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TIMEtable and rate guidance and updating schedule
I. overview

Pacific Gas and Electric Company (PG&E) submits its comments in response to the “Assigned Commissioner’s Ruling Requesting Comments on Draft Timetable and Rate Guidance and Updating Schedule” (ACR) issued January 23, 2008 in this docket.
/ The ACR contains a draft schedule for moving almost all PG&E customer classes to default time-differentiated rates in the 2010 to 2012 timeframe, and directs PG&E to file a straw critical peak pricing (CPP) proposal for large customers.  The straw CPP proposal accompanies these Comments as Attachment B, and is self contained.  The remainder of these Comments addresses the ACR draft schedule and rate guidance.

PG&E supports the Commission’s objective of creating and offering customers pricing options that help them manage their energy usage and charges, including time-differentiated rate offerings.  Time-differentiated rates, facilitated by new technology, such as home area networks (HAN), and technical assistance, will result in better demand response and more energy efficiency.
/ PG&E is pursuing the technology and customer education needed to ensure that customers will accept and embrace dynamic pricing and other demand response (DR) programs.  
As discussed below, however, PG&E is concerned that defaulting customers onto dynamic pricing rate schedules at all, and specifically on the timetable proposed in the ACR, will undermine the Commission’s goals of obtaining significant behavioral change and load shifting benefits through dynamic pricing.   PG&E is further concerned that gains that have been made through voluntary DR programs could be undermined if customers respond negatively to being defaulted onto new rates.  Moreover, PG&E is concerned that the ACR schedule calls for implementation of dynamic pricing before the California Independent System Operator’s (CAISO) Market Redesign and Technology Update (MRTU) is fully operational and understood and before necessary infrastructure is fully in place. 
Therefore, PG&E recommends that the Commission permit it to continue to develop and offer opt-in, voluntary dynamic pricing rate options, supported by customer education and outreach programs that will demonstrate the benefits of dynamic pricing alternatives and encourage customers who will respond and benefit to choose them.  As explained in detail below, PG&E recommends that the Commission not adopt mandatory default options at this time.  Most importantly, PG&E strongly recommends that the Commission not adopt opt-out real-time pricing (RTP) requirements at this time.  There is currently no real-time market.  There are no real-time prices.  There are no systems in place or even yet designed to implement RTP.  It is premature to decide that any of PG&E’s customers should be defaulted onto a completely unknown rate structure.
In the event the Commission decides to adopt a schedule including default dynamic price options, PG&E offers the alternative schedule set forth in Table II, section XI below.  PG&E believes the Table II alternate schedule better addresses the customer information, infrastructure and systems challenges that the ACR presents.  PG&E also recommends that any default option be designed to follow a period of education and to include time for customers to receive notice of the impending default and analyze their interval usage history so that the customer has the opportunity to choose another option before any default rate takes effect.  After such notice period, PG&E would transfer the customer to its selected rate, or to the default option if the customer makes no selection.
Finally, as set forth in section X below, PG&E recommends that the Commission hold hearings to help determine whether the ACR proposals are the ones that will most reasonably and cost effectively achieve the Commission’s worthwhile objectives.  At a minimum, the Commission should hold one or more workshops to address the many challenges and questions that the ACR raises.   
II. MANAGING THE SUCCESSFUL TRANSITION TO DYNAMIC PRICING RATES

PG&E already has programs and strategies to move large numbers of its customers into time-differentiated rate options, as follows:
i. Successfully completing the installation and operation of the technology infrastructure needed to facilitate price responsive DR, e.g. Advanced Metering Initiative (AMI) meters and the SmartMeter Upgrade (SMU). 

ii. Successfully operating and gaining sufficient wholesale market experience with a stabilized MRTU infrastructure, including the important pricing elements of MRTU Release 1A, in addition to MRTU Release 1.

iii. Developing time-differentiated rate offerings, like RTP, based on MRTU wholesale market experience and coordinating those rate offerings with other appropriate DR options that will be offered in the same timeframe.

iv. Building on top of the AMI/SMU infrastructure the systems applications needed to implement the new time-differentiated rate offerings, including without limitation, data retrieval and framing, billing, customer tracking, customer care and access to real time data.

v. Optimizing customer acceptance of time-differentiated rate offerings through customer education, outreach, and messaging for the new rate offerings, and by providing sufficient time and customer-friendly procedures for customers to make their elections.

vi. Encouraging the development and rollout of technology such as HAN, Auto-DR and MRTU infrastructure that can be used to facilitate an automated response to price signals.  

These “on-the-ground” activities are prerequisites to the successful implementation of new rate options of the type and scale PG&E envisions for an informed customer base to be able to accept and provide value to the market from dynamic pricing.  Moreover, as explained below, if customers are defaulted onto time-differentiated rates with opt-out options as anticipated in the ACR or the Table II alternative schedule presented in section XI below, the development time and scale of required system changes and customer care activities increases.  At the same time, ensuring that customers have sufficient time and information to make an informed opt-out choice before the new default rate takes effect is critical.
/ Unfortunately, the timetable that the ACR proposes does not seem to take into account the time and resource requirements inherent in defaulting millions of customers to the various time-differentiated rates proposed in Attachment A of the ACR.

PG&E is concerned that the ACR timetable may not be achievable, or if too hastily implemented is likely to result in unacceptable problems for thousands of large commercial and industrial (C&I) customers, hundreds of thousands of small/medium C&I customers, tens of thousands of agricultural (Ag) customers, and millions of residential customers (including multi-family and other special categories such as CARE, medical baseline, net-energy metering, etc.), who are currently on dozens of different electric rate schedules.  The ACR objectives are more likely to be achieved if the implementation of dynamic pricing is better coordinated with PG&E infrastructure and CAISO market structure developments, and takes into account what experience and research show to be customers’ strong preference to make their own decisions about new rate options.
To provide context and background to understand the challenges posed by the ACR, these Comments discuss the relevance and  interrelationship of  i) other regulatory proceedings (the CAISO MRTU, the SMU proceeding, the up-coming 2009-2011 DR program application, the Commission’s own Resource Adequacy (RA) proceeding R.05-12-013),  ii) customer choice, iii) customer education and technology, iv) rate design, v) rate guidance, vi) revenue requirement considerations, and vii) other logistical considerations regarding the ACR schedule.  These Comments conclude with a request for evidentiary hearings and a proposal for an alternative procedural schedule. 
III. COORDINATION WITH OTHER REGULATORY PROCEEDINGS  
The ACR proposes an aggressive schedule for implementing numerous dynamic pricing rate options.  Successful implementation, however, depends on the following developments:

1. The implementation and stabilization of the CAISO MRTU; 

2. The approval and rollout of PG&E’s SMU proposal that is currently on file with  the Commission;
3. The integration of DR activities into the vision for dynamic pricing; and
4. The implementation of a capacity market after the Commission’s upcoming RA decision.

A. Market Redesign and Technology Upgrade (MRTU)
If MRTU Release 1 does not go live before the summer of 2008, RTP rate options should be deferred at least a commensurate amount of time.
/  The ACR recognizes that implementation of Release 1 is a prerequisite for RTP because it will provide the day-ahead price signals that customers could use to manage their loads. The ACR notes that at the January 17, 2008 MRTU implementation workshop, participants agreed that a pre-summer 2008 release was problematic. 
Even if the MRTU were implemented in spring 2008, a great deal of work is still needed to develop and install a communication network to ensure that day-ahead price signals are communicated properly to wholesale and retail customers.
/  It is premature to commit to offering RTP to customers in 2010 until the required CAISO infrastructure is in place.

MRTU Release 1 will establish new Day-Ahead Energy and Ancillary Service markets and reform the existing Real-Time energy and Ancillary Service markets.  It will also implement a conversion from the existing zonal pricing model to a “nodal” or location-based pricing model.    With such major changes, market issues inevitably will arise.  Refinements will be needed during the first 12-18 months of MRTU operation as the CAISO and market participants gain experience with the new design and the scheduling and settlement systems.  
Furthermore, the CAISO will be implementing three significant additional market design enhancements one year after the initial implementation of Release 1, through Release 1A.  These initiatives are: (1) scarcity pricing; (2) convergence bidding and (3) DR enhancements (Working Group 2 issues involving Participating Load)
/.  

The reserve shortage Scarcity Pricing mechanism will (i) employ an administratively-determined operating reserve demand curve; and (ii) adjust the prices of energy and reserves, in the Day-Ahead and Real-Time markets.  Implementation of this mechanism is likely to have an impact on ancillary service prices whenever CAISO system-wide operating reserves are low.  Furthermore, MRTU prices that include scarcity pricing will be important for RTP, because they will be the first MRTU prices that include an identifiable capacity component.
Convergence Bidding (sometimes referred to as Virtual Bidding) is a mechanism whereby market participants can execute financial sales or purchases of energy in the Day-Ahead market, with the requirement to buy back or sell back that energy in the Real-Time market.  Virtual bids will reduce the differences between Day-Ahead prices and Real-Time prices, and therefore reduce the incentive for buyers and sellers to forgo bidding physical schedules into the Day-Ahead market in expectation of obtaining better prices in the Real-Time market.  Therefore, the implementation of Convergence Bidding is likely to impact both Day-Ahead and Real-Time prices.  Under the Federal Energy Regulatory Commission’s (FERC) September 21, 2006 MRTU Order, the CAISO must implement Convergence Bidding within twelve months after MRTU startup.

