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oecision 89-09-094 September 27" 1989 

BEFORE THE PUBLIC UTILITIES, COMMISSION OF 

Maned 

SEP 291989 .. ; 

- ~mA@UW~ 
THE STATE W 4!iltWORNIA 

Application of Pacific Gas, and ) 
Electric company for authority to ) 
revise its gas rates and tariffs ) 
effective January 1,. 1989,. in its ) 
Annual Cost Allocation Proceeding .. ) 

Application88-09-0~2 
(Filed. September 15, 1988) 

----------------------------) 
(See Decision 89-05-073 for appearances.) 

OPI,NIQN 

This decision resolves the two remaining issues in this 
proceedinq ~y settinq a levQ1 of brokerage fees and a mothodology 
for allocating attrition year revenue requirement chan~es .. 

Oecision (D .. ) 89-03-014 adopted guidelines felr the 
development of ~rokeraqe fees and ordered Pacific Gas and Electric 
company (PG&E) to present ~rokerage fee cost in!ormation in this 
proceedin9. Tho establishment of brokeraqo fees recogniz~s that 
PG&E incurs certain costs when it purchases gas, and that those 
costs should be chargec1 to customers, who usc PG&E's- procurement 
services~ Unbundling brokerage costs promotes the development of a 
competitive market by givinq procurement customers realistic price 
signals, and promotin9 a market environment that provides. brokers 
with improved competitive opportunities. Such unbunc11ing also 
relieves other customers of paying for services they do not use .. 

Resolution G-2838, dated Oeceniber 19, 1988~, ordered PG&E 
to propose a method for allocatinq attrition year revenue changes 
that is simpler than that ,presented in its 1989 attrition year 
advice letter filinq. We ordered the development of a simpler 
attrition allocation methodology in response to, the concerns of 
various parties who reviewed PG&E's 19'89. attrition advice letter .. 

PG&E,. the Division.of Ratepayer Advocates (ORA), Salmon 
Resources Ltd., and Mock Resources Ltd. (Salmon/Mock), and Toward 
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Utility Rate Normalization (TURN) presented testi:mony in this 
portion of the proceeding. Five days of hearings were held. 

On May 31, PG&E filed a motion to adopt a settlement 
addressing the brokerage fec. The settlement was siqne<.i by' PG&E, 
ORA, Canadian Producer Group (CPG) , and TURN. PG&E also filed., on 
June 5, a motion to adopt a stipulation addressing the attrition 
year methodolo9Y. That stipulation was signed by PG&E,. TURN, and 
ORA. 

On June 2, Salmon/Mock filed a motion to, adopt a 
settlement signed by Salmon/Mock, Chevron U.S.A., Inc., 
Cogenerators of Southern California, Mission Resources, and 
California Industrial Group (CIG). 'I'he :matter was submitted, 
following co:mments on the settle:ments, on June 20,. 1989. 

I. BrqMrage Fees: Er~ed Settlements 

Two settlements were filed in this portion of this 
proceeding. One was filed. by Salmon/Moek.. 'I'he other was filed by 
PG&E. 
A. §§lmQD/MQ9k's Settlement 

Salmon/Mock, CIG, Mission Resources, Chevron U.S .. A., 
Inc., and Cogenerators of Southern California reached a settlement 
on brokerage fees. The settlement proposes that 

b. 

c. 

An interim fee for brokerage be set at 
5.5 cents per decathem, and shall be added 
to the procurement rates for all noncore 
and off-system customers, including eore
elect and Enhanced Oil Recovery (EOR) 
eustomers: 

The interim fee shall not be d.iscounted by 
PG&E: 

The interim fee shall be effective on the 
effeetive date of the Phase II order in 
this proceeding and shall end on the, . 
effective date of the order implementing 
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the next PG&E Annual Cost Allocation 
Proceeding (ACAP); 

Interim fee revenues shall De placed in a 
balancing account, and used to- offset the 
revenue requirement for noncore customers 
in the next PG&E ACAP; and 

Permanent brokerage fees shall be based on 
the e~e~ded costs of PG&E's Drokering 
activities., incluciing those associated with 
procurement, marketing, arranging 
transportation, and billing and accountinq~ 
PG&E shall undertake a study of these costs 
which shall be presented in its next ACAP, 

B.. EG&E's Settlem~nt 

PG&E filed a settlement signed by ORA, TURN, and CPG~ 
That settlement proposes: 

a. The revenue requirement for Drokerage shall 
be $4.S6 million. ~his includes $688,000 
of direct procurement labor expense and 
$l million of direct marketing 
expense, escalated by 2· .. 7, thZl.t shall apply 
to all noneore proeurement rates, including 
EOR and interutility rates; 

b. The brokerage fee shall be calculated by 
divi~ing the total PG&E noncore marketing 
and procurement expense of $·4 .. 5-6, %:lillion by 
the total adjusted noncore sales forecast 
adopted in Phase I of this proceeding; 

c. The brokerage fee shall be effective by way 
of advice letter filing soon after a 
decision is reached in this proceeding; 

d. procurement-related costs shall be deemed 
to be embedded in PG&E's. default transport 
rate and already allocated to noncOre 
customers.. Mar~eting-related costs shall 
~e deemed to De currently allocated between 
PG&E's core and noncOre eusto~ers on a 
ratio of 98· .. 103·%/1.897%; 

e. That portion. of brokerage fee revenues. 
collected prior to-the· next PG&EACAP- whieh 
are attri~utable to rec:overyof 
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f. 

9· 

procurement-related expense and 1.897% of 
marketing-related expenses will be retained 
by PG&E~ 98·.103% of :marketing-related 
expenses will be accumulated in a balancing 
account and credited to' core customers in 
subsequent PG&E's ACAPsi 

Prior to, the time the next A~ rates 
become effective, PG&E shall be permitted 
to discount only that portion of the 
brokerage fee designed to- collect the 
procurement-related expense and 1.897% of 
marketing-related expensei and 

Brokeraqe fees in the next PG&E ACAP will 
be based on total noncore marketing and 
procurement cost of $4.56 million, adjusted 
by the labor escalation factor adopted in 
PG&E's 1990 test year general rate case. 
All brokerage costs identified herein shall 
be removed from core and noncore 
transportation rates in the next PG&E ACAP, 
and accruals to balancing aceounts 
established by the settlement shall cease. 
Brokerage fees resulting trom the next PG&E 
ACAP shall be fully discountable .. 

~cussiQn. This case presents the unusual circumstance 
of having two settlements filed after the completion of hearings. 
The two settlements anticipate rather different outcomes, but both 
are based on the evidence established in hearings. 

Both settlements are thoughtful and present us with 
frameworks· for addressing many of the issues addressed in hearings. 
We considered the option of adopting one of them, except that both 
settlements contain perspectives and ideas helpful to final 
determination of, an interim methodology.. Both state that if the 
Commission does not accept the settlement in its. entirety, the 
parties would not be bound by any otit. The~efore~. neither, 
settlement was. adopted • We wish to~ finally resolve the issues in 
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this proceeding- and since we cannot adopt either settlement in its 
entirety, we will decide this matter on the record developed at 
hearing-

II.. BrQ}cerage Fe~: Discussion 

The parties to the proceeding did not aqree on either the 
level of costs associated with ~rokeraqe or the types of costs 
which should ~e included in such an analysis. The following 
specific issues are addressed below:, 

1. Whether '''avoided'' costs or "fully allocated 
e:mbeclded'" cos'ts should De used to determine 
the brokerage feer 

2. Which of PG&E's costs should De inclucled in 
determining the costs allocated to 
Drokeraqe fees and how are those costs 
presently allocated among various customer 
classes;" and 

3. Implementation of the brokerage fee~ 

A.. Sbould the Brokerage Fee be Developed Based. on 
!b.void~s'· COS;s or Fully A1l0,0te4 Embedded COsts? 

Much of the controversy in this proceeding arose over 
whether brokerage costs, should. be calculated based on those costs 
which ~G&E could avoid DY reducing its procurement activities or 
those costs which PG&E would incur as a "stand.-alone" procurement 
company. 

PG&E argued that the commission intended that brokerage 
fees should DC based on avoiCiable costs. It cites 0.89-03-014, 

which found that the establishment of a brokerage fee would "not 
necessarily provide an incentive for the gas utilities to promote 
procurement services over transport-only services" because "the 
utilities may either reeover brokerage costs, through provision of 
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procurement services or aV2id brokerage expenses throu9h provision 
of transport-only services" (emphasis added). 

Salmon/Mock, TORN, and DRA pointed out that the 
Commission's order clearly required the use of "embedded" costs in 
developing a broXerage fee~ PG&E did not dispute this language but 
argued that its cost estimates are "embedded" because they are 
based on recorded costs. 

~is£gssion. Conceptually, Salmon/Mock and TORN recommend 
that brokerage costs be determined as if PG&E"s procurement 
operations were "stand-alone," that is,. a separate company .. 
Implieitly, they recommend against fully reeognizing the economies 
of scope PG&E realizes. in its combined procurement and 
transportation functions. Such economies of scope1 occur, as 
'tURN points out, ,because it costs little more to provide 
transportation and procurement services than it would cost to 
provide one or the other alone. 

setting the brokerage fee based on "stand-alone" costs 
would promote a more competitive brokerage market because PG&E 
would not have a significant advantage over other brokers. On the 
other hanel, recognition of PG&E's inherent economieGof scope 
benefits ratepayers and the eeonomy in general, by improving 
economic efficieney. 

PG&E did include certain overheads in its cost estimate 
and by so doing is consistent with our view that brokerage costs 
should be based on embedded costs. Conceptually, however, those 
overheac:1s are based on the costs PG&E.would avoid: in the short term , 
if it were to' cease providing procurement services. 

1 "Economies of scope" occur when, the provision of·two or mor.e 
services together is less costly than the provision of the services 
separately .. 
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0.89-03-014 referred to PG&E HavoidingH certain costs by 
reducing procurement services. Those costs, however, may not be 
avoided immediately, but rather over a lon9'er term. For example, 
if PG&E uses an automobile for both brokerage and transportation 
operations, its costs for that automobile may not immediately fall 
because of reduced brokerage services. OVer time, however, PG&E's 
fleet would decrease if its brokerage activities were reduced. 

As competition develops in the markets of the utilitie~ 
we regulate, we are increasingly faced with how to allocate joint 
and common costs among services and customer groups. It may be 
appropriate in some cases to, set prices in ways that maximize 
efficiency and contribution to other rate$. The advantage of using 
stand-alone costs, is that it fulfills our objective of setting a 
fee that promotes competition and places independent brokers on a 
more equal footing with PG&E. 

We will set the brokerage fee in consideration of our 
objective of promoting competition. In general, we believe the fee 
should include some allocation of joint and common costs. We will 
not automatically allocate all of PG&E's overheads to, brokerage 
(for instance, expenses, for goodwill advertising and corporate jets 
not used for the purpose of procuring gas). Rather, we believe 
those cost$ should be estimated according to those costs .actually 
incurred by PG&E for brokerage. 
B. Which of PG&E's Costs Should be Included in 

Determining the Costs Allocated to' Brokerage Fees 
m<Ul2..~ .. ~D.tlY Allocatcd:L 

The parties agreed that Administrative and General (A&G) 
costs should be included in brokerage fees. They did not agree, 
however, whether marketing costs should also be included. 

PG&E characterizes its procurement role as.,one limited to 
"acquisition," not brokering in the trad'itional sense/ of the word, 
mainly because PG&E, does not 'match the demands of specific' 
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~ customers with supplies from specific sellers. Accordingly, it 
preters the term "acquisition fee" to "brokerage! tee." 

