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INTERIM OPINION REGARDING RATE DESIGN

I. Summary

This decision adopts rates for various types of customers and applies this rate design to existing electric energy revenue needs for the provision of electricity by the California Department of Water Resources and the utilities to customers of Pacific Gas & Electric (PG&E) and Southern California Edison Company (Edison) namely, the three cent per kilowatt hour average rate increase adopted March 27, 2001.  This decision responds to the energy crisis that has burdened California’s consumers and economy for the past 12 months and that shows no signs of improving in the near future.  California consumers are facing an unbounded, unjust, unreasonable and wholly unlawful wholesale price regime for a fundamental economic necessity which has no substitute—electricity.

We continue to look to the federal government to moderate wholesale prices.  The Federal Energy Regulatory Commission (FERC) has refused to perform its legal duty to assure just and reasonable wholesale energy rates.  Its failure to restrain wholesale electricity price gouging is directly responsible for the severe pain that will be faced by the families, the farms and the businesses of California as a result of today’s order.  In the face of federal indifference we are working within the framework established by the Governor and the Legislature to sustain, as best we can, the energy economy of California.  Every consumer in California is justified in feeling outrage at the rates we approve today and the bills they will have to pay tomorrow.  We share the sense of outrage.

Because of prices in the state’s wholesale markets, California electricity rates will be higher than those in any industrialized economy.   The rate schedules we approve today will severely affect the electricity bills of every Californian, excepting only the poorest and most vulnerable customers. In moving forward today with revenue allocation and rate design, we do not in any manner concede that the wholesale electricity costs which are the basis for these rates are just or reasonable or in any way lawful under the Federal Power Act, 16 USC section 824 et seq.

Today’s decision adopts a revenue allocation between customers for the three -cent per kilowatt-hour (kWh) average rate increase authorized to be charged to the customers of Edison and Pacific Gas and Electric Company (PG&E) in Decision (D.) 01-03-082.  We recognize that these utilities are not now serving all their customers’ needs and that some electricity is being sold by DWR.  We adopted the three cent per kWh surcharge on March 27, 2001 in order to enable the utilities to comply with their statutory obligation to serve, and to allow the California Department of Water Resources (CDWR) to provide and pay for wholesale electricity sufficient to serve customers.  The estimated revenue increment totals approximately $2.5 billion annually for the customers of each utility.
   

 As mandated by Assembly Bill (AB) 1X, this order exempts residential use below 130% of baseline and medical baseline customers from any increase.  In addition, we exempt all customers who qualify for the California Alternative Rates for Energy (CARE) program from paying the surcharge, as we stated in our March 27, 2001 order.
  Finally, in response to the Governor’s wishes to spare agricultural customers the full measure of pain and recognizing the unique role agriculture plays in California and the nation’s economy, we cap agricultural rate increases at a range of 20-50 percent.

After accounting for these four adjustments – permitting recovery of the rate increases effective March 27, exempting residential usage below 130% of baseline as required by statute, exempting CARE-eligible customers from rate increases and capping rate increases for agricultural customers – the rate increases we implement in today’s order average 4.54 cents per kWh.

The average increases we approve today across all non-exempt customer classes range from 20 to 50 percent, except for customers eligible for the CARE program and for agricultural customers.  Some customers may experience higher or lower bill increases depending on their usage.  Through the device of a bill limiter, we will attempt to address customers who experience the most extreme bill increases.  The new average rates – including distribution, transmission and energy - range from 11 cents per kWh for large businesses to 19 cents per kWh for small businesses served by Edison’s service territory.  These average rates reflect the fact that the real cost of energy provided by DWR is being financed over time through the issuance of long term bonds, to be repaid by ratepayers.  If the rates were set at the actual costs of energy customers consumed, substantially higher increases.  Unless and until Federal Energy Regulatory Commission (FERC) decides to enforce the law, even these astronomical average rates may prove inadequate. 

Our decision today promotes several objectives.  We intend to pursue a fundamentally fair allocation of the costs of the energy consumed by customers of the utilities and CDWR which it estimates to be $9.2 billion through June 2002.  While retaining the rate structures in effect prior to the increases, we will apply the new increases in a manner that moves the energy cost component of customer bills closer to equality, recognizing that the wholesale energy consumed by each customer is fungible and is priced in a manner that bears no relation to its cost under the current FERC regime.

Under the conditions we face in California today, equitably allocating rate increases among California businesses, farms, and families involves inevitable burdens.   For a quarter century California has been committed to the principle that electric energy is a necessity of modern life and that a basic quantity of energy usage should remain affordable.
  At the same time, California has been committed to assuring that business energy costs enable companies to remain competitive in the worldwide marketplace.  C.f., Public Utilities Code section 743, 743.1 and 744.
  The unconscionable and unlawful wholesale prices Californians currently face make achieving either of these goals extraordinarily difficult.  We have called upon our institutional expertise and experience as well as our understanding of law and policy to make hard choices based on the record before us that will please no one, least of all ourselves.

In addition to the equity goal, we intend to promote conservation, in order to fundamentally reducing energy demand and energy usage.   Wholesale price gouging occurs in all hours, and under all load conditions.   Reducing total consumption in all hours is an appropriate response.  Reducing energy consumption in peak hours additionally may achieve enhanced system reliability when California is projected to face the severest shortages.  Another goal of the rates we adopt today is to provide customers and this Commission with information and technical tools to respond to the wholesale costs and conditions we will face this summer.   Hence we are proposing a real time pricing pilot program and are encouraging large commercial customers to migrate to energy meters to better control electrical use at times of greatest price or demand we also propose a separate rate for federal facilities that reflects federal policy statements in support of customer paying the cost of wholesale power as they are incurred. The rates adopted in this order become effective June 1, 2001.  We intend to fine-tune them through additional proceedings in July.  Specifically, we seek additional information and analysis of some rate design options.  We also intend to monitor the effects of certain rate design and allocation methods adopted today.

II. Background

A. The March 27, 2001 Order

Our March 27, 2001 decision, D.01-03-082, adopted a rate increase but did not adopt a rate design – specific rates to be applied to specific classes of customers.   Conceptually, we decided to adopt inverted or “tiered” rates for those non-residential customer classes that do not have “time-of-use” rates.  Pub. Util. Code § 739.7
 requires the Commission to maintain “an appropriate inverted rate structure” for residential rates, an approach we believe appropriately encourages customers to conserve because rates increase as customers use more energy that bears a higher cost.  This approach, we believe, will encourage customers to pursue energy efficiency measures as directed by § 747.5.

