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(See Decision 88-11-052 for appearances.j

In an earlier decision in this proceeding, Decision

(D.) 88-11-052, we resolved issues concerning the load foxecast, v”"
resource forecast, modeling conventions, and calculation of the
incremental enexrgy rate (IER) for the August 1, 1988 through

‘July 31, 1989 forecast year for Pacific Gas and Electric Company

(PG&E). The earliex opinion decided all disputed issues that

needed to be resolved before the parties’ production cost models

could be run to determine the revenue requirement for PG&E’s Enexrgy

Cost Adjustment Clause (ECAC) expenses and the IER for the forecast
period. :

At the time of the preparation of the earliexr decision,
issues related to revenue allocation and rate design had been heard
and briefed, but a motion by PGSE and the Commission’s. Division of
Ratepayer Advocates (DRA) caused us to delay oux resolution of
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these issues until this decision. The joint motion, filed on
Octobexr 4, 1988, requested leave to submit a late-filed
exhibit. The impetus behind the motion was a realization that rate
changes from three different proceedings invelving PG&E--this case,
Application (A.) 88-07-037, the proceeding on the attrition rate
adjustment (ARA) and cost of capital, and A.84-06~014 and
A.85-08-025, the Diablo Canyon proceeding, in which a settlement is
now being considered--could all occur on January 1, 1989. Rather
than addressing the general issues of revenue allocation and rate
design in three separate proceedings, PGSE and DRA proposed that
this case should serve as the forum for considexation of the
principles that would be applied to the net increase resulting from
all three cases. -
The prxoblem this motion addressed was the limited record

“in this case. The net change of revenue requirement in this
proceeding was the sum of changes to PG&E’s ECAC, Annual Energqy
Rate, Electric Revenue Adjustment Mechanism (ERAM), Diable Canyon
Adjustment Clause, and Conservation Financing Adjustment (CFA).
Most of the testimony and briefs on this issue focused on a rate
increase of about $60 million--the range of increases recommended
by PG&E and DRA, based on certain assumptions presented in a ruling
of the Administrative Law Judge (ALJ) of August 5, 1988. Although
the final increase in any of these cases will not be known until we
issue our final decisions, PG&E’s preliminary estimates were that
the revenue requiremént increases would be $164 million in the
attrition case and $258 million in the Diablo Canyon case.
Obviously, the potential increase that could result from these .
cases is far higher than the increase discussed on the record in
this case. o

' The late-filed exhibit attempts to coxrect this gap in
‘the record by setting out PGSE’s and DRA’s joint recommendations
for principles the Commission should follow in allocating the
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increased revenues resulting from these cases and designing the
resulting rates. \

In a ruling of October 6, the ALJ invited all parties to
the three proceedings to respond to the motion and to comment on
the contents of the proposed exhibit. Parties were also requested
to identify any disputed factual issues raised by the proposed
~ exhibit that needed rxesolution in evidentiary hearings.

In a rﬁling of Qctober 24, the ALJ granted the motion and
received the joint exhibit as Exhibit 81 in this proceeding. The
ruling determined that no factual disputes had been identified and
that evidentiary hearings on the content of the joint exhibit werxe
not needed. The ruling also stated that we would considexr the
comments on the exhibit, along with previously introduced exhibits,
testimony presented at the hearings in this case, and arguments
made in the earlier briefs, in reaching our decision on revenue
allocation and rate design.

We take the joint exhibit and its statement of principles
to supersede much of the testiﬁony previously presented by PGLE and
" DRA. Our discussion of these parties’ positions in this decision
will guote or paraphrase the principles of the joint exhibit. We
assume that the positions taken by PG&E and DRA at the hearings on
issues not eoVered by the joint exhibit are unchanged.

~ In addition to PG&E and DRA, the parties who were
concerned with revenue allocation and rate design were the San
Francisco Bay Area Rapid Transit District (BART); the Federal
.Executive Agencies (FEA); Anheuser-Busch Companies, General Motors
Corporxation, Nabisco Brands, Inc., and Union Carbide Corporation
(Industxial Users); the Califoxrnia Farm Bureau Federation (Farm
Bureau); the California Large Energy Consumers Association (CLECA);
Toward Utility Rate Normalization (TURN); Contrxa Costa County
(Contra COsta), and the California Manufacturers Association (CMA).
In. addit;on, the Association. of Californza Water Agencies (ACWA).
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presented some of its concerns in this area in-a letter of
Angust 31, 1988, to the ALJ.

The procedures of Public Utilities Code § 311(d) were
followed in developing this decision. The ALJ’s propeosed decision
was issued on Novembexr 9, 1988. PG&E, DRA, CLECA, Farm Bureauw,
Industrial Users, and the California Department of Genexral Serxvices
commented on the proposed decision.

We have reviewed and carxefully considered the comments.
We have incorporated appropriate changes from these comments in |
this decision.

The general positions of all parties were shaped by our
decisions on revenue allocation and rate design in PG&E’s last ECAC
case, A.87-04-005. In D.87-12-003, we adopted a revenue allocation
based on the equal pexcentage of marginal cost (EPMC) method. We
have embraced the EPMC approach as a way of developing rates that
are based on the costs incurred by groups of customers. In the
past, we had applied the system average percentage change (SAPC) or
equal cents per kilowatt-hour approaches, but these methods
eventually led to rates that were not related to the underlying
cost responsibility of the customer groups. The resulting
distortions gave improper economic signals and led some customers
to leave the system altogether, to the detriment of the remaining
customexrs.

Because some of the existing distortions,wexe great, we
balanced our desirxe to move quickly toward cost-based rates with a
consideration of the effect on cerxtain customer groups. This
balancing led us to limit the rate increases to some customerf
classes. In D.87-12-033, we capped the increases to the |
residential class and the agricultural class at 5% and 2. 5% above
the SAPC increase. This approach is referred to as the capped EPMC
method.

' We also considered rate deszgn te a very'lxmited extent
in D.87-12-033. In D. 88-01-016, we concluded that furthex hearings
on rate design were unnecessary, and that the rate_des;gn issues |
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considered in the currxent proceeding should be limited to
residential time-of-use (TOU) rates and agricultural rates.

In addition to the agreements between PG&E and DRA set
forth in the joint exhibit, there was considerable agreement
between these parties on the xevenue allocation and rate design
issues raised during the hearings. This agreement was primarily
expressed as PG&E’s acceptance of DRA’s positions (see Tr. 18:1954-
1959; Ex.75). In this decision, we will concentrate on the
remaining disputes between DRA and PG&E and on the few issues
raised by other parties.

II. Intexclass Revenue Allocation

The initial step in developing rates is to allocate the
revenue requirement to the various rate classes. The forecasted
sales for each class are multiplied by current rates to develop the
estimates of revenues at present rates. The EPMC approach also .
requires a calculation of the revenue allocation undexr the SAPC and
full EPMC approaches- These totals are then adjusted to meet the
forecasted revenue requirement and other limitations, such as caps
on increases for certain classes.

- The marginal costs that all parties seem to have used in
performing their EPMC allocations were those used by PGSE in its
last ECAC case, except for the marginal enexqgy costs, which are an
output of the‘productionvsimulation model runs directed in an
earlier decision in this proceeding, D.88-11-052.

We will first describe the joint exhibit’s principles for
interclass revenue allocation. Then we will present other
interclass allocation issues raised by the parties. Finally we .
will summarize our resolution of these issues. '

A. Inﬂ_ieinz_Zzhihas '

The joint»exhxbit states the following principles for

intexrclass revenue allocation:

1. The method used for class revenue /
allocation should be a capped EPMC method.

-5 =
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The revenue adjustments f£for the ECAC
proceeding, ARA, and Diablo Canyon
settlement should be combined into a single
capped EPMC allocation (one-step method).
If the Diablo Canyon settlement change is
delayed until after the other changes, the
changes for the three cases should be
allocated in twe steps. The c¢hanges
resulting from the ECAC and ARA proceedings
should be allocated using the capped EPMC
method based on the EPMC targets determined
for the one~-step method. The Diablo Canyon
settlement should then be allocated using
the SAPC method. For all three revenue
changes, the two-step method yields a
result that is nearly identical to the
result of the one~step method.

The residéntial class allocation should be
limited to full EPMC. '

The agricultural class should receive the
sgme percentage increase as the residential
cLlass. ’

Any class that receives a decrease under
full EPMC should receive no change.

6. The remaining revenue should be allocated

to the other classes based on their
marginal cost revenue responsibilities.

In earliex teﬁtimony, both parties had proposed use of a
capped EPMC approach that would have resulted in increases for the
residential and agricultural classes, limited by a set percenéage
over the SAPC, but below the level called for by a full EPMC
allocation. Other classes would have received no change, even
though they would have received a decrease undex a full EPMC
allocation.

Compared to the earlier proposals, the new principles
equalize the increases to the residential class and the
‘agricultural class, limit the increase to the residential class to
no more than its EPMC share, and continue the condition that no
class would receive a decrease. The cap under this proposal is set
by the amount of the increase required for the rasidential‘claSSZ‘_

-6 -
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and is limited by the EPMC share of the residential class. The new
proposal also contemplates that other classes would receive
increases because of the substantially higher revenue requirement.
B. Details of the Capped EPMC Approach .

