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88: 12 031 Decision __________ _ .DEC 9 1988 .. 
BEFORE THE PUBLIC' UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

Application of PACIFIC GAS AND 
ELECTRIC 'COMPANY'for Commission 
order find:inqthat PG&E"s gas and 
electric operatiOns during the 
reasonableness review period from 
February 1, 1987 to January 31, 

) 
) 
) 
). Application 88·-04-02:0 
) (Filed April .7, 1988.) 
) 
) 19a5, were prudent. 

------~--------) 
Application of PACIFIC GAS AND 
ELECTRIC COMPANY for authority 
to ,adjuat;its electric rates 

) 
) 
) Application 88-04-05-7 
) (Filed April 21, 198,~n 
) effective August 1, 1988. 

-------------------------------) 
(see Decision 88-11-052 for appearances.) 

OPINION ON REVENOB AT.r.QCATION; l\ND BATE DESIGN 

I. 'B:§clsgroumt 

In an earlier deciSion in this proceeding, Decision 
(0.) 88-11-052, we resolved issues concerninq the load forecast, 
resource forecast, modeling conventions, and calculation of the 
incremental energy rate (IER) for the August 1, 198'S throuqh 
'July 31, 19&9 forecast year for Pacific Gas and Electric company 
(PG&E).. The earlier opinion decided all dis.puted issues that 
needed to be resolved before the parties' production cost models 
could be run to determine the revenue requirement for PG&E's Energy 
Cost Adjustment Clause (ECAC) expenses and the XER for the forecast 
period .. 

At the time of the preparation of the earlier deCision, 
issues related to revenue allocation and rate desiqn had been heard 
and briefed, but a motion by PG&E and the Commission's.Oivision of 

" . 
Ratep4yer AdVOCAtes (DRA) caused us. to· delay our resolution o·f 
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these issues until this decision. The joint motion, filed on 
October 4, ~9aa, ~equested leave to submit a late-filed 
exhibit. The impetus behind the motion was a realization that rate 
changes from three different proceedinqs involving PG&E--this case, 
AppliC4tion (A.) 88-07-037, the proceeding,on the attrition rate 
adjustment (ARA) and cost of capital, and A.S4-06-014 and 
A.S5-0S-025., the Diablo- canyon proceeding, in which a settlement is 
now being considered--could all occur on Janu,,"ry 1, 1989. RAther 
than addressing the general issues of revenue allocation and ra.te 
design in three sepuate proceedings, PG&E and ORA proposed that 
this case should serve as, the forum for consideration o,f 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 
proceedinq 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 ORA, based on certain assumptions presented in a ruling 
of the Administrative Law Judge (ALJ) of August 5, 198'8:. Although 
the final increase in any of these cases will not be known until we 
issue our final decisiOns, PG&E's prelim.i.nary 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 potential increase that could. result from these 
cases is far higher thAn the increase d.iscussed. 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 ORA's joint recommendations 
for principles the Commission sbould. follow in allocating the' 
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increased revenues resulting from these cases and desiqninq the 
resulting rates. 

In a ruling of October 6, the A:LJ invited' all parti.es 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 rul'inq of October 24, the ALJ' granted. the motion and 
received the joint exhibit as ExhU>i.t 8-1 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 also 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 talce 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' pesi tions in this deCision 
will c;::\ote or paraphrase the principles of the joint exhibit. We 
assume that the positions taken by PG&E and ORA at the hearings on 
issues not covered by the joint exhibit are unchanged. 

In addition to PG&E· and ORA, the parties who were­
concerned with revenue allocation and rate design were the. San 

Francisco Bay Area Rapid Trans,it Ois-trict (BART); the Federal 
,Executive Agencies (FEA); Anheuser-Busch Companies, General Motors 
C02:pOration, Nabisco Brands, Inc., and 'Onion Carbide Corporation 
(Industrial Users); the California Farm Bureau Federation (Farm 
Bureau); the California Large Energy Cons-umers Association. (CLECA); 
Toward Utility Rate Normaliza't.ion (TURN); Con't.ra Costa County 
(Contra Costa); and the california Manufacturers Association (CMA.). 

In addition, the_Aasociationof california Water Agencies (ACWA) 
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presented some of its concerns in this area ina letter of 
August 31, 19S8, to the ALJ. 

The procedures of Public Utilities Code S ~ll(d) were 
followed in developing this decision. The ALJrs proposed decision 
was issued on November 9,. 1985. PG&E, DRA, CLECA, Fa:z:m' Bureau, 
Ind.ustrial Users, And the california Department of General Services 
commented' on the proposed decision. 

We have reviewed and carefully considered the comments. 
We have incorporate4 appropriate changes fro= these comments in 
this decision. 

The general posi tiona. of all parties were shaped by our 
decisions on. revenue allocation and rate design in PG&E's last ECAC 
case, A.S7-04-00S-. In 0.87-12-003, we adopted a revenue allocation 
:based on the equal percentage of max'qinal cost (EPMC) method. We 
have embraced theEPMC approach as a way of developing rates that 
are ])ased. 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 aome customers 
to leave the system altogether, to the detriment 0·£ the remaining 
customers. 

Because some of the existing distortions were qreat~ we 
balanced our desi4e to move quickly toward cost-based rates. with a 
consideration of the effect on certain customer groups. This 
balancing led. us to limit the rate increases to· some customer 
classes.. In 0'.8.7-12-033" 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 verylrm:tted extent 
in 0.87-12-033. In 0·. S'S"-Ol-O 16., we concluded that further hearings 
on rate design were unnecessal:Y, and' that the rate design issues ' 
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considered in the current proceeding should be limited to 
residential time-of-use (TOU) rates and agricultural rates. 

In addition t~ the agreements between PG&E and ORA set 
forth in the joint exhil>it, there was considerable agreement 
between these parties on the revenue 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. Interclass 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 under the SAFC and 
full EPHC 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 ECACcase, except for the marginal energy costs, which are an 
output of the production simulation model runs directed in an 
earlier decision in th..is proceeding, O. 88-ll-05,2 • 

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.. 1he 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. 
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z. The revenue adjuatments for the ECAC 
proceeding-, ARA, and Diablo Canyon 
settlement should be combined into a aingle 
capped EPMC allocation (one-step method). 
If the Diablo Canyon settlement change is 
delayed until after the other changea, the 
changes. for the three cases should be 
allocated in two steps. The changes 
resulting from the ECAC and ARA. proceedinqa 
should be allocated using the capped EPMC 
method based on the EPMC targets determined 
for the one-step method.. The Diablo Canyon 
settlement ~houldthen be allocated usinq 
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. 

" 

3. The residential class. allocation should be 
limited to full EPMC .. 

4. The agricultural class should receive the 
Bame percentage increase as the residential 
class • 

S. 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 eost revenue responsibilities. 

In earlier testimony, both parties had propose4 use of a 
capped EPMC approach that would have resulted in increases for the 
residential and agricultural classes, limited by a set percentaqe 
over the SAPC, but below the level called for by a full EPMC 
alloCation.. Other classes would have received, no chanqe,even 
though they would have receive4 a decrease under a full EPMC 
allocation .. 

