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Decision 97~o.t-067 April 23, 1997 

BEFORE THE PUBLIC UTILITIeS COMMISSION OF THE STAT~'~ 

Order Insl,tuling RJlc~akil\g 01\ the Conl,"iss,on's RJJ milL S]1J(~1t.\1l\; 
Proposed Policies Govcrning Restructuring Rulemaking 94-().1-{)31 
California's Electric Services Industry and (Filed April 20, 1994) 
Reforming Regulation. 

Order Instituting Investigation on the 
Con\mission's Proposed Policies Governing 
Restructuririg California's Electric Services 
Industry and Reforming Regutation. 

In\'estigation 94-04-032 
(Filed April 20, 1994) 

OPINION MODIFYING REQUIREMENTS FOR 
, PERFORMANCE-BASED RA'rEMAKING 
FOR ELECTRIC UTILITY DISTRIBUTION SERVICES 

Summary 

This decision modifies the Comn\ission's existing requirements (oi the (iling of 

applicatio)\s (or performance-based ratemaking (PBR) me<hanisms (or electric utility 

distributIon services. Pacific GaS and Electric Company (PG&E) is authorized to file its 

distribution PBR proposal on or after Decembet IS, 1997. San Diego Gas & Electric 

Company (SOC&E)is authorized to file a distribution PBR application during- the last 

quarter of 1997. The requirement that Southern California Edison Company (Edison) 

file a new distribution PBR application is vacated, since Decision (0.) 96-09-0921 dated 

September 20, 1996, adopted a transmission and a distribution PBR fot Edison and 

provided for its adaptation to a distribution-only PBR. 

Background 

D.95-1~-063 dated December 20, 1995 (the Preferred Policy Decision), as modified 

by 0.96-01-009 dated January 10, 1996, directed Edison, SDG&E, artd PG&E to file 

applicatlons'to establish sepatate generation and distribution PBRs. (Prefcrred Policy 

Dedsion, Otdering Paragraph 17, p. 223.) D.93-06-022 dated Match 13,1996 (the 



R.9~·().t·031, J.9~·O-t·032 ALJ/MS\V Itcg 

Roadmap I Dt."Cision) changed the (iling date (or the PBR apl"lJic.lUons (rom February 20, _ 

1996 to July 1$, 19'96. 

r;~~ "AW~~ignedt~mmissionC'r's Ruth\g (ACR) issued on June 21, 1996suspended 
- . t, ~,~;;. j. ~ ~-.!, -

th'ehxlulrement {6f filing distribution PBRs until the Federal EnNgy RC'gulatory 

Commission (FERC) provided (urther guidance 01\ the separation of utility transmission 

and distribution functions. The June 21 ACR (ound that it would be more efficient to 

focus on the separation of transmission and distribution functions first, gi\'en the 

limited resources of the parties and the Commission. The AeR" WC'nt on to state that 

distribution PBRs, while important, Were not required (or imptemenUltion of direct 

ac('ess, the Power Exchange or the Independent System Operator. 

In D.96-t2-088 dated IA--cember 20, 1996 (the Roadmap IIIA'Cision), the 

Commission noted that FERC had issued its decision on the separation of transmission 

and distribution, and directed PG&B, Edison, and SDG&B to file distribution PBR 

applications in Match 1997. it also prOVided for a scoping workshop to establish a 

schedule (or processing the applications. (Roadn'lap II Decision, pp. 28·29 and 

Appendix, p. 4.) 

The requirement lor distribution PBRs was discussed at a prehearing conference 

in the unbundlinglratesening proceeding (Application (A.) 96-12..()()9, et at) on January 

14, 1997. (A.96-12-009, Tr. PHC, p. 27, et seq.) lhose discussions indicated an emerging 

consensus that the distribution PBR filings could and should be deferred. Noting this, 

an "Assigned Commissioner's RuHng Setting Scoping \Vorkshop" issued in this 

pr<x-eeding on January 31, 1997 prOVided notice that, in addition to scheduling matters, 

the scoping workshop ordered by the Roadmap II Dt.'Cision would give parties an 

opportunity to address the rote of distribution PBRs in the context of all el('(tric 

industry restructuring activities unden\'ay or contemplated. The ACR asked workshop 

participan~s to consider, among other things, whether distribution PBRs are critical path 

milestones that must be reached prior to January I, 1998. " 

Following the February 10 Scoping Workshop, by ruling dated February 14, 

1997, the Assigned Commissioner referred the question of modifying the distribution 
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e PBR filing rcquiren\ent to the Commission and suspended the March 1997 filing 

requirentent until issuance of the Comn\jssion's dedsion. 

