RATEMAKING TREATMENT OF RTP COST RECOVERY

I.
INTRODUCTION

Numerous parties have contributed during the spring and summer of 2001 to the development of real time pricing (RTP) tariffs as part of Application (A.).00-11-038 et al.  The California Energy Commission (CEC) has submitted testimony proposing implementation of a voluntary, two-part RTP tariff.  In Decision (D.).01-05-064, the CPUC announced its intention to authorize an RTP tariff in the summer of 2001.  On June 21, 2001 the CEC submitted a Petition to Modify D.01-05-064, including a complete pro forma RTP tariff, requesting that the CPUC adopt this tariff in lieu of the development process outlined in the decision.  A Draft Decision (DD) denying the CEC’s June 21 Petition, but directing the utility distribution companies (UDCs) to file their own RTP tariff proposals on August 17, 2001 was issued by Administrative Law Judge (ALJ) Walwyn on July 19.  The CEC and several addition parties filed comments on the DD proposing that the CEC’s RTP tariff, or minor variants thereto, be implemented immediately.

 
During the development of the RTP tariff, the issues of net costs for its operation and identifiable costs versus likely, but unaccounted for benefits were raised in comments.   Southern California Edison (SCE), in particular, raised issues about the willingness of the Department of Water Resources (DWR) to express support for these costs.  Similar issues had been raised about cost recovery for other programs, such as the Governor’s 20/20 conservation program, the Independent System Operator (ISO) Demand Relief, and the Demand Bidding Programs.  For these programmatic efforts, outside of tariff rates, the CPUC and DWR appear to believe that specifically including them in the Rate Agreement
 and estimating their costs in DWR’s computation of revenue requirements
 is the appropriate approach.

The draft Rate Agreement between DWR and CPUC does not specifically include references to real-time pricing.  This omission is critical if RTP is viewed as a demand reduction program that exists outside of rates.  It is not important if the CPUC and DWR understand RTP tariffs as simply another variant of numerous tariffs authorized under the ratemaking authority of the CPUC, none of which is specifically enumerated in the rate agreement.  Since UDCs have raised the issue of whether RTP costs are specifically authorized under arrangements between DWR and CPUC, it is now essential that the CPUC and DWR mutually determine how RTP is to be classified, and to publicly announce that decision.

Inclusion of RTP as an enumerated program, or a determination that it is a tariff and therefore is automatically “funded” is required separate and apart from the issue of the CEC’s specific RTP tariff proposal of July 26, 2001.  The CPUC has declared its intent to adopt an RTP tariff in D.01-05-064.  The DD of ALJ Walwyn directs UDCs to file their own RTP proposals on August 17, 2001.  The CPUC has clearly declared its intent to have RTP in some form this year.  Most importantly, legislation requires the CPUC to have an RTP tariff in place no later than December 31, 2001.

II.
RTP AS A TARIFF

ABX1-1 creating DWR’s authority to act as an energy procurement agent on behalf of retail, bundled service end-users for electrical corporations makes no mention of any constraints on CPUC ratemaking authority, with the limited exception of the prohibition of increased rates for residential customers with usage less than or equal to 130 percent of baseline values.  In general, the CPUC is obligated to adjust rates, fees and surcharges to recover DWR’s revenue requirements.  The CPUC has acted twice during calendar year 2001 to raise rates for most customers in an effort to recover estimates of DWR’s revenue requirements.  In various filings and rulings, the CPUC is now acting to address recovery of DWR’s revenue requirements through a Rate Agreement that spells out in detail what sort of costs and activities are recoverable, and through a review of DWR’s most recent estimate of its revenue requirements.  

None of these DWR filings or the CPUC’s responses to them enumerate any specific tariff.  There is no need for the Rate Agreement to do so or for the DWR’s revenue requirements estimates to call out the impacts of any single tariff.  Thus, considering RTP as a tariff means that no specific enumeration of RTP is needed in these CPUC-DWR agreements about revenue requirements.  Rather, the CPUC is free, from the perspective of the Rate Agreement, to add, delete and revise tariffs in any manner it chooses under the confines of its statutory authority.  Moreover, to even attempt to pursue enumeration of tariffs within the Rate Agreement is an idle exercise since there are hundreds of tariffs and they change constantly in response to changing UDC costs and other CPUC ratemaking decisions.

