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CUSTOMER CLASSIFICATION/RATE DESIGN

1.
Should generic customer classifications be adopted?

· If so, what principles should guide the determination?

· Should the customer classifications in the NUA be adopted as the generic customer classifications?

· If the NUA is not adopted, what should the generic classes be?

· Should exceptions to the generic customer classifications and rate design be approved for specific utilities?

· Is it appropriate to consider exceptions at a later time?

· What factors should be considered in determining exceptions?
· Should customer impacts be considered in determination of exceptions?

Summary:  It is appropriate to adopt the generic customer classifications proposed in this docket only if the Commission implements mechanisms to prevent intra-class subsidization of large use and high load factor customers by small use and low load factor customers.  Cities recommend that the Commission issue an order in this docket generally prohibiting such subsidization and implementing mechanisms alleviating inequities caused by consolidation.  In the alternative, Cities support a Commission order requiring parties to propose particular mechanisms mitigating subsidization in the individual unbundled cost of service (UCOS) dockets.

Analysis:  The Commission has consistently maintained that cost causation principles should drive the establishment of T&D rates.  These principles, considered in conjunction with the NUA classifications, suggest that class consolidation of disparate customer types weaken the correlation between cost drivers and cost recovery.  

It is well-settled theory that as the degree of similarity within a class increases, it becomes easier to assign costs in an equitable manner.  For example, high load factor customers are likely to use electricity at a relatively constant rate.  CC/RD Cities Ex. 2 at 5.  If high load factor customers are the only members of a particular class, rate design should be a simple task because an individual customer’s maximum demand is a good proxy for their demand at the time of the class, system, and ERCOT maximum.  CC/RD Cities Ex. 2 at 5.  However, when customer types whose usage characteristics vary substantially are consolidated with high load factor customers, as under the NUA, rate design that attempts to assign costs based upon class and system peaks it is far more likely to produce inequitable results.  As a result, the same use of customer maximum demand that equitably assigned costs by class and system peaks for homogenous high load factor customers now assigns too large a share of costs to low load factor customers with dissimilar usage profiles (as compared to high load factor customers.)  Id. 

Cities recognize that consolidation of existing rate classes furthers competitive goals by streamlining the regulatory process and simplifying marketing decisions for providers of retail electric service.  CC/RD Cities Ex. 1 at 7.  However, the efficiencies gained by consolidation do not outweigh the problems created for small use and low load factor customers who will be forced to fund class demand charges in a manner disproportional to their actual use. 

The systematic discrimination against small use and low load factor customers caused by the proposed consolidation together with suggested demand ratchets means that these customers are likely to have few (if any) competitive options.  Id.  Therefore, if the Commission adopts the NUA classifications, Cities recommend that the Commission also adopt in this docket appropriate mechanisms to mitigate the negative impact of consolidation upon small use and low load factor customers.  In the alternative, Cities support an order permitting parties to propose such mechanisms in the UCOS dockets.  Appropriate mechanisms may include, but are not limited to, elimination of ratchets for particular customers (CC/RD Cities Ex. 1 at 7), creation of a subgroup within the class for disparately affected customers (Tr. at 1079, line 21-22), allowance for low load factor primary service customers to take service under the tariff for secondary service (CC/RD Cities Ex. 2 at 14-15), stratification of primary service customer charges (id.), and/or capping the minimum bill for T&D service to low volume customers at the current customer charge for bundled service.  (CC/RD EGSI Ex. 1).   

2.
Should generic design of TDU rates be adopted?

· If so, what principles should guide the determination?

· Should the generic rate design include a customer charge for each class?

· What elements should be included in the customer charge?

· Should exceptions to the generic customer classifications and rate design be approved for specific utilities?

· Is it appropriate to consider exceptions at a later time?

· What factors should be considered in determining exceptions?
· Should customer impacts be considered in determination of exceptions?