DR enhancements will expand the pool of DR resources that can participate in the CAISO’s markets. One of the key elements of Release 1A will be expanding Participating Load so that more DR can participate directly in CAISO markets.  Because properly qualified DR resources can substitute for supply resources in certain circumstances, enhancements to DR participation are also likely to have an impact on both Day-Ahead and Real-Time market prices after MRTU Release 1A is implemented.  
As PG&E emphasized in its December 11, 2007 comments, it will take 12 to 18 months of experience with the MRTU Day-Ahead market before meaningful dynamic pricing rates can be developed and implemented.  Specifically, at least two summers of MRTU day-ahead pricing experience will be needed to stabilize this new market.   That additional time would give the CAISO an opportunity to work through any problems with its pricing programs, and give stakeholders the time they will need to understand exactly how that market works.  Moreover, there is reason to question whether RTP tariff development can proceed on the basis of MRTU Release 1 prices alone, or whether it should be deferred until MRTU Release 1A is implemented.  
B. SmartMeter Program Upgrade

On December 12, 2007, PG&E filed its SMU proposal to install solid state meter components that support an integrated load limiting/disconnect switch and a HAN gateway device.  These components, combined with AMI technology, will create a robust, integrated platform that will allow PG&E to take advantage of evolving technology that will support time-differentiated pricing to customers in the future.

The installation of SmartMeters is not expected to be completed until December 2011.  PG&E’s largest customers, who already have interval meters in place, are scheduled to be the last to receive SmartMeters.  PG&E’s intention has been to wait until after the residential and small commercial installations have been completed before proceeding with SmartMeter installation at these larger customer facilities.  The larger customers are already on time-of-use (TOU) rates and are eligible for DR programs.  By concentrating early efforts on the residential and small commercial sectors, where time differentiated rates are not widespread, PG&E will be able to provide its mass market customers with more rate options sooner and receive AMI benefits more quickly.
Under the ACR’s schedule, the large C&I customers would be offered a RTP option in January 2010, before they receive a SmartMeter.  Although the existing interval meters at these large customer premises are capable of handling RTP data, PG&E’s Customer Care and Billing System (CC&B), which produces the majority of the bills for these customers, is not programmed to receive remote interval data from these types of meters.  Until the large customers can be retrofitted with SmartMeters, and CC&B can be reprogrammed to bill RTP, PG&E would have to find another way to receive, frame and bill RTP interval data from these customers during this interim period.  
That effort probably would involve the Advanced Billing System (ABS), and  it would take significant time and resources to transfer and bill the customers in that system. There are approximately 5,500 large customers who would be eligible for RTP under the ACR who are not currently billed through ABS.  In addition to an estimated approximately $715,000 one-time cost to reprogram ABS, PG&E estimates it would cost an additional $1,500,000 dollars per year to bill these customers on RTP through ABS - until they receive SmartMeters and CC&B can be programmed to accommodate RTP.  Under the ACR’s proposed schedule, PG&E would need to bill RTP through the ABS system for at least two years.  It would be unduly costly and disruptive to implement the billing in this fashion for two years, only to transfer these customers back to CC&B.
/
C. 2009-2011 DR Programs 
PG&E is required to file its proposed DR programs for years 2009-2011 in June 2008.  However, consideration needs to be given now to the impacts that this ACR might have on these DR programs.  For instance, would a default CPP or RTP requirement for large customers in 2010 mean that these customers would no longer be eligible for the DR programs in PG&E’s portfolio because of “double-dipping” concerns?  If these customers are allowed to opt-out and participate in other DR programs, should they receive bill protection assuming such a mechanism is feasible?  Should customers wishing to participate only in reliability DR be able to opt-out of the default rate?
/  These are only a few examples of how the design of PG&E’s DR programs would be impacted by implementation of dynamic pricing in 2010.   These questions would be more effectively addressed after the dynamic pricing proposals are better understood.  It would be preferable to implement most new dynamic pricing initiates in 2012, after the 2009-2011 DR program cycle is completed and the dynamic rate options have been developed in sufficient detail.

Implementation of many kinds of default time-differentiated rates might even reduce DR capacity.  If a customer who has to choose between DR programs perceives the default CPP tariff as a less desirable DR option, that customer will be less likely to choose CPP than it would be if dual participation were allowed. If the customer is on default CPP and no longer qualified for DR programs (since dual counting of DR is not allowed), the reduced DR potential will be a function of the number of non-CPP Capacity Bidding Program (CBP) or Demand Bidding Program (DBP) events that would be called in a given year for days when a CPP event is not called.  Although the number of non-CBP and non-DBP events would be difficult to predict, it occurred to some degree in 2005. Because the triggers for CPP events are not the same as the triggers for DBP and CBP, a number of DBP events were called on days when CPP was not triggered. If DBP customers are on default CPP in the future, and therefore are excluded from participating in DBP, their response during DBP-only events will be lost.
/
D. Resource Adequacy Proceeding

The Resource Adequacy (RA) proceeding (R.05-12-013) addresses issues related to capacity market structure. The RA decision is planned for May 2008, which is also when the policy decision on this ACR is scheduled to be issued.  These two decisions should be made sequentially with the RA decision coming first since it is critical to the future market structure and pricing scheme.    PG&E and others have requested in several venues that the CPUC, CAISO and California Energy Commission (CEC) create a “roadmap” to coordinate the various proceedings and activities involving DR.
/  This ACR and the RA capacity market proceeding are two of the important proceedings that the agencies need to coordinate.  
CPUC and CAISO staffs have put forth two concepts in a report entitled Staff Recommendations on Capacity Market Structure (issued January 22, 2008): 

1.) A strong centralized capacity market akin to those at New York Independent System Operator or the Independent System Operator-New England.  This type of market could take many years to implement and would probably lead to an energy market with relative low price volatility.  A strong central capacity market also requires major FERC intervention.  Since energy price signals are somewhat diluted in this type of market, one would not expect an RTP rate to be as volatile.  At the very least, a different approach to RTP rate design would be needed for this type of market as compared to a more volatile capacity market. 
2.) An initial capacity market that would transition over time to one that is more energy-based.  This market structure would be more like the Electric Reliability Council of Texas (ERCOT) market, but would still take years to get to a point where authentic RTP would be available.  One would ultimately expect RTP to be more volatile in this type of market and thus more likely to elicit significant amounts of DR.  However, for that to occur, the CAISO would need to raise price caps to significantly higher levels to accommodate that greater market volatility and establish Scarcity Pricing and Convergence Bidding functions.  The MRTU currently has a plan to increase the price caps to $1,000/MWh in 2010, or later, if MRTU is delayed past the summer of 2008. Although this higher price cap is more compatible with an effective RTP, it will not be in place until 2010 at the earliest. The earliest that Scarcity Pricing and Convergence Bidding could begin is 2010, assuming MRTU Release 1 takes place during the fourth quarter of 2008.  Before applying a retail RTP pricing structure, it would be prudent to gain one to two summers’ experience with the behavior of market prices after these features are in place.   

The RA decision is foundational to RTP implementation.  RTP’s value is at stake since one market structure may produce much less volatility (and perhaps less DR) than another market structure.  Because of the time necessary to implement whichever capacity market is selected, introducing an RTP option by 2010 would be premature.  Deployment of RTP while wholesale market fundamentals are still evolving would likely produce unforeseen, unproductive consequences, including extensive customer dissatisfaction.  

The Commission notes that, 
Once the amount of capacity costs not reflected in energy prices is estimated, the utilities will have several rate design options to reflect capacity costs…. These issues require careful consideration.”
/
This careful consideration will require time for the implementation of the capacity market structure and to observe prices so that an appropriate rate structure can be designed. 
IV. CUSTOMER CHOICE 
The ACR indicates that there will be a future ACR on customer education, with a workshop to follow.  PG&E appreciates the importance of the focus that the separate ACR and workshop will bring to this topic.  However, the existing ACR schedule should accommodate the need for customer outreach and education and for administration of the customer election process.  In addition, default versus opt-in approaches raise different scheduling and time frame requirements.  PG&E here comments briefly on these topics while looking forward to a more in-depth discussion at the future workshop.

PG&E is entering an era in which it will be able to provide its customers with a wider choice of pricing options and programs than ever before.  PG&E continues to pursue the technology and customer education that are necessary precursors to successful dynamic pricing and other DR programs.  PG&E seeks to position each program in a positive, motivating light to encourage broad and enthusiastic customer participation.  

Faced with dynamic pricing alternatives, Californians prefer an opt-in over a default option.  Defaulting customers to price options that may increase their risks and costs may undermine customers’ satisfaction and may reduce the credibility of the CPUC and the utility.  Dissatisfied customers will be less willing to try new programs and options.  
Moreover, customers who affirmatively choose a dynamic pricing option or other DR program are more likely to change their behavior to meet the program goals.  Customers who opt into the program also are more likely to have a better understanding of the consequences of their actions.  As occurred in the Statewide Pricing Pilot (SPP), customers who understand and accept the rate option will adjust their behavior even if their bills would be lower with no change in behavior.  Conversely, even after a thorough education program, customers defaulted onto dynamic pricing rates may be less likely to understand those rates or the consequences of their energy usage choices under those new rates.