~ 

~ 

PG&E estimates brokerage fees· based on A&G expenses only. 
It estimates procurement-related A&G expenses for both the core and 
noncore portfolios are $4.1 million, an amount which PG&E states is 
overstated since it includes expenses tor other activities. Of the 
total $4.1 million procurement costs, PG&E believes$l.llS million, 
or $ .. 000574 per them, is related to :brokerage and should :be added 
to· procurement rates using the cost allocation methodoloqy adopted. 
in 0.86-12-009. This fee would need to, be adj.usted to reflect the 
throughput and sales forecast adopted in Phase I'of this 
proceeding. 

ORA believes that brokerage cost estimates should include 
the costs of :both procurement and marketing o·f gas. ORA. concludes 
that the Commission intended the inclusion of marketing expenses in 
brokerage fees, citing R~88-08-01S where we stated "The ceiling 
brokerage fee will be based upon the procurement and market-related 
portion of the companies' embedded A&G expenses allocated to the 
noncore market." DRA also argues that the Commission did not 
intend brokerage fees· to· be limited to A&G expenses :by 0.89-03-014, 
which stated that "marketing expenses are included in :base rate 
conservation program costs'" and "should not continue to- be 
allocated to conservation accounts." These marketing costs should 
:be included in the brokerage fee in order to' accomplish the 
Commission's objective of placing independent gas brokers on an 
equal footing with PG&E. 

Since PG&E's accounting system does not break down 
procurement costs specifically, ORA recommends estimating 
procurement and marketing costs by taking the portion of the total 
revenue requirement identified as "general'" and dividing it by the 
portion o'fA&G expenses identified' as "general .. ," Theresultin9 
ratio is 3· .. 209.. Multiplying this by the sum. of' noneore procurement 
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exponses and gas marketing exponses estimated by PG&E, the total 
amount allocated as a brokerage fee would be $4.54 million .. 

Salmon/Mock takes issue with PG&E's characterization of 
its procurement activities as limited to "acquisition,H stating 
that PG&E ignores activities related to· negotiation" 
transportation, and billing functions·. These activities arc 
marketing activities. Therefore,. HPG&E is as much a marketer of 
natural gas as salmon/Mock or any other marketer.H 

Salmon/Mock recommends estimating brokerage fees by 
calculating all of the nongas costs actually incurred by PG&E in 
procuring gas for, and marketing gas to, noncOre customers. Since 
PG&E does not keep records of such costs, Salmon/Mock recommends an 
interim approach. It proposes that the Commission allocate noncore 
"general" A&G expenses between sales and transmission based on the 
ratio of PG&E'S forecasted core-elect plus noncore portfolio sales 
to its total forecasted noncore throughput. This results in an 
allocation of about $-10.7 million in brokerage c~sts, or about 
$.OOS.s. per therm, to core-elect and noncore procurement customers .. 
This amount should be adjusted to be consistent with the cost and 
throughput forecasts adopted by the Commission in Phase I of this 
proceeding. 

Salmon/Mock states that its estimate is significantly 
higher than PG&E"s because PG&E limited its cost estimates to 50-

called "procurement-related A&G expenses .. H PG&E did not, for 
example, include any capital-related costs, legal or administrative 
expenses, or operation and maintenance expenses. 

TURN agrees with DRA and Salmon/Mock that marketing 
expenses should be included in brokerage costs estimates. TURN 
estimated a marketing-related revenue requirement of $-5 .. 9 million. 
TURN did ,not provide an estimate o~ procurement costs. 

Discussion. We concur with ORA, 'l'ORN'I' and Salmon/Mock 
that our orders intended that all costs associated with brokeraqe
type services be allocated to, PG&E's ~rokerage fees. While our 
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previous orders addressing this topic did not specify the precise 
cost information we required, they were not ambiguous regarding the 
purpose of the brokerage. That purpose is to· promote a more 
competitive procurement market and to, relieve nonprocurement 
customers from paying for the costs of procurement s~rvices. We 
refer PG&E to· 0.89-04-080, which did specifically state that 
certain marketing costs should be considered part of the brokerage 
revanue requirement. consistent with the language and intent of 
our past decisions, we will include marketing costs as part of the 
~rokerage fee revenue requirement. 

PG&E's· revenue requirement estimate is based on 
procurement costs alone. We are concerned that eVen the 
procurement cost estimate does not include the total procurement 
costs related to· brokerage primarily because PG&E believed that 
only '''avoid.ed'' costs should :be used to estimate the :brokerage 
revenue requirement. In addition, PG&E's witness· testified that 
procurement activities were Undertaken in departments and by 
employees, the associateci costs of which were not part of PG&E's 
proposed ~rokerage revenue requirement. 

In response to· a data request ,. PG&E did provide an 
estimate of marketing expenses of $5'0'9 million. Of this amount, 
PG&E estimated that $608·,000 should be allocated' to brokering.. In 
general, we find this allocation to be siqnificantly lower than we 
would expect for the amount of gas sold by PG&E to noncore 
customers. 

ORA's estimate is higher than PG&E's, but since ORA used 
PG&E's base costs (with. a different multiplier), ORA's estimate 
also appears to· assume an avoided cost approach. 

'rhe other estimates on the record are those of 
Salmon/Mock and. TURN •. We agree with salmon/Mock that brokerage 
cost estimates should include (1) the costs of developing and 
maintaining gas supply and customer information;' (2) communications 
costs:;. (3) computing. accounting and.' billing sys~ems costs: 
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(4) associated legal and regulatory expenses; (5) the costs ot 
letters of credit anQ uncollectibles; (6) working capital tor 
inventory gas, gas temporarily unaccounted tor, and gas purchased 
but not paid for ~y the customer; and (7) lost and unaccounted tor 
gas. We also agree with salmon/Mock that estimates of brokerage 
costs should include not only opcratinq costs, ~ut capital costs as 
well, to the extent cap,i tal investments are required f,or 
procurement operations. 

Since exact cost intormation for these cost categories, 
was unavailable, Salmon/Mock, like the other parties, proposed an 
interim methodology. Its proposed revenue requirement allocates a 
proportion of PG&E's total A&G expenses to ~rokera~e costs by 
removing those costs associated with core customers and with 
transportation-only customers. The estimate is derived according 
to volumes. 

One shortcomin~ of Salmon/Mock's method is that its 
estimate appears to include eosts that may not ~e related to 
brokerage activities,. Specifically, the A&G cost account which is 
functionalized as "general'" includes overhead costs such as those 
related to employee injury- claims, ~oodwill advertising expenses, 
ana property insurance not related to specific activities. It is 
unclear whether these activities are related to gas procurement. 

In addition, Salmon/Mock uses only noncore account 
information. Marketing costs, which the record shows are primarily 
allocated to the core, should :be included in the brokeraqe fee 
estimate. Since those costs have been allocated to core customers, 
they should. be credited to core accounts. 

Despite these shortcomings, Salmon/Mock's revenue 
requirement is the best we have on this record. We will adopt 
Salmon/Mock's total revenue requirement.. For cost allocation 
purposes, we will asswne that SOlUe portion of the total $10 .. 7 
million', is related to- marketing expenses . 
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TORN proposed a method of estimating marketing costs 
which applies PG&E's multiplier of 2.7 to marketing-related labor 
costs. To recognize the inherent economies of scope that oceur 
because PG&E sells ~oth transportation and supply services" TORN 
discounts the total by 50%.. The result is a $-$.9 million marketing 
cost. We believe this estimate is reasona~le and tully supported 
by the record. 

subtracting $5·.9 million in marketing costs from the 
total adopted revenue requirement of $-10 .. 7 million leaves total 
procurement costs of $4.8 million. 

The allocation methodology we adopt assumes that all 
procurement-related costs are embedded in the default 
transportation rate, an allocation which is clear from the record. 
Marketing costs will be allocated 98.103% to the core and 1.897% to 
the noncore, consistent with actual allocation of these costs. 

The brokerage fee itself is calculated by dividing the 
noncore marketing and procurement expense of $-10 .. 7 lUillion by the 
total adjusted noncore sales volumes, ineluding EOR and 
interutility sales volumes, adopted in Phase I of Applieation 
88-09-032. EOR and interutility volumes are included in the 
calculation because, as beneficiaries of procurement activities, 
those customer classes will be assessed a brokerage fee. 
Appendix B provides the final brokerage fee of 3.2 cents per 
decatherm. 

Absent a ~ompellin9 showing to the contrary in a future 
ACAP', we will consider the general guidelines adopted in this 
decision to, be the methodology to, be applied in future proceedings. 
We will, however, require PG&E to develop· a more precise cost study 
in its 1991 test year ACAP since PG&E did not have tilUe to· develo~ 
a detailed study for this proceeding. That cost study shall 
include the costs associated with all brokerage-related activities 
appl~n9 the guidelines adopted in this decision. Appendix A 
attacbec1 summarizes. the rules we adopt in today'& decision., 
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In colt'llnents filed on the proposea decision of the 
administrative law judge,. CPG objects to the revenue requirement on 
the grounds that it is inconsistent.. Specifically, the decision 
applies a "top- down'" approach proposed DY Salmon/Mock to determine 
the total revenue' requirement. "Top down'" reters to· the procesz. of 
estimating the cost of :brokerage by takin9 some percentage of total 
gas· A&G expenses. The decision then applies a "bottom up" approach 
to estimate the marketing portion of that total revenue 
requirement. "Bottom up" refers to· identifying direct labor 'costs 
associated with l:>rokering and then adding a factor to capture 
"overheao'" costs. 

CPG proposes that we either aaopt the settlement enteree 
into :by PG&E" ORA, TURN I and CPG or apply an al ternati ve 
methodoloqy which it presents in comments. 

We do not arque· with CPG's characterization of our 
adopted methodolo9Y as '''inconsistent .'" The record in this case, 
however, does not allow an estimate of total brokerage costs, 
including a marketing element, whiCh is both internally consistent 
and consistent with the conceptual framework presented. in this 
decision. We therefore adopt an interim approach that will apply 
only untilPG&E performs a brokerage cost study. This interim 
approach, while not perfect, is reasonable and fully supported by 
the record. 
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Finally, we note that this proceeding required 
significant time and resources, of the parties. This is unfortunate 
considering the amounts in question and the relatively nominal 
effect the brokerage fee is likely to have on the marketplace. We 
note that in the future we do- not wish to engage in a protracted 
de~ate over the ~rokerage fee and expect the parties to honor this 
view .. 
c. ImP.lemen:tation of thc_BroMnq¢ .Fee 

We have stated our intention to retain noncore rates 
~etween major rate proceedings and to'put PG&E at risk for recovery 
of brokerage' revenues. Adopting a ~rokerage tee now would require 
that we establish an interim mechanism for implementing cost 
reallocation and,revenue recovery. 

PG&E believes actual revenues from a ~rokerage fee should 
~e accumulated in a balancing account and credited to customers in 
subsequent ACAPs,. PG&E <.'lid not forecast revenues it expects to 
receive from a negotiated brokerage fee. 

ORA recommends that the implementation ot the brokerage 
fee should be deferred until the next PG&E ACAP order to assure 
that PG&E is provided an opportunity to, recover its costs. PG&E 
should be required to study its procurement and marketing costs in 
detail for tuture ACAPs. 