-e 

Dlscu$$lon 

Through the January 31, 1997 ACR, the February 10, 1997 scoping workshop, ~lnd 

the February 14, 1997 ACR, the Commission pro\'ided notice that it would consider 

modifying the requircn\ent for the filing of distribution PBR applications. It also 

provided opportunity be heard on the question. This matter is properly before the 

Commission pursuant to Section 1708,' 

Comments by the workshop pa.rtidpants indicate there are substantive 

differenCes of opinion on the role for distribution PBRs in the testnlctuted electric 

industry. Some parties believe that PBRs are no longer appropriate in the wake of 

changes brought about by AD 1890/ while others, particu1arly the utilities, generally 

favot PBRs. However, the workshop participants unanimoust}· concurred that PBR 

applications are fiot critical path issues which n'lust be resoh-cd by January 1, 1998. 

There is consensus that if distribution PBRs are going to be considered at all, the), 

should be deferred so that parties can devote their efforts to other activiti('s that must be 

completed for implementation of industry testructuring by January 1, 1998. 

We continue to believe that PBR offers the potential (or improvements over 

traditional cost-of-setvke ratemaking. Howevcc, we arc finding that the appropriate 

role for PBR -'" wheie it should be applied atld "That (orm it should take - is changing as 

industry restructuring progresses. For example, in our decision reviewing and 

approving the utilities' cost recovery plans, we noted the problematic effects on PBR 

inccnth'cs that arise under the ratemaking mechanisms requited by AB 1890 

(D.96-12-077, pp. 15-16.) One thing that is clear to us is that PBR mechanisms need to be 

I All such references are t6 the Public Utilities Code. 

~ Slats. 1996, Ch. 854. 
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(\uefully thought OU\ and specifically tailored 10 the segments of the industry to which e 
they arc being applied. 

PBR is a substitute (or traditional rost-of·servire r\ltc regulation, but it is still a 

form of monopoly regulation. Since a principal goal of industry restructuring is "to 

allow competition for traditional monopoly services to flourish where conditions are 

ripe" (Prderred Policy Decision, Conclusion of law I, mimro., p. iOl), 'we should give 

priority to those activities and proceedings that further our restructuring goals. \Vc do 

not want to pursue implementation of PBRs if doing so would interfere significantly 

with achie\'ement of our goal of competition. 

With these observations in mind, we lind that it is unnecessary to prOCeed with 

new distribution paR applications now, and that doing so would dh'ert the attention of 

parties from critiCal reslntcturing activiti~ such as Qur unbundling/ratesetting and 

transition cost proceedings. \Ve therefore modify the PBR filing requirements for the 

respective utilities as discussed below. 

PG&E 

PG&E asserts that Section 368(e); added by AB 1890, has substantially changed 

the circumstances that led to the current PBR filing requlrement. Section 368(e) 

authorizes PG&E to file annual base revenue adjush'ncnts lor 1997 and 1998 to enhance 

its transmission and distribution system safety and reliability. In addition, by the end of 

1997 PG&E must file a general rate case (CRe) for a 1999 test year. In view of these 

requirements, PG&E plans to prop6se an electric and gas distribution PBR for 

implementation in 2000. 

PG&E believes that little or no purpose would be served by filing an application 

for an electric distribution PBRthat would take eUect before the end of the 1999 GRe 

test year. PG&E therefore proposes that it be authorized to file its distribution PBR 

application in late 1997, to become effective January I, ~OO(). 

We agree that with the enactment of section 368(e), PG&E's "distribution PBR 

shou1d be deferred. OUr order will so prOVide. However, we add the following 

clarification. First, by proposing to defer implementation of its PBR until2(K)(), PC&E 
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e apparently assumes that it would be inappropriate to combine any Ix>r(ormancc 

incentives with the rc\,('nue requirements and/or rates that wc will approve (or 1999 in 

the GRe. \Ve do not necessarily endorse such an assumption. \Vc rescrve the option of 

adopting incentives that would apply before 2000 should we find it necessary and 

appropriate to do so. For example, in our consolidated investigation and rulemaking to 

develop standards (or electric systen\ safety and reliability (1.95-02-Q15/R.96-11-00.J) we 

may wish to consider the usefulness of safety and reliability performance inccnti\'es 

that would become efledive beforc 2000. \Ve do not wish to rule out such a poSSibility 

by our decision today. 