The risk that customers will revolt is greater if customers are defaulted onto a dynamic price and do not fully understand the consequences.  For example, in May 2001, Puget Sound Energy (Puget Sound) implemented a mandatory TOU rate for residential customers with TOU meters with an opt-out feature.  When customers experienced higher bills on the program, the number of enrolled customers declined.
/  Moreover, Puget Sound customers perceived the utility was in some fashion “disingenuous.”  These increased opt-outs and negative perceptions forced the Washington Utilities and Transportation Commission and the utility to shut down the TOU program.
/
  
The risk of a backlash when customers are defaulted onto a dynamic pricing option or program is particularly high for residential customers, two-thirds of whom have not experienced the rate increases that have affected nonresidential customers and those residential customers with high tier usage.  A one-year transition from AB1X protections to dynamic pricing risks exacerbates the possibility of a backlash and a legislatively mandated rate policy, as occurred in San Diego in 2001.

PG&E’s research suggests a possible backlash against more than just a rate or program.  PG&E surveyed residential and small commercial customers on certain dynamic pricing options involving the advanced meter.
/  When presented with the idea of a meter that allows PG&E to monitor hourly energy use and read the meter remotely, consumers reacted in two very different ways.  Some reacted positively to the opportunity to increase their own control over their energy usage.  However, some customers perceived the advanced meter as a mechanism for intrusive control of customer behavior, a variant of “Big Brother.”  These customers felt that PG&E would be collecting information that could be used against them. A backlash against a default price option could thus extend beyond the option itself to the meters that enable a whole variety of future dynamic pricing options and DR programs.  
For that reason, the ACR schedule for implementation of default time-differentiated rates could be counterproductive.  The Puget Sound experience and PG&E’s research demonstrate that customers who are exposed to the risks of dynamic pricing options and DR programs without having chosen them become skeptical about the benefits, which may severely set back the goals of dynamic pricing.  
V. CUSTOMER EDUCATION AND TECHNOLOGY 
Customer education is a vital component of dynamic pricing.  To realize the benefits of dynamic pricing, customers must understand the rates and programs available to them and how their behavior affects their bills under these choices.  PG&E designs its customer education and marketing efforts to help customers understand their options and the changes taking place, so that they can make informed choices about the rates, programs and enabling technologies available to them and achieve the best result for their individual circumstances.  Much of PG&E’s planned education and outreach for dynamic pricing is actually targeted to subsets of customers that research indicates will either have an interest or be able to provide a potential benefit of demand response.  This is more cost effective than detailed communications to large groups of customers that will have no response to price signals.  The education and technology work with customers, however, takes time—a fact the ACR schedule does not acknowledge.
A. Commercial/Industrial Customers over 200 kW 
The ACR would make RTP available to PG&E’s largest eligible customers (bundled customers > 200 kW, or large C&I) on January 1, 2010 and default those customers to RTP on January 1, 2011.  There simply would not be an opportunity for customer research to be informed by experience under MRTU.  PG&E believes this would significantly hamper its ability to propose rate design which would both meet the goals of dynamic pricing and be attractive to customers.  Customer acceptance of RTP would suffer.
Under the Table II alternative schedule, market research on the rate design which would be attractive and productive would begin when the MRTU becomes observable. The customer education effort required and enrollment process to implement a RTP program for PG&E’s largest eligible customers would require at least one year after the RTP tariff is approved.  Many of these customers are familiar with DR concepts and understand the relationship between their behavior and their bills under several currently available voluntary DR options.  However, no utility customer in California has experienced a yet to be defined RTP, and under the ACR schedule there will have been little experience observing any real time market in California prior to a customer having to make an election to opt-out of RTP.  The Commission would need to issue a decision and approve the tariff on the specifics of RTP by the end of 2008 in order to allow enough time for all of the necessary marketing and education activities to occur so these large customers could be prepared to respond to the new rate structure under the Table II alternative schedule in section XI.  Under the ACRS schedule, there simply is insufficient time for the marketing and education to occur.
B. Commercial/Industrial Customers under 200 kW

The ACR would default all C&I customers under 200 kW to CPP upon receipt of an interval meter.  In this event, PG&E suggests dividing this group into 1) customers currently on PG&E’s A-10 and E-19V schedules and 2) customers currently on PG&E’s A-1 and A-6 schedules.  This divides customers into a below 20 kW group and a separate 20 kW to 200 kW group.  The customers below 20 kW are effectively the same market as residential customers with respect to customer education, behavior, and average monthly energy use.  Therefore these customers’ education needs will be discussed with residential customers below.
If the Commission wants to implement more default time-differential rates, PG&E would recommend treating 20-200 kW customers like A-10/E-19V customers above 200 kW, who are already subject to default TOU rates.  However, these 20-200 kW customers would need seasonal experience with their usage pattern and PG&E would propose they have eighteen months of experience with the interval meter before a default rate would apply to a specific customer.
/ This experience would increase acceptance of the meter as a tool for the customers’ information and control, rather than be perceived as a tool to raise bills. Eighteen months would provide time for rate analyses to reflect a customer’s actual annual usage pattern and for customers to make their elections based on those analyses.  Without this time for adjusting to interval meter and analysis of usage, customer acceptance of any default rate would suffer.

Under a default TOU, communications with customers is a significantly larger challenge than under an opt-in dynamic price program.  PG&E anticipates that additional tasks and resources will be required due to the forced nature of customer engagement inherent in a default program, even with an opt-out provision.  A default program requires a greater number of interactions per customer across a much larger number of customers.  Many of these interactions will be focused on trying to overcome customer confusion and frustration that would impede effective outcomes for TOU and negatively impact customer satisfaction with the Commission and PG&E.

PG&E currently estimates that preparing customer communication and outreach materials and training PG&E’s customer-facing employees will begin prior to tariffs being approved and will also require approximately four more months after tariff approval.  PG&E will need at least an additional eight months thereafter to ensure customers understand the changes taking place and can make informed choices to yield the best result for their individual circumstances.

C. Residential and Small Commercial Customers

The ACR would default PG&E’s approximately 4.5 million residential customers to CPP one year after AB1X protections end and would default PG&E’s 400,000 small C&I customers to CPP upon receipt of a SmartMeter beginning January 1, 2010.  RTP would become available to all these customers on January 1, 2011.  Small C&I and residential customer groups can be treated similarly for the reasons stated above.  PG&E’s proposal is to not default this customer segment under any conditions other than the Peak Time Rebate (PTR), although PG&E does not advocate PTR for small commercial customers due to their limited demand response potential.
/
The customer education effort required to implement an opt-in RTP program for PG&E’s residential customers and small C&I customers will be more challenging that with the larger customer groups and will require more time.  PG&E would propose that an additional year to learn from early experiences with the RTP tariff and systems for the larger customer segment would benefit mass market education development as well. The communication and outreach plan for residential and small commercial customers must begin with PG&E customers’ understanding of dynamic pricing and DR today.  While many of these customers have come to understand energy efficiency over the last 30 years, most do not yet understand the value of DR or time-shifting of energy use.  Many residential customers do not understand their current five-tier rate structure and would need to be educated on the value and risks of dynamic pricing.  

Residential and small commercial customers will require a significant period of education before most of them understand the value to them of providing DR and the behaviors necessary to achieve DR goals.  PG&E will face customer communication, engagement, interaction, and confusion challenges when deploying RTP rates for residential and small commercial customers.  
As with larger, more sophisticated customers, communications with customers becomes a significantly bigger and more complex set of tasks under a default option, as contemplated by the ACR after AB1X ends, (versus an opt-in dynamic price program).  PG&E anticipates that additional tasks and resources will be required due to the forced nature of customer engagement inherent in a default program, even with an opt-out provision.  A default program requires a greater number of interactions per customer across a much larger number of customers.  Again, many of these interactions will be focused on trying to overcome customer confusion and frustration that would impede effective outcomes for real time pricing and negatively impact customer satisfaction with the Commission and PG&E.  

If customers are defaulted onto a dynamic price without a basic understanding of how dynamic pricing produces a benefit and for whom, customers are less likely to make the behavioral changes necessary to experience financial savings (or minimize cost increases) on their new rate.  Confused customers experiencing higher bills may revolt against the rate and against the technology that enables the rate. 

Therefore, PG&E’s communication and outreach efforts must inform customers what the value of time-shifting is, who receives that value, which options exist, and which will be their default.   PG&E must also be prepared to provide customer-specific analyses of the consequences of each option.  

PG&E would begin an education program prior to tariff approval to ensure these customers understand the changes taking place, and how they could modify their behavior to time their energy use.  PG&E currently estimates that at least two years of customer communication and outreach will be required after tariffs are approved to move 4.5 million residential and 400,000 small/medium C&I customers to the point where they understand the rate option decision they will be asked to make, can make informed choices, and can implement behavior changes to achieve the best result for their individual circumstances.