B. Record Development.

No utility may change the rates it charges “…except upon a showing before the commission and a finding by the commission that the new rate is justified….”  PU Code section 454.  The  Commission may determine the procedures by which the showing is made, and has broad discretion in so doing.  Wood v. PUC, 4 C. 3d 288, 292(1970).  The Commission’s effort to implement tiered rates  began with the assigned Commissioner proposing a specific tiered rate design, inviting comment, and setting forth a schedule.  Hearings and workshops were conducted; the utilities filed reports recording billing systems and comments and briefs on the proposed were filed, all to obtain evidence regarding rate design and implementation.

The Commission held evidentiary hearings and  Public Participation Hearings (PPHs) throughout Edison and PG&E’s service territories to allow customers to provide their concerns to the Commission directly.   The PPHs were held in  Santa Monica, Rosemead, Fresno, Visalia, Fullerton, San Bernardino, Sacramento, Oakland and San Jose.  Edison and PG&E informed all customers of the locations and times by a special mailing.

After the conclusion of hearings on April 26, 2001, the parties filed briefs. The Administrative Law Judge issued a proposed decision and the assigned commissioner issued an alternate decision for comment on May 9, 2001.  The parties filed and served comments on the proposed decision on May 10, 2001. The Commission heard the parties’  final arguments on May 11, 2001.

C. Rate Design Principles and Goals

The assigned commissioner’s March 27th ruling proposed certain rate design  principles:

· Base-rate differences among customer classes should be adjusted to reduce the disparity in prices paid for energy (on a per kilowatt hour basis) to ensure fairness in the prices paid for all energy purchased for California;

· For all customers, electric bills should be tiered to the amount of electricity used in order to promote conservation – the more you use, the more you pay for that extra electricity above a certain threshold of use; and
· For commercial customers with time-of-use (TOU) or other advanced meters, rates should be set so as to promote the greatest amount of conservation possible during summer peak hours.
After considering parties’ views
 on the proposed rate design goals, President Lynch issued an ACR on April 11 that provided parties flexibility in constructing their own rate design proposals and established a hearing process to examine the proposals.  As we discuss more fully below, we have extensively modified the original framework in response to the submissions of the parties.

We today adopt a rate design and intra-customer revenue allocation designed to achieve the following objectives: (1) reduce energy consumption and thereby reduce California’s liability for exorbitant wholesale power purchases; (2) allocate the unreasonable costs of this generation fairly, consistent with costs statuary mandates; (3) protect the most vulnerable customers; (4) ensure that no individual customers experience extreme hardship; and (5) provide customers, with ways to manage their energy usage and reduce their energy bills.    

1. Equity

The outcome of traditional ratemaking is to reflect the reasonable cost of the service  supplied.  PU Code section 451; Pacific Telephone and Telegraph v. PUC, 62 C. 2d 634 (1965); Pacific Telephone and Telegraph v. PUC, 34 C. 2d 822 (1950).  In practice this means that the Commission, through ratemaking, establishes rates that will collect the utility’s revenue requirement needed to supply electric service.  California Manufacturers’ Association v. PUC, 24 C.3d 251, 257 (1979).   However, cost recovery as a general goal of ratemaking is accompanied by other policy goals, including the equitable pursuit of the public good.  Pacific Telephone and Telegraph v. PUC, 7 C.3d 331, 357 (1974).

The goal of equity is essentially one of fairness, viewed in a broad policy context.    TURN v. PUC, 22 C. 3d 529, 538 (1978).We cannot precisely address the responsibility of various customers for costs associated with energy supply because we do not have sufficiently accurate information concerning the specific nature and extent of the costs relating to power purchases to date  on behalf of the utilities and their customers by the CDWR.  (Although CDWR informed us on May 2, 2001 that its revenue requirement is $9.2 billion through June 2002, we have not had an opportunity to incorporate this forecast into our analysis here.) Equity as we use it here transcends the application of simple mathematical formulas.  In that context, we evaluate rate design proposals considering customers’ ability to pay and whether to limit the hardship rate increases impose on particularly vulnerable customers and specific classes of customers. We consider also the relative hardship imposed on various customer groups. This view of fairness is shared by Peter Bradford, one of three outside experts testifying in this proceeding.  Bradford cites to Professor James Bonbright’s rate design principles, the sixth of which is:  fairness of the specific rates and the apportionment of total costs of service a month the existing customers.
    

2. Conservation

A fundamental  goal of this proceeding is to promote energy conservation and to give customers the means to conserve when they are able. Wholesale power purchases in the past several months have been prohibitively expensive for all hours.  This rate design will mitigate that expense by promoting conservation in all hours.  We also hope to promote  conservation during summer peak hours when prices are highest and the grid is most vulnerable to failure caused by shortages.  By promoting energy conservation during summer peak hours, we attempt to limit blackouts and service interruptions in order to preserve public health and safety.

During summer peak periods, PG&E, Edison and others project inadequate power supplies. They and others project a need for purchases by CDWR and the ISO to meet anticipated customer needs.  Although this Commission does not posses sufficient information to determine the value of conserving energy in specific peak periods,  we do know that 2001 electricity futures contracts are currently priced  at $200-800/MW.  Spot market prices during the summer peak could be much higher. As Dr. Borenstein testified, all energy purchased this summer will be expensive and power purchased in peak periods will be even more expensive. 

The Governor’s 20/20 program will reward customers who reduce their overall electric consumption by 20% this summer.  This incentive, combined with customer education, energy efficiency programs, and the price signal that higher rates will send customers, are ways to promote conservation.   A reduction in total energy consumption will help protect Californians from blackouts and reduce the total financing or revenues needed for the state and the utilities to purchase electricity.  

We are currently evaluating how conservation promotes system reliability and interruptible programs in Rulemaking (R.) 00-10-002.  Certain types of customers place an extremely high value on reliability and may be particularly receptive to peak reduction programs.  Moreover, the CEC pursuant to SB5X will spend $35 million this year to install interval meters on  commercial customers’ facilities that use 200 kilowatts or more. These meters will encourage further conservation.

III. Revenue Requirement Increase

Determining the revenue requirement increase is the first step in allocating costs and revenue and designing rates. On May 2, 2001, after the record closed in this proceeding, CDWR provided the Commission with a revenue requirement in summary which the parties were made to consider in their testimony (see Exhibit B, attached).  Given the summary nature and timing of the revenue requirements received from CDWR, we could not use CDWR’s numbers to establish a forecast. We adopt the sales forecasts presented by the utilities with the understanding that they have been subjected to limited scrutiny because of time constraints.  We proceed to develop a rate design  for all revenue requirements, including the 1¢/kWh increased authorized in D.01-01-018 and the 3¢/kWh increase authorized in D.01-03-082. 

