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Decision 83 95 G890 MAY 1 8 1983

BEFORE THE PUBLIC UTILITIES COMMISSION OF TZE STATE OF CALIFORNIA

Application of Pacific Gas and )

Electric Company for Aushority <o

Bstabdlish Immediately 2 Gas and

an Electric Expense Accunmulation Application 83-03-85
Account to Record Additional g (Piled March 31, 1983:
Franchise Fees. | amended April 22, 19835
)
)

(Slectric and Gas)

Background

Gas and electric utilities can be assessed a franchise fee
by cities for the privilege of conducting their utility business
within city boundaries. The franchise agreements are of fixed
duration, and <the fee (<ypically a percent of gross revenues) is
periodically adjusted. TUnder terms of the Pacific Gas and Zleczric
Company's (PG&E) last agreement with the City of San Jose (Civy),
which was memorialized by city ordinances iz 1971, the compensation
or fee could be changed in 1981. City and PG&E could not reach a
negotiated agreement. Accordingly, as provided by the City's
ordinances, an arbitration board was convened vo set the Zee.

n Jaauary 25, 1983 the ardbitration board issued iTs
decision (Exhidit A to PG&Z's application). The result is thav PGEE
must pay to the City a fee 0f 2% of gross receipts from gas and
electric sales within the City; %his is an increase of abdbout 1% over
the rate previously applied since 1971. 2PG&E sunrarizes the
arbitration as follows (application, p. 4):
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"In the arbitration proceeding, San Jose
{initially sought a 2.5 perceat Tee, dbuv later
increased its demand to 3.8 perceat. PGandE

rgued that a .62 percent fee was warranted.
San Jose contended that it deserved a higher fee
as it could only negoviave a 1 percexnt fee in
1971. I+t further stressed that the City of San
Diego (San Diego) is provided a Zranchise fee of
g_percent and claimed comparability %o San

iego.

"PGandE emphasized That San Jose has received
increasing franchise payments since 1871 due <o
the rapid increase in gas and eleciric rates.
PGand® further argued that the amounts payadle
to comparable cities éid not warrant an increase
for San Jose. TFinally, PGandZ provided
extensive testimony on the rature of public

cility ratemaking and stressed the need %0
control raves.”

The immediate problem from PG&E's perspective is vhat under
our ratesetting procedures the incremexntal increase in franchise fee
expense would ordinarily not be recognized until we next issue a
general rate decision. TPor PG&Z this will be in late 1983, with
rates effective 2t the start of 1984. As 2 means of ultinately
recovering its incremental increased expense for the adjustment <0
the franchise fee, PG&E asks that we icmediately authorize a "gas and
electricity accumulation account” vo record the increased expense
during 1983. DPG&E estimates an undercollection of $1.9 million for
its electric department and S.7 milliozn for its gas depariment
(assuming the account was authorized April 1) which would be
amortized through raves in 1984, presumably through the energy offser
proceedings.
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PCYE amended its application on April 22, 198% in response
to tentative objections by the City and County of San Prancisco. By
its amendzment PCZE requested that the proposed accunulation account
not acerue interest during 1983.

Discusczion

We will deny PGZEZ's request. i ecessary,
for there is no izaue of fact %o be resolved ceding.
Rather, granting or denying PGZE's request iz a policy queztion. The
level of franchise fee payments to City is deing addressced in PG&E's
pending general rate proceeding along with Sranchize fee expense,
generally. The izzue of how %0 pacs on %o ratepayers franchise fees u/’/
expense when 2 city assesses a fee measuradbly higher <han other:s b/,,
chould also be addressed in %ha%t proceeding.
Pranchize fee expense has “raditionally beern 2ddressed in