Summary:  Similar to Cities’ reservation regarding generic customer classifications, adoption of a generic design for T&D rates is appropriate only if the Commission takes steps to eliminate negative customer impacts caused by the grouping of dissimilar customers.  Cost causation principles and preservation of headroom should drive the generic design of rates.  Costs classified as customer-related and recoverable based upon maximum customer demand include investment and expenses associated with meters and service drops, meter reading, and customer billing.  Costs for shared facilities (distribution transformers, poles, conduits and lines) are not properly classified as customer-related and should not be allocated using maximum customer demand.  CC/RD Cities Ex. 8-9, 15-16.

Analysis:  Given the increased consolidation proposed by the NUA, costs should not be assigned on a class average-based pricing as suggested by TIEC and TRA witnesses.  CC/RD TIEC Ex.  2, CC/RD TRA Ex. 2.  To do so ignores the disparate load factors inherent in the class (Tr. at 1088, line 9 – 17) and impermissibly favors high load factor customers at the expense of low load factor customers (CC/RD Cities Ex. 2 at 4, Tr. at 1085, line 20 – 1086, line 3.) 

A customer’s maximum demand is an important determinant of premise specific costs.  However, premise specific costs (meters and service drops) are a small component of the distribution and transmission system facilities.  CC/RD Cities Ex. 1 at 8.  Transformers, lines and substations are shared facilities necessary for the final delivery of power from the generating facility to the customer.  For generic rate design purposes, maximum customer demand is not a good determinant to allocate shared facilities’ costs among customers because the facilities are sized according the maximum joint demand of all customers.  CC/RD Cities Ex. 1 at 9.  System peak demand and class maximum demand is always less than the sum of the maximum demands of individual customers because all customer demands do not peak simultaneously.  The system’s cost causing variable is the customer’s contribution to class maximum demand.  Tr. at 1089, line 8 - 16.  The degree to which the timing of maximum demands varies among customers is referred to as demand diversity.  Id. 

Usage characteristics between high and low load factor customers vary dramatically.  High load factor customers’ demands do not vary much from hour to hour.  As a result, a single high load factor customer’s demand at the time of the class peak demand (also referred to as maximum diversified demand or MDD) is generally similar to its demand throughout the month.  CC/RD Cities Ex. 2 at 5.  In contrast, hourly demand for a low load factor customer is far more variable.  This means that the likelihood of a low load factor customer’s maximum demand occurring at the same time as the class and system peaks is much more tenuous.  Id.

The system is sized to handle the single greatest period of customer demand for instantaneous energy usage.  CC/RD Cities Ex. 1 at 8.  Therefore, if the Commission had access to “perfect” information, rates would be developed based upon the individual customer’s contribution to the class demand peak and system demand peak.   However, most residential and small commercial customers do not have meters that possess the technical sophistication to measure customer demand at the time of class or system peak demand.  Instead, meters for these customers are typically only capable of measuring the customer’s maximum demand for the period absent any indication of the proximity to class or system peak demand.  (Id.)  Less technically proficient meters do not pose significant problems for high load factor customers because of the customers’ generally constrained level use.  At the same time, these meters exacerbate the problem of rate design for low load factor customers because of the variable nature of their individual on-peak demands.  This means that incomplete information is known for the very customers that would benefit from exact data correlating individual peak to class peak.   

This much is known: based upon a review of the load research information provided by TXU, only five of the 66 small general service primary customers for whom information was provided recorded their on-peak maximum demand during September,
 the month when demand for the class peaked.  CC/RD Cities Ex. 3 at 3-4.   Instead of using the customer’s maximum demand whenever it occurs as a proxy for demand at the time of the class peak, it is more appropriate to review individual customer contributions to the class peak i.e., individual customer coincidence factors.  CC/RD Cities Ex. 2 at 5.  The higher a customer’s coincidence 

factor, the more likely that a 10 kW addition to that customer’s demand would increase the size of the class peak system.  Tr. at 1108 – 1114.  For example, TXU’s SGP Customer No. 54 has a coincidence factor of 50.84%.  CC/RD Cities Ex. 3a.  Therefore, for every 10 kW of increase in Customer 54’s on-peak maximum demand, the customer adds 5.08 kW to the class peak.  Tr. at 1108-1114.