D. Estimated Revenue Requirement for Customer Education and Outreach

Default dynamic pricing options, whether under the ACR schedule or the Table II alternative schedule in section XI, will be very expensive to implement.  On a preliminary basis, PG&E estimates that the customer education portion of the revenue requirement for helping customers make informed choices involving default time-differentiated rate options would range between $79 million to $140 million.
/  The time pressure in the ACR schedule would further increase the costs by $25 to $53 million, in addition to the cost to implement default rates as contemplated in the ACR.  PG&E would address recovery for these costs as described in section IX.  
VI. RATE DESIGN 
The proposed timeline in the ACR envisions annual rate filings (e.g., by January 1, 2010) for rates that would be effective one year after the filing date.  To prevent a multiplicity of case filings, the final filing schedule should adhere more closely to that of the existing GRC Phase 2 and Rate Design Window (RDW) process.  Among other things, this approach will allow for better coordination between existing and new rate options.  PG&E makes RDW filings in late November each year.  Thus, PG&E’s first filing subject to this timeline would occur in a November 2008 RDW filing, and a second such filing would occur in November 2009.  After the second filing, the schedule should be coordinated with Phase 2 of PG&E’s 2011 GRC, which is scheduled to be filed in March 2010, and subsequent RDW filings.

A. Real Time Pricing Under the ACR Schedule
Assuming MRTU Release 1 is functioning by the end of June 2008, PG&E would have to file its large C&I RTP rate proposal in November 2008, as part of a 2008 RDW filing, before sufficient time had passed to know how well MRTU is functioning.  If MRTU is not functioning by June 2008, PG&E would anticipate moving the proposed ACR timeline for RTP back by one year, so that it would file its first large C&I RTP proposal in November 2009.  Assuming that MRTU Release 1 is up and running by early 2009, the parties would have an initial, but still far from complete, picture of how well MRTU was functioning by November 2009. 
The proposed timeline envisions implementing RTP for all nonresidential customer classes in just two steps (e.g., with RTP starting for large C&I customers on January 1, 2010 and then for all other nonresidential customer classes on January 1, 2011).  This schedule requires filing the second RTP proposal for all other customer classes before implementation for the large C&I class would even have begun—that is, filing in November of 2009 for a January 1, 2011 start date.  It would be prudent to stage RTP implementation over a longer period of time, for example, starting with Medium C&I in the second year of the RTP roll-out, but deferring Ag and Small C&I RTP rates to the third year and residential RTP rates to the fourth year.

B. Residential CPP Rates

The ACR, at page 5, calls for further evaluation of “PG&E’s existing residential CPP rate and new PTR proposal” in: (1) the SMU application, where PG&E had already filed its peak time rebate (PTR), (2) this proceeding, or (3) some other docket.  PG&E suggests that the SMU application is a reasonable forum for review of its PTR proposal, and that further review of the approved residential CPP rate can be deferred to PG&E’s 2011 GRC phase 2.

C. Large C&I CPP Customer Rates

The draft timetable calls for PG&E to file an updated CPP rate for large customers this summer, so that the proposed changes can go into effect during the summer of 2009.  The timeline for the updated CPP rate is reasonable and will afford the opportunity to better align the existing CPP rate with the current structure of the standard large C&I tariffs.

D. Small and Medium C&I Customer Rates

There is no discussion in the ACR of timeline or rate design issues for the small and medium C&I customer classes, who have historically been underrepresented in electric rate cases.  Approximately 500,000 such small business customers would be assigned to new mandatory CPP rates, starting as early as 2010, if the Commission adopts the ACR schedule.  The vast majority of these customers will be surprised by the changes outlined in the ACR.

E. Agricultural Rates

Large Ag customers generally did not receive interval meters under the CEC-funded meter installation program carried out in 2001 and 2002.  Thus, although the ACR distinguishes large and small Ag customers based on available metering, these distinctions may not in fact exist.  Those PG&E’s Ag customers not already on TOU would be switched to default TOU starting in 2010, yet would not have acquired interval or AMI meters.
/ 

VII. RATE GUIDANCE  
PG&E comments below on specific aspects of the draft Rate Design Guidance (draft Guidance) provided in Attachment A of the ACR.  As a general matter, some items in the draft Guidance are so ambiguous that it is difficult to understand what might be expected in future rate filings.  For this reason, PG&E suggests that at least one additional workshop be added to the schedule, to allow additional discussion on the draft Guidance before the Commission issues a proposed decision on dynamic pricing policies.

A. All Dynamic Pricing Rates

The last item listed under this section of the draft Guidance calls for new “capacity reservation” charges to be included as a component of all mandatory or default dynamic pricing rates.  This concept is not clear, and PG&E suggests that it be clarified at a Rate Design Guidance workshop.

B. Critical Peak Pricing

The draft Guidance suggests that utilities should “be able to call a variable number” of CPP events each year and that “the rate should be designed based on the number of events that would be called during a typical year.”  Such an approach would make the amount of revenue collected through CPP period charges each year subject to considerable variance, with significant under-collections in years when few CPP events might be called and over-collections in years when above-average numbers of events are called.  This approach would also conflict with first-year bill protection, if any, under the new tariffs (as referred to elsewhere in the ACR), because results in the first year could not be taken as a guide to results in any future year.
/
Consequently, PG&E suggests that the subject of fixed versus variable numbers of CPP calls should be discussed at the Rate Design Guidance workshop, and this discussion should consider both utility revenue and customer bill impact issues.

Nor is it clear that a hypothetical “centralized capacity market or bulletin board” (ACR, Attachment A at p. 6) could provide the type of information needed to implement CPP tariffs.  Thus, it is premature to assume that such a market or bulletin board would be immediately useful for deriving CPP prices, although such options should be considered for the future.

C. Real Time Pricing

The draft Guidance specifies that energy charges should be “indexed” to the day-ahead hourly MRTU prices.  However, there is no guidance as to what form such indexing might take, and if or how the resulting RTP generation prices would be reconciled with the generation revenue requirement for each customer class.  This subject should be discussed at a Rate Design Guidance workshop before a policy decision is issued.

The draft Guidance also calls for future Commission determination of the degree to which day-ahead hourly MRTU prices may not incorporate the marginal cost of capacity.  The draft Guidance then suggests that some combination of adjustments to demand charges and RTP energy charges should be developed to reflect incremental capacity costs, above or beyond any such costs that might already be included in the MRTU prices.  However, there is no timeline for making this determination, and it is unclear how such a review would be coordinated with the introduction of new RTP tariffs.  For example, would the determination be made first, or would interim tariffs be developed and implemented before this review has been completed?  This subject should also be discussed at a Rate Design Guidance workshop.

D. Eligibility and Applicability

Explicit eligibility and applicability guidelines should be added to the Rate Guidance document.  Given that the current investigation will be limited to the Generation component of rates, direct access and community choice aggregation customer rates would be unaffected by the new tariffs to be adopted here. Similarly, net metering and master-metered accounts should be restricted from eligibility or applicability of the new tariffs, consistent with current practice for existing CPP rates and most demand response programs.
/
VIII. LOGISTICS
The following table presents a simplified chart of the rate filings and new default rate implementation dates in the ACR schedule, along with the current timelines for MRTU Releases 1 and 1A and PG&E’s AMI deployment.
/ 
/  
TABLE I
(Effective dates for new rate options starred *)

	1/1/08
	1/1/09
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	1/1/11
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	                                            MRTU Release 1A 
         


          

	---AMI Deployment - general







       

	                                                                                                                    AMI Large C&I
                                                                                                                                                  Deployment 

	                                  


	       Large C&I                                 *go effective         Large C&I       *go effective
       Filing                                               Opt in RTP         Filing                      Default

       RTP/CPP                                                                     Default RTP          RTP


	                                    S/M C&I Filing                         *go effective                                 *go effective          *go effective 
                                    Default CPP/TOU                          default CPP                                  Opt in RTP                  for all
                                   Opt in RTP                                          



	                                   All Agriculture CPP                 *go effective                                                                 *go effective
                                   Default TOU                                default TOU                                                                          for all

                                   Filing

                                                                                         S/M Ag filing                                *go effective

                                                                                         Opt-in RTP                                       Opt in RTP


	                                                                                       Residential 
                        *go effective                   HAN                                                                                                                          
                                                                                       Opt in RTP Filing                           Opt in RTP               available
                                                                

	                                                       [residential default CPP 1 year after AB 1X is gone,  timing unknown]


A. RTP Timetable

As demonstrated above, by January 1, 2009, the ACR schedule requires PG&E to file two opt-in RTP proposals, one for large C&I customers and a second for small/medium C&I customers.  The large C&I opt-in RTP would go into effect at the beginning of 2010, but in mid-2010, the ACR schedule requires a second large C&I filing for default RTP to go into effect at the beginning of 2011.  Meanwhile, two more RTP proposals would be due by January 1, 2010; one offering opt-in RTP for small/medium Ag customers (and a choice of CPP or RTP for large Ag customers), and a residential customer opt-in RTP option.  These residential, small/medium C&I, and Ag customer RTP rates would go into effect at the beginning to 2011 according to the proposed ACR schedule. 

The 2009 filing dates and the January 1, 2010 filing date for all these RTP proposals are well before sufficient MRTU pricing experience will be available.  Moreover, the January 1, 2009 filings for large, and small/medium C&I customer RTP proposals would come before MRTU release 1 could operate through a full summer, while all of the RTP proposal filings probably would occur before there is a full summer of data and experience under MRTU Release 1A.

