data was available to establish a baseline, and thus apply the two-tier rate structure, a uniform surcharge of three cents per kWh (or the average increase for the class) could be applied.
  


2.
Derivation of Threshold Usage

The Enron proposal splits between a customer’s payment of current rates and exposure to market prices come at level of 87% of prior years’ usage.  This “break point” was derived through a formula that was aimed at achieving the UDCs’ targeted revenue requirement of three cents per kWh.
  Specifically, the excess to forecasted annual average market price ($300) over the estimated existing generation rate ($65), when applied to sales above the threshold (13% of total), generates the target average increase (three cents per kWh).

A key component in this formula is the expected average market price for the next 12-month period.   The estimate upon which Enron’s proposal is based – $300 MWh – is based upon prices published by the New York Mercantile Exchange (“NYMEX”).  NYMEX publishes the prices of the contracts as they are being traded in a public market.  Enron used those NYMEX figures and combined then with an estimate of off-peak prices based on historical relationships that have existed in the past between on and off-peak wholesale prices.  The result of these calculations was a projected annual average market price of $300 MWh.
 

Having established the annual average market price, the next step was to subtract the  UDCs’ average price of generation -- $65 per Mwh
 -- from the average market price. The resulting price of $235 per MWh, when applied to 13% of usage, generates an average increase of three cent per kWh. 


Again, the UDCs cite billing system constraints as a reason to discount the use of the Dow Jones indices in the billing of TOU customers.
  The challenge sited is the need to create an additional interface between the UDCs’ customer information systems and the system which would derive from the prices for the various billing period based on the changing index prices.  While Enron recognizes the complexity of the billing system changes, it submits that these changes appear no more complex than those necessary to effect the changes to the UDCs’ method of calculating and billing for generation changes, which they represent can be completed almost immediately.
    


3.
Use of Market Prices – Giving the Appropriate Price Signal


In order to give the optimal price signal for customers’ incremental usage (i.e., over 87 percent of baseline), such signal should closely match the UDCs’ marginal cost of energy.  This cost should be viewed as the energy purchases made by the California Department of Water Resources (“DWR”) on the spot market in order to meet the remaining UDC net short position.
 While, recognizably, DWR will meet a portion of the net short with long-term contracts, its public statements continue to indicate that a substantial portion of the net short positions, at least through 2001, will be met through spot market purchases.


As the cost of the actual purchases made by DWR in the spot market cannot be known in a timely enough fashion to send a price signal to which customers can respond, Enron proposes the use of an average of Dow Jones Indices for North of Point 15 and for South of Point 15 for the various on and off peak periods.
   These indices, which are widely published, are available each weekday for on and off peak pricing. Each index represents a mathematical average of trades made in their respective zones on the previous day for use the following day. The indices are complied base on information provided by many of the large trading companies, which information is subject to audit.               

The concept behind the Enron proposal is that the daily prices from the Dow Jones indices would be average over a month to determine a proxy for the real-time price for a customer. This proxy would then be applied to all consumption over 87 percent of the customer’s baseline. It should be emphasized that the implementation of the Enron proposal does not require a customer to have an hourly interval meter.
 The customer’s monthly usage is accumulated in the TOU meter, and it is that aggregate use that is subject to the 87% threshold for market pricing.     The use of the Dow Jones indices allows a customer to have access to real time pricing information and adjust his consumption throughout the month based upon the data received.

4.
Decremental Credits

As part of Enron’s proposal, it advances a market-based payment to customers whose consumption drops below 87 percent of their established baseline usage. Such payments are a strong conservation incentive,
 and are aligned with proposals such as “Twenty/Twenty” program being implemented through executive order that will afford customers a twenty percent bill credit for reducing usage by twenty percent or more.  While Enron recognizes that a funding source for its proposed payment for decremental usage has not been identified, it believes that the Commission needs to consider all avenues that will advance conservation.  To this end, Enron has suggested certain avenues that could be explored for such funding.  For example, recognizing that DWR should experience a decline in its purchase power costs equal to the decrease in consumption which is the basis for the payments, DWR could use these savings to fund the decremental consumption.
    Another option to explore is UDC funding of the decremental payments, with recovery of those amounts in rates over a stated period of time.  Finally, as suggested by Commission witness Sterzinger, the decremental credit could be flowed back to the customer through future bill reductions, amortizing the amount owed the customer over a number of years.
   