As we have discussed, the joint exhibit proposes that
revenues be allocated on an EPMC basis, with the cap for the
agricultural class tied to the increase needed to reach'full EPMC
for the residential class. Othexr parties proposed variations on
the capped EPMC method. ‘ ‘ ’

The Farm Bureau advocates a capped EPMC allocation, with
the increase to the agricultural class limited to 2.5% over SAPC.
This was the cap applied to the agricultural class in PGSE’s last
ECAC case. TFaxm Bureau notes that the changes iﬁ‘the structuxe of
agricultural rates ordexed in D.87-04-028 were completed on
November 1, 1988. These changes resulted in increases to many
agricultural customers, according to Farm Bureau, and it is unfair
to- adopt a higher cap under these circumstances. Farm Bureau also
suspects that the review of marginal costs in PG&E’s genexal rate
case, taking place next year, will show that agricultural rates axe
closer to EPMC than under curxent estimates. Farm Bureau contends
that this possibility axgues for moderation in increases to
agricultural customers.

Undexr CLECA’s recommended capped EPMC approach, the cap
on agriculture would be set at 5% above SAPC. CLECA believes that
a 2.5% cap will xéquire other customers to subsidize agriéultural'
rates for eight rate changes. CLECA believes that this phase-in to
cost-based rates is too gradual and a 5% cap will bring
agricultural rates to their full EPMC level at a faster pace.
Within the range of xevenue increases considered in the ECAC case,
CLECA’s higher agricultural cap would permit decreases to othex
classes. But CLECA’s proposals are robust enough to be applied
directly to the larger xevenue. increases now being cons;dered,
according to—CLECA.




 A.88-04-020, A.88-04-057 ALJ/BIC/pc ¥

CMA supports CLECA‘s recommendation. CMA is also
concerned at the slow progress toward EPMC that would occur with a
2.5% cap on agricultural increases above SAPC. CMA believes that
this is an appropriate time to apply a 5% cap, because both the
November 1 deadline for the restructuring of agricultural rates and
the expected Janua:y 1 date of the rate changes occur after the
pexiod of high power requirements for most agricultural customers.
‘Agricultural customers will have some time to adjust to these
changes, before high seasonal power consumption resumes. In
addition, CMA believes that this transition period, when many
agricultural customers must review their power consumption and
consider the new rate schedules, is the best time to give these
customers a price signal of the move to cost-based rates. For ‘
these reasons, CMA believes that the agricultural cap should be at
least 5%.

CMA also believes that no good reason exists to excuse
the residential class from bearing its appropriate share of the
cost of subsidizing agricultural rates once residential rates reach
the full EPMC level. All classes should share equally in the cost
of continuing agricultural rates below EPMC, according to CMA.

CMA’s final point is that a higher cap on agricultural
increases and the sharing of the agricultural subsidy by
residential customers would permit some classes that are above
their EPMC share to receive rate reductions. CMA opposes the
suggested prohibiﬁion against reductions when overall revenue
requirement is increasing, and CMA notes that such reductions were
iordered in the last general rate case of Southern California Edison
'Company, even though Edison’s overall revenue requirement increased;
(D 87 -12-066) .

. FEA, for reasons similar to those presented by CLECA,
favors_capping increases to the agricultuxal class at 10% above
SAPC. FEA would cap the residential allocation at the class's full .
EPMC. This:proposal‘weuld”permit decreases to other classes that =
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are above their EPMC allocation, within the range of increases
proposed in the ECAC case.

Industrial Users also believe that with the large
potential increases now being contempldted, retaining a 2.5% cap on
the agricultural class impedes progress toward full EPMC and is '
unfair to other customer classes. : ,

TURN’s primary recommendation is to use SAPC as the
method for allocating revenues in this case. Of the capped EPMC
proposals presented by other parties, TURN prefers DRA’s originai
proposal. TURN agrees with DRA that no class should receive a
decrease when overall rates are increasing.

CLECA, Industrial Users, and FEA arque that if the
Commission’s resolution of the Diablo Canyon settlement is delayed,
the second step of any two-step approach should also employ the
EPMC allocation method. To revert to SAPC for the second step is
illogical and violates the Commission’s stated intent to continue
to progress to full EPMC, according to. these parties.

PG&E differs with DRA and other parties on the treatment
of the revenues from specizl contracts. PG&E believes that special
contracts, contracts between the utility and cexrtain customers at
other than the tariff rates, should be accounted for in revenue
allocation by using the actual revenues expected from these
contracts at the rates set in the contracts, rather than imputing
tariff rates to the sales to customers with these contracts. This
adjustment will affect the calculation of revenues at present
 rates, and the calculation of the SAPC and full EPMC revenue
allocations.

DRA believes that the calculation ¢f revenues at present
rates should include the sales to special contracts customers at
the tariff rate that would apply to the customer except for the
special contract. DRA’s approach is equivalent to treating special‘
contracts customers as a separate class for revenue allocation |
purposes (see Tr. 20:2127-2128). DRA believes that this is an
appropriate way to.perform the revenue allocation. The eventual

-9 -
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resulting underxcollection of revenues will be reflected in the
ERAM. The Commission has stated that the shortfalls in revenue
from special contracts should be xecovered from all customers
through the ERAM under present circumstances, accorxding to DRA, and
DRA believes that its approach is an efficient way to accomplish
the Commission’s purpose. Finally, DRA axrgues that its approach
was adopted by the Commission in the last ECAC case, D.87-12-033.

Other parties, particularly CLECA and FEA, agree with
DRA’s approach.

: = A A =20 h A2 A UL GUT QAL 1 AL AR i)

Farm Bureau argues that the transition from the PA-l rate
schedule to the AG-1 schedule, which was completed on November 1,
1988, must be taken into account in the calculation of revenues at
present rates. Since the rates under AG~l are higher than under
PA-1l, revenue calculations based on PA-l will underestimate the
revenue contribution of the agricultural class and lead to higher
rates for agricultural customers than are justified. Farm Bureau
estimates that the revenues at present rates fox agxiculturdl
customexrs should be about $8 million higher hecause of this
adjustment. :
ACWA joins Farm Bureau in this contention.

DRA responds to- this argument by stating that its
estimates of revenues already take inte account the transition from
PA-1l to AG-l rates, and PGLE’s estimates made the same adjustment.
Any further adjustment, as urged by Farm Bureau, would distort the
revenue allocation. ‘ |

' Farm Bureau also argues that Schedules AG-5 and AG-6 are
equivalent to special contracts and the revenues from these
schedules should be calculated as if these customers werxe sexved
under the AG~1 tariff. Farm Bureau thus supports DRA’s generxal
approach‘to the crediting of special contracts’ revenues, and would
extend that treatment to what it believes are the coxresponding -
customexs within the agricultural class. Farm Bureau calculates
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that this change would increase the revenues at present rates
attributed to the agricultural class by over $113 million. With
this increase, the revenues £or the agricultural class would exceed
its full EPMC allocation, according to Farm Bureau.

ACWA makes similar points, and adds that the
undexcrediting of revemue to AG-5 and AG~6 sales have resulted in
setting AG-1 rates at a level higher than a corxect EPMC allocatlon ‘
would call for. '

PG&E disputes Farm Bureau’s contention that Schedules
AG~5 and AG-6 are tantamount to special contracts. PG&E points out
the rates for these schedules were developed because some
agricultural customers were paying above their EPMC allocation. By
contrast, special contracts rates normally do not collect the
customer‘s full EPMC allocation, but are pegged to the marginal
cost of service. PG&E believes that AG-5 and AG-6 revenues should
be treated like special contracts’ revenues in that both should be
“allocated on the basis of the revenues actually recovered from
customers and not the xates of another tariff.

DRA joins PG&E in opposing Farm Bureau’s contentions and -
points out that the AG~5 and AG-6 rates are tariff rates, not
special contracts based on negotiated rxates. DRA also notes that
Farm Bureau provided no evidence to support the arguments it made
in {its brief.

DRA states that it made two adjustments to PG&E’s
allocation of agricultural sales. First, it reduced the allocation
to summex on-peak sales, because it found the allocation--53% of
annual sales--to be contrary to a rational selection of a TOU
schedule. Second, DRA found that PGLE assumed unusually low load
factors, so low that customers on the AG-S and AG-6 schedules would
be ineligible for those schedules. DRA_ﬁsed the load factors
adopted in the last ECAC instead. ,

- Farm Bureau disputes the first of these adjustments.‘ :
Farm Bureau believes that AG-5 and AG-6 are not true TOU schedules.
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The differentials between on-peak and off-peak prices arxe
comparatively small, and as a result many of the customers on these
schedules do not respond like conventional TOU customexs. The
resulting flat use pattern accounts for the high proportion of on-~
peak sales that DRA found, according to Farm Bureau.
E. The Txeatment of BART Revenues

BART arques that the railway class should be treated as a
separate customer class for purpeses of revenue allocation. PG&E
and DRA have included BART’s sales and revenues as part of the
laxge light and power class. BART axgques that the Commission has
treated the railway class as a separate class in the past, and that
BART’s contract with PG&E requires it to be treated as a séparate~
class. ' : ' o

If the railway class is treated as a separate class, BART
believes that its rates should be set at its EPMC allocation.
PGSE’s and DRA’s treatment would result in BART's rates being 20%
‘highexr than under a full EPMC allocation. BART argues that this
discrepancy amounts to a violation of Public Utilities Code
§ 453(a), which prohibits singling out a person or corporation for
prejudice or disadvantage. o '

BART believes that with the proper treatment, its rates
should decline by about $2.5 million, to its full EPMC rate level.