Compared to the earlier proposals, the new principles 
eqUalize the increas~s to the residential class'and the 
'aqrieultural class, limit the increase to the res.idential class to 
no more than it3- EPMC share, and continue the cond1t1on.that no 
elass would receive a decrease. The eap under this proposal is set 
by the amount of the increase required for the residential class', 
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and is limited bytbe EPMC share of the residential class. The new 
proposal also contemplates that other classes would receive 
increases because of the sw:>stantiallyh1gher revenue requirement. 
~ Details of the Capped EPMC ARProaeh 

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. Other parties proposed variations on 
the capped EPMC method. 

" 
The Fa:r:m 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 cMnqes in the structure of 
agricultural rates ord.ered in D.87-04-028: were completed on 
November 1, 198:8. These changes resulted in increases to many 
agricultural customers, according to· F4%'m 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 undercurrent estimates. Farm Bureau contends 
that this possibility arques for moderation in'increases to 
agricultural customers. 

Onder 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 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 ease, 
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·.1ncreases. noW' being considered~ 
according to CLECA~ 
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CMA supports CLECA's recommendation. 
concerned at the slow progress toward EPMC that 
2.5% cap on agricultural increases above SAPC. 

CMA. is also' 
would occur with a 
CMA believes that 

this is an appropriate time to apply a 5% cap, because both the 
Noveml:>er, 1 deadline' for the restructuring ofaqricultural rates and 
the expected January 1 date of the rate changes occur after the 
period of high power requ.i:ements for most aqricul tural 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 aqricul tural 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 
r~~irement is increasing~ and CMA notes that such reductions were 

, ordf)red in the last general rate ease of Southern California Edison 
Company, even though Edison's overall revenue requirement increased 
CO.87-l2~O&&) • 

favors 
SAPe. 
EPMC. 

FEAr for reasons similar to those presented by CLECA, 
capping increases to the agricultural clas8 at lOt. above'. 
FEA would:' cap the- residential allocation, at the' class.' s full 
This proposal would permit decreases to other classes that ' 
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are above their EPMC allocation, within the range of increases 
proposed :Ln the ECAC case ... 

Industrial Users also believe that with the large 
potential increases now being contemplated,. retaining a 2 .. 5% cap- on 
the a9ricultural class impedes pr09ress toward full EPMC and is 
unfair to other customer classes. 

TORN's prima:cy reeomtnendation is to use SAPC as the 
method. for allocating revenues in this. case.. Of the capped· EPMC 
proposals presented by other parties, TORN prefers ORA~s oriqinal 
proposal.. TORN agrees with ORA that no class should receive a 
decrease when overall rates are increasing. 

CI.ECA, 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 ~ethod... 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 • 
c.. The TreAtment of Revenues from Special Contracts 

PG&E d.i.ffers with ORA and other parties on the treatment· 
of the revenues from special contracts. PG&E believes that special 
con~acts, 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 imputinq 
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. 

ORA. believes that the calculation of revenues at present 
rates shoule include the sales to special contracts customers at 
the tariff rate that would apply 'to the customer except for the 
specia~ contract. DRA's approach is equivalent to treating special 
contracts. customers as a separate class for revenue allocation 
pw:poses (see'Tr. 20:2127-2128-).. ORA. believes that tb.i;s is an 
appropriate way to'"perfo:cn 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 
throuqh the ERAM under present circumstances, according to ORA, and 
ORA believes that its approach is an efficient way to· accomplish 
the Commission's purpose~ Finally, DRA argues that its approach 
was adopted by the Commission in the last ECAC ease, 0.8:7-12-033·. 

Other parties, particularly CLECA ana FEA, agree with 
DRA"s approach. 
D. 'the '1'reat"ment of Agr1cul1;J,tral Reyenu!m 

Farm Bureau argues that the transition from the PA-1 rate 
schedule to the AG-l schedule, which was completed on November 1, 
198:8., must be talc:en into account in the calculation of revenues at 
present rates. Since the rates under AG-1 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 aqricultural 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. 

Acw.A joins Far.m Bureau in this contention. 
DRA responds to. this argument by stating that its 

estimates of revenues already t4ke into account the transition from 
PA-l to AG-l rates, and PG&E'"s estimates made the· same ad·justment. 
Any further adjustment, as urged by Farm. Bureau, would distort the 
revenue allocation. 

Farm Bureau also argues that Schedules AG-S 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-l tariff.. Farro. Bureau thus supports. ORA's qeneral 
approach to the crediting of s.pecial contracts' revenues., and would 
extend thAt treatment to- what it believes are the- corresponding 
customers wi'th1n the agricultural class. Fa.r.m Bureau calculates 
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that this change would increase the revenues at present rates 
attributed to· the aqricultural class by over S113· 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-S and AG-& sales have resulted in 
setting AG-l rates at a level higher th~ a cOr%ect 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 were paying above their EPMC allocation. By 
contrast, special contracts rates normally do not collect the 
c.ustomer's full EPMC allocation, but are pegged to the marqinal 
cost of se:cviee. PG&E believes that AG-S and AG-& 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 opposing· Farm Bureau's contentions and 
points out that the AG-S and AG-6 rates are tariff rates, not 
special contracts based on negotiated rates. DRA also notes that 
Far.m Bureau provided no evidence to support the arguments it.made 
in its brief. 

ORA states that it made two adjustments to PG&E's 
allocation of aqricultural sales. First, it reduced the allocation 
to summer on-peak 841es,. because it found the allocation--S3:t of 
annual sales--to be contrary to a rational selection of a 7:00 
sched.ule. Second, ORA. found that PG&E assumed unusually loW' loa.d 
factors, so low that customers on the AG-S and AG-6 schedules would 
be ineligible for those schedules. ORA used the load factors 
adopted in the last ECAC instead. 

Farm. Bureau disputes the· first of these. adjustments. 
Farm Bureau believes that· AG-S .ano. AG-6 are not true 'l'0t1 schedules •. 
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'rhe 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 1!OU customers. 1!he 
resulting flat use pattern accounts for the hiqh proportion of on­
peak sales that ORA found, according t~ Farm Bureau. 
E. '1'be 't;reatment of BART Reyenue& 

BARX argues that the railway class should be treated as a 
separate customer class for purposes of revenue allocation. PG&E 
and ORA have included BARr's sales and revenues as part of the 
large light and power class. BART argues that the Comm.1.ssion has 
treated the railway class as a separate class in the past, and that 
BART"s contract with PG&E requ.ires it to be tre'ated as a separate 
class. 

If the railway class is treated as a separate class, BART 

believes tMt its rates should be set at its EPMC allocation. 
PG&E's and DRA's treatment would result in BAR~'s rates beinq 20% 
hiqher than' under a full EPMC allocation. BARt' argues that this 
discrepancy amounts to a violation of PUblic Utilities Code 
S 453(a), which prohibits singling out a person or corporation for 
prejudice or disadvantage. 

BARr believes that with the proper treatment, its rates 
should decline by about $2.5- million, to its full EPMCrate,level. 