Incorporating the consideration of an individual customer’s coincidence factor into the general principles of rate design discussed above – we should expect a fair rate design to allocate costs to the customer based primarily upon his demand requirement at the time of greatest class and system usage.  CC/RD Cities Ex. 2 at 5.  In general, the closer the match between a customer’s coincidence factor and the level of the ratchet used to allocate demand charges, the fairer the system.  In other words, the coincidence factor percentage and the ratchet assessed should approximate each other.  Id.  Even if an 80% ratchet is generally consistent with class average coincidence factors (CC/RD Cities Ex. 5A), it is clearly inequitable for a customer sub-class with a coincident factor of 35% (CC/RD Cities Ex. 3A).

2b.
Should the generic rate design include a delivery/facilities charge for each class?

· How should delivery/facilities charges be recovered from customers who do not have demand meters?

· Should locations with existing IDR installations have a different billing treatment than non-IDR locations?

· What billing demand determinants should be used (e.g. NCP, CP, etc.)?
· What demand interval is appropriate for the demand charges?

Summary:  Based upon cost causation principles and existing company practice, it may not be appropriate to levy a delivery/facilities charge for each class.  Specifically, the Commission should exempt small use and low load factor customers who are not currently assessed a demand charge from any generic rate design that incorporates such a demand charge.  Coincident peak (CP) billing is discriminatory if coincident peak data is not available for all customers within a class.  Furthermore, CP billing complicates the structure of T&D rates, reduces predictability of electricity costs and does not always provide an accurate match between customer bills and actual customer responsibility for costs. 

Analysis:  Coincident demand describes the customer’s demand at the time of the class or system peak demand.  A large percentage of customers do not possess meters capable of measuring coincident demand.  Nevertheless, TIEC witness Pollock proposes to bill customers based upon CP, even if CP data is not available for all customers within the class.  For customers whose meters cannot measure CP, Mr. Pollock recommends that these customers be billed based upon their maximum customer demand (NCP) for the year.  CC/RD Cities Ex. 2 at 9.  A customer’s CP will never exceed its NCP and is generally lower than its NCP.  As a result, bifurcating customer billing within a class based upon whether the customer’s meter is capable of recording CP discriminates against those without IDR meters.  Customers billed using NCP will subsidize customers billed on based upon CP.  Id.  Furthermore, Mr. Pollock presents no analysis that his selective billing recommendation results in a better match between customer bills and customer responsibility for costs incurred, even if all customers have IDR meters.  CC/RD Cities Ex. 2 at 10 – 12.  Cities’ witness Andersen describes a hypothetical that demonstrates the opposite.

“The potential for inequities that coincident billing might create can be illustrated by assuming (a) two customers with a 5000 kW on-peak demand during the summer months, and (b) a demand charge equal to $10 per kW per year.

Customer A closes from July 1 through July 15 for vacation.  Customer B also closes for vacation, but does so between July 16 and July 30.  The July peak occurs on July 7.  With coincident billing, customer A pays $37,500 for transmission service while customer B pays $50,000 despite the fact that both customers are receiving identical service.”  CC/RD Cities Ex. 2 at 11.

A customer’s coincident demand does not measure accurately a customer’s expected maximum demand during the hours of utility or ERCOT system peaks.  As a result, cost recovery from customers within a common rate class is distorted.  CC/RD Cities Ex. 2 at 12.  Furthermore, other generally accepted rate design principles such as predictability and administrative ease are sacrificed if more than one billing methodology is approved for otherwise identical customers.  Id.    

3e.
For the primary class customers without demand meters, what billing demand should be used for the TXU transmission utility and the TXU distribution utility?