Second, we note that Senate Bill 960 ) states the Legislaturc's intent that the 

Commission resolve proceedings in no mote than 18 months. lVe intend to process the 

PBR applications within that limit. Since PG&E plans to implen\Cnl its PBR on January 

1,2000, it may not be necessary (or PG&E to file its application as earty as December 

1997. \Ve wilt authorize PG&E to file its application on or after December 15, 1997.« 

On January 31, 1997, PG&E filed a petition to modif}t the Roadmap II Decision to 

change the date for filing its distribution PBR application from l-.farch 1997 to De<:ember 

1997. In a February 10,1997 "Scoping Workshop Statement," PG&E stated that its 

petition (or modification was filed before it learned o( the January 31 ACR, and that if 

its workshop request to defer the PBR filing is granted, there might be no need (or the 

petition to proceed. Since loday's decision grants the relief sought by PG&E, We will 

dismiss the petition. 

) Slats. 1996, Ch. 856. 

• \Ve provide later in this decision that we are riot changing the January 1, 1998 filing 
date (or performance-based rates (or reliability as ordered by 0.96-09-045. SiI\(e PG&E 
apparently plans to include this fiHngwith its distribution PBR application, as a 
practical maHer it will probably have to (ile in December 1997. 
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SDG&E· 

SDG&E beJieves that PBR is a cornerstone of electric industry restmcluring. 

SDG&E proposes that a new distribution PBR nl('Chilnism be implemented at the 

beginning of 1999, assuming that its current experimental base rate PBR remains in 

effect through the end of 1998. SDG&E proposes to me an application (or a distribution 

PBR mechanism in September 1997. SOC&E states that this would aUow consideration 

of the results of the current midterm evaluation o( the base rates PBR experiment. Like 

PG&E, SDG&E expects to propose combining its electric distribution PBR with a gas 

distribution PBR. 

\Ve see no need to require SDG&H to file a distribution PBR at this time. Some 

parties are concerned that even a six-month deferral ofSDG&E's application to 

September is inadequate. They expect to betully engaged in critiCal restmcturing 

activities during the last three months of this year, and, accordingly, urge that we defer 

SDG&E's fi)ing until December. 

\Ve ,'.'ould pr~fer to delay SDG&B's distribution PBR application until the (irst 01 

next year due to the heavy procedural schedule for eledric industry restructuring. 

However, SDG&B's current experimental PBR mechanism is set to expire at the end of 

1998, and there may be value in having a replacement distribution PBR nl(~chanisrl\ 

ready (or implementation by then. This argues for an earlier filing by SDG&E. To strike 

a reasonable balance between these competing scheduling cortcerns, we will authorize 

SOG&E to file its distribution PBR application any time during the last quarter of 1997. 

\Ve will further provide that prior to filing its application, SDG&E shall provide notice 

of and convene at least one workshop whose purposes are: to explain SDG&E·s 

distribution PBR propOsal; to solicit the views and concerns of interested parties; and to 

allow time (or SDG&E to inCorporate into its application, to the extent possible, 

measures !hat address the concerns of the parties. \\'e believe this shOUld help to 



R.9-t·().I-031,1.9-1-()..I-032 AI.J/MS\V Iteg 

e minimize the burden on partics of f('Sponding to another indUSlr}' fcstnlcturing 

application during the final months of this ),ear.5 

Edison 

D.96-09-092 authorized a nong('oefation PBR m£'Chanism for Edison which is 

scheduled to remain in effecl through December 31,2001. 0.96-09-092 included a 

provision (or adapting the m('(hanisn't to a distribution-onl)' PBR upon transfer of 

jurisdiction over transmission cost f('(Overy to FERC. In adopting the PBR, we stated 

that "we decide (nost issu('s for [Edison's] distribution PBR in our decision today." 

(D.96-09-092, p. 25.) 

Edison states that severa) milestones must be reached to establish its distribution 

fdtes by 1998, but notes that th(,5e will be addressed in other proceedings. Edison 

belie\'cs that the requirement for a separate, new distribution PBR proceeding is 

duplicati\'e and unnCCE'ssary in view of its rccenlly authorized PBR \Ve agree. We will 

remove the re~luirement for such a filing by Edison. 