PG&E's and DRA's response is that BAR~'s contract calls 
for PG&E to supply service to ~ under schedules of the large 
light and power class. For this reason, these parties believe that 
it is appropriate to include ~ as part of the large light and 
power class for revenue allocation purposes. 
F. 'treatment of the C'fA Decrease 

PG&E's,earlier recommendation was that the decrease in 
the CPA ·should be passed through. on an equal cents per kilowatt­
hour basis.DRA believes that thechanqes to the CFA should be 

allocated like all' other chanqes .. , Apparently DRA~s position "has 
been incorporated~ in the joint exhibit. The- joint exhibit applies 
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to the combined changes in the ECAC proceeding, 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 rates. 
However, we recognize that some l~ts are necessary to moaerate 
the pace at which we achieve this goal, to av01~ 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 resiaential class at its full EPMC 

allocation and limiting the agricultural increase to the same 
percentage as. the residential class. increase, the joint exh.U>it 
balances the concerns that have shaped our revenue allocation 
policy in recent years • 

We disaqX'ee, 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 o·f the exhibit. 
This second step, however, should not be an entirely separate·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 revenue allocation conforms to the allocation 
that would have resulted from the capped EPMC approach if all of 
the chanqeshad been considered at the S~e time. 

The primary problem with the exhibit's. recommended SAPC 
allocation for the second step· is that it is a retreat, albeit a 
sliqhtone" ·from our goal. Although the expected differences. in 
the allocations are minor, the SAPC approach nevertheles.s contains 
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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~ 
avo~d even these ~nor ~stortions that result from a SAPC 

allocation at this time. 
For the same reasons, we reject TURN's primary 

recommendation that the SAPe approach should be applied to the 
overall revenue changes. 

According to the tables attached to the joint exhibit,. 
when the recommended approach is applied to the assumed revenue 
increases for the three cases, the resulting increase for the 
agricultural class is les8 than 3.S\ above the system average 
increase.. Althouqh this is slightly above the 2.5\ cap we had, 
previously adopted for the agricultural class, we conclude that 
this level of increase is rea80nable in light of the distance of 
the agr1cul tural c'lass from 1 ts EPMC share. We are swayed by the 
arguments 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 reason@le pr09'X'ess 
toward EPMC. 

We also approve of capping the increases to' the 
residential class at full EPMC. Accorc1ing 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 S\ cap that we had previously applied. We also believe that it 
is appropriate not to per.mit the residential allocation to drift 
above EPMC. Although other classes will still receive increo.ses 
above their EPMC alloeation~ and thus contribute some revenues t~ 
subsidize the o.g.ricultur4l class, we believe that it is fair to 

, ' 

exempt the residential class from contributing to-- this subsidy. We-
note thAt the residential class will receive the-. largest percentage" 

- 14 -



.< 

• 

• 

• 

.. 
A.88-04-020, A.88-04-057 ALJ/BTC/pc . 

increase of any c'lass under the assumptionfl, 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 
(I.) 86-10-001 and is. still unresolved.. 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 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 
0.87-05-071 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 witr. this conclusion. 

Farm Bureau sugges.ted two adjustments to the calculation 
ofaqricul tural revenues. We are persuaded that both ORA. and PG&E 
have taken the difference in rates between the old PA-l schedu'le 
and the new AG-l schedule into account in estimating aqricultural 
revenues (Tr. 20:2143), and no further adjustment is appropriate. 

On Farm Bureau's second point, we do not agorae that the 
AG-S- and AG-6 schedules are equivalent to special contracts. Other 
parties have presented. many differences between special contracts' 
and AG-5and AG-& schedules. The most persuasive difference is the 
simplest one: AG-5. and AG-6 ~ 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 ORA's corrections toPG&E"s' 
initial allocations of agricultural revenues., Farm Bureau felt the 
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high. summer on-peak u.se was a product of row d.ifferentials. 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 aqreed to, were reasonable (Tr. 2'.0:2'147-
2150). 

~ requests that we affirm that the railroad class is, a 
separate class and that separat~ rates for that class should be 
developed if neces~. 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 BAR'l' 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 
served under. We find ~"$ contention that the pr~ point of 
the contract is to assert the separate status of the railway class. 
and that new schedu.les 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 hearing's.. 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 principles for 
!ntraclass 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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2.. A capped: -EPMC allocation should be applied' 
to SChedule E-7, the TOU sched.ule for the 
residential class. 

3.. In the large light and power class, the 
marginal cost revenue responsibility for 
SChedules E-24 and E-25 and the railway 
class sho.uldbe included· in the allocation 
to SChedule E-20. The railway class will 
rece-ive the resulting E-20 rates .. 
SChedules E-24 and E-2S will be d.esiqned to. 
be revenue-neutral with the resulting E-20 
rates. 

4.. The target allocations for E-20 no.nfirm 
schedules sho.uld be determined using the 
do.llar per kilowatt discounts ad.o.pted in 
PG&E"s 1986 ECAe and 1987 general rate 
case. During 19-8.7 and 1988.', SAPC rate 
adjustments have caused the disceunts 
implicit in the rates to. diverge fro.m the 
ado.pted levels. Movement back to.· the 
ado.pted levels sheuld be capped at 5% above 
or-b&low the current disco.unts • 

5. A capped. EPMC allocation should :be applied' 
in the large light and. power class.. The 
cap should· be 2-• .5-% above or belo.W the class 
percentage revenue change. 

6. If the Diablo Canyo.n settlement is d.elayed, 
the preceding five steps sho.uld be applied 
t~ the allocatio.n o.f the revenues in the 
ECAC and' attrit1.on cases.. SAPC adjustments 
sho.uld be applied to-all schedules to 
refleet the Diablo· Canyo.n settlement. 

Althcugh the joint exhibit did nct state a specific level 
fcr the reccmmended cap fcr SChedule E-7, during the hearings PG&E 
reco.mmended a cap fer SChedule :&-7 of 5%- cver the average 
percentaqe increase for the class. The illustrative schedules c,f 
the joint exhibit ccmply with this limitaticn. 
B. Other Issues 

CLECA was. ccncerned with the allocaticn within the large 
light' and.: power class. CLEO. recommended thatallocaticnwithin. 
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the class should. also be on an EPMC basis. If no marginal cost 
information is Available, CLECA recommend.s that SAPe should. be 
applied. The primary difference between CLECA~s position and the 
recommendations of the joint exhibit is that ORA 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 o,f the joint 
exhibit, the transmission and primary E-20 sched.ules receive the 
same percentage increase (because of the operation of the 2.5,% 

floor), even though the transmission level customers are much 
further from EPMC. To avoid' this "'unfair and inappropriate'" 
result, CLECA proposes a S\. cap and' a floor of no decrease for the 
allocation within the large light and power class. 

FEA pro~8es essentially the same allocation method as 
CI.ECA, for similar reaSOn5-. 
c. Discu8sIon 

For the level of revenue requirement increase assume4 in 
the joint exhibit,. we conclude that for the large light and power 
class, the 2.5\ ceilinq and floor proposed in the joint exhibit is 
appropriate'. This proposal makes adequate progress towards EPMC 
within the class without subjectinq 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 marqinal cost information is 
aVailable. This movement requires a consideration of the effect on 
individual classes ~d customers, and. in this case that 
consideration leads us 'to favor the proposal of ORA. and PG&E .• 

'l'he remainder of the' proposals of the joint exhibit were' 
either not controvers.ial or were related to issues. that were raised. 
in the section on interclass alloeation~ We will adopt the 
principles of the joint exhibit on intraclass allocation, with the 
exception of the- provis.ion callinq for spreaciinqof the, revenues ,of 
the Diablo, Canyon settlement on a SAPC basis·. As we have discus.sed . 
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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 acknowledg,e and agree, however, 
that the SAPC approach should be used if adequate marginal cost 
information 1s not" ava11able for a particular schedule. 

