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Decision 98-0-1-069 April23, 1998 

MAIL DATE 
4129198 

BEFORE TilE I'UBUC UTILITIES CO~IMISSION OF TII[~ffi'U!ID1l!~l{~~IA 
Application for Rehearing of 
Res<?lution E-3516 Approving PACIFIC 
GAS AND ELECTRIC COMPANYJS 
Request For Its 1998 Base Revenue 
Incrcase Attributable to Public Utilities 
Code Section 368(e) and 381(c) 

A.98-02-039 

ORDER DENYING REHEARING OF RESOLUTION E-3516 

I. SUl\Il\IARY 

On February 20, 1998, Pacific Gas and Electric Company (PG&E) 

filed an application for rehearing of Resolution E-3516 in which we approved less 

than the amount by which PG&E sought to increase the revenues allocable to its 

safet), and reliability projects as of January 1, 1998. PG&E sought an incrcase of 

approximately $148.391 million. The Commission granted an incrcase of . 
approximately $86 million. As of March 31 J 1998, when the Independent System 

. Operator (ISO) began operating the State·s transmission system under the 

jurisdiction of the Federal Energy Regulatory Commission (FERC), the $86 

million was reduced by approximately $9 million for the remainder of the year. 

PG&E contends that the Commission's decision was based On a 

misinterpretation of Section 368(e) of the California Public Utilities Code, one of 

the sfatutory provisions enacted under AD 1890 which has restructured the electric 
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industry and significantly modified this Commission's regulation of the 

California's electric utilities as of January I, 1998. 1 (AD I 890-rclated statutory 

provisions were enacted in Sections 330·397, and 840-847.) PG& E believcs that 

in calculating the increase oftevcllUes allocable to its safety and rcHability projects 

for 1998, the Cornmission was obliged to use the 1997 base revenue requirements 

as they existed prior to PG&E's operations in the restructured industry, and not as 

the ratemaking structure for 1998 base revenue requirements has been devel()ped 

by the Commission in compJiance with AB 1890. 

Oppositions to PG&E's application were timely filed by the ()Olce 

ofRatepaycr Advocates (ORA), James Weil, and The Utility Reform Network 

(TURN). 

After considering afl issuestaised in the application ofPO&E, and in 

the oppositions of ORA, Mr. wet" and TURN, the Commission finds no legal 

error in our decision. Pursuant, therefore, to Section 1132, which requires that 

the applicant seeking rehearing specifically demonstrate the Commission's 

decisioJl is Ulltawfut, we hereby deny rehearing ofResotution E·3516. 

II. BACKGROUND 

TIIC subject of the application for rehearing is thc amount by which 

the PG&E's revenue requirement for its safety and rcliability programs is 

increased for 1998. 

Previously, in 1996, the Commission received an application by 

PG&E (A,96-04-002) requesting a special increase of its safety and reliability 

rcvenue requirement to supplement the previous authorization made in PG&E's 

1996 general rate case decision, D. 95-12-055. The COIllinission's rcview of this 

particular application was effectively 11100tcd by the enaclmcnt of Section 368(e), 

I Unles.s othemisc noted, all statutory references herein shall be to the California Public Utilities 
Code. 
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which authorizes annual increases for safety and reliability expenses for 1997 and 

1998. especially, as it appears. for PG&E. (See D.97~12.077t p. 29, In. 12.) 

Section 368(e) states that for purposes ofrcstnteturing, an electrical 

corporation's cost recovery plan mllst satisfy the provisions set forth in Section 

368(3), which includes among other things the rate freeze, and: 

" ... shall also provide for annual increases in 
base revenues, effective January 1, 1997, and 
January I, 1998, equal to the inflation rate for 
the prior year plus two percentage'points, as 
measured by the consumer price index." 

Pursuant to Section 368(eXl) and (2), the increases are to remain in 

cflect until the 1999 revenues are re-established in PO&E's 1998 general rate case 

proceeding, and must be used to enhance the safety and reliability ot'the delivery 

of electricity. To the extent the 1997 and 1998 aUlhorized funding is not expended 

for system safety and reliability, the excess must be credited against subsequent 

safety and reliability revenue requirenlents. (Section 368(e)(2).) 