B.
Two-Tier TOU Rate Achieves Rate Design Goal

The Commission has been placed in the position of approving and implementing a rate increase of historic proportions.  Faced with executing this responsibility, the Commission has emphasized the goals of equity in implementation and the effect of conservation in consumption.  Achieving these goals will serve to mitigate the impact of the rate increase on consumers. Enron’s proposal for a two-tiered (TOU) real-time pricing rate achieves the Commission’s objectives.

A primary component of Enron’s proposal is that it treats all customers within the TOU rate schedules (effectively the large commercial and industrial customers) the same.  All of these customers are being asked to proportionally react to the same price signals.  In contrast, a number of other proposals in this proceeding are geared to allocating a large percentage, if not all, of the targeted revenue to the summer on-peak period.
  Customers that do not have the ability to shift load or drop load during that crucial time period, are faced with a substantial rate increase, while others who may have the capability of reworking their processes to avoid this targeted time period, may escape the rate increase virtually unscathed.
   A rate design that results in giving preferential treatment to certain customers because of their industry or load profile can hardly be said to be equitable. 

Enron’s proposal also clearly promotes the goal of conservation.  Throughout this proceeding there has been a great deal of discussion as to the benefits of load shifting – i.e., shifting usage from the summer on peak period (June through September, weekdays from noon to 6 p.m.) into another time period.  While Enron recognizes load shifting as a laudable goal in that it will allow both the customer and the utility to save money, it does not serve to meet the broader, and more necessary goal of reduced consumption.
  The result of such rate design may be the mere creation of a new peak period.
  The state of California is suffering from a shortage of supply.  It is essential that consumers are motivated to use less electricity, not just change the hour of the day in which they are using it.

In order to motivate consumers to reduce usage, it is critical that they are given adequate price signals during all periods, not just summer on-peak.  Enron’s proposal does that by potentially exposing customers to market prices during all periods. Such potential exposure motivates informed consumption at all times.  As stated by Commission witness Sterzinger:

I really do think that this such an extraordinary circumstance that trying to find some policy device that would actually engage customers in a way to really ask – to really make them look at what was coming in the market in the next day, or week, or month, and seeing some self interest, I mean responding in a way that was productive for them and for the State as whole would be very useful.

In addition, what must be recognized, is that while summer on peak rates are, in general the highest, prices in other periods are not insignificant.  Directly tied to this fact is that the UDCs experience a net short (i.e., they cannot meet their load with their retained generation) in all time periods.
   Accordingly the differential will be made up with a combination of DWR long-term contracts and spot purchases.  While the price DWR is paying under its contracts is not known, the price of spot market purchases in all periods is widely available. Moreover, the currently available public information indicates that 60 to 85 percent of DWR’s purchase this year will be in the spot market.
  That translates into approximately 20 to 30% of all electricity consumed by PG&E and SCE customers being spot purchases.
  Given this fact it is critical to consider the impact of spot market purchases during all time periods, not just summer peak.
  This fact in underscored by the recent decision of the Federal Energy Regulatory Commission which would cap wholesale market prices during periods when contingency reserves in the state drop below seven percent.
  As the likelihood of such happening are greater during peak-periods, the perverse result could be that prices during peak periods could be less than in off-peak periods. The result is that while the UDC (or DWR) will still be incurring significant costs to procure power during off-peak periods, the customer is not receiving any price signal during those periods, and thus has no incentive to conserve.

VIII.
CONCLUSION


The Commission should begin the progression towards real-time pricing for all usage in certain customer classes.  Real-time pricing exposes customers to the true cost of purchasing the electric commodity in any given hour.  Such price signals give customers the information necessary to structure their consumption.  Without such price signals the incentive to conserve and the information necessary to control costs is not available. The proposal that Enron has advanced in this proceeding, starts the Commission down the road of integrating real time pricing into the retail market.  The use of real-time pricing for a limited percentage of  customers’ usage will introduce customers to the practice of changing their consumption patterns to track market prices.  As customers learn to react to the market, the exposure to that market can be increased until the point is reached that all usage is priced at market.  The end result will be a informed customer, less demand, and, thus, reduced prices.          
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� 	Exh. 103 (Enron-Kingerski); Exh. 108 (CEC-Jaske); Exh. 125 (Commission-Borenstein).