IV. Bate Design 

o.sa-Ol-Ol& limited the rate design issues in'this 
proceeding to consideration of certain aspects of aqricultural rate 
design and residential TOU rate design. The evidence introduced at 
the hearings stayed within this limitation. However, the much 
larger increase in revenue assumed in the joint exhibit led, PG&E 
and ORA to- present a few principles that affected other areas of 
rate design. 
A. Xbe 'Jo1m; 1Xh1b1'C 

'.rhe jOint,exhibit stated the following principles for 
rate design: 

1. 

2. 

3. 

4 .. 

Within the residential class, the Tier 1, 
or baseline, rate of Schedule E-l should be 
set at the percentage of the system average 
rate adopted 'in J: .8'8-07-009, the proeeeclinq 
that is considering revision of the 
baseline allocations. 

Schedule E-7 rates should be adjusted 
(a) by moving 75t of the way to a full EPMC 
seasonal allocation, (b) by moving 3St of 
the way to a full EPMC summer '.rOU 
differential, and (e) by setting the 
baseline discount so that the weighted 
average Tier 1 rate is equal to 0.94 
(SO/S5,) of the percentage of the system 
average rate adopted for Schedule E-l~ 

For all nonresidential classes, the 
relationships among TOU energy charges in 
cur.rent rates should be maintained_ 

Within the aqricultural 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 desiqn calculations, 
Schedules AG-4C and AG-4B and Schedules 
AG-SC and AG-SB should be combined. 

s. W~thin 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 
percentaqes Within schedules to recover the 
remaining revenue. Sched.ules. E-24 and. E-2S 
should be adjusted t~ remain revenue 
neutral with Schedule E-20. 

6. 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 
Prim4:ry and E-20 Transmission. Energy 
charges should be adjusted by equal 
percentages within schedules to, recover the 
remaining revenue. 

7. 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 o·f the 
consideration of rate clesiqn in this case. It appears, however, 
that the recommendat~ons exceed.~ng our earlier l~~tations 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' nature 
0·£ housekeeping adjustments that need to be made to keep 
relationships-within the classes in. proportion to our earlier 

, . 
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determinations. Our conclusion is supported by the lack o,f any 
remarks on these recommendations in the comments res.ponding 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. Other XSlJle§ 

CLECA and PEA both recommend that any rate increase to 
the large light and power class should be spread to each rate 
component (deDWUld, customer, and energy charges) on an equal 
percentage basis. until sueh time as the rate component is at its 
EPMC level. Th.is recommendation would primA:ril':( affect demand and 
customer ehArges, which CLECA states are not at their full EPMC' 
level. 

Contra CostA was primarily concerned with the residential 
TOU prOg'r~. Its eoneerns were satisfied by an agreement ,reaehed 
between PG&E and ORA. In addition to, the points ineluded in the 
jOint exhibit, PG&E agreed· to install an annual minimum of ,10,000 
residential TOO meters for new customers'on Schedule'E-7 in 1988 
and. 1989. In addition, PG&E will t%y to ,catch up on its deficit in 
installations in 1987. 

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

ORA had originally proposed that residential TOU hours 
should ,'be expressed, in terms ~f 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 ORA and PG&E would perform a joint study on the 
desirability of such a change .. 

PG&E raised. an issue coneerning the definition o,f the 
agricultural class. PG&E recommends that customers: should be 
served on aqriculturalschedules if 70 percent or more of the 
energy usage of, the customer's account is dedicated. to 4gricultural 
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end-uses. AqriculturAl end-uses include growing crops, rAising 
livestock, pumping water for irriqation, or other uses that invo,lve­
production for sale and that do not chanqe the form of the 
aqricultural product. 

PG&E alse> recommends that the Commission adopt the new 
definition of the agricultural class in this proceeding, but the 
definition would not be implemented until nexe year's ECAC 

decision. The interveninq year would qive PG&E. time to identify 
Affected customers and infor.m them of their options in their new 
rate classes. 
c. Discussion 

We will Adopt most of the principles for rate desiqn 
proposed in the joint exh1?it. 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 T1er I 
(baseline) and Tier :I rates of Schedule E-l recently adopted in 
0.88-10-0&2 should be maintained. This approach is more in keeping 
with the intent of 0.88-10-062 than the joint exhibit's proposal. 

We agree with CLECA's qeneral point that EPMC principles 
should apply to the rate components, but this proposal was not 
discussed in detail at the hearings, and we are uncertain about the 
mechanics and effects of implementing CLECA's propoSAl. In 
addition, we are 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 PG&E's recommendations for adoptinq and 
implementinqa new definition of the agricultural class, and we 
will adopt PG&E~s proposals. 

In'addition, we endorse the terms of the aqreement 
between ORA. and PG&.E on the residential· TOU proqram.. This. 

aqreementwas fully supported by Contra Costa • 
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Findings of 'bet 

1. Allocation of interclass revenues by the EPMC approach 
should continue for the revenue chan;e~ associatea with this ECAC 
proeeedin;, the Diablo canyon settlement, and the ARA and cost of 
capital proceedinq, since PG&E needs to, continue movement toward a 
full EPMC' revenue allocation without interclass subsidies. 

2. T.he present rates of the residential and agricultural 
classes are beloW'the levels necessary to recover the costs o,f 
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 ag'ricul tural class, and. '. 
the Commission's policy is to give ag'ricultural customers continued 
high priority in mitigatin; 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 
known at this time. 

&. The question of how to treat the revenues from. special 
contracts i$ beinq considered in detail in I.S&-lO-OOl, but no 
resolution of that. issue has yet been made. 

7. BAR'l"'s contract with PG&E requires PG&E to provide 
service to ~ at its applicable lar;e light and power schedules. 
COnclusions of Law 

1. The pr~eiples for allocating revenue and. designing rates 
for the revenue increases currently being considered by the 
Commission in this proc:eedinq, the ARA and cost of capital ease, 
and' the Diablo Canyon settlement should be established in this 
case. 

2. The principles proposed by the joint exhibit for 
allocatinq revenue. amonq customer classes should: be adopted,. except 
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that if the resolution of the OiAblo Canyon settlement is delayed, 
th~ 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 
have re'sulted 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 fI:om special contracts should be included 
at tariff rates in the calculation of revenues at present rates. 

4. Schedules AG-5 and. AG-6. are tariffs and. 4I:e n¢t 
equivalent to special contractS. 

5,. BART should. be included. :1.n 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 D:1.a.blo. ~yon 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 clas-s. 

8. 'rhe principles proposed :by the joint exhibit for rate 
design are reasonable, except for the principle calling for 
baseline rates to be set on a percentage bas-is. 'rhe abs-olute 
differential between the Tier I (baseline) and Tier. II rates o·f 
Schedule E-l should. be maintained at the level adopted· in 
D. 88~J;O-06.2·. 

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

10·. Beqinninq on the effective date of the decision adopting 
specific rates in. PG&E"'s 19S9' ECACproceedinq, all agricultural 
accounts must meet the condition that 70 percent or more of· the 
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energy usaqe on the account be dedicated to aqricultural end-uses, 
defined to include ;rowing crops, raising livestock, pumping water 
for irriqation and other uses involvinq production for sale which 
do not change the form of the aqrieultural product. 