Summary:  Cities share Staff witness Peveto’s assessment that it is unfair to impose any demand charge upon TXU primary class customers without demand meters.  Tr. at 1079. 


Analysis:  Under TXU’s current general service primary tariff (attached), customers with demand of 10kW or less are not assessed any demand charge and are billed based solely upon energy consumption.  Tr. at 1105.  Under the NUA’s proposed customer classification, general service customers with 10kW or less will be consolidated with all primary service customers.  For TXU, half of all customers that will be grouped in the generic primary service class take 10kW or less.  Tr. at 1078.  Instituting such a fundamental change in 2002 T&D rate design will have far-reaching customer impacts for TXU’s small commercial customers.  If implemented, full consolidation would result in T&D costs for half of these customers that are higher than the current cost of bundled service.  CC/RD Cities Ex. 2 at 14.  Therefore, Cities support Ms. Peveto’s recommendation to categorize these customers in a subgroup for the purpose of avoiding a demand charge.  Tr. at 1079.  Alternatively, Cities recommend the Commission permit parties to propose methods to address these and similar concerns in the individual UCOS proceedings.

2b(v).
Should ratchets be implemented?

· If ratchets are implemented, what level of ratchet is appropriate and for which customers?

· Should exceptions to the generic rate design be approved for specific utilities?

· Is it appropriate to consider exceptions at a later time?

· What factors should be considered in determining exceptions?
· Should customer impacts be considered in determination of exceptions?

Summary:  To the extent that dissimilar customers are grouped together under the NUA customer classifications, ratchets undermine cost causation.  Therefore, Cities recommend that REP rates be designed using a calculation of billing demand that includes no ratchet.

Analysis:  No party that supports reliance upon ratchets for rate design purposes has undertaken the analysis of billing determinants necessary to demonstrate that ratchets improve the link between cost causation and customer costs.  CC/RD Cities Ex. 2 at 4.  TIEC witness Pollock and TRA witness Saunders rely upon the ratio of class maximum demand to the sum of customer maximum demand for various rate classes to support their 85% recommendation.
  TRA and TIEC’s analysis is flawed because it is based upon the erroneous assumption that it is class average rather than individual customer characteristics that are relevant to ratchet determination.  Class average statistics conceal that the crucial factor that determines the cost to serve an individual customer - the customer’s maximum demand at the time of class or system peak.  

DFW Hospitals and Universities’ witness Baron supports the 80 – 85% demand ratchet proposed by TIEC and TRA because TXU’s current general service tariff incorporates an 80% ratchet.  CC/RD DFW Ex. 1 at 12.  Mr. Baron is opposed to implementing any dramatic cost 

shifting within the restructuring proceedings or to change a fundamental principal of rate design.  Id.   Mr. Baron’s testimony is, at best, internally inconsistent and self-serving.  

First, while Mr. Baron opposes any change in rate design that cuts against his high load factor clients (CC/RD DFW Ex. 1 at 12, Tr. at 1019), he supports a recommendation that fundamentally alters cost allocation and rate design for half of the members of the new primary class.  Specifically, he supports the imposition of an 80 - 85% billing ratchet for customers with less than 10kW demand. .  Tr. at 1023.  These are the same customers who do not currently pay a demand charge.  Tr. at 1021.  Second, despite the goal of maintaining consistency with TXU’s existing ratchet guidelines, Mr. Baron supports an 80 – 85% ratchet based on maximum annual demand even though TXU’s current 80% ratchet is based upon maximum on-peak summer demand.  Tr. at 1022.  In fact, when based upon maximum annual demand, TXU’s current general primary service tariff imposes a 50% ratchet.  Tr. at 1024.  When questioned regarding these inconsistencies, Mr. Baron concluded that his review of TXU’s load research data demonstrated that small primary customers’ usage peaked during the summer.  Tr. at 1023.  Mr. Baron later retracted that statement as incorrect.  Tr. at 1038.  In reality, less than 20% of the individual small general service primary customers experience peak usage during the summer months.  CC/RD Cities Ex. 3 at 3-4.  