In response to the enactment of Section 368(e), PG&E filed Advice 

Letter 1612·B (October 8, 1996), arnended by Advice Leller I 69i-E-A (November 

21 t 1996), seeking an escalation of its safely and reliability revenuc rcqvirement of 

$164.231 million. The Commission granted PO&E the $164.231 million increase. 

(0.96-12-011 t p. 30.) At the salllc lime, the Commission ordered certain 

accounting requirements to ensure that the additional revenues authorized for 

allocation to safelY and reliability activities would not overlap the authorizations 

already made for system safel)' and reliability in PG&E's test year 1996 general 

rate case proceeding. The accounting procedure is to facilitate an annual audit of 

PG&E's safety and reliability projects and the al'plication of the project costs to 

the authorized revenue requirement. (D.96-12-017, pp. 29-31.) 
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Subsequently, on October 17,1991, PG&E filed Ad\'ice Letter 1703· 

E undcr Section 368(c) requesting an increase of its safety and reliability revenue 

requirements for 1998. The request was for 5148.391 million. In Resolution 

E-35 16, the subject of the prescnt application for rehearing, the Commission 

approved $86.079 million. The Commission arrived at the approved amount first 

by reducing the requested amount by approximately S18 million as a result of 

updating 1997·data to determine the Consumer Price Index for the escalation 

factor applied. The remaining reduction of approximately $44 million from the 

requested amount derived fronl the Commissionls compliance not only with 

Section 368(e), but also with the ratemaking mechanis1I1S it has developed to 

irnplementthc statutory requirements enacted by A81890. 

In the present application for rehearing, PG&E contests the $44 

million reduction. 

III. DISCUSSION 

The denial of approximately $44 million of the $184 million 

requested was based On the Commission's recognition ofPG&E's base revenue 

requirement for 1998. Consistent with the unbundling of services and rates 

(Sections 330(k)( I). 368(b». the adoption of procedures for permitting- utilities a 

substantial opportunity to r(cover uneconomic transition costs. and other actions 

taken to effect rcstmcluring of tile industry, the Commission removed all 

transmission and generation·rclatcd costs from PG&E's base revenue requirement 

for 1998. (Resolution E·3S16. p. 12.) In calculating the escalation of the revenuc 

requirement attributable to safely and reliability programs in 1998, therefore, the 

Commission arrived at a result approximately $44 million less than the amount 

PG&E requested for 1998. 

Basically, in calculating the 1998 escalation under Section 368{c), 

the Commission applied the statutorily prescribed formula consistent with Ihe 
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other mandates and directh'cs of AO 1890 whkh havc necessarily changed the 

regulatory framework applicable to PG& E. Previously. in approving the S 164.231 

million increase for 1997, the Commission recognized that PG&E had carried over 

the t 996 base revenues and applied the escalation factor prescribed by Seclion 

368(e), that is, the inflation rate as measor~d by the Consumcr Price Index (CPI) 

for all of 1996 plus two percentage points. (0.96.12-071, p. 30.) \Vhen reviewing 

PG&E's Advice Letter 1703-E for the teque.sted $148 million increase for 1998, 

the Commission carried ovcr the 1997 basereveriues. but necessarily adjusted 

them to reflect the new industry structure and the ratemaking tealities of 1998. 

First~ with respect to transmission. as of March 3., 1998, the FERC 

will be establishing the revenue requirement to tec6vcr the costs of PG&E's 

o\vnership of its transmission system, and will set the transmission rate to be paid 

by customers to whom PG&E delivers power. This Commission, therefore, will 

not be setting PG&E's base revenue rcquirenlents for transmission. (See. Section 

330(01); D.97·08-056, p. IS.) 

In addition, starting in 1998 this Corilmission will no longer cstablish 

a revenue requirement (or generation·related costs in determining PG&E's base 

revenue requirements. In particular, the utility's investment in generatiQIl plants 

will be recovered through the transition cost recovcry mechanism established to 

implement Sections 361 and 368(a). The Commission, therefore, wBl not set the 

energy commodity ratc billed to PO&E's customers. 2 PG&E's sales price for 

energy is to be detcrmined by the competitive market and by the Power Exchange. 

(Sections 355 ct seq.) 