11. PG&E should file testimony in its next qeneral 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, 198:9'. 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 proceedinq, the Diablo. Canyon case, and the ARA. and. cost of 
capital ease. The new rates should be based on the determinations 
made in this decision. 

ORPER 

IT IS ORDERED that: 
,'1·. Paei"fic 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.8S-0'7-037.. ' 
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2. The rate revisions shall become effective no .. earlier than 
January 1, 1989. 

~hi8 order is effective tOday. 
Dated DEC 9 1988 , at- San Franci8co~ California. 

, . ~ . 
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... Decision ______ _ 
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BEFORE THE/PUBLIC UTILITIES COMMISSION OF THE S ATE OF CALIFORNIA 

Application of PACIFIC GAS AND 
ELECTRIC COMPANY for Commission 
order' finding thatPG&E'~gas and 
electric operations durin~ the 
reasonableness review per~od from 
February, 1, 1987" to January 31, 
1988 ,were prudent .. ' 

Application of PACIFIC GAS AND 
ELECTRIC COMPANY for authority 
to adjust "its electric rates 
effective Auqust 1, 1988. 

(See Decision 88-

lication '88-04-020 
~led April 7 f '1988) 

Application 88-04-057 
(Filed April 2'1, 1988) 

for appearances.) 

.. Background 

In an earlier ~ision in this proceedinq, Decision 
(D.) '88-11-_, we resoJked issues concerning the load forecast, 
resource forecast, modJ.ing conventions, and calculation of the 
incremental energy-rat! (IER) for the August 1, 1988, through. 
July 31, 1989 foreca

t 
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 models 
could be run to detkrmine the revenue requirement for PG&E"s Energy 

/ ' 

Cost Adjustment Clause (ECAC) expenses and the IER: for the forecast 
~riod. / ' 

At the f~e 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 Commission' sDivision of 
Ratepayer AdvO~eS-(DRA) caused us to delay ourresol~tion' of , . 
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these issues until this decision. The joint motion, filed. on 
october 4, 19S8, requested leave to submit a late-filed. 
eXh£bit. The ~petus. behind. the motion was a realization that rate 
changes ~X'om. three di~:eerent proceedinqs involving PG&E--this case,. 
Application (A.) SS-07-0~7, the proceedinq on the attrition rate 
adjustment (ARA) and. cost of capital, and. A.84-06-014 and 
A.85-08-02S, the Diablo canyon proceeding, in which a settlement is 
now beinq considered.--could. all oceur on. January 1, 1989. Rather 
than adc1ressinq the qeneral issues of revenue allocation and rate 
d.esiqn in three separate proceedinqs, PG&E and. DRA proposed that 
this case should serve as the forum tor consideration of the 
principles that would be applied to the net increase resultinq from 
all three cases. 

The problem this motion ad.dressed. was the limited. record 
in this case. '!'he net change of ,revenue requirement in this 
proceed.ing was the sum of changes to- PG&E' s ECAC, Annual Enerqy 
Rate, Electric Revenue Adj'ustlnent Mechanism (ERAM), Diablo Canyon 
Adjustment Clause, and Conservation Financing Adjustment CCFA). 

Most of.the testimony and. briefs on this issue focused on a rate 
increase of about $60 million--the ranqe of increases recommended 
by PG&E and DRA, based on certain asswnptions presented. in a rul ing 
of the Administrative Law Judge (AIJ) of August 5, 1988. Although. 
the tinal increase in any of these cases will not be known until we 
issue our final decisions, PG&E's prel~inary estimates were that 
the revenue requirement increases would be $l64 million in the 
attrition case and. $2S8 million in the Diablo Canyon case. 
Obviously,. the potential increase that could. result from thes,e 
cases 'is far higher than the increase, discussed on the record in 
this' case. 

The late~tiledexhibit attempts to correct this gap in 
. . 

the record. by setting, out' PG&E's and. DRA's j,oint :recolUlnenaations 
for principles the commission should follow in allocatinqthe 
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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 resolution in evidentiary hearings. 

In a ruling of Octooer 24, the AJ.J granted the motion and 
received the joint exhibit as Exhibit 8.1 in this proceeding. The 
ruling determined that no tactual disputes had. been id.entified. and 
that evidentiary hearings on the content of" the. joint exhibit were 
not needed. The ruling also stated that we would consider the 
comments on the exhibit, along with previously introduced exhi:bits,. 
testimony presented at the hearings in this case,' and. arCJUl!1ents.· 
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. 
ORA. Our discussion of these parties' positions in this decision 
will quote or paraphrase the principles of the j oint exhibit. We 
assume that the positions taken oy PG&E and ORA at the hearings on 
issues not covered by the joint exhibit are unchanged. 

In addition to PG&E and ORA, the parties who were 
concerned with revenue allocation and rate design. were the San 
Francisco Bay Area Rapid Transit Oistrict (BART); the Federal 
Executive Agencies (FEA); Anheuser-Busch Companies, General Motors 
corpOration, Nabisco Brands, Inc., and Onion Carbide- corporation 
(Industrial Users); the california Farm. Bureau Federation (Farm. 
Bureau); the california Large Energy Consumers Association (ettCA); 
Toward Utility Rate Normalization (TORN); contra Costa County 
(Contra Costa); and the calitornia Manufacturers Association CCMA). 
In addition, the Association of california Water Agencies (ACWA) 
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presented some o~ its concerns in this area in a letter of 
AU9Ust 3-1, 1985, to the ALJ'. 

The general positions o~ all parties were shaped by our 
decisions on revenue allocation and rate design in PG&E's last ECAC 
case,A.87-04-00~. In 0.87-12-003, we adopted a revenue allocation 
based on the equal percentage of marginal cost (EPMC) methoCl.. We 
have embraced the EPMC approach as a way of c1eveloping' rates that 
are based on the costs incurred by groups of customers. In the 
past, we hac1 appliec1 the system averag'e percentage ch.ange (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 detrilnent of the remaining 
customers. 

Beeause some of the existing distortions were great, we 
balanced our c1esire to move quickly toward cost-based rates with a 
consideration o~ the effect on certain customer groups. This 
balancing led us to limit the rate increases to some customer 
classes. In 0.87-12-033, 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 avery limited extent 
in 0.8,7-l2-033. In 0 .. 88--01-016, we concluded that' further hearing'S 
on rate design were unnecessary, and that the rate deSign issues 
considered in the current proceeding should be limited to 
resic1ential time-of-use (TOO) rates and agricultural rates. 

In addition to the agreements between PG&E and ORA set 
forth in the joint exhibit, there was considerable agreement 
between these parties on the revenue allocation and rate design' 
issues raisec1 d.uring the hearings.. This agreement was primarily 
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expressed as PG&E's acceptance of DRA.'s positions (see Tr. 18:1954-

19S9; Ex.75). In this decision, we will, 'concentrate on the' 
remaining disputes between DRA and PG&E and on the tew issues 
raised by other parties. 

xx. Interclass Revenue Allocation 

The initial step in developing rates is to allocate the 
revenue requirement to the various rate classes. The forecasted 
sales tor each class are multiplied by current rates to develop the 
estimates of revenues at present rates. The EPMC approacn als~ 
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 ~ginal costs that all parties seem t~ nave 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.S'S-ll-_a 

We will tirst describe the joint exhibit's principles for 
interclass revenue allocation. Then we will present other 
interclass allocation issues raised:by the parties. Finallywe 
will summarize our resolution of these issues. 
A. The Joint Exhibit 

~he j¢int eXhibit states the following principles for 
interclass revenue allocation: 

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

2. The revenue adjustments tor the ECAC 
proceeding, ARA" and Diablo Canyon 
settlement should ,be combined int~ a single 
capped EPMC allocation (one-step metho(;l) .. 
It the Diablo- canyon settlement change is 
delayed until after the other changes,the 
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Changes tor 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 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. 