both general rate and energy cost offset proceedings. A level of

estinated aggregate franchise fee expense ic adopied as a component
of operating expense when a test year rezsults of operaiions is
adopted. DBetween general rate proceedings 2 factor is applied when
energy or fuel cost offscet increases are authorized 4o reflect the
increzentally higher level of franchise fee expense that will resuls
from a higher level of gross revenues (franchise fees are Zunction
of gross revenues). That factor is derived from <he results
oZ operations adopted in the uvility's last general
Thus, while we recognize fluctuations in franchise
offset increaszes between general rate proceed*;g the basic level of
franchise fee expense in rates has always-been se periodically in
general rate proceedings as part of test year expense. Currently, we
are on a cycle of general rate increases every 4wo years with an
attrition allowance in hetween.
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P& 3 sentially asgking for the first step of what could
eventually be offset treatzent for azn incremental increase for an
expenze category which is ordinarily cet by <test year ratemaking. Ve
have reserved offset treatzent for expence categoriez which are
subject to wide variation or swings beyond +the utility's control, and
to ratenmaking components which are inherently very difficult to
estinate. There is, under current conditions, unguestionadly a place
for balancing account offcet ratemaking. Zut it should bYe used
sparingly in liew 0f test year ratemaking. Test year ratemaking
cerves an extremely inportant role in providing utilities an
incentive 10 operate efficiently. TFor example, when,we adopt a level
0% operation, nmaintenance, and adminigtrative expenses Lor
ratesetting purposes the utility has an incentive %o seek operatin
fficiencies: hence, whnea the utility spends less than what was
auvthorized it can retain the difference and ultimately benefit <hne
shareholders. We realize that setting rates prospectively for 2 two-
year period iz not an exact science; of the numerous expense
categories which comprise an adopted test year results of operation
we know the utility may ulvimately upeﬁd more for come itexms and less
for others. Having franchise fee expence set in generzl rate
proceedings, with the resulting rates in effect for two years,
provides the utility with an incentive {0 bdargain hard with the
citiez to nminimize such expense.
Another consideration is that PG&ZE's proposal asgsumes there

have been no expense reductions in other areaz to offset the

“

incremental $2.6 nmillion of 1983 increased expenze. O0f<set "

atemaking for one expence item should not bde applied <o one
relatively ninor expense increase without an extensive review of all
operations.
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If all estimated iacreased franchise fee expense were
accumulated in the accumulation accounts as proposed by PG&E for the
full year 1983, the perceat of such accruals to total revenues would
ve as follows:

Blectric Department .0004%

Gas Department .0002%

We believe that the minor nature of this isolated incremental expense
change is not suitadble for offsev ¢reatment and should noT de
recognized between gereral ravte decisions.

We cannot guarantee PG&E's level of earnings by acecownting
for every change in expense which occurs between general rate
decisions. Were we to d0 SO, PG&Z's authorized return would be far
less because its level of risk would be subsvtantially less. The
impact of our decision on PG&E, assuming there have been no areas 0F
offsettring expense savings, is really quite szall.

A fTinal consideration is that the precedent of authorizing
PG&E's request would no doudy resuly in zany sizilar requests £rom
stilities seeking to engage us and our hard-pressed svaZl in what
could amount %o continuous ratemaking. This would bYe a situatvion
which, policy considerations aside, we would be ill-egquipped *0
administer responsidly given our limited resources. IFor these
reasoas we are denying PG&I's request.

Pindings of Face

1. DPG&E will pay increased franchise fees to City starting
1083.

2. PG&E's overall level of esvimated franchise Zfee expense for
1984 and 1985 is being considered in its Applicascion 82-12-48,
ineluding the increased fee paid vo City.

%_. Tranchise fee expense is an expense category adopted whexn
general rates are set and, as 3uch, it provides utilities an
incentive ¢o nminimize such expense.

! ™his is calculated from Exhibit D to PG&E's application.

-5 -
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4. TUnder test year ratemaking recorded expenses will vary from
adopred estvimated expenses, in either direction.