Salmon/Mock proposes that PG&E should be required in its 
next ACAP to, develop a forecast of brokerage tee revenues based on 
its forecast of core-elect and noncore procurement sales. For the 
time being, PG&E should establish an account to track brokerage fee 
revenues Which would be used to, offset the revenue requirement for 
core and noncore customers in the next PG&E ACAP'. Because PG&E 
w~ll not be at risk for revenues during this period~ PG&E should 
not be permitted to discount its brokerage fees below the ceiling 
rate., 

Like Salmon/Mock, TORN points out that some mechanism is 
necessary to' put tbe utilities at risk for reoovering brokerage 
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fees, as 0.89-03-014 :i.ntenQed, and at the same t:i.me leave non<::ore 
rates as they are, as we directed in 0.88-12-045-. 1'0 accomplish 
:both, TURN recommends crediting the Core Gas Fixed Cost Account 
(CGFCA) each month with amounts previously allocatea to' core 
ratepayers. For noncore rates, the Commission would need to 
establish a separate memorandum account (since noncore 
transportation rates are not subject to balancing account 
treatment), anc:l creait appropriate A&G accounts. in the next ACAP .. 

TURN recommends against adopting PG&E's proposal to 
accumulate actual brokerage revenues in an account for future 
refund because such treatment does not place PG&E at risk for 
brokerage fee revenues as 0.89-03-0l4 intended. 

As we have stated, the implementation of the brokerage 
fee should make PG&E, not core ratepayers, liable for brokerage fee 
revenues and should promote a competitive market. At the same 
time, we must provide PG&E with an opportunity to recover its 
adopted revonue requirement. Tho imposition of a brokerage fee 
while retaining the existing transportation rate will increase the 
total costs to PG&E's noncore customers, and therefore reduce 
demand. Adopting a brokerage fee now without changing the 
transportation rate will therefore deny PG&E an opportunity to 
recover its adopted revenue requirement because transportation 
rates have been set on the basis of an assumed demand. 

Rather than change the transportation rate now, we will 
adopt ORA's recommendation to defer the development of the 
brokerage fee. We will implement the brokerage fee in PG&E's 1990 
test year ACAP' decision. Transportation and core rates established 
in that decision will reflect the adjustments adopted in this 
decision. 

Finally, PG&E shall, in its test year 1990 ACAP, propose 
a change in the brokerage fee based upon the labor escalation rate 
adopted in PGGcE's: 1990· test year General Rate Case. This rate 
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change will be adopted to reflect cost increases or decreases in 
PG&E's ~rokeraqe activities. 

In PG&E's test year 1991 ACAP, actual costs, ~ased on a 
new cost s~udy, will be used. Where direct costs cannot be 
cietermined, PG&E shall estimate a j o,int allocation consistent with 
this decision. In response to' PG&E's request,. we will schedule a 
workshop prior to PG&E's test year 1991 ACAP. The workshop will 
explore the param~ters o·f the cost stUdy. We will direct CACD to 
schedule the workshop to take place within 90 days of the effective 
date of this order. Parties participating in the workshOp, should 
be directed to mail proposals to all parties of record at least 10 
days prior to the date of the workshop. 

III.. ~i.on..AllQS:ation Hsth0401ogy 

PG&E recommends the Commission retain the existinq cost
of-service study because it is the most aceu,rate way of allocating 
attrition year revenue changes. If the Commission requires a 
simpler method, PG&E recommends it allocate the components (e.g., 
labor, capi tal costs) of the attrition adjustment separately" based 
on data from the previous year's cost-of-service stUdy. 

DRA and TORN recommend that attrition rate adjustments, ~e 
allocated baseci on a simple equal percent o·f margin, except for 
extraordinary items. DRA comments that reviewing new cost-of
service studies provides significant opportunities for 
misallocation of costs without appropriate opportunities for 
investigation. Precise cost studies are not required for attrition 
year reviews since attrition adjustments are a small part of base 
rates. Accordingly, sliCjht misallocations will not dramatically 
change rates or create missed opportunities for collecting 
revenues. 

TURN also believes, the simplicity of this. method, 
outweighs the risk associated with the potential variation in 
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revenues from PG&E's preferred method. That potential variation is 
less than .5% over a period of a couple of months. 

TURN believes the same method should be applied :for 
general rate case changes, consistent with the adopted Negotiated 
Revenue Stability Account stipulation Which provides that utility 
margins shall be allocated between core and noncore classes once a 
year in the ACAP'. 

On June 5" PG&E filed a motion to adopt a stipulation, 
signed :by PG&E, ORA, and TORN, reso'lving this issue. A copy of the 
stipulation is attached as Appendix C. Under the terms o,f the 
stipulation, changes in gas revenues determined in PG&E's general 
rate case or attrition proceedings will be allocatec1 to gas 
customer classes in proportion to the amount of gas c:1epart1'llent base 
revenue requirement allocated to· each gas customer class in PG&E's 
previous ACAP. That allocation shall apply from the effective date 
of the subject base' revenue change to the effective date of PG&E"s 
subsequent ACAPdecision • 

No party protested the stipulation. We believe it is a 
reasonable me,thoclology for allocating general rate case' and 
attrition year revenue changes. It is simple" requires no new cost 
studies, and presents, PG&E with no significant risk. We will adopt 
the stipulation as proposed. 
Findings of r.aet 

1. On May 31, 1989, PG&E filed a motion to adopt a 
settlement addressing brokerage fees, and signed by PG&E, ORA, 
TURN, and CPG .. 

Z. On June 2, 1989, Salmon/Mock filed a motion to ac10pt a 
settlement addressing brokerage fees, and signed :by Salmon/Mock, 
Mission Resources, Coqenerators of Southern California, Chevron 
U.S.A., and CIG. 

3. On June 5, 1989, PG&E filed a motion to· adopt a 
stipulation addressing a methoc:1ology for allocating bas,e revenue 
changes occurring in general rate cases and,attritionproeeeclings. 
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~ 4. The settlements filed by PG&E and Salmon/Mock resarding 

~ 

• 

brokerage fees are supported by the record in this case. Both 
limit the precedential nature of their provisions and state that 
the parties will not be bound ~y the settlements if the Commission 
does not adopt all of their provisions. 

5,. To promote a competitive and tair procurement market .. 
joint and common costs should be allocated to brokerage fees. 
Costs allocated to brokerage should not be limited t~ those which 
are avoidable in the short term. 

6. Bro~era9'e costs are currently allocated among core and 
noncore customers. Procurement costs are allocated tononcore 
customers. Marketing' costs, are allocated 98.103% to core customers 
and 1.897% to· noncore customers. 

7. Both PG&E/s. and DRA's, brokerag'e revenue requirement~ 
appear to be based on costs which are avoidable in the short term. 

S. Of the various proposed brokerage revenue requirements on 
the record, salmon/Mockrs is most reasonable. 

9. Salmon/Mock's revenue requirement for brokerage does not 
assume that any brokerage marketing expenses are allocated to core 
CI.lstomers. 

10. TORN proposed a marketing-related brokerage fee revenue 
requirement of $S.9 million using a methodology that fairly 
allocates joint costs ana assumes that e~edded, rather than 
avo·ided, costs should be applie~. 

11. EOR and interutility customers are beneficiaries of 
procurement services of PG&E. 

12. PG&E would be denied an opportunity to recover its 
revenue requirement if a brokerage fee were implemented without a 
change in the transportation rate. 

13. 'I'he stipulation filed by PG&E on the subject of a 
methodology for allocating' base revenue changes, in qeneral rate 
ease and attrition proceedin9s was not protested~ Its terms are 
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simple, require no new cost studies, and do not present PG&E with 
siqnificant additional risk. 
Qonc1psions 9: Law 

1. Previous commission orders required the establishment ot 
a bro~eraqe fee to promote the development of a more eompetitive 
procurement market. 

2. 0.89-03-014 founa that PG&E should be placed at rislt tor 
revenues associated with a brokerage fee. 

3. PG&E should be ordered to file in its test year 1990 ACAP 
tariff changes incorporating the brokerage fee aaopted in this 
deCision, and amenc1ments to its original filing whieh reflect the 
revenue requirement adjustments to core rates and transportation 
rates set forth in this decision. 

4. PG&E should be ordered to file, in its 1990 test year 
ACAP, for an increase to the brokerage fee adopted in this decision 
based on the labor escalation rate adopted by the Commission in 
PG&E's 1990 test year General Rate Case • 

s. A total revenue requirement for ~rokerage of $10.7 
million should be adopted. Of this, $5-.9 million' should be 
considered marketing expenses and the remainder, $4.8 million, 
should be considered procurement expenses~ 

G. PG&E's brokerage tee should be calculated according to 
the methodolo9Y set forth in this decision and presented in 
Appendix B of this decision. 

7. PG&E shou:d retain all revenues collected from brokerage 
fees. 

8. PG&E should be permitted to discount brokeraqa f~cs. 
9. PG&E should be required to submit at the minimum in its 

1991 ACAP application, a study of brokerage costs eonsistent with 
Appendix A set forth in this decision. PG&E and other parties may 
submit additional. cost studies pertaining- to brokerage fees at that 
time.. On the :basis of more complete .and new information,. a 
different methodology may be considered in the 1991 ACAP • 
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• 10. The settlement filed by Salmon/Mock, and si9De4 by 

• 

'. 

Salmon/Mock,. Coqenerators of Southern California, CIG, Chevron 
U .. S:.A .. , and Miss,ion Resources, on the subject of l:>rolter~ge tees 
should not be adopted. 

ll... 'l'he settlement filed :by PG&E,. and signed by 'l'URN and ORA, 

on the subject of brokerage fees should not be adopted ... 
12. 'l'he substantive terms of the stipulation filed by PG&E, 

and sig-ned by PG&E,_ TURN, and ORA, on the subject ofaxnethodolQg'y 
for allocating base revenue changes in general rate case and 
attrition proceeclings, are reasonable and should be adopted, as set 
forth in this decision and in Appendix C of this decision. 

ORQ,ER 

IT- IS ORDERED that: 
1.. 'l'he brokeraqe fee set forth in Appendix B of this 

decision, and the methodology for its determination and other 
guidelines set forth in Appendix A ot this deeision are adopted • 

2. The stipulation filed by Pacific Gas and Electric 
Comp~ny, (PG&E), signed by PG&E, Division of Ratepayer Advocates, 
and Toward Utility Rate Normalization, and attached as Appendix C 
to this order, is adopted. .. 

3. PG&E shall file an amendment to its test year 1990 ACAP 
application to reflect the adjustments to core rates and. 
transportation rates as set forth in Appendix A of this decision. 

4. PG&E shall file an amendment to· its test year 1990 ACA'P 
application to incorporate in its tariffs the brokerage fee adopted 
in this decision which shall be adjusted according to, the labor 
escalation rate ad-opted. in PG&E's· 1990 test year General Rate ease,. 
as set forth in .Appendix A of this clecis.ion. 

5~ PG&E shall file, in its 199'1 test year ACAP applieation, 
a detailed study ot brokerage costs.,' consistent with the guidelines. 
settorth in this· deeision. 
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6. At the minimum, PG&E shall tile, in its 1991 test year 
ACA? application, a detailed study ot brokerage costs, consistent 
with Appendi~ A set forth in thi$ decision. PG&E and other parties 
may submit additional cost stUdies pertaining to· ~rokera~e tees at 

that time. On the basi$ of more complete and new information, a 
different methodology may :be considered in the 1991 AC'A:P. 

7~ The Commission Advisory and Compliance Division shall 
schedule a workshop on the su:bject ot the cost study methodology to 
be applied :by PG&E in its test year 1991 ACAP'. The workshop will 
take place no, later than 90 days from the effective date of this 
order. 

This order is effective today. 
Oatec:i September 27, 1989, at San Franciseo, California. 

G. MITCIiELLWILl< 
President 

STANLE¥ w., HULETT' 
JOHN: B.. OHANIAN' 
PATRICIA M.. ECKERT 

commissioners-

Commissioner Frec:ierick R. Duda, 
:being necessarily absent, did 
not participate .. 
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APPENDIX A 
Page 1 

1. PG&E's total noncore ~as marketing and procurement 
expense is deemed to be $10.7 m.l.llion for purposes o·f calculating- a 
brokerag-e fee in A.88-09-032. 