PG&E’s and DRA’s response is that BART’s contract calls
for PGLE to supply sexrvice to BART under schedules of the large
light and power class. For this reason, these parties believe that
it is'appropriate to include BART as part of the large light‘and
power class for revenue allocation purposes.
F. ZIxeatment of the CFA Decrease

PGLE’s earlier recommendation was that the decrease in
the CFA should be passed through on an equal cents per kilowatt-
hour basis. DRA believes that the changes to the CFA should be
allocated like all other changes. Apparently DRA’s position has
been incorporated in the joint exhibit.f~whegjoint exhibit applies
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to the combined changes in the ECAC proceeding, which include the
CFA decrease.
G. DRiscussion : :

We will adopt the general principles outlined in the
joint exhibit. We continue to hold to our policy of using EPMC to
allocate revenues as a way of moving toward fully cost-based rates.
However, we recognize that some limits are necessary to moderate
the pace at whiéh we achileve this goal, to avoid the severe
disruptions that could result from the sudden removal of the
distortions that have accumulated in the past.

Thus, we agree that a capped EPMC is the approach to
follow in developing the rates resulting from these three cases.
By capping the increases to the residential class at its full EPMC.
allocation and limiting the agricultural increase to the same
percentage as the residential class increase, the joint exhibit
balances the concerns that have shaped our revenue allocation
policy in recent years. | '

' - We disagree, however, with the joint exhibit’s proposal
to use SAPC to allocate the revenue requirement changes associated
with the Diablo Canyon stipulation, if the decision in that case is
delayed. We believe that the second step should also conform to
the capped EPMC principles adopted in the rest of the exhibit. -
This second step, however, should not be an entirely separate EPMC
allecation, with new caps and a new allocation. Rather, the second
step revenue changes should be combined with the previously adopted
revenue changes and revenue allocations in the first step so that
the overall, final revenue allocation conforms to the allocation
that would have resulted from the capped EPMC approach if all of
the changes had been considered at the same time.

~ The primary problem with the exhibit’s recommended SAPC.
allocation for the second step is that it is a retreat, albeit a
slight one,. from our goal. Although the expected differences in
the allocations are minor, the SAPC approach nevertheless contains
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some distortions. For example, undexr the SAPC approach the
streetlighting class receives an increase, even though the revenues
of that class most exceed EPMC on a percentagé basis. We want to
avoid even these minor distortions that result from a SAPC
allocation at this time. .

For the same reasons, we reject TURN'’S primary
recommendation that the SAPC approach should be applied to the
overall revenue changes.

According to the tables attached to the joint exhibit,
when the recommended appxoach is applied to the assumed revenue
increases for the three cases, the resulting increase for the
agricultural ¢lass is less than 3.5% above the system average
increase. Although this is slightly above the 2.5% cap we had.
previously adopted for the agricultural class, we conclude that
this level of increase is reasonable in light of the distance of
the agricultural class from its EPMC share. We are swayed by the
arquments that the 2.5% cap leads to very slow progress toward,a',
full EPMC allocation, but we are reluctant to go beyond a 5% cap,
as some parties have proposed. At the levels of the increases we
are considering, the approach of the joint exhibit moderates the
increase to agricultural customers and makes reasonable progrésg
toward EPMC. _

We also approve of capping the increases to the
residential class at full EPMC. According to the attachments to
the joint exhibit, this level can be reached in these cases with an
increase above the system average change of around 3.5%, well below
the 5% cap that we had previously applied. We also believe that it
is appropriate not to permit the residential allocation to drift
‘above EPMC. Although other classes will still receive increases
above their EPMC allocation, and thus contridbute some revenues to
subsidize the agricultural class, we believe that it is fair to
exempt the residential class from contributing torthia'subsidy;. We
note that the residential class will receive theilargéstiperdentage*‘
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increase of any class under the assumptions of the joint exhibit.
In light of the high rate increases that c¢ould result from these
cases, we think it is appropriate to moderate the effect on
residential customers to this small degree.

The question of how to treat the revenues from special
contracts is the subject of detailed consideration in Investigation
(I.) 86-10-001 and is still unxesolved. No decision has been
reached in that case, and none is likely in the next few months.
Reasonable arguments have been made for the two treatments proposed
in this case. In light of the unresolved state of I1.86~10~001, we
will continue the treatment we adopted in last year’s ECAC case for
PG&E. Thus, revenues from special contracts should be included in
the revenue allocation calculation at the tariff rates that would
otherwise apply to customers of the same class. We concluded in
D.87-05-071 that until this issue is resolved in X1.86-=10-001, any
revenue shortfalls should be made up by adjustments in ERAM.
Calculating revenues from these contracts at tariff rates is
consistent with this conclusion.

Faxrm Bureau suggested two adjustments to the calculation
of agricultural revenues. We are persuaded that both DRA and PG&E
have taken the difference in rates between the old PA-1 schedule
and the new AG=1 schedule into account in estimating agricultural
revenues (Tr. 20:2143), and no further adjustment is appropriate.

On Farm Bureau’s second point, we do not agree that the
AG-5 and AG-6 schedules arxe equivalent to special contracts. Other
parties have presented many differences between special contracts:
and AG-5 and AG-6 schedules. The most persuasive difference is the
simplest one: AG-5 and AG-6 axe tariffs, and sales to customexrs
undex those schedules should be accounted fox at the tariff rate
and not, as Farm Bureau proposes, at the rates that apply to
another schedule. '

Farm Bureau also disputed DRA‘s corrections to PG&E’s ,
,lnltial allocations of agricultuxal xevenues. Farm Bureau felt the‘j
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high summer onr-peak use was a product of low differentials in on-
and off-peak prices. However, DRA made it clear that its
adjustments corrected data that wexe clearly wrong and its revised
estimates, which PG4E agreed to, wexe reasonable (Tr. 20:2147-
2150). | . |

BART requests that we affirm that the railroad class is a
sepaxate class and that separate rates for that class should be
developed if necessary. We note that BART’s contract with PG&E
calls for service to be provided on the schedules that apply to -
customexrs in the large light and power class. Whether BART is
classified as a separate class or a subset of the large light and
power class is a question of mere semantics, in our view. The
important determination is that we conclude from the terms of the
contract that it is appropriate to include BART’S revenues as part
of the large light and power class for purposes of revenue
allocation and the development of the schedules that BART will be
sexved under. We f£ind BART’s contention that the primary point of
the contract is to assext the separate status of the railway class
and that new schedules should be developed if needed to maintain
that separation to be contrary to the references to specific
schedules in the contract.

III. Intraclass Allocation

PG&E and DRA agreed on most elements of intraclass
allocation over the course of the hearings. We will summarize the
principles stated in the joint exhibit and address the issues
raised by other parties in this area.

A. The Joint Exhibit

The joint exhibit sets out the following prxnciples for

intraclass revenue allocation:

1. The class average percentage chnnge-shonld
be applied to schedules in the small and
medium light and power classes.
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A capped EPMC allocation should be applied:
to Schedule E=7, the TOU schedule for the
residential class.

In the large light and power class, the
marginal cost revenue responsibility for
Schedules E-24 and E~25 and the railway
class should be included in the allocation
to Schedule E-20. The railway class will
receive the resulting E-20 rates.

Schedules E-24 and E~25 will be designed to
be revenue-neutral with the resulting E-20
rates.

The target allocations foxr E-20 nonfirm
schedules should be determined using the
dollar per kilowatt discounts adopted in
PGEE’s 1986 ECAC and 1987 general rate
case. During 1987 and 1988, SAPC rate
adjustments have caused the discounts
implicit in the rates to diverge from the
adopted levels. Movement back to the
adopted levels should be capped at 5% above
or below the current discounts.

A capped EPMC allocation should be applied
in the large light and power class. The
cap should be 2.5% above or below the class
percentage revenue change.

If the Diablo Canyon settlement is delayed,
the preceding five steps should be applied
to the allocation of the revenues in the
ECAC and attrition cases. SAPC adjustments
should be applied to all schedules to
reflect the Diablo Canyon settlement.

Although the joint exhibit did not state a specific level
for the recommended cap foxr Schedule E-7, during the hearings PGSE
recommended a cap foxr Schedule E-7 of 5% over the average
percentage increase for the class. The illustrative schedules of
the joint exhibit comply with this limitation.

B. Other Xssuyes . | | o
L CLECA was concerned with the allocation within the large
light' and power class. CLECA recommended that allocation within.
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the class should also be on an EPMC basis. If no marginal cost
infoxrmation is available, CLECA recommends that SAPC should be
applied. The primary difference between CLECA’s position and the
recommendations of the joint exhibit is that DRA and PG&E would
apply a 2.5% cap and floor to the EPMC-based allocation within the
class. CLECA points out that under the proposal of the joint
exhibit, the transmission and primary E-20 schedules receive the
same percentage increase (because of the operation of the 2.5%
floor), even though the transmission level customers are much
fuxther from EPMC. To avoid this “unfair and inappropriate*
result, CLECA proposes a 5% cap and a floor of no decrease for the
allocation within the large light and power class. :

FEA proposes essentially the same allocation method as
CLECA, for similar reasons. ' '
C. Discugsion

For the level of revenue requirement increase assumed in
the joint exhibit, we conclude that for the large light and'power
class, the 2.5% ceiling and floor proposed in the joint exhibit is
appropriate. This proposal makes adequate progress towards EPMC.
within the class without subjecting any particular schedule to a:
dispropoxtionate rate increase. FEA and CLECA have made good
arguments in favor of a higher cap, and these argquments reinfoxce
our belief that we should continue to move towards EPMC in -
intraclass allocation whenever marginal cost information is
available. This movement requires a consideration of the effect on
individual classes and customers, and in this case that
consideration leads us ‘to favor the proposal of DRA and PG&E.