We also must determine whether to include the one-cent surcharge adopted January 4, 2001 and made permanent on March 27, 2001.  On February 1, 2001, the California Legislature enacted and the Governor signed AB1X, which  exempted residential usage below 130% of baseline from rate increases.  Because the legislation passed after we adopted the one-cent surcharge on January 4, usage below 130% is not exempt from the 1¢ surcharge, although it is exempt from the 3¢ surcharge.  Thus, the two surcharges are subject to different exemptions. 

While there may be some administrative ease in folding the two surcharges into one, the differing statutory exemptions preclude this seeming simplification. Moreover, in D.01-03-082, we clearly identified the 3¢/kWh as subject to a new rate design approach. The 1¢/kWh surcharge is already reflected in the rates that are used as the starting point for the rate design being considered in this proceeding. Therefore, the revenue allocation and rate design we discuss here applies only to the three-cent increase.  Multiplying 3¢/kWh times SCE’s forecast system-wide sales for 2001 of 83.78 billion kWh results in an annual revenue increase of $2.513 billion.  Multiplying the  3¢/kWh increase to PG&E’s forecast sales for 2001 results in an annual incremental revenue requirement of $ 2.46 billion.  In adopting the three-cent surcharge in D.01-03-082, we did not specifically address the issue of allocating the collection of the surcharge that would have accrued to the exempted residential customers.  In the context of calculating a revenue requirement, we simply applied the rate increase “to all power costs incurred after the effective date of this decision.”  

Pursuant to AB1X, we have clearly ordered that CDWR will receive the full amount the utilities, as agents, collect on behalf of CDWR from all customers for each kWh of power provided by CDWR.  PG&E and Edison are required to remit to CDWR the proceeds it owns for energy purchases on behalf of all retail customers, without providing any exemptions for CARE-eligible usage or residential usage below 130% of baseline.  Thus, is reasonable to base the revenue requirement on applying the surcharge to forecast system-wide sales.  Therefore, while we reiterate out commitment to ensuring that the residential customers exempted  from rate increases by AB1X do not pay the surcharge, for purposes of determining the overall revenue requirement, all sales should be included.    

IV. Revenue Allocation Between Customers

Having determined the revenue requirement amount each utility is authorized to collect,  we next design rate structures that will permit the utilities to collect the authorized amounts for themselves and as agents for DWR.  We must decide generally how  to allocate the revenue increase among customer classes. We must also allocate the shortfall that results from exempting residential usage up to 130% of baseline consumption from any increase.  The allocation and rate design adopted today concern only those revenues to be collected by way of the three cent per kWh surcharge adopted on March 27th.  The underlying rate structure of the utilities will not change.  Consequently, this decision affects only part of each customer’s electricity bills.  By operation of the statutory safe harbor about half of residential customer sales will be exempt from rate increases.  

A. Methodology for Revenue Allocation Among Customers

For the last several years, the Commission is policy is that rates to various types of customers reflect the costs customers impose on the utilities’ systems.  We abandon this principle in part because we cannot match costs with rates. California’s  wholesale energy market  is dysfunctional and the prices set in that market are unconscionable and unlawful. These prices bear little if any relationship to actual production costs. While circumstances in California markets have changed, the basic costs of production, other than fuel, have not. Simply put, the outrageously priced wholesale energy that causes us to take the extraordinary step of imposing this rate surcharge is being produced at the same plants upon which we based our traditional cost allocation procedures.  In that respect, the fundamental facts of energy production have not changed.  What has changed is that California is beset by wholesale sellers intent upon maximizing revenue and federal regulators refusing to impose any limitations.  The price of wholesale energy is no longer a function of cost of production but rather a function of what price  can be extracted from a market through manipulation. 

Absent this data, we must find another methodology to allocate the revenue to be collected from customer.  The parties to this proceeding presented several options:

Historic Generation Cost Allocation  – this methodology allocates the incremental revenue requirement based on the percent of generation revenues contributed by each customer group prior to adoption of the 3¢/kWh surcharge.

On Peak Energy Use/Top 100 hours – these two methods allocate costs based on the customer group’s share of either summer on peak energy use or 100 hours of highest system demand. 

1999 Power Exchange (PX) Generation Charges – this method allocates the revenue requirement by each customer group’s contribution to 1999 PX costs.  

Equal cents per kWh – this method divides the revenue among the customer classes based on the total units of energy each class is forecast to consume during calendar year 2001. 

Allocating the revenue requirement to customer classes based on the proportion of 2001 forecast total kWh sales to the class appears equitable.  Moreover, such allocation would provide funds for CDWR to purchase electricity in the wholesale market at a time when those costs are expected to be higher in all hours of the year than they were during the same portions of previous years. 
 The dysfunctional wholesale market has created a unique crisis of unknown duration for California electric customers. 

Applying the surcharge as broadly as possible is the fairest way to apportion the noncost-based price premium now extracted by sellers in the California wholesale electricity market should gain the widest public acceptance.   

To apply the surcharge most broadly we begin by allocating the surcharge revenues to all usage across all customer groups.  Some wage is exempted from rate increases by statute (residential usage up to 130% of Baseline) or by our prior decisions (low-income CARE-eligible customers); we address the steps in allocating these revenue shortfalls in a later section..

B. Revenue Requirement Shortfalls

1. Allocating Shortfall from 130% of Baseline Exemption

Having completed the allocation of revenue across the customer classes, we must allocate the revenue shortfalls resulting from exemptions to the surcharge.  In AB1X, the Legislature added section 80110 to the Water Code, effective February 1, 2001:

In no case shall the commission increase the electricity charges in effect on the date that the act that adds this section becomes effective for residential customers for existing baseline quantities or usage by those customers of up to 130 percent of existing baseline quantities, until such time as the department has recovered the costs of power it has procured for the electrical corporation’s retail end use customers as provided in this division.  

This section exempts 130% of “baseline” usage.  Baseline usage is defined in § 739(a).  That section requires the Commission to establish a quantity of gas and electricity that is necessary to supply a “significant portion of the reasonable energy needs of the average residential customer.”  This “baseline quantity” is defined to be between 50 and 60 percent of average residential consumption, with allowances for seasonal and climatic variations, in § 739(d)(1).  The Commission is further directed to require the utilities to file residential rate schedules that provide for the baseline quantity to be the first or lowest block in a increasing block rate structure.  In addition, the Commission is directed to “establish an appropriate gradual difference between the rates for the respective blocks of usage.”  § 739(c)(1).   In 1976, the Commission determined the initial lifeline quantities in D.86087, 80 CPUC 182.  Subsequent revisions and updates to the baseline quantities and applicable rates have been made in the utilities’ general rate cases. Taken together, new Water Code § 80110 and Pub. Utils. Code § 739, exempt approximately 50% of each utility’s residential sales from rate increases.  The resulting shortfall is significant:  64% of SCE residential sales are exempt, and 62% of PG&E residential sales are exempt.  