1 The function of determining a utility's base revenue requircnlcnt has been (0 set the appropriate 
customer rates. As of 1998. consistent \\ith the unbundling of services and rates. this 
Commission ' .... ;lInol set the rate either for the transmission portion or the energy portion of the 
customcr·s bill, although the bill \\ill renccl a p3ssthrough of rates dctemltnoo by the FERC and 
the con\~titi\'e g~neration market. The Commission will remain respOnsibre for calculating and 
selling the distribution ratc and for o\'erseeing the utilities' recovery of transition costs. 
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Therefore. within the context of the various statutory provisions 

enacted by An 1890, the Commission resJX)nded to PG&E's safety and reliability 

revenue request by applying the escalation f..1ctor prescribed in Section 368(c) to 

those 1997 revenue requirements that the Commission could carry over into the 

base revenue requirements for 1998, consistent with the new ralemaking 

framework that excludes transmission and generation revenue requitements. 

PG&E argues that in making these exclusions for the 1998 escalation 

for safety and reliability programs, we have nlisinterpretcd Section 368(e). 

PG&E's argument tests on invoking the'principles of statutory construction. 

(Application, pp. 4-5.) However, PO&B fails to identify the language of the 

statute that would make our decision unlawful. As TURN, Mr. WeiJ, and ORA 

point ()ut, the statute only prescribes a specific escalation factor, the prior year's 

CPI plus two percentage points, and directs that it be applied to "base revenues.H 

(\Ve note that the reference to "base revenucsU is shorthand for "base revenue 

requirements'" as we have been discussing the issue herein.) PG&E insists the 

reference to Ubase revenues" means the prior yearts base revenue requirements, but 

offers no evidence of legislative intent in that regard, nor any language in the 

statute which expressly requires that the 1998 increase mllst be based oJ} 1997 base 

revenues without regard for electric reslmcturing tequircments. 

Further, in illlplemcnting electric rcslnlcturing legislation, the most 

important principle of statutory construction calls for the interpretation of a 

particular statute in harmon)' with the statutory framework as a whole. 

Implementing the variolls complex statutes enacted under AU 1890 consistent with 

one another is critical for rcstructurin~ to be achieved reasonably and fairly for all 

concemed. 
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PG&E rccitc-s but docs not rationally apply this principle of 

constmction in interpreting Section 368(c). Most pertinent in PG&E's analysis is 

the following statement: 

"llowc"ec, the words in Section 368(e) 
'annual increases in base revenues' should be 
considered in the context of the entire section 
368. Section 368 discusses the required 
clements of cost recovery plans that utilities 
must submit to the COi'l1missioll in order to 
recover uneconomic costs of generation -
related assets an4 obligations resulting from 
electric industry restructuring. The section 
sets forth the proc~dutes for utilities to follow 
if they wish to recover theit uneconomic 
generatiort.i'elatedc()sts over the transition 
freeze period. 

HIfthe base revenue increase granted to 
PG&E in section 368(e) is viewed in the 
context of Section 368in its entirely, it is 
dear that the increases in 1997 and 1998 
should be over base revenues. including 
generation', Section 368(a) sets forth the 
conditions ofthcrate (reezc. and it states that 
utilitics,3!(1 ano~\'ed to recover their 

, unccol\ornic generation-related costs ovcr the 
rate freeze period,H (Application, pp. 5-6,) 

\Ve quote the statement at length because it revcals that in this 

particular filing PG&H has Iliisunderstood the ratemaking mcchanisms that have 

been established lor the recovery of its uneconomic gcneration·rctated costs. 

Because a rate freeze is in cOccI in 1998, the $86 million increase, 

like the 19~7 increase in safcty and reliability revenue requirements, does not 

increase customer rates. Nor docs it tequire that PO&E chargc in rates less than 
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PG&E would want.3 The incrcases al10wcd under Scction 368(c) do, howevcr, 

aficct the calculation of the revcnues collected by PG&E from customer billings 

which arc to be applied to PG&E's base revenue requircments, and this in turn will 

aOcct the amount of excess revenues (referred to as the "headroom") to be credited 

against PG&E's authorized transition cost recovery. However, this series of 

ratcmaking calculations docs not support PG&E's contention that we unlawfully 

applied Section 368(e). 