The remainder of the proposals of the joint exhibit were
either not controversial or were related to issues that were raised
in the section on interclass allocation. We will adopt the
principles of the joint exhibit on intraclass allocation, with the
exception:of{the‘provision calling for spreading of the revenues of
the Didblo-CanYon settlement on a SAPC basis. As we have discussed:
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in the previous section, we believe that an EPMC-based allocation
should apply to the Diablo Canyon revenues, even if the decision in
that case is delayed slightly. We acknowledge and agree, however,
that the SAPC approach should be used if adequate marginal cost
information is not available for a particular schedule.

IV. Rate Design

D.88-01-016 limited the rate design issues in this -
proceeding to consideration of certain aspects of agricultural rxate
design and residential TOU rate design. The evidence introduced at
the hearings stayed within this limitation. However, the much
laxger increase in revenue assumed in the joint exhibit led PG&E
and DRA to present a few principles that affected othex areas of
rate design. ' '

A. Ihe Jeint Exhibit |

The joint exhibit stated the following principles for
rate desigm: '

1. Within the residential class, the Tier 1,
or baseline, rate of Schedule E-1 should be
set at the percentage of the system average
rate adopted in 1.88-07=009, the proceeding
that is considering revision of the
baseline allocations.

Schedule E-7 rates should be adjusted

(a) by moving 75% of the way to a full EPMC
seasonal allocation, (b) by moving 35% of
the way to a full EPMC summer TOU
differential, and (¢) by setting the
baseline discount s0 that the weighted
average Tier 1 rate is equal to 0.94
(80/85) of the percentage of the system
average rate adopted for Schedule E-1.

For all nonresidential classes, the
relationships among TOU enexrqgy charges in
current rates should be maintained.

within the agricultural class, the maximunm
demand charges and rate limiters should be

-19 -
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increased by the c¢lass average percentage
change. Energy and on-peak demand charges
should be adjusted by equal percentages
within schedules to recover the remaining
revenue. For rate design calculations,
Schedules AG-4C and AG-4B and Schedules
AG-5C and AG-5B should be combined.

within the laxge light and powex ¢lass,
maximum demand charges and rate limiters
should be adjusted by the combined
percentage change in the revenue
allocations for the medium and large light
and power classes. Enexgy and on-peak
demand charges should be adjusted by equal
percentages within schedules to recover the
remaining revenue. Schedules E-24 and E=-25
should be adjusted to remain revenue
neutral with Schedule E-20.

within the medium light and power class,
the maximum and on-peak demand charges
should be those determined for Schedule
E-20 Secondaxy. Voltage discounts should
be calculated as the differxence between the
maximum demand charge foxr Schedule E=-20
Secondaxry, and those for Schedules E-20
Primary and E-20 Transmission. Energy
charges should be adjusted by equal
percentages within schedules to recover the
remaining revenue.

Standby charges should be set at the
maximum demand charge levels determined for
the large light and power class.

As we have mentioned, several of these principles
violated our earlier determination of the appropriate scope of the
consideration of rate design in this case. It appears, however,
that the recommendations exceeding our earlier limitations were
nade necessary by the greater revenue increases that accompanied
the consideration of the increases from the ARA and Diablo Canyon
settlement cases. These recommendations appear to be in the nature
of housekeeplng adjustments that need to be made to keep
relatzonships.with;n the classes in.proportion to our earl;er
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determinations. Our conclusion is supported by the lack of any
remarks on these recommendations in the comments reaponding to the
motion to admit Exhibit 81. Despite our earlier decision, we will
take these recommendations into account in reaching our final

~ decision on rate design.

B. Othex Issues

CLECA and FEA both recommend that any rate increase to
the large light and powexr class should be spread to each rate
component (demand, customer, and enexgy charges) on an equal
pexcentage basis until such time as the rate component is at its
EPMC level. This recommendation would primarily affect demand and
customexr charges, which CLECA states are not at their full EPMC
level. ‘

Contra Costa was primarily concerned with the residential
TOU program. Its concerns were satisfied by an agreement reached
between PG&E and DRA. In addition to the points included in the
joint exhibit, PG&E agreed to install an annual minimum of 10,000

residential TOU meters for new customers on Schedgle'E-? in 1988
and 1989. 1In addition, PG&E will try to catch up on its defi;it in
installations in 1987.

PG&E also agreed to file testimony in its next genexal
rate case on the results of studies on the residential TOU program. :

DRA had originally proposed that residential TOU hours
should be expressed in terms of standard time, which would have the
effect of shifting the peak period during daylight savings time.
PG&E rejected this proposal because of its fear of customer
confusion. These parties, joined by Contra Costa, eventually
agreed that DRA and PGLE would perform a joint.study on the
desirxability of such a change.

PG&E raised an issue concerning the definition of the
agricultural class. PG&E recommends that customers should be
served on agricultural‘schedules‘if 70 pexcent or more of the
ene:gy‘usage of the customer’s account isndedicated‘to_agriéultgrql.
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end-uses. Agricultural end-uses include growing crops, raxsxng ‘
livestock, pumpxng water for irrigation, or other uses that involve
production for sale and that do not change the-form of the
agricultural product. _

PG&E also recommends that the Commission adopt the new
definition of the agricultural class in this proceeding, but the
definition would not be implemented until next yeaxr’s ECAC
decision. The intervening year would give PG&E time to identify
affected customers and infoxm them of their options in their new
rate classes. o
C. DRiscussion :

‘ We will adopt most of the principles for rate design ‘
prxoposed in the joint exhibit. No party disputed these principles.

' On one point, however, we disagree with the joint

exhibit. Rather than setting the Tier I rate on a percentage
basis, we believe the absolute differential between the Tier I
(baseline) and Tiex II rates of Schedule E-] recentlyvadopted-in
D.88-10-062 should be maintained. This approach is more in keeping
with the intent of D.88-10-062 than the joint exhibit*s propesal.

We agree with CLECA’s general point that EPMC principles
should apply to the rate components, but this proposal was not
discussed in detail at the hearings, and we are uncextain about the
mechanics and effects of implementing CLECA's proposal. In
addition, we axe unclear about whether CLECA’s proposal can be
harmonized with the joint exhibit’s recommendations. We will not
adopt CLECA’s recommendation at this time, but we intend to
consider this proposal in more detail in future proceedings.

No party opposed PGAE’s recommendations foxr adopting and

implementing a new definition of the agricultural class, and we
will adopt PGSE’S proposals.

In addition, we endorse the terms of the agreement
between DRA and PG4E on the residential TOU progzram. This
agreement was fully supported by Contra Costa. ‘ '
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1. Allocation of interclass revenues by the EPMC approach
should continue for the revenue changes associated with this ECAC
proceeding, the Diablo Canyon settlement, and the ARA and cost of
capital proceeding, since PG&E needs to continue movement toward a
full EPMC revenue allocation without interclass subsidies.

2. The present rates of the zesidential and agricultural
classes are below the levels necessaxy to recover the costs of
serving those classes, and other classes generate revenues above
the level needed to collect the costs of serving those\cldsSes.

3. A revenue allocation based on a full EPMC approach would
produce significant rate increases for the agricultural class, and.
the Commission’s policy is to give agricultural customers continued
high prioxity in mitigating the impact of implementing the
Commission’s EPMC goals.

4. The proposals of the joint exhibit generally provide a
reasonable balance of the competing interests in this case.

5. The Commission is separately considering PG&E’s ECAC,
ARA, and Diablo Canyon cases, and the total revenue increase is not
Jnown at this time.

6. The question of how to treat the revenues from apecial
contracts is being considered in detail in I.86-10-001, but no
resolution of that issue has yet been made.

7. BART’s contract with PGLE requires PG&E to provide
sexvice to BART at its applicable large light and power schedules.

l. The principles for allocating revenue and designing rates
for the revenue increases currently being considered by the
Commission in this proceeding, the ARA and cost of capital case,
and the Diablo Canyon settlement should be establzshed in this
case.

2. The principles proposed by the joint exhibit for
allocatxng revenue among customer ¢classes should be adopted except
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that if the resolution ¢f the Diablo Canyon settlement is delayed,
the xevenue increase resulting from that resolution should also be
allocated according to EPMC principles. The allocations of revenue
under a two-step allocation should be equal to those that would
have resulted from a one-step allocation of the total revenues from
these three cases.

3. For purposes of the revenue allocation in this :
proceeding, the revenues from special contracts should be included
at tariff rates in the calculation ¢f revenues at present rates.

. 4. Schedules AG-5 and AG-6 axre tariffs and are not
equivalent to special contracts.

5. BART should be included in the large light and power
class for purposes of revenue allocation and the development of
rates. . '

6. The principles propesed by the joint exhibit for
intraclass revenue allocation are reasonable, except that if
resolution of the Diablo Canyon settlement is delayed, the
intraclass revenue allocation should still follow the EPMC
approach. :

7. The allocation to Schedule E-7 should not exceed 5% over
the average percentage increase for the residential class.

8. The principles proposed by the Joint exhibit for rate
design are xeasonable, except for the principle calling for
baseline rates to be set on a percentage basis. The absolute
differential between the Tier I (baseline) and Tiex II rates of
Schedule E~1 should be maintained at the level adopted in
D.88-10-062. |

9. The application of the EPMC approach to rate components
should be considered in future proceedings addxessing broad changes
in PG&E’s rate design.

10. Beginning on the effective date of the decision adopting ‘
specific rates in PG&E”s 1989 ECAC proceeding, all agricultural
accounts must meet the condition that 70 percent or more of the
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energy usage on the account be dedicated to agricultural end-uses,
defined to include growing crops, raising livestock, pumping water
for irrigation and other uses involving production for sale which
do not change the form of the agricultural product.