If the CPUC declares that RTP is a tariff, then this should satisfy SCE’s concerns that RTP costs will be recovered.

III.
RTP AS A PROGRAM

If the CPUC is unwilling to classify RTP as a tariff, then the draft Rate Agreement between CPUC and DWR must be modified to include RTP as an enumerated demand reduction program.  Further, the July 23, 2001 letter and attachments from DWR Director Hannigan must be augmented to include an estimate of the annual costs of RTP as a program.

III.A Inclusion of RTP in the Rate Agreement

The easiest mechanism to recognize RTP as a program within the construct of the rate agreement is to add the following phrase to page 3, in item (iii) of the definition of Operating Expenses, “, any real-time pricing tariffs” to follow the existing phrase, …demand relief program….”  This would result in item (iii) reading:

(iii)
costs incurred to avoid or minimize the amount of Power required to be purchased for retail end-use customers pursuant to the Act, as follows: the 20/20 conservation program, the California Independent System Operator demand relief program, any real-time pricing tariffs and the demand bidding program jointly developed by the California Independent System Operator, the Commission and the three investor owned utilities implemented through filings with the Commission.
(Emphasis added)
III.B Inclusion of RTP in DWR Revenue Requirements

If it is necessary to add RTP as an enumerated program within the DWR revenue requirements in parallel with the treatment of the Governor’s 20:20 conservation program, ISO Demand Relief program, and Demand Bidding program, then the CEC proposes the following cost estimate - $3 – 13 million per full calendar year.  For the balance of year 2001, this would imply approximately $1-5 million, and for year 2002 the full $3 – 13 million should be used.

An annual estimate of $3 – 13 million results from a range of scenarios that quantify net costs.  A particular scenario costing $6.7 million on an annualized basis used the following assumptions:

· 1175 MW of summer peak load for participating customers 

· 200 MW of peak load reduction;

· an average of $350 per Mwh for Stage 1, 2, and 3 reliability payments

· a summer season mix of ISO declared emergencies of: 

· Stage 1 – 10, Stage 2 – 5, Stage 3 – 2

· a winter season mix of ISO declared emergencies of :

· Stage 1 – 3, Stage 2 – 2, Stage 3 – 1

The actual net costs of operating the CEC’s proposed RTP tariff are readily tracked since as a supplement to the participant’s base tariff, the incremental costs or credits from the participant’s activities will be computed as part of the monthly billing process.  Thus, there will be a readily auditable chain of customer-specific financial calculations that can be accessed should the CPUC and DWR wish to adjust actual revenue requirements for RTP rather than rely upon ex ante cost estimates without true-up.

IV.
RECOMMENDATION

The CEC proposes that the CPUC and DWR explicitly recognize RTP as simply one tariff among many.  Such a tariff is desirable for economic efficiency and is required by statute.  Every tariff has complications that raise questions about whether that tariff specifically collects revenues that exactly match its cost of service.  The expedited ratemaking that has been required during calendar 2001 to adjust to the rapidly changing California Energy Crisis means that specific rate designs for specific tariffs are likely to be less explicitly tied to costs of service than is desired.  Under these circumstances, there is no reason to attempt to hold RTP as a tariff to any higher standard than any other tariff that exists, especially when the revenue versus cost disparities are likely to be much larger for other tariffs.

A simple declaration by the CPUC that RTP will be considered as a tariff for DWR revenue requirements should resolve any concerns raised by SCE and other parties that RTP costs must be specifically authorized.
� The draft Rate Agreement circulated for public comment by President Lynch’s ACR dated July 18, 2001 includes a specific enumeration of these programs on page 3, as item (iii) within the definition of operating expenses.


� The most recent communication of DWR revenue requirements is the letter from DWR director Thomas Hannigan dated July 23, 2001.  This letter and its attachments was distributed for public comment by a Joint Assigned Commissioner Ruling dated July 24, 2001.  Exhibit B in DWR’s letter includes cost assessments for each of three demand reduction programs: 20:20, ISO Demand Relief, and Demand Bidding.  


� ABX1-28, chaptered 5/22/01, creates Public Utilities Code Section 353.3.  Subsection (b) obligates the CPUC to have an RTP tariff in place on or before December 31, 2001.
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