5. Franchise fee expense is a relatively small portion of
PG&E's cost of service.
Conclusions of Law

1. PG&E has not demonstrated that its present or future level
of rates will be confiscatory if the accumulation account it proposes
is not authorized.

2. A public hearizg is not necessary because there are 20
issues of fact to be resolved iz order %o address this applicavioz.

1T IS ORDERED that Applicavion 83-03-85 is denied.
This order becomes effective 30 days from today.
Dated MAY 12 487 , at San Prancisco, California.
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PG4E amended its application on April 22, 1983 in response
t0 tentative objections by the City and County of San Francisco. By
its amendment PG&E requested that the proposed accunmulation account
not acerue interest during 1983.

Discussion

We will deny PG&E's request. A hearing is not negessary,
for there is no issue of fact\to be resolved in this proceeding.
Rather, granting or denying PG&g's request is a policy question. The
level of franchise fee payments \to City is being addressed in PC&E’'s
pending general rate proceeding Qlcng with franchise fee expense,
generally. Nedk-wirco. the issue of how £0o pass on t0 ratepayers
franchise fee expegﬁsowhen a clity assesses a fee measurably higher
than others should be addressed in that proceeding.

Franchise fee expense has trad tionally been addressed in
both general rate and energy ¢ost offsgv proceedings. A level of
estimated aggregate franchise fee expeﬁse is adopted as a component
of operating expense when a test year résults of operations is
adopted. Between general rate proceedingg a factor is applied when
energy or fuel cost offset increases are authorized to reflect the
in¢rementally higher level of franchise fee. expense that will result
from a higher level of gross revenues (franéhise fees are a funetion
of gross revenues). That factor is derived from the recent results
of operations adopted in the utility's last géqeral rate proceeding.
Thus, while we recognize fluctuations in franchise fee expense due %0
offset increases bhetween general rate proceedingé, the basic level of
franchise fee expense in rates has always bdeen se%\periodically in
general rate proceedings as part of test year expeﬁbe. Currently, we

are on a c¢ycle of general rate increases every Iwo years with an
attrition allowance in between.
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PG&E is essentially asking for the first step of what could
eventually be of séx treatment for an incremental increase for an
expense category which is ordinarily set by test year ratemaking. We
have reserved offset treatment for expense categories which are
subject vo wide variati@n\Or swings deyond the utilizy's control, and
t0 ratemaking components &hich are inherently very difficult to
estimate. There is5, under current conditions, unquestionadbly a place
for balancing account o*-setkr vemaring. Buc it should be used
sparingly in lieu of test year\;atemaking. Test year ratemaking
serves an extremely important role in providing utilities an
incentive 10 operave efficlently., For example, when we adopt a level
of operation, maintenance, ané admi inistrative expenses for
ratesetting purposes the utrilizty has an incenvtive %0 seek operating
efficiencies; hernce, when the utility\up#.du less than what was
authorized it can retain the differen ce and uvlTimately be“e’i* The
shareholders. Ve realize that setvti “g~-ates p-ospect‘ve/’o. 2 TWo- i1y
vear period is not an exact science; The numerous expense
categories which comprise an adopved tesg\?ear results of operation
we xnow the utility may ulvizately spend more for some items and less
for others. Eaving franchise fee expense sét in general rate
proceedings, with the resulting rates in effégt for two years,
provides the utility with an incentive o dbargain hard with the
cities %0 minimize such expernse. \

Another consideration is that PG&E's p*Oposal agsuzes there
have been no expense reductions in other areas to offset the
incremental $2.6 million of 198% increased expense. ?oﬂ—exzmpte-—h&&——ﬂﬁc/
Pe&E o005 t—for—geaotine—ro—opesase—itevehicleflooI—~d-ropped—as—~it. ()
Rag—for—nmost—consunors? This example il;bgtra tes why offsev
ratemaking for one expense iten should.be applied to one relatively _¢C
ninor expense increase without an exte 18ive review of all operations