2. Of the $·10.7 million, $4.-8 million is aeemecl to be 
procuremcnt-relatecl expense and $5·.9 million is deemed to be 
marketing-related expense. 

3. The brokerag-e fee shall be calculated by dividing the 
total PG&E noncore marketing and procurement expense of $10.7 
:million by the total adjusted noncore sales forecast aaopted by the 
conunission in Phase I of A.88-09-032. 

4.. A brokerage fee shall be chargecl tor interutility and EOR 
sales. Therefore, the forecast of interutility and EOR sales 
adopted by the Commission in Phase I o·f A.88-09-032 shall be 
included in the calculation of the brokerage fee • 

5. The procurement-related costs included in the $10.7 
million revenue requirement ($4.9 million) is deemed to be embedded 
in PG&E's default transport rate and already allocated to noncore 
custo:mers. The marketing-related eosts included in the $10.7 
million ($·5.9 million) is deemed to be currently allocated between 
PG&E's core and noncore customers on a ratio· of 98.103%/1.897%. 

6. All brokerage fee revenues shall be recorded as operating 
revenue and retained by PG&E. 

7. PG&E shall be permitted to discount the brokerage tee. 
Since PG&E's brokerage fee revenues will be retained ):)y PG&E, any 
revenue loss resulting from discounting shall ~e at PG~E's riSk .. 

8. The ~rokera9'e tee in PG&E's 1990 test year ACAP,. to ~c 
filed on or about August l5-, 1989, shall be based on a total 
noncore marketing and. procurement cost ot .$10 .. 7 million, adjusted 
by the labor escalation· factor aaoptea ~ythe Commission in PG&E~s 
1990. test year General Rate Case • 
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APPENDIX A 
Pago 2 

9. PG&E shall at the minimum, in its 1991 test year ACAP 
filing, provide a brokeraqe tee cost study consistent with 
Appendix, A adopted in this decision. That cost study in 
conjunction with additional eost studies whieh PG&E or other 
parties may have conducted on brokeraqe fees,,- shall, be the basis 
for brokeraqe fees. in 1991 ~ 

(ENt) OF APPENOIX A) 
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APPENDIX S' 

'l'ABLE 1 

Pacific Gas and Electric Company 
Annual cost Allocation Proceeding' 

Adopted Bt2GtMeJ'ee 

Forecast Period: Januaxy 1, 1989' to December 31, 1989 

---------~~~--~-----~~----~-~~--~---~---~-~~-~~--~~--~--~--~~--~~-

Noncore Gas Marketing and 
Procurement Expenses $10,700,000 

Adjusted No~eoreand Core-Elect 
Throughput (Math) 

Brokerage Fee (cents per deeatherm) 

344,398 1/ 

----------~--~-------~---~~-----~---~---~~----~--------------~---~ 

Footnotes: 

11 O~89-05-072, Appendix :S, Table 25. 

2.1 Noncore Gas Marketing and Procurement Expense/ 
Adjusted Noncore and Core-Elect Throu9hput 'It 0.01~ 

(END OF APPENDIX B) 
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APPENDIX C 
PClge 1 

Stipulation 
on the'Allocation of Authorized 

Gas Base Revenue Changes 

Pmsuant to Article 13.5 of the Commission's Rules of 
Practice and Procedure, the Division of Ratepayer Advocates of the 
California Public Utilities Co:m.tnission (DRA), Toward Utility Rate 
Normalization (TURN) and Pacific Gas & Electric Company 
(PG&E), (collectively, the Parties), hereby agree on a method for 
allocating_ gas-related attrition and general rate- case base revenue 
changes between the' effective dates- for such base revenue 
adjustxnents and the effective date- of PG&E's next ACAP decision. 

1) The Parties agree that changes in PG&:E's Gas. Department base 
revenues. authorized by the CPUC in PG&E General Rate Case or 
Attrition proceedings shall be' allocated to gas. customer classes, in 
proportion to the amount of gas. d'epartment base revenue 
requirement allocated to each gas customer class in PG&E'slast 
ACAP proceerung. 

2) The allocation specified in Paragraph 1 above shall apply to the 
period from the effective date of the base revenue change in question 
to the effective date of PG&:E's next ACAP decision. 

3) Nothing in this agreement shall preclude- any of the Parties from 
proposing in future proceedings. that identifiable- items, such as, 
project amortization, be allocated separately using allocation factors 
adopted by the- CPUC in previous PG&E ACAPs. NotlUng.in this 
agreement shall preclude any of the- Parties. from proposing 
alternative allocations in future PG&E proceedings which maymore 
closely reflect changes in PG&E's cost structure-and'operations. 

4) Except as expressly provided, this stipulation shall have-no 
precedential effect. 

5) The parties-shall actively support adoption of this. stipulation, 
as.'drafted, by the Commission. 

6) Every part of this stipulation is. material. If the Commission 
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does not adopt this- agreement in its- entirety, the parties will not 
be bound by any provision set forth herein. 

WHEREFORE, the undersigned agree to be bound by the terms· 
of this stipulation. 

Division' of Ratepayer vocates· 
of ~~ Pub " ti1ities CoDUniSsion 

By:_ ._ 
-,.~~;;..o 

. .,.~ }.-v1. L. t "v Tl tle: ___ .8:1/1~ _________________ _ 

Da.te:. ___ .£/1~ __________________ _ 

Toward Utility Rate Normalization 

By: ____ q]j:£i{icL£.1;&f~(Z________ . 
Ti tle~ ____ 2'1!f.i.~A.~I~.!f ___________ _ 
D a te: _____ 2'iltz.i5:..L ______________ _ 

Pacific Gas 8: Electric Company 

By:~~-~~_;l~~~~~-------------
Title: - - ----.. _ ... _----------_ .... ---

·Date:_~~§~~tl~---------------------

(END OF APPENOIX C) 
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Decision -------
I' BEFORE THE PUBLIC U'I'ILI'I'IES COMMISSION OF 'tHE STA'tE OF CALIFORNIA 

Application of Pacific Gas anel ) 
Electric company for authority to ) 
revise its qasrates and tariffs) Application 88-09-032 
effectiVe January 1, 198'9, in its) (Fileel September lS, 1988) 
Annual Cost Allocation Proceeeling. ) / 

(See Decision 89-05-07: 1!or appearance .) 

Th
' el . . 2...e...J;l:X :~ /. . th' 
1S eC1Slon reso ves e wo' rema.nlnq lssues In 1S 

proceeeling by setting a level of broker~~ fees and a methoeloloqy 
for allocating attrit~on year revenue requirement changes. 

Decision (0.,) 89-03-014 ad~ted guidelines for the 
, / ,,' . 

development of brokeraqe fees and ordered Pacltlc Gas and. Electrlc 
Company (PG&E) to present broker~~e fee cost information in this 
proceeeling_ The establiShmen)ltf brokerage fees, recognizes that 
PG&E incurs certain costs when it purchases gas" and that those 
costs should be charged t~ustomers who use PG&E's procurement 
services. Unbundling brokerage costs promotes the development of a 

" 

competitive market by giving procurement customers realistic price 
/ 

signals, and promoting a market environment that provides brokors 
/ 

with improved competitive opportunities. Such unbundling also 
relieves other cuttomers of paying for services they do not use. 

/. 
ResoJ..utlon G-2'838:, elated December 19, 1988·, ordered PG&E 

to propose a ~thod for allocating attrition year revenue changes 
.I 

that is simpler than that presented in its 198:9 attrition year 
I 

advice 17tter filing.. We ordered the development of a simpler 
attrition allocation methodology in response to the concerns of 
variOUs:' parties who, reviewed PG&E's 1989 attrition advice letter. I PG&E, the Oivision o·f Ratepayer Advocates' (ORA), Salmon 
Resources Ltd. .. anci Mock Resources Ltd. (Salmon/Mock) '" and Toward 

< 

- 1 -
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Decision 89 09 094 ---------- SEP2 71989 
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OE CALIFORNIA 

Application of Pacific Gas and ) 
Electric Company for authority to, ) 
revise its gas rates and, tariffs ) 
effective January 1, 198,9, in its ) 
Annual Cost Allocation Proceeding. ) 

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

Application 83-09-032 
(Fi17tember lS, 1988) 

(See Decision 89-05-073 for appearances.) 

/ o .p: :r N X O;ll 
~ 

,I 
~ 

This decision resolves t"r:it two- remaininq issues. in this 
proceeding by setting a level of/irOkeraqe fees and a methodology 
for allocatinq attrition year ,evenue requirement changes. 

Decision (D.) 89-02/~014 adopted guidelines, for the 
development of brokerage fees and ordered Pacific Gas and Electric 
Company (PG&E) to present ~okeraqe fee cost information in this 

I 
proceedinq. The establishment of brokerage fees recognizes that 
PG&E incurs certain co;is when it purchases gas, and that those 
costs should be charged to customers who use PG&E's.proeurement 
services. Unbundli~~brokerage costs promotes the development of a 
competitive market~y giving procurement customers realistic price 
signals, and promoting a market environment that provides brokers 
with improved co£petitive opportunities. Such unbundling also 

/ 
relieves otherjcustomer& of payinq for services, they do· not usc. 

Resolution G-28:381' dated December 19, 1988, ordered PG&E 
to propose 3/method for allocating attrition year revenue changes ~~, 
that is simpler than that presented in its 1989 attrition year , 
advice letter filins. We ordere4 the development of a simpler 
attritior.! allocation methodology in response t~the concerns of 
varioU.ls!~arties who reviewed PG&E's'1989' attrition advice, letter. 

/ PG&E.,., the Division of Ratepayer Advocates.I.(DRAy,· salmon 
Resources Ltd.. and Mock Resources Ltd. (Salmon/HOCk),( aneL Toward ~, 

/ 
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Utility Rate Normalization (TURN) presented testimony in this 
portion of the proceeding. Five days of hearings/were held. 

On May 31, PG&E filed a motion to· ado,{t a settlement 
addressing the brokerage fee. The settlemen;;'as signed by PG&E, 
ORA, Canadian Producer Group (CPG), and'l'tJFf. PG&E also. filed, on 
June 5, a motion to ad.opt a stipulation addressing the attrition 
year methodo·logy. That stipulation was signed.:by PG&E, TURN, and 
D~~ / 

On June 2, Salmon/Mock file~a motion to adopt a 
. / 

settlement signed :by Salmon/Mock, Chevron U .. S .A .. , Inc •. , 
Cogenerators of Southern californil,. Mission Resources, and 
California Industrial Group (CIGy.' The matter was submitted, 
following comments on the settlements" on June 20,' 1989. 

. ~ . 

I. Brokerage Fees: Pr9pQsed settlements 

Two settlements~re filed in this portion of this 
/ 

proceeding. One was filed by Salmon/Mock.. The other was filed by 
PG&E. ~ 
2\.. ~o.nlMock' ~ettlement 

salmon/Mockl CIG, Mission Resources, Chevron U.S.A .. , 
Inc., and cogeneratots of Southern California reached a settlement 
on brokerage fees. /The settlement proposes that 

a.An interim fee for :brokerage be· set at 
5·.5· /cents per decatherm., and shall be added 
to'~he procurement rates for all noncore 
and off-system customers, including core
eUect and Enhanced oil Recovery (EOR) 
jtlstomersi 

b(.The ,interi"m fee shall not be discounted by PG&Ei 

c. The interim fee shall be e'ffective on the 
effective.;Qate of the Phase II order in 
this proceeding and shall end on ',the ' I effective date of the. order implementing' 
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the next PG&£ Annual Cost Allocation /' 
Proceeding (ACAP); ,/ 

d. Interim fee revenues shall be placed in/a 
balancing account, and used to offset/the 
revenue requirement for noncore customers 
in the next PG&E ACAP; and ;I 

e. Permanent brokerage fees shall ~elbased on 
the embedded costs of PG&E's brokerinq 
activities, including those assOciated with 
procurement ,. marketing" arran9'ing 
transportation, and billing and accounting. 
PG&E shall undertake a stUdy' of. these costs 
which shall be presented in' its nextACAP .. 