Preparing and implementing retail RTP before there is at least a solid year of experience with real, live CAISO market pricing and dynamics, and before the CAISO market is operating in a stable, predictable manner, will likely produce retail RTP rates that will not accurately reflect price and cost in the CAISO market. 

In addition, PG&E will not complete its SmartMeter deployment until the beginning of 2012, with large C&I customers’ installations and related system changes scheduled for the last year, 2011.  Consequently, important infrastructure and systems to support retail RTP offerings will not be in place on the ACR timeline.

One should allow several months to prepare the RTP rate proposals after at least a year’s MRTU experience, sufficient time to evaluate the proposals and issue a Commission decision, and time after the Commission decision for the system changes, customer education and outreach needed to implement the final approved RTP rates.  Clearly, filings to propose RTP for retail customers should not occur until 2011, at the earliest, and RTP rates could not go into effect before summer 2012, at the earliest. 
B. Default TOU and CPP 

1. Small/medium C&I and Ag Customers
The ACR schedule indicates that by January 1, 2009, PG&E should file 1) default opt-out CPP for small/medium C&I customers with interval meters, and 2) default opt-out TOU for small/medium Ag customers with interval meters, to be effective January 1, 2010.  The reference to interval meters for these customers reflects a factual misunderstanding as well as a failure to appreciate the need to coordinate the new rate options with AMI meter deployment.  

Generally, the C&I and Ag customers with interval meters on PG&E’s system are large customers with loads of at least 200 kW or 500 kW, respectively.  The small/medium customer C&I and Ag groups do not have interval meters.
/  Therefore, the ACR timetable requirement to file default opt-out CPP for small/medium C&I customers with interval meters and default opt-out TOU for small/medium Ag customers is premature.  Any such proposal would apply to few customers, and even that small number will decrease as AMI meter deployment continues.  In any event, the ability to capture electric energy usage by time period for the small/medium C&I and Ag customer groups is dependent on the installation of AMI meters, which will not be complete until the start of 2012.

Therefore, the requirement to file default TOU and default CPP rate proposals for small/medium Ag and small/medium C&I customers to be effective in 2010 and thereafter, should be deleted from the ACR schedule. 

2. Large C&I and Large Ag Customers
The description of the filing for C&I customer proposals due by January 1, 2009 indicates that CPP should be offered as an alternative to RTP for large C&I customers in 2010, and thereafter as an alternative to default RTP.  The filing for Ag customer proposals due by January 1, 2010, indicates that CPP should be offered as an alternative to RTP in 2011 and thereafter.  As discussed above, this time line does not work well for proposing or implementing RTP at the retail customer level.  However, the other half of this “choice”, CPP, is not a viable default to impose on these customers during that period, either.

Currently PG&E offers a voluntary, opt-in CPP rate to customers > 200 kW with interval meters.  Interval meters for these CPP customers communicate via phone lines and wireless cellular equipment to PG&E’s existing interval metering data acquisition system, which is able to retrieve the hourly data needed to bill CPP events.  After the retrieved hourly data is “framed” into billing determinants, the ABS system calculates the billable charges for customers on more complicated rate options, including CPP and other DR programs.  Out of PG&E’s approximately 9,000 large customers with interval meters, approximately 3,000 are on the ABS system.  

As explained in section III.B above, the other approximately 5,500  large customers are billed through PG&E’s CC&B system, which cannot accept data directly from the interval meters and can’t bill CPP or RTP until the existing interval meters are replaced with AMI meters in 2011.
/  As a result, these 5,500 large customer accounts would have to be transferred to PG&E’s ABS system in order to be billed default CPP, which is a very significant issue.
/  

Given that the large customers’ interval meters will be replaced with AMI meters, which will be able to communicate with and be billed through the CC&B system, incurring the expense and effort to move the 5,500 large customers from CC&B to ABS for two years and then move them back to CC&B may not be the best use of resources.  

3. Residential Customers

The ACR schedule provides that residential customers should be subject to default CPP one year after AB 1X is no longer effective.  The actual date is indefinite because no one knows when AB 1X will lapse.  However, since CCP requires hourly customer usage information, residential customers cannot be placed on CPP until they have AMI meters and the AMI system is prepared to accept and handle that data for billing purposes.  Consequently, defaulting residential customers to CPP based on AB 1X’s expiration must be done in synch with the AMI deployment.

In addition, massive changes for entire customer classes, like the residential class, create huge needs for customer outreach, education and administration of customer elections.  This work requires lots of time and resources, as well as careful planning, as described below.  The ACR schedule should allow time and resources for this critical work. 

On the other hand, residential opt-in CPP is being launched this year and residential customers will have PTR in 2010, if approved in PG&E’s SMU case.  The Commission should wait and see the level of DR that PG&E achieves from the residential CPP and PTR programs before committing to launching a residential default CPP or TOU.  If the programs are successful at meeting the proposed targets set forth by PG&E in the AMI and SMU applications, the incremental DR that can be attained by default CPP may not be worth the risk of upsetting millions of residential customers.  
C. Customer Education, Outreach, and the Election Process

As discussed in section V above, customer outreach, education and the election process will require time and resources for all customer classes.  For instance, PG&E will need to prepare the customer outreach and education material, program and upload system changes (including those needed for information presentment to customers, customer sign-up, customer  tracking under the approved rate alternatives), and train all the staff involved in customer care for the affected classes, among other things.  Even for a discrete and limited number of customers such as the large C&I class, this effort will take time.  For mass customer classes such as small/medium C&I, small/medium Ag and residential, the complexity, effort and time needed for outreach and education work, and the customer election process will be much greater.  Moreover, the ACR schedule’s yearly changes in default rates and alternative opt-in choices affect every customer class and will magnify the challenges and time requirements.
/   
For all practical purposes, the ACR schedule would put most customers into new default rates before there would be sufficient time for education, which would occur only after customers were already experiencing the bill impacts.

D. Systems Considerations

The ACR schedule for changing default and opt-in alternatives for all customer classes poses substantial challenges to PG&E’s systems.  As described elsewhere, the customer must have a meter that records usage by the necessary time intervals; there must be a timely way for the usage data by time intervals to be communicated back to and accepted by the utility’s customer billing and customer care systems; and the utility’s systems must be able to process the data into billing information under the appropriate billing schedule and record and track it as customer account history.  
Having the right type of meter and effective communication of the data back to the utility are critically important for customers who are not already in a DR program or on an existing opt-in CPP tariffs.  In addition, however, the ACR schedule raises issues in the third area, the systems that process the hourly data into billing information under all the various default time-differentiated billing schedules, and that create customer account history.
The AMI/SMU systems will provide the foundation for the separate, additional applications to implement new time-differentiated, opt-in pricing options.  Those additional applications have never been part of the AMI/SMU project scope and schedule, but PG&E had planned on phasing in the work in a coordinated manner as it progressed with the AMI/SMU work.  The ACR schedule, however, does not lend itself to this phase-in and coordinated approach.  Instead, the ACR’s accelerated schedule and default approach complicate the systems issues.
Since the ACR schedule requires customers to be switched to time differentiated rates before PG&E’s AMI systems work is completed, PG&E would need to find a way to bill opt-in and default RTP and CPP rates for hundreds of thousands of nonresidential customers.  For small/medium C&I and Ag customers, even implementing CPP by itself will require significant and time-consuming CC&B modifications to map usage, including the charges/credits and time periods to calculate the CPP charge (assuming the customer’s meter has captured and sent CC&B the necessary interval usage data.)  Even for default-TOU, as well as CPP, enabling a smooth transition to the new rate will require resolution of many synchronizing issues involving various information and data interfaces and associated activities like bill printing and financial reporting.
/  For RTP, the system challenges will be greater, especially since there is greater uncertainty about what the RTP rate alternative will look like.  For instance, treatment of the RTP rate other than as a rider to the current rate structure will add significant complexity to rate calculations, bill print and revenue reporting processes.
/  
Moreover, PG&E does not perform a full bottom-up billing.  Although each major component is calculated separately, the final billed amount is based on the “total rate”, which includes the generation component.  Any changes to the “total” rate billing concept will require major structural changes in CC&B, bill print and revenue reporting interfaces and systems.

Rate schedules for the residential class are especially complex because of special categories within the class, such as multi-family, CARE, and medical baseline.  These situations add complexity in determining the appropriate customer specific profile and baseline usage for billing rate options like default CPP.
/  This problem would carry over for residential RTP and allocating responsibility for usage in high price versus lower price time-intervals.   
The ACR schedule would require a large number of complex system changes for different customer classes to occur in approximately the same time frames and in the midst of system changes for AMI/SMU that are already on-going.  The result may be a cumulative demand on PG&E’s resources that is simply unworkable and may produce unsatisfactory outcomes.  For instance, the ACR schedule assumes that all changes would be effective for the entire customer class on a given date.  This assumption is not realistic.  Instead, PG&E probably would need to run its rates on at least two, and possibly three, systems under the ACR schedule.  Hence implementation of any pricing programs with designs that differ from the current rate structure may require maintaining up to three sets of different rate schedules running on different systems (e.g. more than 210 rates based on present schedules.)  Such a consequence will complicate and make more time consuming installation of monthly rate changes, as well as the many future rate enhancements and changes contemplated in the ACR. 
E. Customer Assignment

The ACR requirement for default assignment of most customers to new rate schedules would add an additional layer of complex tariff administration to the process of implementing dynamic pricing, independent of the billing system changes described in the preceding section of these comments.  The complexity of this aspect of compliance would be magnified by the fact that new tariff assignments would have to begin while AMI implementation is in progress.  At a minimum, implementing the reassignment of large numbers of customers to new default rate schedules under the timeline contemplated in the ACR would require the following activities:

· Coordinating customer assignment to new tariffs with AMI deployment schedule and developing expanded customer communication messages for the AMI project to encompass default assignment to the new tariffs.  
· Developing systems for tracking and managing any "bill protection" elements of the new tariffs which might be adopted for application during the initial trial period under the customer's new tariff; and

· Developing and managing additional customer communication messages to guide customers through the opt-out process at such time as they are determined to be eligible for opt-out or for making additional rate choices.