We have before us three proposals for allocating this shortfall.  The first option is to recover the shortfall within residential rates.  The second it to reallocate to all eligible sales, and the third is to allocate the increase to all non-residential sales.

TURN proposes that the revenue requirement be re-allocated to all non-exempt sales, observing that § 80110 is silent on the issue. All other parties
 addressing this issue propose to re-allocate the revenue requirement to all residential sales that are not included within the exemption.  Under the re-allocation method supported by most of the parties, the residential customer group would be allocated significantly more of the revenue requirement, and see a significantly greater rate increase. The rate increase for SCE customers  for the two methods is as follows:
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The residential customers would also see significantly greater changes in prices for higher tier usage.  For example, PG&E’s E-1 General Residential rate schedule would show the following increases under the two alternatives:
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  Allocating the entire shortfall to residential customers only creates dramatic price increases  from Tier 2 to Tier 3 usage.  The “only non-exempt residential” methodology creates more gradual (although still significant) rate increases as usage falls into the higher tiers.


Re-allocating the revenue requirement shortfall to remaining residential sales only creates rate spikes that are too severe.  The cost of this exemption should be allocated equally to all customer groups.  We find that the revenue requirement shortfall caused by applying the 3¢/kWh surcharge approved in D.01-03-082 to sales to residential customers below 130% of baseline shall be re-allocated to all three customer classes equally.  This method spreads the shortfall one-third to the residential class, one-third to commercial customers and one-third to industrial customers, an outcome that takes a middle path between allocating the shortfall equally to all wage, and proposals by parties to allocate the entire shortfall within the residential class.  We believe that this method is the most consistent with the legislative intent of AB1X-1.  

2. CARE and Medical Baseline Exemption

The revenue requirement shortfall caused by exempting CARE-eligible customers from the 3¢/kWh surcharge approved in D.01-03-082 shall be re-allocated to all sales other than sales subject to the CARE program and residential customers with usage of or less than 130% of baseline.

The general surcharge we adopt today to pay for extraordinary power costs should be allocated as broadly as possible.  However, because of the extraordinary size of the rate increase, it is reasonable to mitigate the impact to the most vulnerable customer classes.  This mitigation is consistent with legislative direction in AB1X as well.  We therefore direct the utilities to exempt medical baseline customers from the rate increases adopted in this order.  The shortfall will be allocated equally to each of the customer classes, consistent with the allocation of the shortfall from the exemption for 130% of baseline usage.

3. Direct Access Customers

We next consider  whether direct access customers should be required to pay any of the rate increase.  We find that they should not because they are not relying on the utilities or DWR to purchase power on their behalf. The surcharge adopted in D.01-03-082 is intended to provide payment for power CDWR purchases and delivery to utility customers.  It would be inequitable for direct access customers to pay for both their own cost of procurement and the procurement costs of bundled customers. 

4. Amortization of Rate Increase as of March 27, 2001

In D.01-03-082  we adopted the 3 cent rate increase effective March 27, 2001. That decision also obligates SCE and PG&E to pay a generation-related rate including the 3¢/kWh surcharge to CDWR beginning on that date.  Today’s decision determines the specific rate allocation and design of the surcharge and implements it as of the effective date of this order.  During the intervening time, March 27th to the date that SCE and PG&E begin applying the surcharge or customer bills, SCE and PG&E have been obligated by Commission order to pay the funds to CDWR but have not been able to collect the amounts from their respective customers.  PG&E and SCE therefore seek to recover the revenue shortfall from this time period over some period in the future. SCE proposes to recover this shortfall by amortizing it over three months.  This three-month amortization would effectively increase the three-cent surcharge to five cents.  PG&E proposes a twelve-month amortization method, increasing the surcharge to 3.6 cents per kWh over the period.

Aglet and TURN contend that the rule against retroactive ratemaking prohibits collection of these amounts, because no balancing or memorandum account has yet been established to authorize such collection.
  Section 728 requires the Commission to determine the rate “to be thereafter observed and in force” the right to recover revenues equivalent to the three cent surcharge was established by D.01-03-082 and affected only electricity delivered from the effective date of that decision forward.  Similarly, the precise charges to be collected from customers to recover those revenues will be effective prospectively after the date of today’s decision.  We see nothing retroactive in these decision that could possibly violate § 728.  TURN’s argument assumes, without citation, that creation of a balancing or memorandum account is the only method whereby the commission can allow a utility to collect sums at a later date.  This is simply not so.  At most, § 728 requires a prospective authorization to recover the revenues.  While the Commission often accomplishes this result through balancing or memorandum accounts, that method is not required by § 728.  Accordingly, we see no possible violation of any prohibition against retroactive ratemaking here.

The revenue associated with applying the 3¢/kWh surcharge to all non-exempt energy sales from March 27, 2001 to the day utilities begin collecting the surcharge should be added to the overall revenue requirement allocated among customer classes through this decision. From an equity standpoint, a 3-month summer amortization would undoubtedly cause undue stress on summer rates, which will already be very high.  The three-month surcharge may place a severe hardship upon industries that have heavy summer usage, such as the agricultural industry.  We therefore authorize the utilities to amortize the unrecovered amount over twelve months, as PG&E proposes.  The shortfall will be allocated consistent with the allocation of the shortfall for baseline and CARE exemptions.

V. Preliminary Matters in Rate Design

A. Moving to Time of Use Meters for Commercial Customers

One proposal before us would require certain commercial customers to shift from the tariff schedules to which they currently subscribe to time-of-use meters.   This change to time-of-use meters would encourage customers to shift their energy use away from periods of peak demand.  Such a shift away from periods of peak demand can be expected to both help avoid blackouts and reduce system energy costs by reducing demand during periods where power is most expensive.  It would also  promote equity by  requiring customers who are most responsible for usage during periods of peak demand to pay more of a share of the costs incurred during those periods.

While requiring large customers to shift to time-of-use meters is appealing, we are not prepared to make metering mandatory, partly because existing law provides that customers should have available to them the rate schedules available on June 10, 1996 during the rate freeze period, partly because metering programs have not distributed sufficient supplies of meters to these customers to date, and partly because we do not wish to impose additional hardships on large customers.  Instead, we encourage customers to choose service options that will reward them for energy conservation efforts.  We will move forward within the next six weeks to monitor the status of the CEC’s metering efforts and to refine further the metering concepts discussed in briefs and at hearings into concrete implementation proposals.  