" 

B. ;a;JrE ~s-...silll&mW /1 . 
PG&E filed a settlement si9ned by ORA, 'l'URN, and CPG. 

That settlement proposes.: /. 
a. The revenue requirement for brokerage shall 

be $4.5·&. million. /This includes $688,000 
of direct procurement labor expense and 
$1 million o·f di;ect lnarketing 
expense, escalat;od by 2' .. 7 I that shall apply 
to· all noncore procurement rates, including 

b. ::: :::k:::::;:::i::a~:t::'caleulated by 
dividing th~total PG&E noncore marketing 
and procurement expense o·f $4.506, million by 
the total ~djusted none ore sales forecast 
adopted in Phase I of this proceeding; 

c. The brO~rage fee shall be effective by way 
of advice letter filing soon after a 
decision is reached in this proceeding; 

/ 
d. Procurement-related costs shall be deemed 

to b,e embedded in PG&E's default transport 
rate and already allocated to noneore 
customers. Marketing-related costs shall 
be/deemed to· be currently allocated between 
PG&E's core and noncore customers on a 
r'atio· of 98'.103%/1.897%; 
I . . , 
That portion of brokerage fee revenues 
collected prior to, the next PG&E ACA?which 
are,attributable t~ recovery of 

- 3 -
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procurement-relatea expense ana 1.897% of 
marketing-related expenses will be retainea 
~y PG&E. 98.103% of marketinc;r-related 
expenses 'will be accumulated 1n a balancing 
account and credited to core customers in 
subsequent PG&E's ACAPs~ 

f. Prior to ,the time the next ACAP rates 
become effective, PG&E shall be permitted 
to, discount only that portion of the;' 
brokerage fee designed to collect the 
procurement-related expense and l.lS97'% of 
marketing-related expense~ and ;II 

g. Brokerage fees in the next PG&E ACAP will 
be based on total noncore marketing ana 
procurement cost of $4 .. 56 mi1.lion, adjusted 
by the labor escalation f~ctor adopted in 
PG&E's, 1990 test year general rate case. 
All brokera9'e costs ident.ified herein shall 
be removed from core and noncore 
transportation rates iil the next PG&E ACAP, 
and accruals to bala~ing accounts 
established by the s'ettlement shall cease. 
Brokerage fees resUlting from the next PG&E 
ACAP- shall be fully eiseountable~ 

niscu§si2Q. This c~e presents the unusual circumstance 
of having two settlements f~ed after the completion of hearings. 
The two settlements anticipate rather different outcomes, but both 
are based on the evidenc;!established in hearings. 

Both settlements are thoughtful and present U$ with 
frameworks for addressi~9' many of the issues addressed in hearings. 
We considered the op;'on of aaopting one of them, except that both 
would limit the pre~dential effect of the decision. Both state 
that if the CoxnxnisMon does not accept the settlement in its 
entirety, the parties would not be bound by any Qf it. We believe 
that this case S~Uld settle as many conceptual issues as possible 
and establish specific guidelines ,for use in future ACAPs~ }.. 
record has bee developed in this case which allows .us. to- meet 
these objecties. Aceordin9'ly, we do' not. wish to-adopt either 
settlement w ich'would require reconsidero.tion of all issues in 

- 4 -
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...-

/ 
/ 

procurement-related expense and 1.S97%/of 
marketing-related expenses will be retained 
by PG&E. 98.103% of marketin~-rela~ed 
expenses will be' accumulated In a~alancin9 
account and credited to eore customers in 
subsequent PG&E's ACAPs; ,/ 

/ 
Prior to the time the next A~ rates 
become eftective, PG&E shalljbe permitted 
to discount only that port~on ot the 
brokerage fee designed to ,collect the 
procurement-related expense and 1.897% ot 
marketing-related expense; and 

/ 

Brokerage fees in the next PG&E ACAP will 
be based on total noneore marketing and 
procurement cost of .,$4 .. 56 million, adjusted 
by the labor escala%ion taetor adopted in 
PG&E's 1990 test year general rate ease. 
All brokerage eos~s identified herein shall 
be removed trom core and noneore 
transportation rAtes in the next PG&E ACAP, 
and accruals to balancing accounts 
established by the settlement shall cease. 
Brokerage tees resulting from the next PG&E 
ACAP shall be fully discountable' • 

/ 

D1seyssion· This case presents the unusual circumstance 
of having two settlements tiled after the completion of hearings. 
The two settlements anticipate rather different outcomes, but both 

I 

are based on the evidence established in hearings. 
Both settlements are thoughtful and present us with 

frameworks for addressing many of the issues addressed in hearings. 
We considered the/option of adopting one of them, except that ~oth 
settlements contain perspectives and ideas helpful to final 
determination ~t an interim methodology. Both· state that if the 
Conunission doe's not accept the settlement in itS:· entirety, the 
parties wouli not ~e bound QY any of it. Therefore, neither 

l 

settlement was adopted .. 
t 

I 
I 

/ 
/. 

I' 

,/ 
• . 
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future proceeaings. We wish to finally resolve the issues in this 
proceeding ana since we cannot adopt either settlemen~in its 
entirety, we will decide this matter on the record alveloped' at 
hearing. /' 

/ 
II. BWera9Lr~s; DiscussfPD 

~he parties to the proceedinq di~ot aqree on either the 
level of eosts associated with brOkerage~r the types of eosts 
which should be included in such an analysis. The tol1owins 
specific issues are addressed below: ;I 

1. Whether "avoided" cos~s or "tully allocated 
emJ:)edd.ed" costs. shoul:d be used to determine 
the brokerage tee;;/ 

2. Which of PG&E's costs should be incluaed in 
determining the costs alloeated ~o 
brokerage fees and how are those costs 
presently all~cated among various customer 
classes; and / 

I 
I 

3. Implementation of the brokerage fee. ~ 
/ 

A. Should the Brolceraqe Fee be Developed Based on 
'Ayoided- Costs or (fullY; A1lOC;Ated EmWded COsts? 

Much of the/controversy in this proceeding arose over 
,/ 

whether brokerage costs should be calculated based on those costs 
I . 

Which PG&E coulda.void by reducing its procurement activities or 
those costs Whict!PG&E would incur as a "stand-alone" procurement 
company. I 

PG&Eiargued that the Commission intended that brokerage 
fees shoula b~ based on avoidable costs.. It cites 0.89-03-014, 

I 
which found;that the establishment of a brokerage tee would "not 
nece$sarilypro~ide an incentive for the gas utilities to promote 
procurement· services over transport-only'services" because "the 
utilitieslmay either recover broker~ge costs through,p:r;ovision of 

/ 
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/' 
future proceedings. We wish to finally resolve the issues in this 
proceeding ~nd since we cannot adopt either settlement in it~ 

~ 

entirety, we will decide this matter on the record· developed at 
hearing. ;t 

XI.~~i9n/ 
~he parties to the proceeding did not al~ee on either the 

level of costs associated with brokerage or theltypes of costs 
/ 

which should :be included in such an analysis.! The following 
specific issues are addressed ~elow: ~ 

1. Whether "avoidedlf~ costs or ." fully allocated. 
embecldecl" costs should be ised to determine 
the brokerage fee r / 

. / d '10. • • 2. Whl:ch of PG&E's costs shoul J"Je l.ncluded l.n 
determining the costs/allocated to 
brokerage fees ancl how are those costs 
presently allocated/among various customer 
classes.; and I . 

4. Implementation o,~' the :brokerage fee. 
" 

A. Should the Brokerage Fee/be Developed Based on 
!Avo14~d··Costs-2r Fully Allocat~~dedC2st§? 

I' 
I 

Much~o:f the controversy in this proceeding arose over 
I 

whether brokerage costs Should be calculated based on those costs 
which PG&E could avoid· ~y reducing its procurement activities or 
those costs which PG&~/~oUld incur as a "stand-aloneH procurement 
company. 

/ 
/' 

PG&E argued that the Commission intended. that brokera9c 
fees should be base~ on avoidable c,osts. It cites 0 .. 89-03-014, 
which found that the establishment of a brokerage fee would "not 
necessarily proviae an incentive for the qas utilities to promote 

'; 
procurement services ove~ transport-only services" because Htbe 
utilities may Jither recover brokerage eosts through prOVision of 

; 
I 
• ,I 

!' 
J 
I .. 
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/ 

procurement services or ~void ~rokerage expenses thrOUg~rOViSion 
of transport-only servieesH (emphasis added). jI 

Salmon/Mock, TURN, and ORA pointed out ~h~~the 
Commission's ord.er clearly req\1ired the use of "eml:>edded" costs in 
developing a ~rokerage fee. PG&E did not disput,;thiS language but 
argued that its cost estimates are "embedded"beeause they are 
~ased on recorded costs. ~ 

niscgssiQn. Conceptually, Salmon/MOck and TORN recommend 
. I 

that ~rokerage costs ~e determined as if PG&IE's procurement 
operations were "stand-alone," that is, a s'eparate company. 
Implicitly, they recommend against fUlly!ecOqniZing the economies 
of scope PG&E realizes in its combinedproeurement and 
transportation functions. Such economies of scope1 occur, as 
TURN poin.ts out, ~ecause it costs li~'le more to- provide 
transportation and procurement services than it would cost to 
provide one or the other alone. ;I 

Setting the ~rokerage fee ~ased on "stand-alone" costs 
would promote a more competitive/~rokerage market because PG&E 
would not have a significant adv.antage over other brokers. On the 
other hand, recognition of PG&~S inherent economies· of scope 
benefits ratepayers and the ee'onomy in general, by improving 
eeonomic efficiency. I 

As competition dev.elops in the markets of the utilities 
we regulate, we are increasangly faced with how to· allocate joint 

I, • and eommon costs among se7V1ces and customer groups. ~t may be. 
appropriate in some casesj to set prices in ways that maximize 
efficieneyand contributIon to other rates. The. advantage o~ using 
stand-alone costs is tb t it fulfill:s· our objective· of setting a 

1 "Economies of cope'" oeeur when the provision of two or more 
services together is less costly than the. provision of the services 
separately. I . 

t 
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fee that promotes competition and places independent brokers 
more equal footing with PG&E .. 

PG&E argues that its cost estimates are Hembedde H 

because they are recorded. We interpret Salmon/Mock"s and 'I'URN's 
use of "e~eddedH to mean fully allocated. In this c:o£text, the 

/ 

clifferenc:e between avoiclecl costs and embedded costo/is 
theretore that avoided costs, at least in the short run, would not • I 
include certain overheads or costs which are jo~ntly or commonly 
incurred... / 

We will set the brokerage fee in/consideration of our 
objective of promoting competition. In g,e'neral, we believe the :fee 
should be based on embedded, rather thar/avoided costs. That is,. 
they should include some allocation of/joint and common costs.. We 
will not automatically allocate all/cif PG&E's overheads to 
brokerage (for instance, expenses ~or goodwill advertising and 
corporate jets not used for the purpose of procuring gas). Rather, 

-' 

we believe those costs should be/estimated according to those costs 
actually incurred by PG&E for ~rokerage • , 
:8. Which of PG&E's Costs SboUld be Included in 

Determining the Costs Al.located. to Brokerage Fees 
MSi HQw arc ..BroMNage C9.sts cu;x=gntly Allocated? 