As We have described in several of our decisions devoted to 

adjusting our ratemaking procedures in light ofrestructuring~ PG&E's recovery of 

its uneconomic generation-related costs is to be achieved from the bond financing 

authorized in (Section j30(w),4 and lhe"he~dr{)()n\,u the term we have adopted to 

niean the cxcess rcvenues collected by PG&E during the rate freeze over the base 

revcnue requirenlents. The "headroom" is credited through the Transition Cost 

Balancing Account (TCDA ) to PG&E's transition costs, among which are 

PG&E's uneconomic generation costs. (Sec e.g. D.96·12-077, pp. 12 ... 14, 19, and 

D.97-11-074.) 

Most pertinent to addressing PG&E's conlention, therefore, is the 

fact that it is only in the TCBA that PG&E's generation-related costs arc 

considered for the purpose of allocating revenues collected during the rate freeze. 

PG&E's generation-related costs, as we have stated, arc no longer included in base 

re"enue requirements. Accordingly, when we apply the escalation factor 

1 Pursuant to Section 368(a) and the Commission's decision, D.97·12-017, pp. 6-12. the rate 
frl!ezc. based on PG&E's rates 3S of June 10. 1996. commenced on January I, 1997 and will 
terminate upon PG& E's recovery of its authorized Iransilion costs. but no later than March 31, 
2002. 

• As a condition of receiving financing of Iran sit ion costs through the bond issuance, the electric 
utilities must provide for a rate reduction of no less than 10% for residential and small 
commercial cllstomers from 1998 through 2002. (Section 368(a). Sec D. 96-12-017, p. 9.) 
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prescribed in Section 368(e) to the base rcvenue requirements of 1998, we have 

excluded generation as well as transmission (cvenue requirements. 

Thus, in Resolution E-3516, wc determined the 1998 escalation of 

base revenue requircments for PG&Ets safety and reliability expenditures in the 

only way that rationally and coherently fils into the ratemaking process designed 

for the inaugural year ora restructured electric industry. \Ve find nothing in 

Section 368(e) or in the other ptovisions of Section 369 which requires that the 

Commission abandon its 1998 ratemaking mechanisms solely fot calculating an 

increase of the revenue requirement for PG&E. 

Moreover, we have no evidence that the $86 million increase is less 

than requited by PG&E to assure the safety and teliability of its delivery of 

electricity. In addition to the (evenue requirement set in PG&Ws tcst year 1996 

general rate casc, PG&E has now been authorized in 1991 and 1998 alone a 

cumulative escalation ofapproximately $405.9 million. 5 (We note, in this 

regard, that in Resolution E-35 16, at page 14, item 14, the cumulative amount is 

incorrectly stated to be S250t310,316t and we will order a correction herein.) 

PG&E, furthermorc, has the opportunity in its current general rate casc ptoceeding 

to demonstrate any need for further additions to the revenue required fot system 

safety and reliability through the accounting evidence required by D.96·12-077, 

pp. 29-31, Attachment A, and by a presentation of specific evidence of individual 

projects completed and individual projects to be undertaken within the next three 

years. 

In conclusion, we find that our decision in Resolution E·3516 

complies with statutory law, is consistent with this Commission's ratemaking 

S The increase for 1991 is approximately $164.4 million, which is carried over into 1998 aIld 
added (0 the approved increase of approximately $86.6 million less approximately $9 million as 
of March 31, 1998. (164.4 x2 =328.8 +86.1 = 414.9·9=405.9). 
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authority and adopted ratemaking procedures. and aOords adequatc protection for 

the safe and rcliable delivel}' of electricity to PG&E·s customers. 

IT IS THEREFORE ORDERED: 

I. The application (or rehearing of ResolutioJ\ E-3S 16 filed by PO&E is 

denied. 

2. A clerical error in Resolution E.-3S 16 shall be corrected by deleting 

in the second scntence in Item 14, onpage 14, the amount "$250,310,316" and 

replacing it with "$40S.9 million." 
. . 

3. The abOve-captioned docket is hereby closed. 

this order iseifeclive today 

Dated April ~~~ 1998, at Sacram~nto, California 
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RICnARO A. BILAS 
President 

P. GREGORY CONLON 
JESSIE J. KNIGHT. JR. 
HENRY M. DUQUE 
JOSIAH L. NEEPER 

Comn\issioncrs 