11. PGEE should file testimony in its next general rate case
on the results of studies of the residential TOU program.

12. ©PG&E should be authorized to file revised electric rates
to become effective not sooner than January 1, 1989. The new rates
should reflect the net amount of any increases granted by the
Commission in decisions made effective before January 1, 1989, in.
this proceeding, the Diablo Canyon case, and the ARA and cost of
capital case. The new rates should be based on the-determinations
made in this decision.

ORDER

IT IS ORDERED that:
© 1. Pacific Gas and Electric Company (PG&E) shall
‘incorporate the principles set forth in the findings and
conclusions of this decision into rates to recover the revenue
requirements to be authorized in this proceeding, in Application
(A.) 84-06~014 and A.85-08-025, and in A.88-07- -037.
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2. The rate revisions shall become effective no earliex than

January X, 1989.
This order is effective today.

Dated _9;_;@,_3.1988__, at” San Francisco, Cala.form.a.

S'"ANL 1008 W. HULETT

- President’
DO'\IALD VIAL
FREDERICK R. DUDA'
G. MITCEELL WiL '
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Decision

BEFORE THE. PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA -

Application of PACIFIC GAS AND

ELECTRIC COMPANY for Commission

oxder finding that PG&E’s gas and :

electric operations during the Application 88~04-020
reasonableness review period from iled April 7, 1988):
* February 1, 1987 to January 31, :

1988, ‘were. prudent. _

Application of PACIFIC GAS AND ‘ L .
ELECTRIC COMPANY fox authority Application 88-04-057
to adjust its electric rates (Filed April 21, 1988)
effective August 1, 1988. ‘ o

(See Decision 88- for appearances.)

Background

In an earlier d/iision in this proceeding, Decision
(D.) 88=11l-__ , we reso ed issues concerning the load forecast,
resource forecast, mode&lng conventions, and calculation of the
incremental enexrgy ra (IER) for the August 1, 1988 through
July 31, 1989 forecast year for Pacific Gas and Electric Company
- (PG&E) . The earlier/opinion decided all disputed issues that
needed to be resolv d before the parties’ production cost nodels
could be run to determzne the revenue requirement for PG&E’sS Enexqgy
Cost Adjustment Clause (ECAC) expenses and the IER for the forecast
pexiod. | . | o
At the ime of the preparation of the earlier decision,
issues related to revenue allocation and rate design had been heard
‘and briefed, but/a motion by PG&E. and the cOmmlssion’s Dlvxszon of
Ratepayer Advo es*(DRA) caused us to delay our resolutlon of
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these issues until this decision. The joint motion, filed on
Octobex 4, 1988, requested leave to submit a late-filed

exhidit. The impetus behind the motion was a realization that rate
changes from three different proceedings involving PG&E--this case,
Application (A.) 88-07-037, the proceeding on the attrition rate
adjustment (ARA) and cost of capital, and A.84-06-014 and
A.85-08=-025, the Diableo Canyon proceeding, in which a settlement is
now being considered--could all occur on January 1, 1989. Rather

- than addressing the general issues of revenue allocation and rate.
design in three separate proceedings, PG&E and DRA proposed that
this case should serve as the forum for consideration of the “
principles that would be applied to the net increase resulting from
all three cases. '

The problem this motion addressed was the limited record
in this case. The net change of revenue requirement in this
proceeding was the sum of changes to PG&E’s ECAC, Annual Energy
Rate, Electric Revenue Adjustment Mechanism (ERAM), Diablo Canyon
Adjustment Clause, and Conservation Financing Adjustment (CFA).

. Most of the testimony and briefs on this issue focused on a rate
increase of about $60 million--the range of increases recommended
by PG&E and DRA, based on certain assumptions presented in a ruling
of the Administrative Law Judge (ALJY) of August 5, 1988. Although
the final increase in any of these cases will not be known until we
issue our final decisions, PG&E’s preliminary estimates were that
the revenue requirement increases would be $164 million in the
attrition case and $258 million in the Diablo Canyon case.
Obviously, the'pqtential increase that could result from these
cases is far higher than the increase discussed on the record in
this case. | :

The late-filed exhibit attempts to correct this gap in
the record by setting out PG&E’s and DRA’S joint recommendations
for principles the Commission should follow in allocating the |
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increased revenues resultlnq from these cases and des;gnlng the-
resulting rates. '

In a ruling of October 6, the ALY invited all parties to
the three proceedings to respond to the motion and to comment on
the contents of the proposed exhibit. Parties were also requested
to identify any disputed factual issues raised by the proposed
exhibit that needed resolution in evidentiary hearings. .

In a ruling of October 24, the ALY granted the motion and
received the joint exhibit as Exhibit 81 in this proceeding. The
- ruling determined that no factual disputes had been identified and
that evidentiary hearings on the content of the. joint exhibit were
not needed. The ruling alsc stated that we would consider the
comments on the exhibit, along with previously introduced exhibits,.
testimony presented at the hearings in this case, and arguments.
made in the earlier briefs, in reaching our decision on revenue
allocation and rate design.

We take the joint exhibit and its statement of principles
to supersede much of the testimony previously presented by PG&E' and .
DRA. Our discussion of these parties' positions in this decision
will quote or paraphrase the principles of the joint exhibit. We
assume that the positions taken by PG&E and DRA at the hearings on
issues not covered by the joint exhibit are unchanged.

In addition to PG&E and DRA, the parties who were
concerned with revenue allocation and rate design were the San
Francisco Bay Area Rapid Transit District (BART):; the Federal
Executive Agencies (FEA); Anheuser-Busch Companies, General Motors
Corporation, Nabisce Brands, Inc., and Union Carbide Corporation
(Industrial Users); the California Farm Bureau Federation (Farm
Bureau) ;. the California Large Energy Consumers Association (CLECA):
Toward Utility Rate Normalization (TURN); Contra Costa County

(cOntra Costa); and the California Manufacturers Assoc;atxon (CMA) .
In addltzon, the Association of California Water Agencxes (ACWA)
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presented some of its concerns in this area in a letter of
August 31, 1988, to the ALJ. 4

The general positions of all parties were shaped by our
decisions on revenue allocation and rate design in PG&E‘’s last ECAC
case, A.87-04-005. In D.87-12-003, we adopted a revenue allocation
based on the equal percentage of marginal cost (EPMC) method. We
have embraced the EPMC approach as a way of developing rates that
are based on the costs incurred by groups of customers. In the
past, we had applied the system average percentage change (SAPC) or
ecqual cents per kilowatt-hour approaches, but these methods
eventually led to rates that were not related to the underlying
cost responsibility of the customexr groups. The resulting
distortions gave inproper economic signals and led some customers
to leave the systen altogether, to the detriment of the remaining
custonmers. . ‘

Because some of the existing distortions were great, we
balanced our desire to move quickly toward cost-based rates with 2
consideration of the effect on certain customer groups. This
balancing led us to limit the rate increases to some customer
classes. In D.87-12-033, we capped the increases to the
residential class and the agricultural class at 5% and 2.5% above
the SAPC increase. This approach is referred to as the capped EPMC
method.

, We also considered rate design to a very limited extent
in D.87-12-033. 1In D.88-01-016, we concluded that further hearings
on rate design were unnecessary, and that the rate design issues
considered in the current proceeding should be limited to
residential time—of-use (TOU) rates and agricultural rates.

In addition to the agreements between PG&E and DRA set
foxth in the joint exhibit, there was considerable agreement
 between these parties on the revenue allocation and'rate design
;issues:raised during the hearings.  This agreement was primarily
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expressed as PG&E’s acceptance of DRA’s positions (see Tr. 18:1954-
1959; Ex.75). In this decision, we will ‘concentrate on the
remaining disputes between DRA and PG&E and on the few issues
raised by other parties.

IX. Intexclass Revenue Allocation

The initial step in developing rates is to allocate the.
revenue regquirement to the various rate classes. The forecasted .
sales for each class are multiplied by current rates to develop the
estimates of revenues at present rates. The EPMC approach alse
requires a calculation of the revenue allocation under the SAPC and
full EPMC approaches. These totals are then adjusted to meet the
forecasted revenue requirement and other limitations, such as caps -
on increases for certain classes.

The marginal costs that all parties seem to have used in
performing their EPMC allocations were those used by PG&E in its
last ECAC case, except for the marginal energy costs, which are an
output of the production simulation model runs directed in an
earlier decision in this proceeding, D.88-11-_ .

We will first describe the joint exhibit’s prinCiples for
interclass revenue allocation. Then we will present other
interclass allocation issues raised by the parties. Finally we
will summarize our resolution of these issues. '

A. Ihe Joint Exhibit
: The joint exhibit states the following principles for
interclass revenue allocation:

1. The method used for class revenue

allocation should be a capped EPMC method.

2. The revenue adjustments for the ECAC
proceeding, ARA, and Diablo Canyon
settlement should be combined into a single
capped EPMC allocation (one-step method).
If the Diable Canyon settlement change is
delayed until after the other changes, the
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changes for the three cases should be
allocated in two steps. The changes
resulting from the ECAC and ARA proceedings
should be allocated using the capped EPMC
method based on the EPMC targets determined
for the one=-step method. The Diable Canyon
settlement should then be allocated using
the SAPC nmethod. For all three revenue
changes, the two=step method yields a
result that is nearly identical to the
result of the one-step method.

The residential class allocatmon should be
llmlted to full EPMC.

The agricultural class should receive the
same percentage increase as the residential
class.

Any class that receives a decrease under
full ‘EPMC should receive no change.

The remaining revenue should be allocated
to the other classes based on their
marginal cost revenue responsibilities.