I 

The parties agr,eed that Administrative and General (A&G) 
costs should be included: in l:>rokerage fees., They, did not agree, 
however, whether marketing costs should also be included .. 

PG&E chara~terize$ its procurement role as one limited to 
"'aequisi tion I I,. not brokerinq in the traditional sense of the word, 
mainly because PG&E does not match the demands of speeific 
customers with supplies from specific sellers. Accordinqly, it 
prefers the term "acquisition fee" to "brokerage fee." 

PG&E estimates brokerage fees based on A&G expenses only • 
.. 

It estimates procurement-related A&G expenses tor both the core and 
noncore port,folios are $4 .. 1 million,. an. amount which PG&E,:states is 
overstated since it includes expenses for other activities. otthe· 

J 

j 

- 7 -



• 

• 

• 

A.88-09-032 ALJ/KIM/jt . . .. 

total $·4.1 million procurement costs, PG&E );)elieves $1.115- mi;;'~ 
or $.0005·74 per therm, is, related to );)rokerage and should be/4dded 
to p:r;ocurement rates using the cost allocation- methodol~adoPted 
in 0 .. 86-12-009. '!Ihis :fee would need to· be adjusted. tortlect the 
throughput and sales forecast adopted in Phase I of this 
proceeding. / 

ORA :believes that :brokerage cost estimMes should include . ./ the costs ot both procurement and marketlnq ot/9as. DRA concludes 
that the Commission intended the inclusion of/marketing expenses 
in brokerage fees, citing R~88-08-018 wherdwe stated "The ceiling 
:brokerage fee will be based. upon the procufement and market-related 

/ 
portion of the companies' embedded A&G expenses allocated to the 
noncore market." ORA also argues. that/the Commission did. not 

I 
intend brokerage fees· to· be limited/to A&G expenses by D .. 89-03-014, 
which stated that "marketing expenses are included in :ba~e rate 

i 

conservation program eosts# and rshOuld not continue to be 
allocated to conservation acco~ts." These marketing costs should 
be included in the brokerage ,fee in order to accomplish the 
Commission's objective of p~acing independent gas brokers on an 

.' 
equal footing with PG&E", " 

Since PG&E's accounting system does not break down , 
procurement costs specit'ically,. ORA reco:m.mends estimating .. 
procurement and marketing costs by taking the portion of the total 

I ' 

revenue requirement identified as "general" and dividing it by the 
portion of A&G exp~n~es identified as "general." The resulting 
ratio is 3.209. M~ltiplyin9 this by the sum of noncore procurement 

I 

expenses and gas,;marketing expenses estimated. by- PG&E,. the total 
amount allocated as a brokerage fee would be $4.54 million. 

salmo'n/Mock takes issue withPG&El's characterization of 
I 

its . procurem~t . act·ivities as- 1 imi ted to '''acquisi tion," statin9 
that PG&E igfores activities, related to ~egotiation" 
transportat on, and. billing functions. .'I'heseacti'vities are 
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/" 
/ 

marketing activities. 'I'herefore, "PG&E is as much a marketer of'" 
" natural gas as Salmon/Mock or any other marketer. H ,f/ 

Salmon/Mock recommends estimating brokerage fee~'by 
calculatinq all of the nongas costs actually incurred b~PG&E in 
procuring qas for, and marketing gas to·, noncore customers. Since 

I PG&E does not keep records of such costs, Salmon/Mock reeommends an 
interim approach. It proposes that the coxnmissio01locate noncore 

4 

"general" A&G expenses between sales and transm~s'sion based on the 
ratio· of PG&E's forecasted core-elect plus non~ore portfolio sales 

" to its total forecasted noncore throughput. /'I'his, results in an 
.' allocation of ~out $10 .. 7 million in broke~a9'e costs, or about 

I 
$.0055 per therm, to core-elect and noncore procurement customers .. 
'I'his amount should be adjusted to be corisistent with the cost and 
throughput forecasts adopted by the ccrmmission in Phase I of this 

.1 
proceeding. / 

Salmon/Mock states that )its estimate is significantly 
higher than PG&E's because PG&E ~mited its cost estimates to· so

/( 

called "procurement-related A&Gt' expenses. 'f PG&E did not, for 
example, include any capital-r~lated costs, legal or administrative 

'i 
expenses, or operation and maintenance expenses .. 

I 

TORN agrees with/DRA and Salmon/Mock that marketing 
expenses should be inclu~ed in brokerage costs estimates. TORN 
estimated a marketing-re'lated revenue requirement of $5-.9 million. 
'l'tr.RN did not provide ant' estimate o·f procurement costs .. 

. j 

DisQlssion,,/' We coneur with DRA, ~, and sallnon/Mock 
that our orders intended that all eosts associated with brokerage-

I 

type services be a~,locate<i to PG&E' s brokerage fees... While our 
previous orders a~Cl.ressin9' this topic did not specify the precise 
cost information ,we required, they were not ambiguous regarding the 

( 

purpose of the ~okerage~ 'I'hat purpose is to' promote a, more 
competitive proeurement market and to, relieve nonproeurement . 
eustomers from/paying. for the costs of procurement. services .. We 
refer PG&E to/ D. 89-04':':'080 , whieh did. specifically state that 

! . 
. , 

.,< 
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certain marketing costs should be considered part ot the brokerage~' 
revenue requirement. Consistent with the language and intent oj/' 
our past decisions, we will include marketing costs as part ot'the 
brokerage tee revenue requirement. ~ 

Whether procuring gas should be called Hbrokerage" or 
/ 

"acquisition" is not a concern of ours at this time .. r.. is 
undisputed that PG&E incurs certain costs in procuring gas. Our 
objective is to, determine what those costs are, no~ithstanding the 

/ 
term applied to them. In the context of our ne~re9Ulatory 
program, we see few differences. between PG&E'~Oncore procurement 
role and that of nonutility brokers. / 

PG&E's revenue requirement estimate is based on 
/ 

procurement costs alone. We are concerned that even the 
procurement cost estimate does not inclu6e the total procurement 

/ 
costs related to brokerage primarily because PG&E believed that 

" only "avoided" costs should be used/to estimate the,brokerage 
revenue requirement.. In ac:ldition,,../PG&E's witness testified that 
procurement activities were undertaken in departments and by 
employees, the associated costS!~f which were not part of PG&E's 
proposed brokerage revenue req<1irement .. 

" DRA's estimate is h'igher than PG&E"s, but since DRA used 
PG&E's base costs (with a different multiplier), ORA's eztimate 

I • 
also appears to, assume an~volded cost approach. 

The other estimates on the record are those of 
/ 

Salmon/Mock and TURN. We agree with Salmon/Mock that brokerage 
cost estimates should ,.include (1) the costs of developing and 
maintaining gas Supp~y and customer information; (2) communications 
costs; (3) computing/accounting and' billing systems costs; 
(4) associated legal and regulatory expenses; (5) the costs of 
letters of credit/and uncollectibles; (6) working capital for 
inventory gas, gas temporarily' unaccounted tor, and gas purchased 

. I .. 

but not paid for by the 'customer; and (7) lost and unaccounted tor 
I " .' 

gas. We also- agree with Salmon/Mock that estimates-of brokerage 

I 
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• costs should include not only operating cos.ts, l:>ut capital costs as 
well,. to the extent capital investments are required for 
procurement operations. 

J 

• 

• 

s·ince exact cost information for these cost categories 
was unavailable, Salmon/Mock, like the other parties, proposed an 

,f 

interim methodology. Its proposed revenue re~irement allocates a 
proportion of PG&E's total A&G expenses to brokerag~ costs by 

,I 

removing those costs associated with core customers and with 
transportation-only customers. The estimate is''''' derived according 
to volumes. " 

One shortcoming of Salmon/Mock's/method is that its 
estimate appears to include costs that may not be related to 

,I 

l:>rokerage activities. SpeCifically, the A&G cost account which is 
functionalized as "general" includes ;,overhead costs such as those 
related to employee injury claims, ,goodwill advertising expenses, 
and property insurance .not relateci'/ to specific activities. It is 
unclear whether these activitie~'are rdlated to, gas procurement. 

In addition, Salmon/Mock uses only noncore account 
information. Marketing costs';' which the record. shows are primarily 
allocated to the core, shouid be included in the brokerage fec 
estimate~ Since those costs have been allocated to core customers, 

f' 
they should be credited :to core accounts. 

Despi te these .... shortcomings., salmon/Mock's revenue 
requirement is the best we have on this record. We will 
adopt Salmon/Mock's total revenue requirement. For cost 
a'llocation purposes, we will assume that some portion of the 
total $10.7 million is related to ~arketing expenses. 

TURN p~oposed a method of estimating market,ing costs 
which applies ~G&E's multiplier of 2.7 to marketing-related. labor 
eosts .. To-recoqnize the inherent economies. of seope that occur 
because PG&E sells both transportation and supply serviees, 1'UR.N 
discounts th~ total bY'$O%. The result' is a $~.9 millionmarketinq 
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cost. We believe this estimate is reasonable and fully supported 
by the record. 

subtracting $5.9 million in marketing' costs trom the 
total adopted revenue requirement of $10.7 million leaves," 
total procurement costs of $4.8 million. /' 

The allocation meth.odology we adopt assumes/that all 
procurement-related costs are embedded in the default 
transportation rate, an allocation which is clea~ifrom the record. 
Marketing costs will be allocated 93.103% to t~e core and 1.897% to 
the noncore, consistent with actual allocation of these costs. 

Th.e brokerage'fee itself is calculated by dividing the 
noneore marketing and procurement expense/of $10.7 million l:ly the . / . total adjusted noncore sales volumes, ~ncludln9 EOR and 

" interutility sales volumes, adopted in Phase I ot Application 
38-09-032. EOR and interutility vol~mes are included in tho 

" calculation l:leeause, as beneficiaries of procurement activities, 
those customer classes will be ~ssessed a brokerage fee .. 
Appendix B provides the final brokerage fe.e of 3 .. 2 cents per 
docatherm. 

Absent a compelling showing to· the contrary in a future 
ACAP, we will consider the'general guidelines adopted in this 

I 

decision to· be the methodology to 1:>e applied in future proceedings .. 
We will, however, require PG&E to develop a more precise cost study 
in its 1991 test year.'ACAP since PG&E did not have time to- dev~lop· 

a detailed study for· this proceeding. 'I'hat cost study shall 
include the costs associated with all brokerage-related activities 
applying the guidelines adopted in this decision. Appendix A 
attached summarizes the rules we adopt in today's decision. 

Final:ly, we note that this proceeding required 
significant time .and resources ot the parties. This is unfortunate 
cox:sldering ,,,the amounts in question and the relatively nominal. 
effect the/brokerage fee is likely to· have on the marketplace~ We 
note that./in the. future ·we do, not wish· to· enqaqe. in' a protracted 

/ 
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clebate ovor the brol<eraqe fee ancl expect the parties to honok 
view. L' 
c. ~tion of j:h~ lee 

Because we have stated our intention to re n noncore 
rates between major rate proceedings, adopting a brokerage fee now 
requires that we establish an interim mechanism f~ implementing 

",-

cost reallocation and revenue recovery. ~ 
PG&E believes actual revenues from al'brokerage tee should 

be accumulated in a balancing account and c~dited to customers in 
subsequent ACAPs. PG&E did not forecast r~venues it expects to 
receive from a negotiated brokerage fee~ 

I • I , ORA recommends that the lompl.ementatlon of the brokerage 
~r 

fee should be deferred until the next PG&E ACA? order to assure 
. ,P 

that PG&E is provided an opportun~ty to recover its costs. PG&E 
should be required to study its/procurement and marketing costs in 
detail for future ACAPs. / 

Salmon/Mock proposes'" that PG&E should be required in its 
~. 

next ACAP' to develop· a foresast of brokerage fee revenues based on 
its forecast of core-elec:/'and noncore procurement sales. For the 
time being, PG&E should establish an account to track brokerage fee 
revenues which would be/~sed to, otfse1:, the revenue requirement for 

) . core and noncore custopers lon the next PG&E ACAP. Because PG&E 
will not be at risk for revenues during this period~ PG&E should 
not be permitted to/discount its brokerage fees below the ceiling 
rate .. 

