
• 

• 

..• '.' 

ALJ/BTC/rmn '* 

Decision 88-12-041 December 9, 198:8 
, 

BEFORE THE PUBLIC UTILITIES COMMISSION OF 'l:HE STATE OF CALIFORNIA ' 

Rulemakinq Proceeding on the ) 
CommiSsion's Own Mot;i.on to. Revise ) 
Eleetrie Utility Rate~nq ) 
Mechanisms in Response to Changing ) 
Conditions ~ the Electric Industry. ) 

--------------------------------) 

I .. 86-10-001 
(Filed October 1, 1986) 

Mailod 

iDEe 1 2 . 1ge3 

Many of the active parties to this proceeding have 
arrived at a stipulation on some broad issues affe~ting the scope 
and d..i.rection of this case. A notice of the stipulation, required 
by Rule 51.1(b) of the Commission's Rules of Practice and 
Procedure, was mailed to all parties on October 20, 198,8. The 
conference for discussing the details of the stipulation was held 
in conjunction W'ith the prehearing conference of October 27, 1988·. 
O~ November 1, 198:S, the Commission's Division of Ratepayer 
Advocates (ORA) filed a motion requesting the Commission to adopt 
the stipulation, as allowed under Rule 51.1(c). 

Under Rule 51.4, parties not expressly joining in the 
stipulat;i.on have 30 days from the date of mailing the stipulation 
to file and serve comments ~contestingall or part of the 
stipulation. w No party filed comments on the stipulation withi~ 
the period allowed in the rules. 

. The stipulation has four points. 

First, it concludes that "the likely level of any future'·' 
uneconomic bypass can be 'dealt with under current procedures'" 
W'ithout developing different treatment for a newly created less 
restricted class (LRC) 0,£ large customers .. 
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Second, the stipulation states that segregating the LRC 
for different treatment requires ~a very complex ratemAking 
structure with potentially conflicting incentives,~ and the parties 
recommend that the Commission not pursue its development of the 
separate LRC. 

Third, the stipulation requests an opportunity to file 
written comments on refocusing this proceeding. The Commission 
would issue a decision on the direction of this proceeding after 
receiving and analyzing the comments. 

Fourth, the stipulation proposes to continue workshops. to 
develop a mechanism to-address special contracts, to guard against 
the poss.ibility that more special contracts than expected would 
arise in the future. 

We will approve the stipulation. The large number of 
parties endorsing the stipulation and the lack of opposition gives 
support to the premises of the stipulation. 

In order to refocus this proceeding, a review of its 
prior stated direction is appropriate. The central challenge posed 
at the outset of the proceeding was how best to achieve the goals, 
of regulation within the lfmitations of available ratemaking 
options. The primary goals of regulation are to keep energy bills 
down, maintain economic efficiency, preserve the utilities' 
financial integrity, maintain a simple process, and achieve 
economic and social goals (e.g., through appropriate RD&D and' 
demand management expend'iture levels). 

"Risk, Return, and Rdtemaking,'" the report that 
accompanied the order initiating this proceeding (3Rs Report), 
discussed in detail the utility indus.try's necessary adjustments to 
changing conditions and the CommiSSion's future ratemaking options. 
The need, to consider changes to the existing structure arises 
partly because of the inherent difficulty of ~command and control~ 
regulation, which requires a comprehensive review of· the utility'S 
coat of aervice and operations. The Commission's ability to 
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• perform such reviews, however, is lim! ted under existing levels of 
resources, particularly in light of the problems identified in the 
3Rs Report. Specifically, the electric industry faces increasing 
competition and technological evolution, while it remains largely 
insulated from the threat of lOSing market share and other 
substantial risks because of the Electric Cost Adjustment Clause 
(ECAC), Annual Rate Adjustment (ARA), and Electric Revenue 
Adjustment Mechanism (ERAM) balanCing accounts. Moreover, the 
current regulatory system does not create incentives that encourage 
desirable or efficient expenditures for certain types of purchases 
or for items included in the utility'S rate base. In response to' 
these problems, the 3Rs Report suggests ratemaking options that 
rely more on utility incentives. 

• 
The ratemakingoptions considered in the 3Rs Report 

include the following: 
The Status Quo -- general rate cases every 
three years with both the attrition rate 
adj,ustment (ARA) and ERAMj 

RemOving Attrition Only -- general rate eases 
every three years with ERAMbut without the 
ARAj 

The Strong Incentive -- eliminate ERAM, general 
rate cases every four years, and retain a' 
limited attrition adjustmentj 

The "Recommended Strategy" -- eliminate ERAM 
and the ARA, with rate cases every three years; 

The Core/Non-core Strategy -- retain ERAM and 
the ARAfor residential and commercial classes 
only; 

The Sales- Index -- general rate cases every 
three years-, index sales to forecast variables, 
and retain attrition.; and, 

The Annual Rate C4se -- with no attri tionor 
ERAM. 
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In this proceeding, we initially pursued the core/non­
core strategy, which the stipulation rejects because of its 
complexity and potentially conflicting incentives. Accordingly, we 
will expand the scope of the topics of the comments called for in 
the stipulation. The Commission believes that options other than 
the core/non-core strategy may deserve further consideration. The 
original question is still before us: How can we best achieve the 
goals of regulation in light of available ratemaking options and 
changes in the industry since this rulemaking began. The following 
topics are also of concern to us: 

Which specific proposal is most appropriate to 
accomplish the goals we established when we 
initiated· this proeeedinq~ 

Can these proposals be inteqrated into existing 
proceedinqs, such as the general rate cases? 