We do find that customers who take advantage of the metering program offered by the Energy Commission should be able to do so only if they also agree to shift to time-of-use rates.  We look forward to the Energy Commission’s plan for its time-of-use meter installation program and will work with the Energy Commission to assure that their programs and utility rate schedules are complementary. 

B. Definitions for Agricultural Tariffs

Several parties, including the California League of Food Processors, the Farm Bureau, and the Wine Institute, urge us to adopt the recommendation of § 740.11 (added by SB 5X on April 11, 2001), and to change the definition of customers eligible to be served under agricultural tariffs to include agricultural commodity processing customers.  Section 740.11 provides, in relevant part:

In recognition of the fact that agricultural and water supplier customers necessarily have high electricity usage during peak summer demand periods, the Legislature strongly urges the commission to consider providing the option to all agricultural commodity processing customers to be included in the definition of customers eligible to be served under agricultural tariffs, consistent with its other constitutional and statutory objectives, and to the extent it does not result in cost shifting to other customer classes.


We acknowledge the uniqueness of this industry, and its heavy dependence upon summer on-peak usage.  Charging these tariffs deserves further immediate exploration.  Making such a change would require that we craft a new definition of “agricultural commodity food processors.”  While the parties presented  some suggestions on how to accomplish definitional changes, we do not have before us a record that analyzes the ramifications of each alternative.  

Moreover, we decline to rework these definitions in this order because those changes may require other customers to assume a revenue shortfall, that is, it may permit “cost shifting” in violation of Section 740.11. 

Moreover, PG&E and Edison maintain that it is not feasible to adopt the proposed customer migration before summer’s end.  Customers who qualify for the rate migration need to be identified and the difference in usage from other industrial customers understood. On an immediate basis over the next six weeks, we will hold workshops and obtain evidence to analyze this proposal further, explicitly specify the type of customer eligible to migrate, and examine the impact of cost shifting upon other customer groups.    

C. Bill Limiters and Special Schedules

 Some parties propose “bill limiters” to protect energy consumers from large increases.  A “bill limiter” is simply an upper limit on the amount of increase a customer would realize in a single month.  Some parties have suggested special schedules to protect their constituents.  In the short term, we prefer bill limiters to address the concerns of a particular group while the effects of migration are considered.  Customers who currently take service  from industrial rate schedules should be protected by bill limiters, which can help limit the hardship created by equal cents per kWh surcharge.  SCE and PG&E cannot change their rate schedules to reflect the special constraints of each industry before June 1, although further refining and obtaining industry-specific customer load data deserves further expedited consideration. Therefore, in order to mitigate rate shocks, we adopt the use of bill limiters of 300% for all rate classes other than agriculture and 250% for the agricultural class.  While we understand bill limiters may have some troubling conservation impacts, at some point price signals are unbearable for customers.  Bill limiters will protect customers from unanticipated extraordinary bill impacts. 

We acknowledge that implementing bill limiters customers may result in a revenue shortfall.  We expect this shortfall to be small as bill limiters affect bills of only those few customers with extremely high usage—the outlier customer. PG&E and SCE should allocate shortfalls from bill limiters consistent with the allocation adopted for CARE and baseline shortfalls.  The utilities should also establish a balancing account to track the amount by which these rates over- or undercollect the shortfall due to bill limiters.  We will continue to monitor the balance in these accounts and will analyze the kinds of customers affected by bill limiters as well as the amounts affected. 

D. Residential Rate Design

With these parameters we adopt tiered rates for residential customers because of their conservation effects and because AB1X1 requires that rates for residential consumption up to 130% of baseline may not increase above the rates in effect on January 5, 2001. 

We adopt a 5 tier-rate design:

· Tier 1 captures usage up to the baseline amount.

· Tier 2 represents usage from 100 per cent of baseline to 130 percent of baseline. Tier 3 reflects usage from 130 percent of baseline to 200 percent.

· Tier 4 captures usage from 200 percent of baseline to 300 percent.

· Tier 5 captures usage in excess of 300 percent of baseline.

Tiers 1 and 2 rates will not increase.  The increase between Tier 3 and Tier 4 is  double the increase from Tier 2 to Tier 3.  The Tier 5 rate is sufficient to allow  recovery the residual revenue requirement for the residential class.  Thus, the rate increase allocated to the residential class falls most heavily on Tier 5 users, those residents who use more than 300% of their electricity baseline.

The components of the rate increase in the tiers 3 through 5 include the residential class allocation, and the residential class’ share of the shortfalls due to CARE, medical baseline allowances, and the 130% exemption.

Increasing block tiers is equitable because  customers who are the heaviest users will pay more for power than moderate users. Consumers who use less place less strain on the grid and are rewarded with a lower rate for their usage.  The tiered rate structure we adopt today is consistent with our goal to encourage conservation through higher rates above threshold usage. 

E. PG&E’s E-8 Schedules

The E-8 schedule for residential consumers was implemented well before the rate freeze.
  Schedule E-8 energy charges do not recover  the costs of service to E-8 customers, requiring other customers to make up the difference. E-8 rates are 10% lower than schedule E-1 summer rates and schedule E-8’s low winter seasonal rate is approximately 45 percent less than the schedule E-1 Tier 2 rate.

Schedule E-8 fails to meet the Commission’s objectives of equity and conservation.  For that reason, we would eliminate residential Schedule E-8 at this time except that, as we discussed above,  AB 1890 may operate to require that customers be offered the same services that were in effect on June 10, 1996 through the rate freeze period. In addition, we expect some conservation by customers on E-8 rates because so few consumers use less than 130% of baseline quantities.  Therefore, these customers will realize substantial rate increases if they do not reduce energy consumption. We will revisit this issue during our mid-course correction proceedings in light of the conservation and equity effects of Schedule E-8.

VI. Non-Residential Rate Design

A. Tiering 

Parties generally agreed that non-residential use should not be tiered at this time, given these expected evidentiary proceedings. TURN and the Farm Bureau proposed tiered commercial and industrial rates.  TURN proposes an extremely low first tier, where the majority of usage would be captured in the second tier.  We decline to adopt tiered rates for commercial and industrial customers at this time.  Designing new tiered commercial schedules would present implementation hurdles for the utilities in the short term.    We are also concerned that tiering would punish larger consumers to the benefit of smaller consumers within that class, without regard to their efficiency.  Moreover, the utilities cannot provide adequate information to commercial customers by Summer 2001 regarding  the potentially complex impacts of tiered rate design changes.  For now, we believe a rate increase of 3 cents provides the appropriate conservation incentive for commercial and industrial customers.  These price signals will combine with the myriad conservation and incentives program offered through legislation, and Commission order promote enhanced enervation measures for commercial and industrial customers.