3. The residential class allocation should be 
limited to full EPMC. 

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

S. Any class that receives a decrease under 
fullEPMC should receive no, change. 

6. 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 ap~roach 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 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 residential class 
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. 

- 6 -



· . 

.. 

• 

• 

'. 

A.88-04-020, A.88-04-057 ALJ/BTC/pc 

B. Details of the capped me Apprqach 
As we have discussed, the joint exhibit proposes that 

revenues be allocated on an EPMC basis, with the cap tor 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. 

~he Farm Bureau advocates a capped EPMC allocation,. with 
the increase to the agricultural class limited to· 2.5%- over S}J?C. . 
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 0.8-7-04-028: were compl~ted on 
November 1, 1988. These changes resulted in increases to many 
agricultural customers, accordinq t~ Farm Bureau, and it is. unfair 
to adopt a higher ca~ under these circumstances. Farm Bureau also 
suspects that the review of marginal costs in PG&E':s general rate 
case, takinq place next year, will show that aqricultural rates are 
closer to EPMC than under current estimates.. Farm Bureau contencl.s 
that this possibility argues tor moderation in increases to 
agricultural customers. 

Under· CLECA.'s recommencl.ecl. capped EPMC approach, the cap 
on aqricuJ.ture would be set at S% above SAPe. CI.ECA believes that 
a 2.5% cap will require other customers to subsidize agricultural 
rates tor eight rate chanqes. CLECA believes that this phase-in t~ 
cost-based rates is too gradual and a 5% cap will brinq 
agricultural rates to. their full EPMC level at a taster pace. 
Within the ranqe of revenue increases consicl.ered in the ECAC case, 
CLECA"s higher aqricultural cap would permit decreases to other 
classes. But CLECA.'s. pro~sals are robust enough to. be applied 
Clirectly to the larger revenue increases now·beinq considered,. 
accordinq to .CLECA. 

oa. supports CLECA's recommendation. CMA. is also 
eoncerned at the slow proqress toward EPMC that would oceurwith a 
2.5% cap on. agriCultural inereases ~ove SAPC .... CMA. believes that 
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this is an appropriate t~ to apply a 5% cap·, because both the 
'November 1 deadline for the" restructuring of agricultural ra.tes and 
the expected January 1 date of the rate changes occur 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 qood 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 ~ • 

~'s final point is that a hiqhereap on agricultural 
increases and the 'sharing of the agricultural subsidy by 
residential customers would permit some classes that are above 
their EPMC sha~e to receive rate reductions. CMA opposes the 
suggested prohibition against reductions· when overall revenue 
requirement is increasing,. and CMA notes that such reductions were 
ordered in. the last qeneral rate case ot Southern california Edison 
Company, even though Edison's overall revenue requirement 
increased (0.87-12-06&). 

FEA, tor reasons similar to those presented by eLSCA, 

favors capping increases to the agricultural class at 10% above­
SAP<:. FEA woUld. cap the residential allocation at the class's full 
EPMC.This proposal would permit decreases to other classes that 
are above the~r, EPMC allocation, within the range of increases 
proposed in the ECAC ease. 

- s -
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Industrial Users also believe that with the large 
potential increases nowbe1ng contemplated, retaining a 2.5% cap on 
the agricultural class. impedes progress toward full EPMC and is 
un~air to other customer classes. 

TURN's p~imary recommendation is to use SAPe as the 
method for "allocating revenues in this case. ot the capped EPMC 
proposals presented by other parties, TORN prefers DRA's original 
proposal. TORN agrees with ORA that no class should receive a 
decrease when overall rates are increasing. 

CLECA, Ind.ustrial Users, and. FEA arque that it the 
commission's resolution of the Diablo Canyon settlement is delayed, 
the second step ot any two-step approach should. also employ the 
EPMC allocation method. To revert to SAPC tor the second step is 
illogical and violates the Commission's stated intent to- continue 
to progress to :full EPMC, according to these parties. 
c. %be Treatment of Rexenues trom Spegal CQDtnct~ 

PG&E differs with DRA and other parties on the 
treatment of the revenUes from special contracts. PG&E be~ieves 
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 contract$ at the rates set in the contracts, rather than 
imputing tariff rates to the sales to customers with these 
contracts. This ad.justment will affect the calculation of:revenues 
at present rates, and the calculation of the SAPC and full EPMC 
revenue allocations. 

ORA 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 customer except for the 
special contract. DRA's approach is equivalent to treating, special 
contracts customers as a separate class ·for revenue allocation 
pw:poses (see Tr .. 20:2l27-2128). DRA believes that this is an 
appropriate way to perform the revenue allocation. The eventual 
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resulting undercolleetion 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 cireu:mstances, according to. ORA, and 
DRA.believes that its approach is an efficient way to accomplish 
the Commission's purpose. Finally, ORA argues that· its approach 
was adopted by the Commission in the last ECAC ease, 0.87-12-033. 

Other parties, particularly CLECA and FEA, agree with 
ORA's approach. 
o. The Treatment ot Agricultural Bev!:nue~ 

Farm Bureau argues that the transition from the PA-1 rate 
schedule to, the AG-1 schedule, which was completed on November 1, 
19S5, must be taken into- account in the calculation of revenues at 
present rates. Since the rates under AG-l are higher than under 
PA-l, revenue calculations based on PA-l will underestimate the 
revenue contr~ution of the agrieul tural class and lead to. higher 
rates for agricultural 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. 
'. 

ORA responds to this argument by stating that its 
estimates of revenues already take into account the transition from 
PA-1 to AG-l 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-S 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-l tariff. Farm Bureau thus supports DRA's general 
approach to. the creditinq of special contracts' revenues,. and would 
extend that treatment to. what it believes are the correspondin9' 
customers .. wi thin the aqricul tural 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 $~13million. 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-S and AG-6 sales have resulted in 
setting AG-l rates at a level higher than a correct EPMC allocation 
would call for. 

PG&E disputes Farm Bureau's contention that Schedules 
AG-S. and AG-6 are tantamount to special contracts. PG&E points out 
the rates for these schedules were developed ~ecause 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 pegqed to the marqinal 
cost of service. PG&E believes that AG~S and AG-6 revenues should 
be treated like special contracts' revenues in tha.t both should :be 
·allocated on the basis of the revenues actuallY recovered trom 
customers and not the rates ot another tariff. 

ORA 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 rates. ORA· also- notes that 
Farm Burea.u provided no evidence to support the arguments it made 
in its brief. 

ORA states that it made two adjustments to PG&E's 
allocation of agricultural sales. First, it reduced the allocation 
to sum:m.er on-peak sales, because it found the allocation--S3%: of 
annual sales--to be contrary to a rational selection of a TO~ 
schedule. Second, ORA found that PG&E assumed unusually low load 
factors, so low that customers on the AG-S and AG-6 schedules woU.;d 
be ineligible tor those schedules. ORA used the load factors 
adopted in the last ECAC instead. 