Given that California would be the first U.S. jurisdiction to attempt implementation of default TOU, CPP and RTP tariffs on such a wide scale, no past experience from other states or regions would be available to use as a guide in developing these new systems and customer communications efforts.  (Some experience may be available from the initial implementation of SDG&E's new dynamic tariff options, although even this information will take time to develop as San Diego begins implementation of its new pricing programs.)
IX. REVENUE REQUIREMENT ISSUES NOT ADDRESSED BY THE ACR SCHEDULE
A. Additional Revenue Requirement Needs

The ACR schedule should provide for resources for the utility to get the systems in place and train its employees in the new rates and systems.  While PG&E’s AMI/SMU system is a necessary pre-requisite for enabling the changes in rate alternatives envision in the ACR, AMI/SMU is not sufficient by itself.  Additional system changes will be needed to implement all the new rates.
/  Additional capability and/or new systems to present information to customers, facilitate/record/track customers’ election of rate alternatives, and provide their electric usage information to customers will be needed.  There is no provision in PG&E’s existing revenue requirements or pending revenue requirement requests to cover the cost of the work that would be necessary, assuming the Commission was to adopt the ACR schedule, or even the Table II alternative schedule.  Consequently, the ACR schedule would need to be amended to provide for PG&E to request and receive authorization to collect the additional revenue requirement for implementing the new rates eventually approved by the Commission.  
PG&E has roughed out estimates of the costs to implement the ACR schedule.  Overall, PG&E has determined that implementing default, dynamic pricing rate options on the ACR schedule timeline will be very costly.
/  Section V.D, above, reported rough cost estimates for customer education and outreach, including incremental operational support costs, ranging from $79 to $140 million.  In addition, PG&E has developed preliminary estimates of IT systems costs to implement RTP rate options under the ACR schedule. 

The IT systems cost estimates are highly dependent on the preliminary assumptions used, and would change with a more detailed scoping effort, which was not possible for these Comments.
/  Moreover, as the specifications move away from the base assumptions used, cost estimates may increase drastically.  To provide a flavor of the sensitivity of cost estimates to assumptions and specifications, PG&E shows how the cost estimates change depending on the demands being made.  A high level overview of the assumed RTP program deliverables, upon which PG&E bases its preliminary estimate is:

· MRTU is operational and sends day-ahead prices to PG&E, which are used for billing.  MRTU prices will not be adjusted for billing.

· Prices from MRTU are sent to PG&E via a new interface from the MRTU to CC&B.

· Interval usage is retrieved from the SmartMeter system.

· CC&B calculates RTP which replaces the existing “generation” component.  Remaining components are preserved.

· Customers continue to receive a monthly bill which shows their RTP component, and no mid-month bill calculations will occur.

· Customers will have the option to opt-in to the program and system validations will be available to track eligibility.
/
The rough cost estimate for this hypothetical scenario is approximately $30 million.  However, departing from any of the underlying assumptions increases the cost substantially.  
For instance, if billing and generation of charges occurs more than once a month, e.g. to allow customers to see where their bill is mid-month, the estimated additional cost is another approximately $30 million.  Another instructive example is the impact of implementing dynamic pricing programs at different times (base assumption 9).  This would add yet another approximately $30 million to the preliminary IT system cost estimate.  So, with just these two variations on the base assumptions, the estimate would be in the $100 million range.  Other factors that can presently be estimated to increase the scope and time of the project could take the preliminary IT cost estimate up to $225 million.

The customer education and care costs, including training of customer facing employees, records management, operations, advertising, marketing, communications and education, also would increase if implementation occurs in accordance with the ACR proposal.   PG&E would need to educate customers faster.  Therefore, these expenditures would be heavily front-loaded.  PG&E anticipates that with less time to educate customers and less opportunity to readjust its approach in reaction to customer feedback, there will be greater customer confusion and dissatisfaction.  With greater confusion and dissatisfaction, PG&E would need to prepare for added customer interactions at the call centers and with customer representatives, all of which would put upward pressure on costs.

A default process, rather than opt-in, for customer choice forces a decision on customers who are not yet ready to examine their options.  This situation increases the potential for customer complaints and the number of customer contacts would increase exponentially.  Educating skeptical and confused customers and responding to their concerns will require significantly higher customer education and operational costs.

The combined customer education and IT preliminary estimates to implement the ACR schedule range from $134 million to $418 million, if the dynamic pricing options and schedule are mandated without an implementation strategy that considers and makes cost effective choices.  The ACR schedule does not recognize the magnitude of the cost that will result from its directives.  This is another reason PG&E maintains that the ACR schedule is unreasonable.  However, if the Commission requires PG&E to implement default dynamic pricing as reflected in either the ACR schedule or the Table II alternative schedule presented in section XI, PG&E will need to include a request to recover the implementation costs in time for the work to be done.   
If the Commission adopts a schedule for implementing time-differentiated rates for customers such as reflected in the ACR or the Table II alternative schedule presented in section XI, PG&E will present a more definitive estimate and request cost recovery as part of the filing to be made in November 2008, or other appropriate proceeding.
B. Effect of New Rate Paradigm on Revenue Requirement Collection

Parts of the rate guidance would contribute to instability in the collection of PG&E’s revenue requirement, while others parts might help stabilize revenue collection.  Uncertainty over the effect of the changes contemplated in the ACR schedule raises the question of where revenue recovery mechanisms and balance account operation under the new regime will be addressed.  The ACR schedule would put default time-differentiated rates into place without first addressing and managing potential resulting increased balance account imbalances.  The Commission should correct this omission before adopting a schedule or providing rate guidance.  
X. THERE SHOULD BE EVIDENTIARY HEARINGS TO CREATE A RECORD UPON WHICH TO DETERMINE WHETHER THE ACR PROPOSALS ARE THE ONES THAT WILL REASONABLY AND COST EFFECTIVELY ACHIEVE THE COMMISSION’S OBJECTIVES

TURN, in its December 11, 2007 conditional motion for evidentiary hearings, argued that evidentiary hearings were needed if the Commission intended to consider polices that would establish a time-differentiated rate structure for residential customers on a default basis.  The ACR does just that, establishes default CPP for residential customers once AB 1X lapses. Nevertheless, the ACR concludes that no one had demonstrated a disputed material issue of fact that would affect the Commission’s deliberations.  Therefore, the ACR schedule does not provide for evidentiary hearings, although it indicates that the schedule could be revised if the Commission later determined that evidentiary hearings were necessary.  PG&E believes that time has come and that evidentiary hearings are needed, not just with regard to the residential class, but with regard to all classes potentially subject to default rates.  

The ACR proposes an aggressive schedule for defaulting almost all PG&E customer classes to time-differentiated rates.  Moving customers to default RTP, CPP and TOU represents a major change in policy and practice.  It may seem intuitive that requiring customers to opt out of a time-differentiated rate will result in more customers remaining on such rates and therefore better overall energy management, which may be why the ACR proposes to institute default rates as a matter of policy without requiring any evidentiary showing.  However, such intuition is based on presently unsupported factual assumptions.  As PG&E demonstrates at length above, the evidence suggests that the opt-in option, especially when netted against the high costs inherent in the ACR proposal, may achieve similar results overall in terms of demand response and better customer satisfaction.  

Studies and experience establish that customer acceptance of dynamic or time-differentiated rates tends to be higher when they have chosen them rather than having been defaulted onto them.  Much demand response may be gained through existing voluntary programs.  There is no evidence in the record of what the incremental benefits from opt-out as opposed to opt-in rates are assumed to be.  There is no evidence demonstrating that such incremental benefits, assuming there are any, would be worth the additional costs, both financial and in terms of customer satisfaction.  Nor is there any evidentiary basis to determine if the ACR schedule is reasonable.   PG&E shows, on the other hand, that for a variety of reasons it is not.