'" 

I , 

Like sa:CXnon/Mock, TURN points out that some mechanism i~ 
necessary to put,the utilities at risk for recovering brokerage 

.,' 
fees, as 0 .. 89-0;3-0l4 intended, and at the same time leave noncore , 
rates as they ,are, as we directed in 0.88-l2-045-. '1'0 accomplish 

• 
both, TORN recommends crediting the Core Gas Fixed Cost Account 
(CGFCA) each/ month with amounts· previously a'llocated' to core 
ratepayers./ For noncor,e' rates, the Commission would, need. to 

. ". . 

establish/a separate memorandum account (since noncore 

I 

f 
k 

! 

/ 
, 
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transportation rates are not sul:>j ect to l:>alancing account // 
treatment), ana credit appropriate A&G accounts in the next ACAP. 

Tt.1RN reconunends against adoptinq PG&E's prop~t!al to 
, / 

accumulate actual brokeraqe revenues in an account for future 
, , 

refund beeause such treatment does not place PG&E a/t'o risk for 
l:>rokerage fee revenues. as D.89-03-014 intended. ,/ 

As we have stated, the implementation/of the brokerage 
• I fee should make PG&E, not core ratepayers, lJ.al:>le tor brokerage fce 
.t 

revenues and should promote a competitive market. Under 
other circumstances, we would adopt ORA's ,~commendation to defer 
the development of the brokerage fee in o~der to simplify its 

I 

implementation. The establishment of aI l:>rokerage fee:,. however, has 
/ 

been delayed long enough. We will adopt an interim fee, and 
establish the accounting mechanisms/proposed by TORN. 

Speeifically,. PG&E will/establish a memorandum account 
in which it will accrue costs al!ocated to· noncore transportation 

/ 
rates, adjusted for actual sales. PG&E will enter into- its CGFCA 

'" costs allocated to the core, adjusted for actual sales. Accruals 
" 

to· those accounts, will be el,iminated in the next PG&E ACAP, at 
which time we will credit appropriate core and noncore accounts. In 
the meantime, PG&E may discount the brokerage fee, and will be at 

I 

risk for revenue reductions which result from'discounting_ Beeau~ 

we establish l:>alancing "accounts l:>ased' on estimated' revenues rather 
than actual revenues,.'PG&E is entitled to all revenues collected as 
brokerage fees. 

Finally, PG&E Shall, in its next ACAP, propose a chanqe 
in the brokerage fee based upon the labor escalation rate adopted 
in PG&E's 1990 test year General Rate Case. This rate change! will 
be adopted to· r~flect eost increases or decreases in· PG&E's 
brokerage activ::ities. In the subsequent ACAP, 'actual costs,. based 
on a new eost ,study,. will be used .. 

.. 
I 

( , 
" , 

, 

" 
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// 

III. ~tri.tionAll~i2Jl~ / 

PG&E recommends the Commission retain the ex~ting cost
of-service study because it is the most accurate way~! allocating 
attrition year revenue changes. If the' commission~equires a 
simpler method, PG&E recommends it alloeate the components (e.g., 

./ 
labor, capital costs) of the attrition adjustrnellt separately, based 
on data from the previous year's cost-o!-serv~e study~ 

ORA and TURN recommend that attri~on rate adjustments be 
allocated based on a simple equal percent of margin, except for 
extraordinary items. ORA eomments that r~viewing new cost-of
service studies provides significant op;!ortunities for 
misallocation of costs without appropriate opportunities for 
investigation. Precise cost stud1e';are not required for attrition 
year reviews since attrition adjustments are a small part of':base 
rates.. Accordingly, slight misay(ocations will not dramatically 
ehange rates or create missed opportunities for collecting 
revenues~ ~ 

TURN also believes J-he simplicity of this :method 
outweighs the risk associate.d with the potential variation in 

J# I d h . .. revenues from PG&E's pre ... erre method.. 'I' at potentlal varl.atl.on is 
less than .S% over a period of a couple of months. 

'I'URN believes t'he same method should be applied for 
general rate ease Chang's, consistent with t.he aoopted Negotiated 

/ 
Revenue Stability Acc~~nt stipulation which provides that utility 
margins shall be allocated between core and noncore classes onee a 
year in the ACAP'. / 

On June 5/ PG&E filed a motion to adopt a stipulation, 
signed by PG&E, ORA, and TURN, resolving this issue... A copy ot the 

I 
stipulation is a~tached as Appendix C. Vnder the terms of the 
stipulation, changes in gas revenues determined in PG&E's general 
rate case or att'rition proeeed.ings will be allocated. to· gas. 

I. .. . 
customer C17es in proportion to the· amount 01: ':las department base 
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revenue requirement allocated to each gas customer class in PG&E'~/ 
previous ACAP. 'that allocation shall apply trom the eftective da'te 
of the sUQject base revenue change to the effective date of PG&E'S 
subsequent ACAP decision. ~ 

No party protested the stipulation. We believe~it is a 
reasonable methodology for allocating general rate cas~nd 
attrition year revenue changes. It is simple, reql.li~ no- new cost 
studies, and presents. PG&E with no, significant ris~( We will adopt 
the stipulation as proposed.. / 
;ein.di1)gs of Ea.£!; 

1. On May 31, 1989, PG&E tiled a motion to adopt a 
settlement addressing brokerage fees, and ~ned by PG&E, ORA, 
'tURN, and CPG. J 

2. on June 2, 1989, Salmon/Mock filed a motion to· adopt a 
. I . settlement addresslng brokerage fees/land slog-ned by Sa1lnon/Moek,. 

/ 
Mission Resources,. Cogenerators ot Southern calitornia, Chevron 
U.S.A., and CIG. / /' , 

3. On June 5, 1989, PG&E t'liled a motion to adopt "-
stipulation addressing a methodo'lOgy for allocating base revenue 
changes occurring in general r~te cases and attrition proceedings. 

4. the settlements fil~d by PG&E and Salmon/Mock regarding 
J 

brokerage fees are supporte'd by the record in this case. Both 
/ 

limit the precedential nature of their provisions and state that 
I 

the parties will not bejbound by the settlements if the Commission 
does not adopt allot' Itheir provisions.. . . 

5. Estixnating/~rokerage costs :based on e~edded, .rather than 
avoided, costs of procurement and marketing promotes a competitive 

. I an6 talr procurement market. 
6. Broker~e costs are currently allocated among core and 

/ noncore customers. Procurement costs are allocat~d t~noncore 
customers. Ma 'ket:Lnq costs· are allocated 98.103% to core customers 
and 1.897% 
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/ 
7. Both PG&E's and ORA's brokerage revenue requ~ments 

appear to ~e based on avoided costs. /1' 
8. Of the various proposed brokerage revenue!' requirem'cnts on , 

the record, Salmon/Mock's is most reasonable. )1 
9. S,almon/Mock's revenue requirement fot:/brokerag'e does . / not assume that any brokerage marketlng expenses are allocated to 

core customers. ./1' 
10. TURN proposed a marketing-related. brokerag'e fee revenuc 

requirement of $S.9 million using a metbO'doloqy that fairly 
allocates joint costs and assumes tha?!~mbedded~ rather than 
avoided, costs should be applied. / 

11. EOR and interutility customers are beneficiaries of 
procurement services of PG&E. /' 

12. rr'he stipulation filed!Y PG&E on the subject of a 
methodology for allocating base revenue changes in general rate 
case and attrition proceeding' was not protested., Its,terms are 

I simple,. require, no new cost/studies, and do not present PG&E with 
significant additional risk • 
~2Dclusions of Law / 

1. Previous comm~sion orders required the establishment of 
a brokerage fee to, prombte the development of a more competitive 
pro~urement market. / 

2. 0.89-03-014 found that PG&E should be placed at risk for 
revenues associate~/with a brokerage fee. 

3. PG&E should be ordered to establish a Noncore Brokerage 
I 

Fee Cost Accrual Account which will accrue revenues, adjusted for 
I . . actual sales of .transportatl.on serv'l.ces., allocated to noncore 

/ ' 

customers for noncore' procurement costs. rr'hose' revenues should be 
used to, reduce/noncore rates in the next PG&E ACAP, and the account 
should be closed at that time .. 

,.. ,. I 

4,. PG&E should be ordered to accrue in 1. ts CGFCA the amounts 
r . 

allocated 'to· core customers for the costs. of noncore marketing-
expenses reilated to" brokerag'e, that is, 98.103% of $~.9' million and 

l 
i 

/ -
/ . 
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simple, require no new cost studies, ana ao not present PG&E with" 
siqnificant additional risk. .4 
5:QDcluU2DS ot Law 

1. Previous Commission orders required the estab shment 0: 
a bro~eraqe fee to promote the development of a more competitive 
procurement market. ~ 

2. D.89-03-014 found that PG&E should be p~aced at risk for 
revenues associated with a brokerage fee. ~ 

3. PG&E should be ordered to- file in its test year 1990 ACAP 

tariff changes incorporating the brokeraqe ~e adopted in this 
decision, and amendments to· its oriqinal ,7!ling whieh reflect the 
revenue requirement adjustments to eoze ates and transportation 
rates set forth in this decision. 

4. PG&E should be ordered to ! le, in its 1990 test year 
ACAP, for an increase to· the brokera~e fee adopted in this decision 
based on the labor escalation rat';adopted by the Commission in 
PG&E"s- 1990 test year General Rate case .. 

/ 
5·. A total revenue requiJ'ement for brokerage of $10.7 

million should be aelopteel.. o:elthis, $5· .. 9 million should be 

cons·idered marketing expenses! and the remainder, $4.8 million, . / should be consldered procurement expenses .. 
6. PG&E's brokerag~fee should be calculated accoreling to 

the methodology set to~ in this decision and presented in 
Appendix B of this deci~ion. 

7. PG&E ShoUld/1etain all revenues collected from brokerage 
fees. 

8. PG&E should be permitted to· discount brokerage fees. 
I _ 

9. PG&E shoUtld be required to submit, in its 1991 ACAP 
application, a stuay of brokeraqe eosts eonsistent with the 
quidelines set fcirth in tbi~ decision. . 

10. Thes'ttlement filed by Salmon/Hock, and si9l'led by 
salmon/MoCj.,'qenerator .. of Southern california; CIG, Chevron 

-" 
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interim monthly revenues, adjusted for actual sales%,as presented 
in Appendix A of this deci~ion. These revenues should ~e used to· 
reduce core rates in the next PG&E ACAP. . ~ 

5. A total revenue requirement for brokerage of $10.7 
million shol.lld be adopted. Of this, $5-.9 miU:-ion should be 
considered marketing expenses and the remaind.er,S4.a million, 

I 

shol.lld be considered procurement expenses' 
6. PG&E's brokerage fee should b7calculated according to 

the methodology set forth in this decilion and presented in 
Appendix B of this decision.. /' 

7. PG&E should retain all rey~nues collected from brokerage 
fees. / 

S·. PG&E should be penni tted to discol.lnt brokerage fees. 
9. PG&E shol.lld be requirledto submit, in its 1991 ACAP 

{ 

application, a study of brokerage costs consistent with the 
guidelines. set forth in this decision. 

t 
10. PG&E should be ordered to file, in its 1990 test year 

ACAP, for an increase to/the brokerage fee adopted in this decision 
based on the labor escf1ation rate adopted by the Commission in 

I 
PG&E's 1990 test year/ General Rate Case. 

ll. The settl~ent filed by Salmon/Mock, and si9'ned by 
( 

Salmon/Mock, Cogene'rators of SOl.lthern California, CIG, Chevron 
t7. S·.A., and Missio'n Resources, on the subject of brokera9'e fees 

I 
should not be adopted. 