What circumstances are likely to lead to an 
increase in special contracts? 

Should this proceeding be discontinued at this 
time?" 

Parties are invited to comment on these and related questions. 
In Decision (0.) 88-05-072, we established a transition 

date of January 1, 1989, for the elimination of the Electric 
Revenue Adjustment Mechanism and the Attrition Rate Adjustment for 
the LRC.. That date was effectively changed to January 1, 1990, 
during the hearings that took place in late July and early August 
this year. In light of the premises that led to the stipulation, 
it is unnecessary to have a transition date at this time, and it is 
inefficient to keep issuing decisions changing that date. We will 
take this opportunity to, clarify that the earlier framework we hAd 
established is ~doned with the adoption of the stipulation, and 
the need for a transition date i8 eliminated. 

The details of whatever replaces our previous framework 
will be stated in the decision following the receipt of comments. 
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lindings of laet 
. '1. A notice of stipulation was mailed to all parties on 

October,20, 1988. 
2. A conference for discussing the details of the 

stipulation was held on 'October 27. 
3. On November 3, 198:8, DRAand Pacific Gas and E'lectric 

Company filed, a joint mo'tion requesting the Commission to ad'opt the 
stipulation. 

4. No parties commented on'the proposed stipulation within. 
the 30 days allowed by Rule 5-1.4. 
Conclusions of;Law 

1. The proposed stipulation is reasonable, consistent with 
law, and in the public interest. 

2. The proposed stipulation should be approved. 
3:. The need for a transition date is . eliminated by the 

stipulation. 

XT XS ORDERED that: 

1. The motion of the Division of Ratepayer Advocates and 
Pacific Gas and Electric Company requesting approval of the . 
stipulation is granted.. 

2. 'I'he stipulation is approved. 
3.' 'rhe·need, for a transition date, last addressed in 

Decision 88-05-072, is eliminated. 
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• 4. Parties are invited to file and se;rve written comments on 

" .• 

the topics mentioned in the stipulation and the questionJ5. listed in 
th.ia. decision within 30 days of the effective date of this order. 

This order is effective today. 
Dated" "'t~ 9 1988 , at San Francisco, California. wee 
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DONALD VIAL 
,FREDERICK R. DUDA 
C. MITCHELL WILK 
JOEJ.'I :a OHANIAN . 

Com:ni,ss.ioner.;. 
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Findings of Fact 
1. A notice of stipulation was mailed to all part 

October 20, 1988'. 
2. A conference for discussing the details of 

stipulation was held on October 27. 

3. On November 3, 1988, DRA and Pacific 
Company filed a joint motion requesting the Co the 
stipulation. 

4. No parties commented on the stipulation within 
the 30 days allowed by Rule 5l.4. 

Con~lU81on8 of Law 
1. The proposed stipulation is r 8onable, consistent with 

law, and in the public interest. 
2. The. proposed stipulation s uld be approved. 
3. The need for a transition ate i~ eliminated by the 

stipulation. 

I~ IS ORDERED that: 
1. The motion of the ivision of Ratepayer Advocates and 

Pacific Gas and Electric C pany requesting approval of the 
stipulation is granted. 

2. The stipulatio is approved. 
l. The need, for trans-ition date, last addressed' in 

Decis1on88-05-072-, is el1minated. 
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Many of the active parties to's proceeding have 
arrived at a stipulation on some broad ssues affecting the scope 
and direction of this ease. A notice of the stipulation, required 
by Rule 51.1(~) of the commission's les of Practice and 
Pr~eQure, was mailed t~ all part' s on October 20, 1988. The 
conference for discussing the d ils of the stipulation was held 
in conjunction with the prehe ing conference of October 27, 1988. 
On November 1, 1988, the Co 'ssion's Division of Ratepayer 
Advocates (ORA) filed a mo on requesting the Commission to adopt 
the stipulation, as allo d under RUle 51.1ec). 

Under Rule 5 .4, parties not expressly joining in the 
stipulation have 30 d ys from the date of mailing the stipulation 
to tile and serve c ents "'"contesting all or part of the 
stipulation. w No~ rty tiled comments on the stipulation within 
the period allow. d in the rules. 

The ipulation has four points. 
Fi t, it concludes that "'"the likely level of any future 

uneconomic ypass can be dealt with under current'procedures"'" 
without d eloping different treatment for a newly created less 
restriCt d class (LaC) of large customers. 
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