Farm. BureC).u disputes. the first o~ these adjustments. 
Farm Bureau believes that AG-S anel AG-6 are not' true TO~ sch.edules .. ·· 
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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 ORA. tound, according to Farm. Bureau .. 
E. %he %rePent 0'( BAiT R§..Vemxe~ 

~ argues that the railway class should be treated as a 
separate customer class for purposes of revenue allocation. PG&E 
and ORA. have included BAR'l"'s sales and revenues as part of the 
large light and power class. ~ argues 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 l:>e treated as a separate 
class. 

It 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 ORA's treatment would result in BART's rates being 20%, 
higher than under a full EPMC allocation. BAR'! argues that this 
discrepancy amounts to-a violation of PUblic Utilities Code' 
§ 4S3(a), which prohibits singling out a person or corporation for 
prejudice or disadvantage .. 

BAR'l' believes that with the proper treatlnent, its rates 
should decline by about $2.5 million, to its full EPMC rate level. 

PG&E's and ORA's response is that BART's contract calls 
for PG&E to supply service to ~ under schedules of the large 
light and power class... . For this reason, these parties believe that 
it is appropriate to include BAR! as part of the large light and 
power class for revenue allocation purposes. 
F. Tre~nt or the CFA'pecr~ase 

PG&E"s earlier recommendation was that the decrease in 
the CFA should be passed through on an equal cents per kilowatt­
hour basis. ORA believes that the changes to the CFA should be 
allocated like all other Changes. Apparently ORA"sposition has 
been incorporated in the joint exhibit.. The 'joint exlti.b;it ,applies.. 
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to the combinecl changes. in the ECAC proceecling, which incluclethe 
CFA clecrease. 
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 ot moving toward fully cost-based rates. 
However, we recognize that some limits are necessary t~ moderate 
the pace at which we achieve this goal, to avoid the severe 
disruptions that could result trom the sudden removal ot 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 trom 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 clecision in that case is 
delayed. We believe that the second step should also co~onn. to 
the capped EPMC principles aelopteel in the rest of the exhibit. 
~his second step, however, should not be an entirely separate 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, tinal 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 exa:mple, 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 
allocation at this time. 

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

According to the tables attached to the joint exhibit, 
when the recommended approach is applied to the assumed revenue 
increases for the three cases, the resulting increase for the 
aqrieultural class is less than 3.5% above the system average 
increase. ~thoughthis is slightly above the 2.S%capwe had 
previously adopted for the agricultural class, we conclude that 
this level of increase is reasonable in light of the distance of 
the aqricul tural class from its EPMC share. We are swayed. :by the 
argwnents that the 2 .. 5% cap leads to very slow progres,5- toward. a 
full EPMC allocation, but we are reluctant to go beyond a S% cap, 
as some parties have proposed. At the levels of the increases we 
are consi<iering, 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 attachme~ts to 
the joint exhibit" this level can be reached. in these cases"with"arl 
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 class, we believe that it is fair to­
exempt theresid.ential class from contri:buting to·, this su:bsidy ~ We 

note that :the residential class will receive the largest percentage 
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increase of any class under the assumptions of the'joint exhi~it. 
In light of the high rate increases that could result from these 
cases, we think it is appropriate to mo~erate the eftect on 
residential customers to this small degree. 

The ~estion of how to, treat the revenues from special 
contracts is the subject of detailed consideration in Investigation 
(I.) 86-10-001 and is still unresolved. No decision has been 
reached in that case, and' none is likely in the next tew months. 
Reasonable arguments have been made for the two treatments proposed 
in this case. In liqht of the unresolved state of I.S.6-~0-001, we 
will continue the treatment'we adopted. in last year's ECAC case for 
PG&E. ~hU$, revenues from special contracts should be included in 
the revenue allocation 'calculation at the tariff rates that would 
otherwise apply to 9Ustomers of the same class. We concluded in 
0.87-05-071 that until this issue is resolved in I.S6-10-001,. any 
revenue shortfalls should be made up by adjustments in ERAM. 
calculating revenues trom these contracts at tarift rates is 
consistent with this conclusion. 

Farm Bureau sUg'g'ested two adjustments to the calculation 
of aqricultural revenues. We are persuaded that both ORA. and PG&:e 
have taken the difference in rates between the old PA-l sChedule 
and the new AG-1 schedule into account in estimating agricultural 
revenues crr. 2'0:2143), and: no further adjustment is appropriate. 

On Far1II. Bureau's second point, we do not agree that the 
AG-S and AG-6 schedules are equivalent to speCial contracts. Other 
parties have presented many differences between spec'ial contracts 
and AG-5 and AG-6 schedules. The most persuasive difference is the 
simplest one: AG-5 and AG-& ~. 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 corrections to PG&E',s 
initial allocations of agricultural revenues. Fa:r:m Bureau felt the _ 
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high sUl'lUl\er on-peak use was a product of low differentials in on­
and ott-peak prices.. However, ORA. :made it clear that its 
adjustments corrected data that were clearly wrong and its revised 
estilDates, which PG&E agreed to, were reasonable err. 20:2-147-
2150). 

BAR.'!' requests that we affirm that the railroad class is a 
separate class and. that separate rates for that class should. be 
developed if necessary. We note that B~'s contract with PG&E 
calls for service to. be provided on the schedules that ~pply to 
customers in the large light and power class. Whether BAR'!' is 
classified as a separate class or a subset o.f the large light and 
power class is a question o.f mere semantics~ in our view. The 
important determination is that we conclude from the terms of the 
contract that it is appropriate to inelude BARX's- revenues as part 
of the large light and power class tor purposes of revenue 
allocation and the developme~t of the schedules that BARX will be 
served \Ulder. We fiDei BARr's contention that the primary point of 
the eontract is to. assert the separate status, of the railway class 
and that new schedules should be developed if needed to- maintain 
that separationt~ be contr~ to the references to specific 
schedules in the eontract. 

:ax. Xntraelass Allocation 

PG&E and ORA. agreed on most elements of.' intraclass 
allocation over the eourse of the hearings. We will summarize the 
principles stated in the joint exh.i:bi t anel address the issues 
raised by other parties-in this area .. 
A-' The Joint Exb,ibit 

'The joint exhibit sets out the following principles for 
intraclass revenue allocation: 

1. The class average percentage change should' 
be .. app1ied ·to. schedules in the small and 
medium light and power classes. 
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2. A capped EPMC allocation should be applied 
to- Schedule E,..7, the 1'0'0' schedule for the 
residential class. 

3. In the large light and power class, the 
marginal cost revenue responsibility tor 
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-Z4 and E-25 will be designed to 
be revenue-neutral with the resulting E-20 
rates • 

. 4. The target allocations for E-20 nonfirm 
senedules should be determined using the 
dollar per kilowatt discounts adopted in 
PG&E's 1986 ECAC and 1987 general rate 
case. Ouri:c.g 1987 and 1988, SAPC rate 
adjustments have caused the discounts 
implicit in the rates t~ diverge from the 
adopted levels. Movement back to the 
adopted levels should be capped at 5% above 
or below the current discounts • 

5. 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. 