In California Manufacturers Association v. Public Utilities Commission, 24 Cal. 3d 251, 259 (1979), the Supreme Court annulled the Commission's decisions allocating gas rate increases among utility users because of the lack of findings and evidence establishing that the method adopted would accomplish the policy goal of conserving natural gas resources to any greater extent than would other proposed allocation methods.  The ACR now seeks to accomplish through dynamic pricing something similar to what the Commission 30 years ago sought to accomplish through tiered rates.  In either case, however, the adopted methodology must be supported by finding and evidence showing that "the method adopted will result in conserving more [energy] than would other proposed methods."  As the Court noted at 258-259, "Findings are essential to 'afford a rational basis for judicial review and assist the reviewing court to ascertain the principles relied upon by the commission to determine whether it acted arbitrarily, as well as assist parties to know why the case was lost and to prepare for rehearing or review, assist others planning activities involving similar questions, and serve to help the commission avoid careless and arbitrary actions.’ [citations omitted] "
The Commission should schedule hearings to consider the following factual issues, inter alia:

· The availability of AMI meters to support the ACR schedule. 

· Incremental capital requirements that may be triggered by any required changes in the meter install schedule.

· Whether billing system modifications can be made and tested in a cost effective way consistent with the ACR schedule.

· Whether other system upgrades can be made and tested in a cost effective way consistent with the ACR schedule.

· The time and costs required to educate the various customer classes so as to overcome what experience shows to be their general resistance to mandatory time differentiated rates.

· The extent to which various customer classes will be able to affect peaks given the projected availability of assistive devices.

·  Coordination of time differentiated rates with other DR products being developed in other proceedings.

· The amount of experience under MRTU needed before it will be prudent to introduce time differentiated rates to various customer classes.  

· Rate design options that will best achieve the Commission’s objectives.    

· The feasibility of first year bill protection for various customer classes and dynamic rate options.

 In conclusion, were the Commission to proceed with a May 2008 policy decision on the ACR timetable and rate guidance without further opportunity for interested parties to be heard, the changes and timetable would become Commission policy in an evidentiary vacuum.  
XI. TABLE II ALTERNATIVE SCHEDULE
PG&E remains firmly committed to preserving customer choice and keeping opt-in as the preferred way to transition customers to time-differentiated rate options.  Moreover, adequate time for education, outreach and the customer election process on all the changes, both in the CAISO market and around the new retail rate options, must be built into whatever schedule ultimately is implemented.  
In the event the Commission nevertheless orders default options, it should focus opt-out dynamic pricing on customer segments with significant demand response potential.  Moreover, with the uncertainty over the potential content and process for developing and adopting a RTP tariff, it is premature to set a specific time frame for anything except an opt-in RTP tariff.  In addition, installation of AMI meters to record interval data that customers need to understand their usage patterns and make informed decisions about pricing options will not be complete until the end of 2011.  The Table II alternative schedule below incorporates these concepts and is a more pragmatic alternative to the ACR schedule.
The Table II alternative schedule would provide default TOU for medium C&I customers 20-200 kW by January 1, 2011.
/  It would also provide for default opt-out CPP in 2011 for large C&I customers above 200 kW.  Both of these proposed tariffs would be filed in a November 2008 application, with an expected approval date no later than December 2009.
/  During 2010 PG&E would conduct customer education and outreach, including design of rate comparison tools to assist the customer’s decision-making.
/  PG&E also recommends that customers be permitted to opt out of the new default TOU and new default CPP at any time rather than being required to stay on the default rate during a 12 month period.  
Table II

Alternative Schedule for Dynamic Pricing Implementation *
	Customer Group
	2008
	2009
	2010
	2011
	2012
	2013

	Residential

4.5 million customers
	Opt-in CPP and opt-in TOU available

	
	Default PTR goes into effect

3/10 opt-in RTP filed in GRC 2
	1/1/11 opt-in RTP tariff approved + Education + tools
	Education & outreach, 
	Opt-in RTP available 

Default TOU/CPP Post AB1X to be considered in next GRC

	1-20 kW

C&I (A-1 and A-6  customers)
350 thousand customers
	Opt-in-CPP and opt-in TOU available

	
	3/10 opt-in RTP filed in GRC 2
	1/1/11 opt-in RTP tariff approved +Education+  tools
	Education & outreach
	Opt-in RTP available 

Default TOU/CPP to be considered in next GRC

	20-200 kW

C&I (A-10 and E-19V customers)
30 thousand customers
	File default TOU app 11/08
Opt-in CPP and opt-in TOU available

	12/09 decision on Default TOU


	1/1/10 default TOU tariff approved

Ed + on-line tools and Outreach start for TOU
3/10 opt-in RTP filed in GRC 2
	Default TOU tariff goes into effect 1/1/11, customer defaults if has 12  months of the customer's interval data, + Education + outreach + on-line tools 
1/1/11 opt-in RTP tariff approved + Education + tools
	Opt-in RTP available 5/1/12 
	Default CPP proposal to be considered  in next GRC cycle after default TOU experience gained


	200+ kW C&I

10 thousand customers
	File default CPP app 11/08

Default TOU

Opt-in CPP available

	12/09 decision on default CPP
(Market research needs for RTP)
	1/1/10 default CPP tariff approved, Education + tools + outreach development
3/10 opt-in RTP filed in GRC 2 + Education + on-line tool development for RTP and default CPP starts
	5/1/11 default CPP goes into effect, with opt-out due 1/1/11
1/1/11 opt-in RTP tariff approved, ED + on-line tools, rate comparisons, elections
	Opt-in RTP tariff effective 5/1/12
	

	Ag customers

80 thousand customers


	Opt-in-CPP and opt-in TOU available

	
	3/10 opt-in RTP filed in GRC 2
Default TOU/CPP to be considered in 3/10 GRC 2
	1/1/11 opt-in RTP tariff approved +Education+  tools
	Opt-in RTP available 

Education & outreach
	


*  RTP filings and effective dates are in pink font; new default TOU and CPP filings and effective dates are in red font; future default TOU/CPP filings beyond 2012 are in green font.  This table is also presented in Attachment A organized by rate type.

With respect to RTP, this alternative schedule assumes that MRTU Release 1 is implemented successfully by January 1, 2009 and adequate market experience can be gained to allow an opt-in tariff to be designed and filed in PG&E’s 2011 GRC Phase 2 in March 2010.  If MRTU Release 1 implementation occurs after that date, the time line for the opt-in RTP filing and implementation would be delayed.  Assuming MRTU Release 1 implementation occurs as presently planned, however, this proposal would allow opt-in RTP for large C&I customers, medium C&I customers, and Series B and C Ag customers to start in 2012.  Opt-in RTP would then be phased in during 2013 for residential customers, small C& I customers, and Series A Ag customers.  
The Table II alternative schedule dove-tails better with the expected MRTU implementation, the AMI/SMU deployment, systems developments at the CAISO and PG&E, the need for thorough customer education and outreach about the pending changes, and future technology developments like HAN.
/  The phase-in also focuses first on the customer classes that should be better prepared to deal with the changes.  
Several key factors influenced the development of the Table II alternate schedule, especially for the customers below 20 kW.  Below 20 kW (defined as A1 and A6 for this schedule) customers’ energy understanding and usage are similar to that of residential customers and they would similarly benefit from education.  Research suggests that below 20 kW non-residential customers also have less demand response potential from pricing programs.  As a result, PG&E proposes different schedules for below 20 kW and 20 to 200 kW (defined as A10 and E19 customers with demand between 20 and 200 kW) C&I customers.

PG&E’s Ag class, with less than a hundred thousand customers, represents less than five percent of system demand and there are many existing rate options specially tailored for different types of Ag customers.  Also, 80 to 85 percent Ag sales already are on a TOU rate.  It is not clear what additional price responsive demand could be derived from this class through CPP.  However, PG&E could include an opt-in RTP option for this customer class in the 2011 GRC Phase 2 case.  

If the Commission decides to adopt a policy decision with an implementation schedule requiring new default dynamic pricing options for more customer classes, PG&E requests that the Commission consider the Table II alternative schedule instead of the ACR schedule.  In addition, PG&E recommends that the Commission schedule evidentiary hearings in this case on issues raised in these Comments.
/  Better yet, the Commission should not adopt default dynamic pricing as its policy, but instead should accept endorse PG&E’s opt-in approach to dynamic pricing.  
	Dated:
February 28, 2008
	Respectfully Submitted,
Andrew L. Niven

Deborah S. Shefler

Shirley A. Woo
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Attachment A
Table II (organized by rate type)

Alternative Schedule of Dynamic Pricing Implementation for Consideration

Residential, Commercial & Industrial (< 20 kW)

And Agricultural (< 35 kW)

	Rate Structure
	2008
	2009
	2010
	2011
	2012
	2013

	Residential -- 4.5 million customers

	CPP
	Opt-in
	
	
	
	
	Default considered in next GRC

	TOU
	Opt-in
	
	
	
	
	Default considered in next GRC

	PTR
	
	
	Default rate
	
	
	

	RTP
	
	
	Opt-in filed in GRC 2 (Mar)
	Opt-in approved (Jan); 

Outreach & education
	Outreach & education
	Opt-in available

	Commercial & Industrial (less than 20 kW) -- 350,000 customers

	CPP
	Opt-in
	
	
	
	
	Default considered in next GRC

	TOU
	Opt-in
	
	
	
	
	Default considered in next GRC

	RTP
	
	
	Opt-in filed in GRC 2 (Mar)
	Opt-in approved (Jan);

Outreach & education
	Outreach & education
	Opt-in available

	Agricultural – 80,000 customers

	CPP
	Opt-in
	
	
	
	
	Default considered in next GRC

	TOU
	Opt-in
	
	
	
	
	Default considered in next GRC

	RTP
	
	
	Opt-in filed in GRC 2 (Mar)
	
	
	


Table II (cont.)