Coordination With ReliablHty and Safety Issues 

\Ve pointed out in the Roadmap II Decision that it will be ne«>ssary to coordinate 

the distribution PBRs with the development of electric distribution system service 

quality, reliability and safet}· standards under 1.95-0i-0151 R.96-11-0().I, our consoHda ted 

invcstigation and rulemaking. (Road map II Decision, p. 29.) Similarly, We need to 

coordinate the PBRs with the establishment of inspection, maintenance, repair, and 

replacement standards for distribution systems, required under Section 364. (Id.) OUf 

action today to deter the filing of distribution PBR applications (and vacate such filing 

requirement in Edison's C~lS(') dOes not constitute any authorized delay in (urtent filing 

requirements related to service quality, reliability, safety, inspections, maintenance, et~. 

S Since we i\ulhoriie PG&E to file its application at the end of this year, and PG&H plans 
on an implementation date of January 2090, We expect there will be (ewer resource and 
scheduling conflicts with respect to its application. We therefore do not require PG&E 
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In partkular, the utilitics must de"elop and appl}' for pNformancc-basoo r(lles In e 
dockels affN'ling the distribution component of their reVenue requirement by January 1, 

1998. (D.96-09-0-I5, Ordering I\u,lgraph 7, p. 40.) Also, by Juty 1, 1998, PG&B, Edison, 

and SDG&E (as well as Sierra Pacific Power Con\p.my) must file in a PBR pr<>«'Cding 

proposed perforn\ancc standards for maintaining, repairing, nnd replacing distribution 

system facilities. (0.96-11-021, Ordering Paragraph 2, p. 18.) These requirements arc not 

affected by today's decision. 

PG&E slates that its planned PBR application will include PBR performance 

standards for reliabilit}' and customer service, and will address the maintenance, repair .. 

and replacement of distribution system facilities in accordance with the requirements of 

0.96-09-045 and 0.96-11-021. \Ve expect SDG&E will do likewise in its distribution PBR 

application. Since Edisonwill not be filing a distribution PBR application, it should fife 

a new application or applications (or purposes of complying with 0.96-09-045 and 

0.96-11-021. We williiot adopt Edison's proposal that a workshop be cOIl\'eiled in 

mid-I998, as part of its generation PBR proceeding. to ascertain whether revisions to 

Edison·s existing serviCe quality mechanisms are necessary. 

Findings of Fact 

1. No party identified distribution PBRs as issues which must be resolved prior to 

January 1, 1998 in order to timely implement electric restructuring in accordance with 

the Preferred Polity Decision and AB 1890. 

2. A new distribution PBR application IS unnecessal)' in Edison's case. 

3. \Vith the action we are taking today to modify PBR (iling requirements, PG&E's 

January 31, 1997 petition for modification of 0.96-12-088 is moot. 

to conVene such a workshop. Nevertheless, We urge PG&E to consider the merits of 
doing so. 
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e Conclusions of Law 

• 

1. \\'c should modify our existing requirements for the filing of distribution PBR 

applic~ltiOl\S as provided in the following order. 

2. PG&E's petition (or modification should be dismissed as it is moot. 

ORDER 

IT IS ORDERED that: 

1. The schedule for the filing of performance-based ratemaking (PBR) mechanisms 

for utility distribution scrvi«s, sct forth in Decision (D.) 96-12-088 at pages ~8-29 and at 

page 4 of the Appendix thereto, including the ~farch 1997 filing date for utility 

applications, is vacated. 

2. The requirement in Ordering Paragraph 17 of D.95-12-063, as modified, that 

Southern California Edlson Company file a distribution PBR application is vacaloo. 

3. PacifiC' Gas and Electric Company (i>G&E) is authorized to file a distribution PBR 

application on or after December 15, 1997. 

4. San Diego Gas &. EIl'(tric Company is authorized to file a distribution PBR 

application during the fourth quarter of 1997, provided that, prior to filing its 

appli~ation, it shall com'ene an informational workshop as provided in the foregoing 

discussion . 
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5. PG&E's)anuary 31,1997 petition (or modification of D.96-12-OSS is dismissed as 

moot. 

This order is c((ective today. 

Dated Apri123, 1997, at San Francisco, California. 
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