6. 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 ~ncrease for the class.1'he illustrative schedules of 
the jOint exhibit comply with this limitation. 
B_ Qth~r Issues 

CLECA was concerned with the allocation within the large 
light and power class. CLECA recommended that ~llocation within 
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the class should also be on. an EPMC basis. If no marginal cost 
intormation 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 ORA 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 ot the joint 
exhibit, the transmission and primary E-20 schedules receive the 
same percentage increase (because of the operation of the Z~S% 
floor)' , even though the transmission: level customers are much 
further from EPMC. '1'0 avoid this "unfair and inappropriate" 
result, CLECA proposes a S% cap and a tloor 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. DisC!1ssion 

. For the level of revenue requirement increase assumea in 
the joint exhibit, we conclude that tor 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 
disproportionate rate increase. tEA 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 o·f the effect on 
individual classes, and customers, and in this case that 
consideration leads us to favor the proposal ot ORA and PG&E. 

'.the remainder of the proposals of the joint exhib:L t, 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 exllibit on intraclass allocation, with the 
excep:tion of the provision calling for spreading of the revenues of 
the Diablo 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 DiaDlo 'canyon revenues-, even if the' ,decision in 
th~t case is delayed. slightly. We aclalowledge and, agree, however" 
that the SAPCapproach should be used it adequate marginal cost 
intormation is not available for a particular schedule~ 

xv. Bate Design 

D.88-01-016, limited the rate design issues in this 
proceeding to consid.eration 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 assumed in the joint exhibit led PG&E 
and DRA to present a few principles that aftectecl other areas o't­
rate design. 
A. The Joint' Exhibit 

The jOint exhibit stated the following principles tor 
rate design: 

1. within the residential class, the Tier 1, 
or baseline, rate of Schedule E-1 should be 
set at the percentaqe of the system average 
rate adopted in I.88-07-009, the proceeding 
that is considering revision o,t the 
baseline allocations. 

2. SChedule E-7 rates should be adjusted 
(a) by moving 75% ot 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 weighted 
averaqe Tier 1 rate is equal to 0.94 
(80/8-5) ot the percentage of the system. 
average rate adopted tor Schedule E-1. 

3. For, all nonresidential classes, the 
relationships amonq TOU energy charges in 
current rates should be maintained. 

4. Wi thin the aqrieul tural class, the :maximum 
demand charges and rate limiters should be 
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increased by the class averase percentase 
chanqe. Enersy and on-peak demand charges 
should be adjusted by e~al percenta~es 
within schedules to· recover the rema1ning 
revenue. For rate desisn calculations, 
Schedules AG-4C and AG-4B and Schedules 
AG-SC and AG-5B should be combined. 

5. 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 larse lisht 
and power classes. Enersy 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. 

6. Within the medium. light and power class, 
the maximum and on-peak demand charses 
should :be those determined for Schedule 
E-ZO Secondary. Voltage discounts should 
be· calculated as the difference between the 
~um. d.emand. charge for Sched.ule E-20 
Secondary, and those for Schedules E-20 
Primary and E-20 Transmission. Enersy 
charges should be adj.usted by e~al 
percentages within schedules to recover the 
remaining revenue. 

7. 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 o·f the 
consideration of rate design in this case~ It appears, however, 
that the recommendationsexeeedinq our earlier lilnitations were 
made necessary by the qreater 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 housekeeping adj.ustments that need to be made to keep 
relationships within the classes in proportion to our earlier. . . 
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determinations. Our conclusion is supported by the lack ot any 
remarks on, 'these recommendations in the, comments responding to-' the 
motion,to adlllit EXhibit 81. Despite our earlier. decision, we will 

, . 
take these recommendations into· account in reaching our final 
decision on rate desi9'%l-
B. Other Issues 

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 pr~ily a~fect demand. and. 
customer charges, which CLEO. states are not at their full EPMC 
level .. 

Contra Costa was primarily concerned with the residential 
TOO' program. Its. concerns were satisfied by an agreement re,ached. 
between PG&E and ORA. In addition ~o- the points included. in the 
joint eXhibit, l?G&:E aqreed. to install an annual m.inimum. of 10,000 

residential TOO' lneters for new customers on Schedule E-7 in 1985 
and. 1989:. In addition, l?G&E will try to catch up on its deficit in 
installations in 19a7. 

PG&E also agreed to file testimony in its next general 
rate case on the results ot studies on the residential TOO' pro9ram. 

DRA had originally proposed that residential TOO' hours 
should be expressed in terms of standard time,. which would have the 
etfect of shifting the peak 'period :durinqdayl·i:gh.t" savings ··time.·· 
PGGcE rejected this proposal because of its tear of custom~r 
contusion. Th.eseparties, joined by Contra Costa,~ventually 
agreed that DRA and .l?G&E, would perform a joint study ontbe 
desirability ofsueh a change. 
c. Discusllion 

We will adopt the principles for rate design proposed in 
the joint exhibit. No party disputec1 these prineiples •. 
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We ."goree with CLECA's general point that EPMC principles 
'should apply to the rate components, but this proposal was not 
discussed in detail at the hearinqs. 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 consider this proposal in more detail in future proceedings. 

In addition, we endorse the terms of the agreement 
:between DRA and PGStE on the residential TOt] proqraltl. This 
~greement was fully supported :by Contra Costa. 
Firutings of Fact 

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 A:RA and cost of 
capit~l proceeding, since PG&E needs to continue movement toward. a 
full EPMC revenue allocation without interclass subsidies. 

2. The present rates o~ 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 aqricul tural customers would be harsh.. 

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

s. The Commission isseparately.considering.PG&E~s~ECAC, 
ARA, and Diablo canyon cases, and the total revenue increase' is not 
known at this time .. 

6. The question ~f how to treat the revenues from special 
contracts is :being considered in detail in I.S6-l0-00l, but no 
resolution of that issue has yet been made. 

7. BART's contract with PG&E requires PG&E to' provide 
service to BARr at its applicable large light and power schedules •. 
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couclJ1sions of Law 

1. 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 established in this 
case. 

2. 'rhe principles proposed by the joint exhibit for 
allocating revenue among customer classes should be adopted, except 
that if the resolution of the Diablo canyon settlement is delayed, 
the revenue increase resulting from that resolution should als~ be 
allocated. accord.ing. to EPMC principles. The allocations of revenue 
under a two-ste~ 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 of revenues at present rates. 

4 • Schedules AG-S andAG-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. 

&. The pririciples proposed by the joint exhibit for 
intraelass revenue allocation are reasonable, except that if 
resolution of the Diablo canyon settlement--is. de·layed,. 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 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 'rOO' program'. 

11. 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,. 198-9,. in 
this proceeding,. the Diablo Canyon ease,. and the ARA. and, cost of 
cap,ital ease. ~he new rates should be based on the determinations 
made in this decision .. 

ORDER 

IT XS ORDERED that: 

1. Pacifie Gas and Electric Company CPG&E) shall 
incorporate the principles. set forth in the findings and 
conclusions of this decision into rates to recover the revenue 
requ.irements to .be· authorized. in this proceeding, in Application 
CA.) 84-06"014 and. A .. SS-OS-02S,and in A.S8·-07-037 • 
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T}:I,o' rate revis.io:lS shall become effective no earlier than· 
. .' 

1 .. l.'S9.· .. .. 
• • 11,,' •• '. 

"l'hiz' ,ord4ltr·;ij;.· e!tecti ve tod.ay. 
" , " 

D~te<:l.~ . _ _, at San Francisco, calito:rn~a • 
.... 
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