Alternative Schedule of Dynamic Pricing Implementation for Consideration

Commercial & Industrial (> 20 kW) and Agricultural (< 35 kW)

	Rate Structure
	2008
	2009
	2010
	2011
	2012
	2013

	Commercial & Industrial (20-200 kW) -- 30,000 customers

	CPP
	Opt-in 
	
	
	
	
	Default proposal considered  in next GRC after default TOU experience 

	TOU
	Opt-in and file default (Nov)
	Decision on default (Dec)
	Default rate schedule approved (Jan);

Outreach & education begins
	Default rate schedule effective  (Jan);

Customer defaults if has 12  months of the customer's interval data;

Outreach, education, & on-line tools
	
	

	RTP
	
	
	Opt-in filed in GRC 2 (Mar)
	Opt-in approved (Jan); 

Outreach & education
	Opt-in available (May)
	

	Commercial  & Industrial (greater than 200 kW) -- 10,000 customers

	CPP
	Opt-in and file default (Nov)
	Decision on default (Dec)
	Default rate schedule approved (Jan);

Outreach & education begins
	Default effective (May); Opt-out due 1/1/11 
	
	

	TOU
	Default
	
	
	
	
	

	RTP
	
	Conduct market research
	Opt-in filed in GRC 2 (Mar);

Outreach and education developed
	Opt-in approved (Jan); Outreach, education, on-line tools, rate comparisons and elections 
	Opt-in effective (May)
	


�/	The filing date for comments on the ACR was extended to February 28, 2008 by Administrative Law Judge Fukutome in a ruling issued February 6, 2008.


�/	See, PG&E A. 07-12-009.  


�/	Further, as explained in sections VII D and VIII. D,  below, the complexity of the transition will be greatest for the more specialized rate schedules, like those for multi-family homes and low income customers, and will require a disproportionate amount of time and money.


�/	The deferral must also avoid starting retail RTP during summer.


�/	The CAISO’s “MRTU Infrastructure Working Group” is the appropriate venue to discuss these issues and determine what, if any, infrastructure is necessary to communicate these signals to the market.  However, the MRTU Infrastructure Working Group will not meet again until March 2008.  


�/	Participating Load is load that can participate directly in CAISO markets.


�/	The estimated costs to move 5,500 large C&I customers from CC&B to ABS are based on previous work and may change when updated.  In addition, a very rough estimate of the cost to move the customers from ABS back to CC&B is in the range of $15 million.


�/	Also, if customers participate in a CAISO DR program, will they be permitted to opt-out of the default rate?  


�/	Phase 2 of R.07-01-041, the DR rule making, should take into account the impacts of dynamic pricing on IOU DR goals.  The assigned commissioner ruling in the DR OIR on goals was issued on October 1, 2007 and proposed a number of linkages between dynamic pricing and goals for the 2009-2011 DR Programs.  The DR rulemaking assigned commissioner ruling includes design features that enable customers to participate in the CAISO’s market, incorporation of market signals and alignment of wholesale prices, etc.  That DR assigned commissioner ruling also asked if quantitative DR goals should be set, and if so where and how.  Parties submitted comments on these proposed goals and a Proposed Decision has not yet issued.  The Commission should consider the final decision in the DR OIR on goals before it issues a detailed plan on dynamic rates.


�/	These venues include the Commission’s DR Rulemaking R.07-01-041 and the CAISO MRTU working groups.


�/	ACR, p. 8.  


�/	Puget Sound customers experienced higher bills due to an added meter charge and certain changes in the rate design.  However, customers defaulted onto a dynamic price may find their bills significantly higher due to a spike in the price for energy or in peak hour use of energy, as during a heat wave.  These customers may similarly revolt.


�/	The Seattle Times, November 7, 2002. PSE drops time-of-use plan


 �HYPERLINK http://seattletimes.nwsource.com/cgi-bin/PrintStory.pl?document_id=134570996&slug=pse07m&date=20021107 ��http://seattletimes.nwsource.com/cgi-bin/PrintStory.pl?document_id=134570996&slug=pse07m&date=20021107�


�/	The Rate Option Positioning Research dated February 1, 2008.  


�/	For those customers who have one year of usage history from an interval meter but are not on TOU rates, PG&E recommends a period of twelve months as necessary to provide customer education and an opportunity to make an informed enrollment decision before a default rate become effective for the customer.


�/	PG&E agrees that residential customers will default onto Peak Time Rebate (PTR) as described in the ACR schedule, and as proposed in PG&E’s pending SMU case.


�/	This estimate includes customer research, advertising and marketing of $35 million to $88 million.  Incremental operational support, including training and materials for customer-facing employees, increased employee interaction with customers, on-line enrollment, and rate analysis tools, is estimated at $24 million to $52 million.


�/	Approximately 80 to 85 percent of PG&E’s Ag sales already are on TOU.  


�/	Furthermore, since flat-rate options would disappear with the introduction of default TOU for the small/medium C&I customer class, there may be no real point in providing first-year bill protection, since the previous rate option would no longer be available.  


�/	With respect to multi-family customers, the usage pattern for these customers are based on the usage pattern for the tenants who are not PG&E customers.  Unless the landlords are willing to invest in the technology and infrastructure to provide TOU metering for the tenants, there is no way to know the usage pattern for individual tenants and individual tenants cannot receive rate benefits for changing their usage behavior.  In addition, there is already a difference between the kWh usage PG&E bills to the landlord and what the landlord bills to its tenant, which cannot be reconciled due to the liming of meter reads and other factors.


�/	The 1/1/10 and 1/1/11 effective date for both small/medium C&I customer default TOU with CPP and small/medium Ag customer default TOU apply to customers with interval meters.  The 1/1/12 effective date applies to all customers in those customer classes.


�/	Appendix A of the ACR is inconsistent in its description of the new default for small and medium C&I customers.  At one place the new default is called TOU with CPP.  In another place it is called CPP.  


�/	There may be some small or medium customers in these two customer groups that have interval meters for load research purposes or have elected to participate in a DR program through an aggregator.  However, that number is not large enough to warrant preparation of new opt-out default rate schedules, with all the implementation complications, work and costs that would be involved.  Moreover, customers should not be singled out for a new default time-differentiated rate schedule just because their service location has been used for load research purposes in the past. 


�/	The CC&B system has been developed to take usage information directly from the AMI meters PG&E is installing.  It does not have the ability to accept interval meter communications.


�/	The work, time and costs needed to move these customers to default CPP billing were explored in the large customer CPP case, A.05-01-016.  


�/	In addition, the massive scope of the default rate changes could render certain desirable features of a customer outreach program infeasible.  One example would be shadow bills.  In the large customer CPP proceeding, PG&E anticipated that shadow bills could be very helpful in advancing the large customers’ understanding of how the adopted CPP rates would affect them.  However, shadow bills simply would not be possible for the type and scope of rate changes anticipated in the ACR schedule. 


�/	For some dynamic pricing options, such as TOU, providing first year bill protection simply may not be feasible.  


�/	RTP may also require system coordination and interfaces with the CAISO and its systems that would be additive to the internal systems work PG&E currently anticipates.


�/	See Section VII.D above.


�/	For billing system purposes, the extent, cost and difficulty the changes will depend on what the Commission approves.  If a new rate option affects only the generation component of rates, the change should not be too complicated.  Similarly, if the new rate option operates as a rider to the existing rate structure, the change may not be difficult.  Conversely, if a new rate alternative involves restructuring the rate, the billing system change could be massive, difficult and time-consuming.


�/	Even the Table II schedule developed as an alternative to the ACR schedule will be expensive to implement.


�/	The preliminary estimates did not include the opportunity to evaluate alternative rate design options, technical solutions, implementation strategies or detailed resource planning. 


�/	The base assumptions for estimating this scenario are:


SmartMeter data retrieval and billing functionality is in place and scalable.


RTP is calculated as a “rider, and does not impact other generation components or other rate components such as transmission, distribution, etc.


MRTU prices do not require true-up.


One price is used for all usage (no tiers).


The RTP program excludes multifamily and streetlight customers.


Rate design eliminates rate limiter and minimum bill concept.


Billing and generation of charges only occurs once a month (no mid-month calculations).


MRTU is operational and able to provide data to PG&E prior to commence of IT systems work.


All dynamic pricing programs are implemented concurrently as one project.





�/	Only customers with twelve months of interval data available for analysis would be subject to default TOU on or after 1/1/2011, to allow reasonable understanding for both their summer and winter usage patterns.


�/	That application would include a request for authority to recover the costs associated with implementation of the schedule, whether the ACR or the Table II alternative schedule.


�/	PG&E’s experience with the large customer CPP was that customers need the certainty of an approved tariff and rate comparison tools to understand the impact of the rate option.  The education process takes about twelve months.


�/	This alternative schedule also will require additional resources to implement, but should be less disruptive, more manageable, and less costly than implementing the ACR schedule would be.  


�/	If the Commission continues to reject the idea of hearings in this case, at a minimum, it should schedule one or more workshops on, among other things, rate design and guidance issues discussed in these comments to better inform its future policy decision.  