It is in the interest of TIEC, TRA and DFW’s high load factor customers to support a ratchet option that is likely to shift costs they currently incur to other customers within the primary class. Similarly, the utilities recommend the imposition of a 100% ratchet to maintain revenue stability.  None of the utility witnesses supporting the ratchet performed any kind of cost causation analysis to defend their recommendation.  CC/RD TIEC Ex. 4 at 26-27, 31-33.  The Commission should reject both proposals because they are not based on sound empirical analysis and will creates a rate design system that favors high load factor customers and revenue stability at the expense of cost causation principles.

Ratchets place an excessive burden on customers for whom electricity usage is variable or intermittent, e.g. low load factor customers.  CC/RD Cities Ex. 2 at 5.  Cities assert that the best plan regarding ratchets is to eliminate them altogether.  This can be accomplished without significantly altering the revenues collected by the utilities.  For example, Dr. Andersen’s analysis demonstrates that revenues for TXU primary voltage customers with no ratchet imposed vary by less than five percent when compared with monthly revenues based upon a 100% ratchet.  CC/RD Cities Ex. 2 at 8.  Even if the Commission approves ratchets, at lease two different options may mitigate the burden imposed by ratchets without eliminating ratchets altogether.  CC/RD Cities Ex. 2 at 6.  If ratchets are not eliminated, Cities propose that ratchet exemptions be granted for low load factor customers or that demand charge discounts be provided in order to account for the systematic increase in coincidence factor that occurs as usage increases.  Id.  

2c.
How should transmission service charges be recovered for ERCOT utilities?

· What design elements should apply to transmission service rates?

· Should transmission service rate design include a transmission cost recovery factor?  If so, how should it be designed?
Summary:  The Commission should adopt a generic transmission rate design that appropriately assigns costs based upon cost causation and eliminates, to the greatest extent possible, opportunities for gamesmanship.

Analysis:  A great deal of discussion took place on the record between parties and the Commission regarding whether the assignment of transmission costs to classes based upon 4CP demand should be abandoned.  It is Cities’ understanding that the Commission has asked parties to consider for purposes of this brief only the 4CP billing option for the allocation of total transmission costs.  Cities continue to urge the Commission to consider eliminating any rate design vestiges that assign transmission costs based upon 4CP, either in this docket or in a subsequent proceeding.  As recognized by the Commission, the danger inherent in 4CP billing is that sophisticated customers may avoid all transmission costs for the year by removing their load from system at the time of peak demand.  Tr. at 805, 807.  Nor does 4CP billing fully capture the cost-causing drivers or the demands that cause transmission costs to be incurred.  Tr. at 780, 805.

The 4CP billing convention does not produce a reasonable or equitable result for the purpose of allocating costs to small commercial and industrial customers because the billing kW determinants are different than the kW used to allocate costs.  Tr. at 781 - 782.  Cities recommend allocating transmission costs within the classes based upon the customer’s maximum monthly usage without ratchets.  Tr. at 782.  Ratchets are unnecessary and unjustified if customers are billed based on maximum monthly usage.  Tr. at 784.  As discussed above regarding distribution, a customer’s month-by-month maximum demand provides a better indicator of cost causation than does an 85 percent or 100 percent ratcheted demand.  Tr. at 783.  Similarly, Cities oppose billing customers within the same class differently based upon the customer’s meter.  If customers are not billed consistently, intra-class subsidizations may develop.
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� Please note that an open issue exists between TXU and Cities regarding the class maximum on-peak demand.  Tr. at 1106.  For purposes of this brief and because it does not materially affect the example given, Cities accepts TXU’s assertion that the class maximum on-peak demand occurred in September.


� Staff witness Peveto adopts TRA’s 85% recommendation but testifies that, due to time constraints, she was unable to perform cost studies based on class load factors and class coincidence factors to determine the ratchet.  CC/RD Staff Ex. 2 at 38. 
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