One alternative to tiering discussed in our hearings involves specifying rates by SIC classification.  While this proposal deserves further analysis and examination of implementation possibilities, at this stage we have neither sufficient time nor sufficient information to create specialized rates.  Further, neither utility has all the SIC classifications of their consumers and both would require significant billing system changes before implementation.  For these reasons, we cannot adopt tiering on the basis of industry codes at this time.

We intend to further investigate the idea of industry-specific rates.  We are open to further investigate whether more specialized  classifications could help us develop a more equitable rate structure.  We direct the utilities to collect  data from their customers necessary to analyze the feasibility of rate design by SIC classification.

We reject tiering for TOU customers for the same reasons that we reject tiering for non-residential, non-time of use customers.  Time-of-use signals are more precise and encourage conservation at peak use and price periods.  Moreover, we reject tiering for TOU customers due to practical implementation obstacles.  Neither SCE nor PG&E can implement tiering for TOU customers on their billing systems by June 1.

B. Non-TOU Schedules

We adopt the rate design methodology proposed by ORA for commercial and industrial customers who do not use time-of-use schedules.  For small and large commercial customers with seasonal designation, 70% of the revenue requirement is allocated to the summer period and 30% to the winter period.   This approach is reasonable and consistent with our goals because it balances the year-round need for conservation with a stronger conservation signal during the peak summer months.  

We reject proposals for increases during summer months only because of the need for year-round conservation.  Further, we are concerned about possible price spikes that could occur by limiting price increases to a single season .  This methodology reconciles differing proposals.

For larger customers with declining block schedules, such as GS-2 and PA‑2 for SCE, existing declining block rates shall be modified to become increasing block rates.   Eliminating the declining block rate structure improves conservation incentives to this group of customers and adheres to our goal to discourage and reward customers for lower amounts of usage.  

C. Time of Use 

Parties proposed three primary proposals to change rates for existing time-of-use schedules.  The first, promoted by SCE, ORA and the Street Light Association, would increase rates in all hours.  The second, proposed by EPUC and CIPA, places the bulk of the increase on summer on-peak hours. The third, supported by TURN and CLECA, spreads the rate increase over all hours, with the largest increase during summer on-peak hours.

A rate increase spread over all hours has the virtue of simplicity but it does not sufficiently promote conservation during the hours of peak demand when the electric system is under the most strain.

We reject proposals that increase rates most during  summer peak demand periods.  Existing time of use rates are already heavily weighted to the summer on-peak period.  Conservation during peak periods is essential but we balance this goal with that of avoiding extraordinarily high prices during any period.  In doing so, we do not accept the methodology advanced in the rate design proposal published by the Assigned Commissioner Ruling on March 27, 2001.  

We adopt the approach proposed by TURN and CLECA that spreads the rate increases over all hours, with a slight differential increase on summer on-peak usage.  The differential between on- and off-peak usages is increased, but customers within this class will not be exposed to excessive on-peak prices.  In addition, rate limiters shall be in effect to ensure that those customers do not suffer extraordinary price shocks.   

D. “Super Peak” Rate

The California League of Food Processors proposes a 3-hour super on-peak period for the food processing industry.  The on-peak price proposed would be twice as high as the on-peak price for other members of their class during the traditional six-hour peak.  The proposal offers off-peak rates during the remainder of the peak period.

At this time we reject this proposal.  We are concerned that adopting the proposal would not be revenue neutral, as food processors would simply avoid the super-on-peak prices.
  Moreover, we believe that further facts are required as to specific customer load profiles to be able to implement these concepts.  However, we recognize the creativity of this proposal and will continue this proceeding to obtain further evidence as to its operation and effects on certain industry segments and or overall revenue requirements.

E. County of Los Angeles’ Proposal to Cap Rates for Essential Customers

The County of Los Angeles proposes a cap  on rates applied to facilities that have a limited ability to reduce consumption.

The impact of a rate increase is a concern shared by every customer group in this proceeding.  Local governments are not distinguished from any other customer.  While we share the County’s concern, we cannot justify providing it a special electricity rate.  Thus we reject the County of Los Angeles’ proposal to mitigate the impact the rate of increase on essential government facilities.  

F. Federal Generation Based Tariffs

ORA proposed a rate for federal agencies that would reflect market prices for their electricity consumption. This proposal has considerable appeal because the federal government has publicly stated its support for customer rates to reflect the full market price of power.  The Attachment presents FERC and federal, administration public statements supporting market rates.  This record does not permit us to adopt any particular rate schedule at this time.  We therefore order the utilities to create a new tariff that would apply to  federal agencies and facilities taking electricity service from SCE or PG&E. The citizens of California should not have to subsidize the electrical consumption of federal agencies through CDWR’s procurement of exceedingly expensive wholesale electricity.  

However, this Commission possesses broad ratemaking authority to institute pilot programs.  We believe testing the federal government’s assumptions as to the benefits of passing through real time wholesale prices in retail rates deserves further consideration.  We are unwilling to expose California businesses, farms or families to such price levels or price volatility.  However, we recognize the federal government’s stated preference for adoption of electric retail rates based on concurrent wholesale costs and we therefore propose to institute a pilot program to permit federal customers to implement the pricing theories that they espouse.  We recognize that federal agencies take service under a variety of  schedules.  Setting rates that reflect market prices  would be most meaningful if the facilities had real-time meters. We direct the utilities to propose ways to charge federal agencies so that: 1) federal facilities with real time meters will be charged real-time prices; 2) federal faculties with interval meters will be charged the average price over the interval; and 3) federal facilities without interval meters will be charged the monthly average wholesale rate for electricity usage. 

G. Agricultural

Agriculture depends heavily on summer on-peak usage and some agricultural customers have a limited ability to shift demand to other periods. The Governor’s proposal, advocated by the Farm Bureau, limits agricultural increases to 5% for time of use rates and 15% for non-TOU rates.  We agree with the direction provided by the Governor’s proposal because of the needs of this class of customers.  We will also cap agricultural rate increases at 30% for both time-of-use and non-time-of-use customers.  The shortfall from the 30% cap is to be spread over all eligible customer classes, including streetlights and residential consumers above 130% of baseline.  

We provide additional protection to agriculture customers by adopting a bill limiter of 250% on energy charges.  Both the cap and the bill limiters will protect agricultural customers who are disproportionately affected by the rate increases, which will present particular burdens because of this year’s drought. 