In earlier testimony, both.parties had proposed use of a
capped EPMC approach that would have resulted in increases for the
residential and agricultural classes, limited by a set percentage
over the SAPC, but below the level called for by a full EPMC
allocation. Other classes would have received no change, even
though they would have received a decrease under a full EPMC
allocation.

COmpared to the earliexr proposals, the new prmncmples
equalize the increases to the residential class and the
agricultural class, limit the increase to the residential class to
no more than its EPMC share, and continue the condition that no
class would receive a decrease. The cap under this proposal is set
by the amount of the increase required for the residential class
and is limited by the EPMC share of the residential class. The new
proposal also contemplates that other classes would receive .
lncreases because of the substantlally higher revenue requ;rement.
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revenues be allocated on an EPMC basis, with the cap for the
agricultural class tied to the increase needed to reach full EPMC
for the residential class. Other parties proposed variations on
the capped EPMC method. . '

The Farm Bureau advocates a capped EPMC allocation, with
the increase to the agricultural class limited to 2.5% over SAPC.
This was the cap applied to the agricultural class in PG&E’s last
ECAC case. Farm Bureau notes that the changes in the structure of
agricultural rates ordered in D.87-04-028 were completed on
November 1, 1988. These changes resulted in increases to many
agricultural customers, according to Farm Bureau, and it is unfair
to adopt a higher cap under these circumstances. Farm Bureau also
suspects that the review of marginal costs in PG&E’s general rate
case, taking place next year, will show that agricultural rates are
closer to EPMC than under current estimates. Farm Bureau contends
“that this possibility argues for moderation in increases to
agricultural customers.

~ Under CLECA’s recommended capped EPMC approach, the cap
on agriculture would be set at S% above SAPC. CLECA believes that
a 2.5% cap will require other customers to subsidize agricultural
rates for eight rate changes. CLECA believes that this phase~in to
cost-based rates is too gradual and a 5% cap will bring ‘
agricultural rates to their full EPMC level at a faster pace..
Within the range of revenue increases considered in the ECAC éase,
CLECA’s higher agricultural cap would permit decreases to other
classes. But CLECA’s proposals are robust enough to be applied
directly to the larger revenue increases now being considered,
accoxding to CLECA.

. CMA supports CLECA’s recommendation. CMA is also

concerned at the slow progress toward EPMC that would oceur with a
2.5% cap~on.agricultur;l’inéreases above SAPC. . CMA. believes that
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this is an appropriate time to apply a 5% cap, because both the
‘November 1 deadline for the restructuring of agricultural rates and
the expected January 1 date of the rate changes occurxr after the
period of high power requirements for most agricultural customers.
Agricultural customers will have some time to adjust to these
changes before high seasonal power consumption resumes. In
addition, CMA believes that this transition period, when many .
agricultural customers must review their power consumption and -
consider the new rate schedules, is the best time to give these
customers a price signal of the move to cost-~based rates. For
these reasons, CMA believes that the agricultural cap should be at
least 5%.

CMA. also believes that no good reason exists to excuse
the residential class from bearing its appropriate share of the
cost of subsidizing agricultural rates once residential rates reach
the full EPMC level. All classes should share equally in the cost
of continuing agricultural rates below EPMC, according to CMA.

CMA’s final point is that a higher cap on agricultural
increases and the sharing of the agricultural subsidy by -
residential customers would permit some classes that are above
their EPMC share to receive rate reductions. CMA opposes the
suggested prohibition against reductions when overall revenue
requirement is increasing, and CMA notes that such reductions were
orderxed in the last general rate case of Southern California Edisen
Company, even though Edison’s overall revenue requirement
increased (D.87-12-066).

FEA, for reasons similar to those presented by CLECA,
favors capping increases to the agricultural class at 10% above:
SAPC. TFEA would cap the residential allocation at the class’s full
EPMC. This-proposal would permit decreases to other classes that
are above thelr EPMC allocatxon, within the range of increases
proposed ln the ECAC case.
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Industrial Users also believe that with the large
potential increases now being contemplated, retaining a 2.5% cap on
the agricultural class impedes progress toward full EPMC and is
unfair to other customer classes. ' |

TURN‘s primaxy recommendation is te use SAPC as the
method for allocating revenues in this case. Of the capped EPMC
proposals presented by other parties, TURN prefers DRA’s original
proposal. TURN agrees with DRA that no class should receive a
decrease when overall rates are increasing.

CLECA, Industrial Users, and FEA argue that if the
Commission’s resolution of the Diablo Canyon settlement is delayed,
the second step of any two-step approach should also employ the
EPMC allocation method. To revert to SAPC for the second step is
illogical and violates the Commission’s stated intent to continue
to progress to full EPMC, according to these parties.

PG&E differs with DRA and other partxes on the
treatment of the revenues from special contracts. PG&LE believes
that special contracts, contracts between the utility and certain
customers at other than the tariff rates, should be accounted for
in revenue allocation by using the actual revenues expected from
these contracts at the rates set in the contracts, rather than
imputing tariff rates to the sales to customers with these
contracts. This adjustment will affect the caleulation of- revenues‘
at present rates, and the calculation of the SAPC and full EPMC
revenue allocations. ‘

DRA believes that the calculation of revenues at present
rates should include the sales to special contracts customers at
the tariff rate that would apply to the customex except for the
special contract. DRA’s approach is equivalent to t:eating»specialj
contracts custome:s as a separate class for revenue allocation
purposes (see Tx. 20:2127~2128). DRA believes that this is an
appropriate way'torpexform the revenue allocation. The eventual
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- resulting undercollection of revenues will be reflected in the
ERAM. The Commission has stated that the shortfalls in revenue
from special contracts should be recovered from all customers
through the ERAM under present circumstances, accoxding to DRA, and
DRA believes that its approach is an efficient way to accomplish
the Commission’s purxpose. Finally, DRA argues that its approach:
was,adoptedﬁby'the Comnission in the last ECAC case, D.87-12-033.

_ Other parties, particularly CLECA and FEA, agree with .
DRA’s approach.

Farm Bureau arques that the transition from the PA—l rate
schedule to the AG-1 schedule, which was completed on November 1,
1988, must be taken into account in the calculation of revenues at
present rates. Since the rates under AG-1l are higher than under
PA-l, revenue calculations based on PA-1 will underestimate the
revenue contribution of the agricultural class and lead to higher
rates for agricuitural customers than are justified. Farm Bureau
estimates that the revenues at present rates for agricultural
customers should be about $8 million higher because of this
‘adjustment. ‘
' ACWA‘joins Farm Bureau in this contention.

DRA responds to this argument by stating that its
estimates of revenues already take into account the transition from
PA-1 to AG-1 rates, and PG&E’s estimates made the same adjustment.
Any further adjustment, as urged by Farm Bureau, would distort the
revenue allocation.

Farm Bureau also argues that Schedules AG-5 and AG-6 are
equivalent to special contracts and the revenues from these
schedules should be calculated as if these customers were served
under the AG-1 tariff. Farm Bureau thus supports DRA‘s general
approach to the crediting of special contracts’ revenues, and would
extend that treatment to what it believes are the correspondmng
customers ‘within the agr;cultural class. Farm Bureau calculates o
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that this change would increase the revenues at present rates
attributed to the agricultural class by over $113 million. With
this increase, the revenues for the agricultural class would exceed
its full EPMC allocation, according to Farm Bureau.

ACWA makes similar points, and adds that the
undercrediting of revenue to AG~S5 and AG-6 sales have resulted in
setting AG=~1 rates at a level higher than a correct EPMC allocation
would call for. '

PG&E disputes Farm Bureau’s contention that Schedules
AG~5 and AG-6 are tantamount to special contracts. PG&E points out
the rates for these schedules were developed because some ‘
agricultural customers wexre paying above their EPMC allocat;on. By
contrast, special contracts rates normally do not cellect the
customex’s full EPMC allocation, but are pegged to the marginal
cost of service. PG&E believes that AG-5 and AG-6 revenues should
be treated like special contracts’ revenues in that both should be
-allocated on the basis of the revenues actually recovered from
customers and not the rates of another tariff.

DRA joins PG&E in oppos;ng Farm Bureau’s contentlons and
points out that the AG-5 and AG-6 rates are tariff rates, not
special contracts based on negotiated rates. DRA-also notes that
Farm Bureau provided no evidence to support the arguments it made
in its brief. |

. DRA states that it made two adjustments to PGEE’s
allocation of agricultural sales. Fixst, it reduced the allocation
to summer on~-peak sales, because it found the allocation--53% of
annual sales--to be contrary to a rational selection of a TOU
schedule. Second, DRA found that PG&E assumed unusually low load
factors, so low that customers on the AG-5 and AG-6 schedules would
be ineligible for those schedules. DRA used the load factors
adopted in the last ECAC instead.

Farm Bureau disputes the first of these adjustments.
Farm Bureau believes that AG-5 and AG~6 are not true TOU schedules.~
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The differentials between on-peak and off-peak prices are

‘ ‘comparatively small, and as’ a result many of the customers on these
schedules do not respond like conventional TOU customers. The
resulting flat use pattern accounts for the high proportion of on-
peak sales that DRA found, according to Farm Bureau.

E. Ihe Txeatment of EBARY Revenues ‘

' BART argues that the railway class should be treated as a
separate customer class for puxpoSes.of revenue allocation. PG&E
and DRA have included BART’S sales and revenues as part of the
large light and power class. BART argues that the Commission has
treated the railway class zs a separate class in the past, and that
BART’s contract with PG&E requires it to be treated as a separate
class. ' _

If the railway class is treated as a separate .class, BART
believes that its rates should be set at its EPMC allocation.
PG&E’s and DRA’s treatment would result in BART’s rates being 20%,
higher than under a full EPMC allocation. BART argues that this
discrepahcy amounts to a violation of Public Utilities Code
§ 453(a), which prohibits singling out a person or coxporation for
prejudice or disadvantage.