� 	“Assigned Commissioner’s Ruling Setting Rate Design Procedural Schedule and Providing Guidance on Billing System Structural Issues,” A. 00-11-038, et al (April 11, 2001) at p. 3.


� 	Id.,


� 	Exh. 85 (SCE-Jazayeri), p. 1, lines 16-19. 


� 	This method has been advanced and supported on the record by certain parties to this proceeding.  See, Exh. 85 (SCE-Jazayer), pp. 2-3; Exh. 93 (FEA-Brubaker), pp. 5-6. 


� 	Enron would note that implementation of its proposed rate design for time-of-use rate schedules does not hinge on the adoption of a specific revenue allocation.


� 	Exh. 103 (Enron-Kingerski).


� 	“Supplemental Testimony Billing and Metering System Constraints,” April 20, 2001, p. 1-8, lines 4-7.


� 	Need to clarify this on cross of PG&E witness.


� 	Tr. Vol. 21 (Enron-Kingerski), p. 2730, lines1-4. 


� 	Tr. Vol. 21 (Enron-Kingerski), p. 2730, lines 8-13. 


� 	Exh. 103, p. 5.


� 	Tr. Vol. 21 (Enron-Kingerski), p. 2762, lines 15-28.
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� 	Exh. 136 (PG&E-Warnock), p. 1-8, lines 8-19.


� 	SCE Advice Filing 1529-E; PG&E Advice Filing 2101-E. 


� 	Enron recognizes that the California Independent System Operator makes the purchases on the spot market to meet any remaining net short of the UDCs.  It is unclear at this juncture whether the financial responsibility for such purchases will be DWR or the UDCs. 


� 	Exh. 97 (CLECA/CMTA—Barkovich), p.4.


� 	Exh. 103, pp. 2-3.


� 	Tr. Vol. 21 (Enron-Kingerski), p. __, line __. 


� 	Tr. Vol. 21 (Enron-Kingerski), p. 2754, lines 15-24.


� 	Cite energy commission testimony 


� 	Exh. 103, p.3.


� 	Tr. Vol. 23 (Commission-Sterzinger), p. 3102, lines 18-28.


� 	cite testimony of CLECA, CIU EPUC.


� 	The record in this proceeding contains substantial testimony on the inability of certain industries to shift or shed load during the summer on peak period.  See, e.g., Tr. Vol. 19 (Leprino Foods – Olson), p. 2408, line 23 to p. 2409, 12; Exh. 97 (CLECA/CMTA –Barkovich), p. 7; Exh. 92 (L.A. County-Choy), p. 5, lines 21-25. 


� 	Tr. Vol. 19 (L.A. County – Choy), p. 2480, lines 9-12.


�	Tr. Vol.23 (Commission-Sterzinger), p.3112, lines 17-22. (Commission should be mindful to build ways into whatever final rate design is adopted that will avoid to the extent possible some of the problems that might result from shifting usage from peaks to shoulder peaks). 


� 	Tr. Vol.23 (Commission-Sterzinger), p.3111, line 24 to p. 3112, line 2 (“I’m not sure that the problem is the peak demand. I mean, I think the problem is a moveable target. I mean you want to lower energy usage at almost any time”); Tr. Vol. 23 (Commission – Bradford), p. 3067, line 26 to p. 3068, line1 (“As a general matter, it seems to me, load reduction in the conditions, the year-round problem conditions that California is facing is more valuable than load shifting.”) 


� 	Tr. Vol. 25 (Commission – Sterzinger), p. 3116, lines10 –17.


� 	Tr. Vol. 18 (SCE-Jazayeri), p. 2301, lines 15-18.


� 	Exh. 97 (CLECA/CMTA – Barkovich), p. 4. 


� 	Id.


� 	Thus, while the differences between on peak and off peak may differ by a two hundred or three hundred percent, certain rate design proposals advanced in this proceeding have on and off peak rates differ by a factor of ten. See discussion at Tr. Vol. 19 (EPUC-Shoenbeck), p.2523, line 10 to p. 2525, line 9.


� 	See “San Diego Gas & Electric Company v. Sellers of Energy and Ancillary Service into Market Operated by the California Independent System Operator and the California Power Exchange,” EL00-95-012, et al., 95 FERC ¶ 61,115 (April 26, 2001).
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