H. Master Meter Customers

Master meter customers are required to revise their billing systems to address the rate increase. While they are engaged in that process, these customers must also comply with AB1X1, which exempts customers using less than 130% of baseline from the surcharge, and Pub. Util. Code § 739.5, which requires master meter customers to charge their park residents approximately the same rate they would have been charged if they took service directly from the utility.  

We reject WMA’s proposals to exempt master meter customers from any surcharge in the near future and to phase in a surcharge over a year. All eligible customer classes must share the burden of a rate increase.   If WMA receives an exemption or an extension, park owners who quickly fix their billing systems could receive a windfall, since they would be exempt from the surcharge but could charge it to customers. We order a surcharge to appear on the master meter customer’s bill, effective June 1. This approach ensures these customers are not exempted from bearing some portion of the energy procurement costs covered by the three-cent surcharge.  We also give the master meter customers a strong incentive to take immediate steps to implement the necessary billing system changes.  Over the longer term, we will continue to encourage movement away from the master meter system.  

I. Streetlight and Traffic Light Schedules

We allocate a rate increase to the streetlight and outdoor lighting schedules on equal cents per kilowatt-hour basis.  TURN proposes an alternative rate tiering method for streetlights, based on the type of lamp rather than the size of lamp or size of customer.  The goal of TURN’s rate design is to encourage the replacement of the more inefficient lighting technologies. We encourage the replacement of inefficient lighting technologies, however, we believe the rate increase, in combination with energy efficiency programs,  will prompt cities and counties to invest in the more efficient street lighting. The summer initiative energy efficiency program  provides communities with significant funding for investment in Light Emitting Display (LED) technology.  In addition, these technologies were cost-effective, even before any rate increase, and providing a price break through a tiered rate design to encourage their deployment should not be necessary.  We therefore adopt an equal cents per kilowatt hour rate increase for streetlighting. 

J. CIPA’s Credit for Interruptible Customers

The California Independent Petroleum Association (CIPA) proposes that interruptible customers be exempted from a substantial portion of any surcharge. Interruptible customers receive lower rates for energy in return for curtailing usage when called upon to do so to reduce the demands on the state’s power grid. The  three-cent surcharge will not change their interruptible status, or their obligation to comply with the tariff.  

Interruptible customers already receive a substantial pricing incentive and we decline to provide any additional rate advantage.

VII. Other Issues

A. Tracking and posting data

Informing customers of their rate group’s usage pattern with comparison information from the previous year will provide some assessment of the success of conservation efforts.  In addition, as pricing information becomes available, such information will enable customers, particularly those on time-of-use schedules, to make decisions about when to consume energy.  Data collection this summer is essential both for analysis in future rate proceedings and to raise consumer awareness about the challenges California faces in the months ahead.  We direct the utilities to post customer load profiles on their website, with weekly updates.  We consider this feedback to customers to be critical to the success of the conservation efforts underway in this state.   

We therefore direct PG&E and SCE to post dynamic load profile information for all rate groups for which such information is available on their web sites.  Pricing information should also be posted as it becomes available. We also direct the utilities to post the day-ahead ISO price for electricity daily.  Consumers will take heed at the magnitude of the wholesale market prices, and it will serve as a tool to understanding generation pricing.  Current price data from the ISO will raise consumer awareness of the unjust and unreasonable wholesale market costs for electricity.

Moreover, we direct these utilities, as part of their overall customer service function, to provide such other information on their web sites as may be useful to customers in controlling their energy usage and bills.  We appreciate their efforts to date to inform and educate their customers, and we know that they will continue.  We also direct our staff to work with the utilities to maximize the potential for information sharing and customer assistance offered by the web site.  

PG&E and Edison have explained that they can provide such information. For each rate group, Edison can post on its web site the monthly load pattern and level for this summer and, for comparison purposes, last summer. In addition, load level and patterns of usage for each customer class will be available for June, July, and August.  Edison will average the daily load profile by hours over either a week or a month and will present some text analyzing and explaining the significance of the information in an effort to be helpful to consumers.  Edison  also promises to display pricing information by time of use when it becomes available. 

PG&E states that it provides dynamic load profile information with daily updates of the hourly consumption profiles for the statistically representative customer served under sixteen separate rate schedules.  PG&E cautions that while a comparison of this year’s load profile with last year’s may provide some feedback on the success of conservation efforts, it maintains that this data is not sufficient to determine individual price responses, and that the comparisons should be controlled for weather-related effects.

ORA generally support the idea of providing more information to customers about the market prices for electricity. Better-informed customers will be more likely to adjust their consumption to avoid high price times, and to make conservation investments. ORA recommends that the Commission maintain its own website, rather than relying solely on the utilities.  We agree and intend to use our website for these purposes, as time and resources become available. 

B. Expedited installation of interval meters

Current metering capabilities place significant limitations on rate design. Customers that are able to reduce or shift their load in response to hourly price fluctuations would benefit from a real time pricing model. We find that real time pricing has tremendous potential for reducing the overall costs of supplying energy.  Such pricing will enable to customers to control their bills by shifting load to lower cost times.  Reducing peak load will lead to more efficient use of our available generation resources. 

We intend to promptly develop a detailed real time pricing rate structure to capture these benefits for California consumers. The Legislature has appropriated funding for real time metering systems.  AB29X provides $35 million dollars for the installation of RTP metering systems for all bundled service customers with greater than 200 kW in peak load. Timely installation of the meters authorized by the Legislature is critical to the success of our plan.  Installation of the meters will also assist in implementing our time of use rate design discussed above.   

The CEC intends to begin the meter deployment process during this summer and complete it by this fall.  The CEC also states that extending the meters to the next size range, 100 – 200 kW, creates another 22,000 end-users requiring meters, approximately doubling the population that is being addressed by the AB29X monies.  It is possible for this next set of end-users to have advanced metering systems installed by early 2002 if additional funds are authorized by the legislature, if end-users can be mandated to make self-provision of such meters a condition of service, or if the Commission decides to authorize utilities expenditures with a workable cost recovery mechanism.

We will closely monitor the CEC’s progress, and commit to providing any necessary assistance to ensure timely installation of the meters.   The CEC maintains that it is working with the utilities and the ISO to meet the price information requirement.  We direct our staff to cooperate and assist in these efforts. 

C. 10% Rate Discount Associated with Rate Reduction Bonds

Pursuant to § 368(a), PG&E’s and SCE’s residential and certain small commercial customers currently receive a 10% reduction to their electricity rates.  This rate reduction is financed by rate reduction bonds (RRB) issued pursuant to § 840-847, and orders of this Commission.  The 10% rate reduction applies through the end of the transition period established in § 368(a), i.e., through March 31, 2002, with the repayment obligation extending for another six years.  The Legislature intended that the 10% RRB-financed rate reduction would be followed by additional rate reductions at the end of the transition period, yielding a cumulative reduction of 20% by April 1, 2002.  § 330(a). 