BART believes that with the proper treatment, its rates
should decline by about $2.5 million, to its full EPMC rate level.

PGSE’s and DRA’s response is that BARI’s contract calls:
for PG&E to supply service to BART under schedules of the large
light and power class. - For this reason, these parties believe that
it is appropriate to include BART as part of the large light and
powef class fox revenue allocation purposes.

F. Txeatment of the CFA'Decrease

PGE&E’s earlier recommendation was that the decrease in
the CFA should be passed through on an equal cents per kilowatt-
hour basis. DRA believes that the ¢hanges to the CFA should be
allocated l;ke_all other changes. Apparently DRA’s position has
been incorporated in the joint exhibit. The joint exhibit applies.
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to the combmned changes in the ECAc-proceedlng, which include the
CFA decrease.
G. Discussion

. We will adopt the general principles outlined in’ the .
joint exhibit. We continue to hold to our policy of using EPMC to
allocate revenues as a way of moving toward fully cost—based‘:ates.
However, we recognize that some limits are necessary to»moderate
the pace at which we achieve this goal, to avoid the severe
disruptions that could result from the sudden removal of the
distortions that have accumulated in the past. _

Thus, we agree that a capped EPMC is the approach to
follow in developing the rates resulting from these three cases.
By capping the increases to the residential class at its full EPMC
allocation and limiting the agricultural increase to the same.
percentage as the residential class increase, the joint exhibit
halances the concerms that have shaped our revenue allocat;on
policy in recent years.

We disagree, however, with the joint exhibit’s proposal
to use SAPC to allocate the revenue requirement changes associated
with the Diablo Canyon stipulation, if the decision in that case is
delayed. We believe that the second step should also conform to
the capped EPMC principles adopted in the rest of the exhibit.
This second step, however, should not be an entirely‘separéte EPMC
allocation, with new caps and a new allocation. Rather, the second .
step revenue changes should be combined with. the previously adopted
revenue changes and revenue allocations in the first step so that
the overall, final revemue allocation conforms to the allocatien
that would bave resulted from the capped EPMC approach if all of
the changes had been considered at the same tlme.

The primary problem with the ethbmt's recommended SAPC
allocation for the second step is that it is a retreat, albe;t a
slight one, from cur goal. Although the expected differences in
the allocations are minoxr, the SAPC approach nevertheless contains-




A.88-04-020, A.88-04=057 - ALT/BTC/pC

some distortions. For example, under the SAPC approach the
streetlighting class receives an increase, even though the revenues ’
of that class most exceed EPMC on a percentage basis. We'want to
avoid even these minor distortions that result from a SAPC '
allocatxon at this time.

' For the same reasons, we reject TURN’s primary
recommendation that the SAPC approach should be applied to the
overall revenue changes.

According to the tables attached to the joint exhlbxt,
when the recommended approach is applied to the assumed revenue
increases for the three cases, the resulting increase zorlthe
agricultural class is less than 3.5% above the system average
increase. Although this is slightly above the 2.5% cap we had
previously adopted for the agricultural class, we conclude that
this level of increase is reasconable in light of the distance of
the agricultural class from its EPMC share. We are swayed by the
argunents that the 2.5% cap leads to very slow progress toward a
full EPMC allocation, but we are reluctant to go beyond a 5% cap,
as some parties have proposed. At the levels of the increases we
-axe considering, the approach of the joint exhibit moderates the
increase to agricultural customers and makes reasonable progress
toward EPMC. ,

We also approve of capping the increases to the
residential class at full EPMC. According to the attachmepts‘to
the joint exhibit, this level can be reached in these cases with an
increase above the system average change of around 3.5%, well below
the 5% cap that we had previously applied. We also believe that it
is appropriate not to permit the residential allocation to drift
above EPMC. Although other classes will still receive increases
above their EPMC allocation, and thus contribute some revenues to
subsidize the agricultural ¢lass, we believe that it is fair to
exenpt the3residehtia1'¢lass from contributing to this subsidy. We
note that the residential class will receive thellargest pe:centage"
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increase of any class under the assunptions of the joint exhibit. .
In light of the high rate increases that could result from these
cases, we think it is appropriate to moderate the effect on
residential customers to this small degree.

The question of how to treat the revenues from special
contracts is the subject of detailed consideration in Investigation
(1.) 86=10=001 and is still unresclved. Neo decision has been ‘
reached in that case, and none is likely in the next few months.

' Reasonable arguments have been made for the two treatments proposed
in this case. In light of the unresolved state of I.86-10-001, we
will continue the treatment we adopted in last year’s ECAC case for
PG&E. Thus, revenues from special contracts should be included in
the revenue allocation ‘calculation at the tariff rates that would
otherwise apply to customers of the same class. We concluded in
D.87=05=071 that until this issue is resolved in I.86~=10-001, any
revenue shortfalls should be made up by adjustments in ERAM.
Calculating revenues from these contracts at tariff rates is
consistent with this conclusion.

Farm Bureau suggested two adjustments to the caleculation
of agricultural revenues. We are persuaded that both DRA and PG&E:
have taken the difference in rates between the old PA-1l schedule
and the new AG-1l schedule into account in estimating agricultural
revenues (Tr. 20:2143), and no further adjustment is appropriate.

On Farm Bureau’s second point, we do not agree that the
AG~-5 and AG~6 schedules are eguivalent to special contracts.  Other
parties have presented many differences between special contracts
and AG-5 and AG-6 schedules. The most persuasive difference is the
simplest one: AG~5 and AG-6 are tariffs, and sales to customers
under those schedules should be accounted for at the tariff rate
and not, as Farm Bureau proposes, at the rates that apply to
another schedule. . - ;

Farm'Bureau also disputed DRA’s correctibnsntoWPG&Efs
initial allocations of agricultural revenues. Farm Bureau felt the
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high summer on-peak use was a product of low differentials in on-
and off-peak prices. However, DRA made it clear that its
adjustments corrected data that were clearly wrong and its revised
estimates, which PG&E agreed to, were reasonable (Tr. 20:2147-
2150).

BART requests that we affirm that the railroad class is 2
separate class and that separate rates for that class should be '
developed if necessary. We note that BART’s contract with PG&E
calls for service to be provided on the schedules that apply to
customers in the large light and power class. Whether BART is
classified as a separate class or a subset of the large light and
power class is a question of mere semantics, in our view. The
important determination is that we conclude from the terms of the
contract that it is appropriate to include BARI‘s revenues as parct
of the large light and power class f£or purposes of revenue
allocation and the development of the schedules that BART will be
served under. We find BART’s contention that the primary point of
the contract is to assert the separate status of the railway class
and that new schedules should be developed if needed to maintain
that separation to be contrary to the references to specific
schedules in the contract.

IXX. Intraclass Allocation

PG&E and DRA agreed on most elements of -intraclass
allocation over the course of the hearings. We will summarize the
principles stated in the joint exhibit and address the ;ssues
raised by other parties in this area.

A. The Joint Exhibit . ‘

‘The joint exhibit sets out the following prmnc;ples for
intraclass revenue allocation: '

1. The class average percentage ‘change should
be applied to schedules in the small and
medium light and power classes.
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. )

A capped EPMC allocation should be applied
to Schedule E~7, the TOU schedule for the
residential class.

In the large light and power class, the
marginal cost revenue responsibility for
Schedules E-24 and E=-25 and the railway
class should be included in the allocation
to Schedule E-20. The ralilway class w111
receive the resulting E-20 rates.

Schedules E~-24 and E-25 will be des;gned to
be revenue-neutral thh the resulting E-20
rates.

The target allocations for E-20 nonfirm
schedules should be determined using the
dollar per kilowatt discounts adopted in
PG&E’s 1986 ECAC and 1987 general rate
case. During 1987 and 1988, SAPC rate
adjustments have caused the discounts
implicit in the rates to diverge from the
adopted levels. Movement back to the
adopted levels should be capped at 5% above
or below the current discounts.

A capped EPMC allecation should be applied
in the large light and power class. The
cap should be 2.5% above or below the class
percentage revenue change.

If the Diablo Canyon settlement is delayed,
the preceding five steps should be applied
to the allocation of the revenues in the
ECAC and attrition cases. SAPC adjustments
should be applied to all schedules to
reflect the Diablo Canyon settlement.

Although the joint exhibit did not state a specific level.
for the recommended cap for Schedule E-7, during the hearings PG&E
recommended a cap for Schedule E-7 of 5% over the average ,
percentage increase for the class. The illustrative schedules of
the-jcintiexhibit‘comply'with-this limitation.