12. ~he s~ttle:ment filed by PG&E, and signed by TURN and ORA, 
f 

on the subjec~ of brokerage fees shol.lld not be adopted. 
13. The'substantive terms of the stipulation filed by PG&E, . / and sl.gned by PG&E,. 'roRN, and ORA., on the subject o,f a methodoloc;y 

for allocat1ng base revenue changes in general rate case and 
attrition.:~roceedin9's, are reasonable and sbOl.lld be adopted, as set 
forth in/~his decision and in Appendix C ot this decision • 

. 
I 

/ 
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;/ 
IT' IS ORDERED that: / 

1. The brokerage fee set forth in AppendixiB of this 
decision, an~ the methodoloqy for its determin~t1on and other 
guidelines set forth in Appendix A of this decision are adopted. 

2. The stipulation filed by Pacific ds and Eleetric 
company, (PG&E), signed by PG&E, Oivision}f Ratepayer Advocates, 
and Toward Utility Rate Normalization, and attached as Appendix C 
to this order, is adopted. 1/ 

I 

3. Wi thin 5 days of the effec'bi ve date of this order, PG&E 
shall file, .. in accordance with Genial Order 96-A, tariff changes 
adopted in this proceeding, and w~ieh are shown in Appondix B of 
this decision. Tariff chanqes W;{ll be effective october 1, 1989. 

4. Coincident with the effective date of the establishment 
of its brokerage fee, PG&E shill establish a memorandum account 
entitled Noncore Brokeraqe ~e Cost Accrual Account, pursuant to· 
paragraph 6 of Appendix A df this decision. . 

5,. PG&E shall accr4e in its Core· Gas Fixed Cost Account 
" amounts equal to the revenue allocated to· core rates, as set forth 

in Paragraph 7 o.'f APpe1J~ix A of this decision. 
I 

6. PG&E shall file, in its next ACAP application, 
information re9ardin~ ace~als in the Noncore Brokerage Fee Accrual 
Account and the cO/~ Gas Fixed Cost Account as set forth in this 
decision. . I . 

7. PG&E shall file,. in its 1990 test·,year ACAP' application, 
for a brokerage/~ee increase based on the labor escalation rate 

1 • 

adopted in PG&E's 'l990 test year"General Rate case .. 

/ 

/ 
I 

/ 
I 

/ 
I 

, 
I 

" 
~ 
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U .S·.A., and Mission Resources, on the subj~ct of J:>rokerage fees 
" should not be adopted .. 

• 

• 

ll. The settlement tiled by PG&E~ and signedJ:>y TURN and ORA, 
on the subject of brokerage fees should not De adopted.. // 

l2. The substantive terms of the stipulation file~~~y PG&E, 

and signed. by PG&E~ TURN, and. ORA, on the subject of a .... methoclology 
/' 

for allocating J:>ase revenue changes in general rate/case and 
attrition proeeec1ings, are reason4l:>le and Should -,;,e' adopted~ as set 

I 
forth in this decision and in Appendix Cot this/decision .. 

/ 
9RPEB I 

11'" IS ORDERED that: /l 
1. The brokerage fee set forth in~ppendix B ot this 

decision, and the methodology for its ~ter.mination and other 
guidelines set forth in Appendix A o~this decision are adopted. 

I 
2. The stipulation filed bYlacifie Gas and Electric 

company, (PG&E), signed by PG&E,. ,ivision of Ratepayer A4vocates, . 
and Toward Utility Rate Normali~tion, and attached as Appendix C 
to this order, is adopted. ;I 

3. PG&E shall file an~mendment to- its test year 1990 ACAP 
application to reflect the;adjustments to· core rates and 
transportation rates as set forth in Appendix A of this decision. 

4. PG&E shall fi?' an amendment to its test year 1990 ACAP 
. application to incorpo~te in its tariffs the brokerage fee adopted 
in this decision whict! shall be adjusted according to the lAbor 
escalation rate a4o¥e4 in PG&E's 1990 test year General Rate Case, 
as set forth in Appendix- A of this decision. 

1 

5-. PG&E' sh~l file, in its 1991 test year ACAP' application, 
a detailed study of brokerage costs, consistent with the guidelines 

• set forth in . s decision • 
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8. PG&E shall file, in its 1991 test year ACAP application, 
a detailed study of brokerage costs, consistent with the guidelines 
set forth in th.is decision. . . ~ 

This order is effective today. // 
Dated , at San Francisco, cal1.!ornia • 

! 
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~ , .' ' .. ' . ... ; 
6. The Commission Adv,isory and com~l"iance/Di~!f~~ :.~hall ,". 

,$Ched~le ,a works~~p on the subject of the, cost!~U4Y .. ~~~odolO9Y .~ 
be applied. by PG&E in its test year 1~9~ ACAP1 ~e ":yo~~op will 

::::r~la~e ~:s l::::r ~:n e::e:::~ f:::~if4e?tive~~~::,~f. ~s 
Datecl " at in Francisco, california . 

- 20 -
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~. At the minimum, PG&E shall file, in its 1991 test year. 
ACAP application, a detailed study of brokerage costs, consistent 
with Appendix A set forth in this decision. PG&E and other/~rties 
may submit additional cost studies pertaining to brokeragerfees at 
that time. On the basis of more complete and new info~tion, a 
different methodoloc]y may be considered in the 1991 AClP,. 

6. The Commission Advisory and Compliance oivi'sion shall 
I 

schedule a workshop on the subj ect of the cost st y methodology to 
be applied by PG&E in its test year 1991 ACAP. he' workshop will 
take place no later than 90 days from the tive date of this 
order. 

This order, is. effective today. 
:Dated SEP 2 1 ,1989 Frane:i.seo, california .. 

- 20 -

G. MI'I'CHE:t.L WILl< 
President 

STANLEY w. :m.~ 
JOHN B. OHANIAN 
PATRICIA M. ECKERT 

Commissioners 

Commissioner Frederick R. Duda, 
being' necessarily absent, did 
not part:i.eipate. 
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APPENDIX A 
Page 1 

£alculatiQl) 01 BrokeB9S' Fees / ,
,I 

/(' ., 

-' 
./ 

I 

./ 

i' 

.r' 

)' 

, , 

,/' 
1. PG&E's total noncore gas marketing an~ procurement 

expense is deemed to be $10.7 million for purpo'ses of calculating a 
:brokerage fee in A.88-09-032. 

2. Of the $10.7 million, $4.8 million is deemed to be 
procurement-related expense and $5-.9 mill,i-on is deemed to :be 
marketing'-related expense·. , 

l 

3. Tho :brokerage fee shall Qe caleulated ~y dividing the 
total PG&E noncore marketing and procurement expense ot $lO.7 
million by the total adjusted noncore sales forecast adopted by the 
Commission in Phase I of A.88-09-03,2. 

I 

4. A brokerag'e fee shall be charged for interutility and EOR 
sales. Theretore,. the forecast of interutility and EOR sales 
adopted by the Commission in Phase I of A.88-09-032: shall be 
included in the calculation o~, the brokeraqe fee. 

5,. The procurement-related costs included in the 
$·10.7 million revenue requirement ($4.9 million) is deemed to be 
cMedded in PG&E's default/transport rate and already allocated to 
noncore customers. The marketing-related costs included in the 
$10.7 million ($5·.9 mill~on) is deemed to- be currently allocated 
between PG&E's core and;noncore customers on a ratio of 
98.103%/1.897%.! . 

6. PG&E shall establish a memorandum account tor accrual ot 
revenues allocated to transportation rates prior to the ettective 
date of its next ACAP decision. The account shall be identified as 
the Noncore Brokerage Cost Accrual Account. The account will 
contain the procurement-related expense plus 1.897% of the 
marketing-related..: expense, and interim monthly revenues for each 
month and portion thereof between the effective date of this 
decision and th~effective date of the next PG&E ACAP' decision. 
The interim monthly revenues shall be determined by lUultiplying 
1.43 cents- per:decatherm with the monthly recorded sales volUllles 
for core-elect and noncore customers, including interutility and 
EOR customers'. 

7. lri the next PG&E ACAP d.ecision, noncore transportation 
rates shall; be decreased by the amount of the balance in· the 
Noncore Brokerage cost' Accrual Account~ This account shall be 
terminated' on the e'ftective date of the' next PG&E ACAP'decision. 

• / 
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APPENDIX A 
Page 2 

8. PG&E shall credit the Core Gas Fixed Cost Account by 
98.103% of the marketing-related expense, and interim monthly 
revenues for each month and portion thereof between/the effective 
date of this decision and the effective date of tM next PG&E ACAP 
decision. The interim monthly revenues shall betcletermined by 
multiplying 1.94 cents per decatherm with the monthly recorded 
sales volumes for core customers. PG&E's cor~ates shall be 
reduced by these amounts in its next ACAP". / 

9. All brokerage fee revenues shall/Jc recorded as operating 
revenue and retained by PG&E. ;I 

10. PG&E shall be permitted to discount the brokerage fee. 
Since PG&E's brokerage fee revenues wil-l be retained by PG&E, any 
revenue loss resultinq from diseounti~9 shall be at PG&E's ris~. 

11. The brokerage fee in PGif&E" 1990 test year ACAP, to be 
filed on or about August 15·, 1989, shall be based on a total 
noncore marketing and. procurement cost o·f $10.7 million, adjusted 
by the labor escalation factor adopted by the Commission in PG&E's 
1990 test year General Rate Cas~. 

/ 
• 12. PG&E. shall, in its 1;991 test year ACAP" filing;. proviCie a 

brokerage :fee cost study consistent with the guidelines adopted in 
this ~ecision. That cost sltcidY sha~l be the basis for brokerage 
fees. l.n 1991.' . -

./ ;. 

! 
I 

/ 
/ 

I 

I 

/ 
/ 

/' 

,I , 

" 
/ 

/ 
I' 

! 

/ 
/ 

(END OF APPENDIX A) 
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l 

9. PG&E shall at the minimum, in its 1991 tesl/Year ACAP 
filing, provide a brokerage fee cost study consistent with 
Appendix A adopted in this decision. That cost stUdy in 
conjunction with additional cost studies which 'PfI&E or other, 
parties may have conducted on brokerage tees" shall be the' basis 
for brokerage tees in 1991. 

) 
D OF APPENDIX A) 

/ 
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APPENDXX B 

TABLE 1 

Pacific Gas and Electric Company 
Annual cost Allocation Proceedinq 

AdoptedBroJceraq~ • ..Eee 
I . 

Forecast Period:: January 1, 1989' to· Deceaber 31, 1989 

I 
---~-~~------------~-~~~------------------~---~~~----------------

Noncore Gas Marketin9 and 
Procurement Expenses 

Adjusted Noncoreand Core-Elect 
Throu9hput (Mdth) / 
Brokerage Fee (cents per decatherm) 

/ 

I $10,700,000 

344,398 1/ 

3~2 2./ 

~---------------~~------------~-----------~--~-------~~-----------/ 
/ 

Footnotes: 
! 

/ 
/ 

1/ 

2./ 

0.89-05·-073, Appendl.x B, Tal:>le 2B. 
I 

Noncore Gas Marketing and Procurement Expense/ 
Adjust'ed Noncore/,and Core-Elect Throughput." 0.01 • .' 

/ 

/ 
I 
i 

;1 
/ 

(END OF APPENDIX B) 