B. Other Issues

CLECA was concerned with the allocation within the laxge

llght and power class- CLECA.recommended that allccatxon w;thln
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the class should alsc be on an EPMC basis. If no marginal cost
information is available, CLECA recommends that SAPC should be.
applied. The primaxy difference between CLECA’s position and the
recommendations of the joint exhibit is that DRA and PG&E would
apply a 2.5% cap and floor to the EPMC-based allocation within the
class. CLECA points out that under the proposal of the joint
exhibit, the transmission and primary E-20 schedules receive the
same percentage increase (because of the operation of the 2.5%
floor), even though the transmission level customers are nmuch
further from EPMC. To avoid this ~unfair and inappropriate”
result, CLECA proposes a 5% cap and a floor of no decrease for the
allocation within the large light and power class. '

- FEA proposes essentially the same. allocatmon method as
CLECA, for similar reasons. ‘
¢. Discussion \

' For the level of revenue requirement increase assumed in
the joint exhibit, we conclude that for the large light and power
class, the 2.5% ceiling and floor proposed in the joint exhibit is
appropriate. This proposal makes adecquate progress towards EPMC
within the class without subjecting any particular schedule to a
disproportionate rate increase. FEA and CLECA have made good
arguments in favor of a higher cap, and these arguments reinforce
our belief that we should continue to move towards EPMC in
intraclass allocation whenever marginal cost information is
available. This movement requires a consideration of the effect on
individual classes. and customers, and in this case that
consmderatlon leads us to favor the proposal of DRA and PG&E.

The remainder of the proposals of the joint exhibit were
either not controversial or were related to issues that were raised
in the section on interclass allocation. We will adopt the
principles of the joint exhibit on inmtraclass allocation, with the
exception of the prov;smon calling for spreading of the revenues of
the Diablo Canyon settlement on a SAPC basis. 2As we have dlscussed'
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in the previous section, we believe that an EPMC-based allecation
should apply to the Diablo Canyon revenues, even if the decision in |
that case is delayed slightly. We acknowledge and. agree, however,
that the SAPC approach should be used if adequate marginal cost
information is not available for a particular schedule.

IV. Rate Desigp

D.88-01~016. limited the rate design issues in this
proceeding to consideration of certain aspects of agricultural rate
design and residential TOU rate design. The evidence introduced at
the hearings stayed within this limitation. However, the much
larger increase in revenue ;ssumed'in the joint exhibit led PG&E
and DRA to present a few principles that affected other areas of
rate design. \ ' ‘

The joint exhibit stated the following principles for
rate design:

1. Within the residential class, the Tier 1,
or baseline, rate of Schedule E-1l should be
set at the percentage ©of the system average
rate adopted in X1.88-07-009, the proceeding
that is considering revision or the
baseline allocations.

Schedule E-? rates should be adjusted

(a) by moving 75% of the way to a full EPMC
seasonal allocation, (b) by moving 35% of
the way to a full EPMC summer TOU .
differential, and (c¢) by setting the -
baseline discount so that the weilghted
average Tier 1 rate is equal to 0.94
(80/85) of the percentage of the systenm
average rate adopted for Schedule E-l.

For all nonresidential classes, the
relationships among TOU enexrgy charges in
current rates should be maintained.

w;thin the agricultural class, the maximum
demand charges and rate limiters should be
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increased by the class average percentage
change. Energy and on-peak demand charges
should be adjusted by equal percentages
within schedules to recover the remaining
revenue. For rate design calculations,
Schedules AG-4C and AG-4B and Schedules
AG-5C and AG-5B should be combined.

within the large light and power class,
maximum demand charges and rate limiters
should be adjusted by the combined
percentage change in the revenue
allocations for the medium and large light
and power classes. Energy and on-peak
demand charges should be adjusted by equal
percentages within schedules to recover the
remaining revenue. Schedules E=-24 and E=-25
should be adjusted to remain revenue
neutral with Schedule E-20.

Within the medium light and power class,
the maximum and on-peak demand charges
should be those determined for Schedule
E=20 Secondary. Voltage discounts should
be calculated as the difference between the
maximum demand charge for Schedule E-20
Secondary, and those for Schedules E-20
Primary and E-20 Transmission. Enexgy
charges should be adjusted by equal.
percentages within schedules to recover the
remaining revenue.

Standby chaxgeS-should be set at the
naximum demand charge levels determined for
the large light and power. class.

As we have mentioned, several of these principles
violated oux earlie:-determination of the appropriate scope of the
consideration of rate design in this case. It appears, however,
that the recommendations exceeding our earlier limitations were
made necessary by the greater revenue increases that accompanied
the consideration of the increases from the ARA and Diablo‘Canyon
settlement cases. These recommendations appear to be. in the naturef
of housekeeplng adjustments that need to be made: to keep ‘
-relatlonshlps w1thin the classes in proport;on to our earller
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determinations. Our conclusion is supported by the lack of any
remarks on these recommendations in the comments responding to-the
motion. to admit Exhibit 8l. Despite our earlier. decision, we. will
take these recommendations into account in reaching our tinal
deczszon on rate design.
B. Other Xssues

CLECA and FEA both recommend that any rate increase to
the large light and power class should be spread to each rate
component (demand, customer, and energy charges) on an equal
percentage basis'until such time as the rate component is at its
EPMC level. This recommendation would primarily affectAdemand and
customer charges, which CLECA states are not at their full EPMC
level.

Contra Costa was primarily concerned with the‘residential
TOU program. Its concerns were satisfied by an agreement reached
between PG4E and DRA. In addition to the points included in the
joint exhibit, PG&E agreed to install an annual minimum of 10,000
residential TOU meters for new customers on Schedule 8?7 in 1988
and 1989. In addition, PG&E will txy to catch up on its de:;c;t in
1nstallatlons in 1987.

PG&E also agreed to file testlmony in its next general
rate case on the results of studies on the residential TOU prxogram.

DRA had originally proposed that residential TOU hours
should be expressed in terms of standard time, which would have the
effect of shifting the peak period during daylight-savings - time.-
PG4E rejected this proposal because of its fear of customer
confusion. These parties, joined by Contra Costa, eventually
égreed that DRA and PG&E would perform a joint study on the
desirability_ot‘such a change.
C.  Discussion :

We will adopt the principles for rate desmgn.proposed xn
the joxnt exhlb;t. No party disputed these principles.
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We agree with CLECA’s general point that EPMC principles
‘should apply to the rate components, but this proposal was not
discussed in detail at the hearings. CLECA’S proposals may
conflict with parts of the joint exhibits recommendations. We
will not adopt CLECA’s recommendation at this time, but we intend
to comsider this proposal in more detail in future proceedings.

In addition, we endorse the terms of the agreement
between DRA and PGLE on the residential TOU program. This.
agreement was fully supported by Contra Costa.

Pindi £ Fact

1. Allocation of interclass revenues by the EPMC approach
should continue for the revenue changes associated with this ECAC
proceeding, the Diable Canyon settlement, and the ARA and cost of
capital proceeding, since PGA4E needs to continue movement toward a
full EPMC revenue allocation without interclass subsidies.

2. The present rates of the residential and agricultural
classes are below the levels necessary to recover the costs of
serving those classes, and other classes generate revenues above
the level needed to collect the costs of serving those classes.

3. A revenue allocation based on a full EPMC approach would
produce significant rate increases for the agricultural class, and
the effect on agricultural customers would be harsh.

4. The proposals of the joint exhibit generally provide a
reasonable balance of the competing interests,in this case.

5. The Commission is separxately considering PG&E’sS.ECAC, .. . ..
ARA, and Diablo Canyon cases, and the total revenue increase is not
nown at this time.

6. The question of how to treat the revenues from specmal
contracts is being considered in detail in I. 86=10-001, but no
resolutlon of that issue has yet been nmade.

7. BART’s contract with PG&E requires PG&E to provide ,
servxce ‘to BART at its applicable large lzght and power schedules.
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conclusions of Law

1. The principles for allocating revenue and designing rates
for the Yevenue increases currently being considered by the
Ccommission in this proceeding, the ARA and cost of capital case,
and the Diablo Canyon settlement should be established in this
case. : '

2. The principles proposed by the joint exhibit for
allocating revenue among customer c¢lasses should be adopted, except
that if the xesolution of the Diablo Canyon settlement is delayed,
the revenue increase resulting from that resolution should also be
allocated according to EPMC principles. The allocations of revenue
under a two-step allocation should be equal to those that would o
have resulted from a one~-step allocation of the total revenues from
these three cases.

3. For purposes of the revenue allocat;on in this
proceeding, the revenues from special contracts should be 1ncluded
at tariff rates in the calculation of revenues at present rates.

4. Schedules AG-5 and AG~6 are tariffs and are not
equivalent to special contracts.

5.. BART should be included in the large light and power
class for purposes of revenue allocation and the development of
rates. ,

6. The principles proposed by the joint exhibit for
intraclass revenue allocation are reasonable, except that if
resolution of the Diable Canyon settlement is delayed, the
intraclass revenue allocation should still.follow the EPMC"
approach. | ' ,

7. The allocation to Schedule E-7 should not exceed 5% over
the average percentage increase for the residential class. -

8. The principles proposed by the joint exh;blt for. rate
design axe reasonable. :
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9. A capped EPMC approach should be applied to rate
components in the large light and power class. The cap should be
5% above the average change for the schedule at this time.

10. PG&E should file testimony in its next general rate case
on the results of studies of the residential TOU program.

11. PG&E should be authorized to file revised electrxic rates
to become effective not sooner than January 1, 1989. The new rates
should reflect the net amount of any increases granted by the
Commission in decisions made effective before January 1, 1989, in
this proceeding, the Diablo Canyon case, and the ARA and cost of
capital case. The new rates should be based on the determznatxons
made in this decision.

QRDER

IT IS ORDERED that:

1. Pacific Gas and Electric Company (PG&E) shall
incoxporate the principles set forth in the findings and
conclusions of this decision inte rates to recover the revenue
requirements to be authormzed in this proceeding, in Appllcatlon
(A,) 84-06-014 and A-85-08—025, and in A.88-07-037.
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2. The rate revisions shall become cffective no earlier than
January 1, 1389. . ' |
. This order is effective today. o
Daged _+ at San Francisco, Cali:d_x:;;l.é.

“'