TURN proposes that the 10% reduction continue despite the expiration of the RRB-produced financing.  TURN reasons that the Legislature’s prohibition on rate increases in AB1X preclude this Commission from ending the 10% rate reduction because an end to the 10% reduction would effectively be an additional rate increase for residential and small commercial customers.   Edison opposes this and PG&E states that this proposal is premature.

At this time, we will make no determinations as to any ratemaking ramifications of the expiration of the 10% rate reduction in this decision.  We need not resolve the issue of whether the 10% rate increase would apply to residential usage below 130% of baseline amounts.  Implementing the end of the 10% reduction will require further Commission action. 

One related calculation issue, however, does require our determination. Edison raises the question of whether the 10% reduction should be applied to the pre-existing rates, i.e. prior to both the 1¢/kWh and 3¢/kWh, or should be applied after the surcharges are added to rates.  Because the bonds that finance the rate reduction were sized to the pre-existing rates, SCE concludes that the 10% reduction should apply only to the pre-existing rates.

The amount financed by the bonds did not provide for these surcharges. Consequently, we are constrained to limiting the 10% reduction to rates in effect prior to the surcharges. In applying the 10% rate reduction for residential customers and certain commercial customers, PG&E and SCE shall apply the rate reduction to rates in effect prior to the surcharges. 

D. Bill display

We provide direction with respect to how the utilities should format the new rate design on the customer bill. Our intent is to adopt a format which accurately and effectively conveys to customers our stated fundamental rate design goal of promoting conservation to reduce the amount of electricity needed to serve customers. The customer bill format must communicate the direct correlation between electricity supply, price, usage, and consumption patterns in order to promote price-responsive behavior.  The bill format should communicate price signals that are easily understood and should also deliver the message that by managing their electricity usage, customers can assume a significant measure of control over the impacts of the rate increase and reduce their overall bill.  


We believe consumers are most likely to respond to these price signals when the bill provides sufficient detail allowing consumers to clearly identify and understand the differential pricing structures based on usage levels. Customers who use more electricity must pay higher rates. In order to accurately portray this new rate design, the new rates will not be characterized as surcharges. Rather, each differential rate category or tier will identify its respective applicability to usage. On residential customer bills, the new rates will be incorporated through the five designated tiered usage levels: Baseline, 101% to 130%, 131% to 200%, 201% to 300% and over 300%. Time of use customer bills will categorize the new rates under off-peak, mid-peak and on-peak classifications, as applicable. Likewise, commercial non-TOU customer bills will reflect the rate increase within the appropriate commodity component or block structure. Any bill reference to total energy charges will include the total cost of all energy consumption during the billing period, not merely baseline usage or some other minimum level of usage.  

VIII. Next Steps

As discussed above, we are interested in implementing a real time pricing (RTP) program as soon as the technical impediments can be resolved.  The technical impediments are (1) any delays the CEC experiences in implementing its $35 million SB1X 5 authorized program to install interval meters for all customers of PG&E, Edison, and SDG&E who have a connected load of 200Kw or greater; (2) delays caused by the time necessary for PG&E and Edison to make the necessary changes to their billing systems; and (3) posting of real time prices by the ISO for the day ahead or spot market.  

The proposals presented by CEC and Dr. Borenstein at hearings were general in nature, did not include specific details necessary for implementation, and were based on the premise that the technical impediments listed above posed an effective barrier to implementing actual programs by June 1, 2001.  The proposal presented by Enron contained more specific information and addressed the lack of ISO posted price information by using Dow Jones electricity price indices as its marginal price signal. We intend to explore both of these proposals further. 

We will proceed expeditiously to develop and adopt a voluntary RTP that will be available to customers when their interval meters are installed.  We will direct Energy Division to work closely with PG&E and Edison on their billing system constraints and the manual billing procedures that can be done for customers until the system changes are complete.  

Our RTP process will begin with a workshop facilitated by Energy Division on May 21, 2001 and we anticipate adopting a final program later this summer.
We are convinced that a comprehensive review of PG&E’s and Edison’s rate schedules and rate design should be undertaken when the Commission and interested parties have sufficient data and the time and resources necessary to thoroughly review the issues.  We plan to embark on this process soon so that a comprehensive, rigorous review of rate design will be undertaken in early 2002. 

We recognize that we may need to quickly make a mid-course correction this summer and modify the rate design within each customer class to provide more pronounced peak period price signals, and possibly collect a higher energy surcharge, if CDWR provides information on its energy purchases that require this action.  We need information and data to ensure that we are on the right path and to make corrections, if need be.

We direct the Energy Division and the parties to work together at the May 21 workshop to develop a master data request and format for data collection.  The master data request should be finalized and issued no later than June 8.  We intend to proceed expeditiously in reviewing the responses and anticipate refining our approach by early July.   

IX. Issuance of the Proposed Decision

The proposed decision was issued on May 9, 2001.  Parties filed and served comments on the proposed decision on May 10 and appeared for final oral argument (FOA) before a quorum of the Commission on May 11. Public Utilities Code Section 311(d) generally requires, in matters that have gone to hearing, a 30-day period between service of an assigned Commissioner’s or ALJ’s proposed decision and the Commission’s issuance of the decision.  However, Section 311(d) provides that that period may be reduced or waived by the Commission “in an unforeseen emergency or upon the stipulation of all parties to the proceeding or as otherwise provided by law.”  

Although not expressly stated in Section 311(d), the 30-day period provides an opportunity for parties to comment on the proposed decision.  In this proceeding, we are considering the rate design to apply to the three-cent  surcharge adopted in D.01-03-082.   One of the stated goals of this rate design is to encourage conservation to help Californians avoid, to the extent possible, rolling blackouts during the summer months.  Given the fact that the Independent System Operator (ISO) has identified over 30 days
 in which it predicts rolling blackouts to occur and the State of Emergency called by Governor Davis on January 17, 2001, we believe that this constitutes an unforeseen emergency for these purposes. Such blackouts threaten to severely impair public health and safety. Accordingly, we will reduce the 30-day advance publication period of Section 311(d) to six days, and will allow parties to file and serve written comments on May 10th, followed by final oral argument on May 11th and Commission consideration of the decision on May 14th. 

Findings of Fact

1. Prices in California’s wholesale electric market are not necessarily based on production costs.  The allocation of the utilities’ wholesale power costs to customers, therefore, would not represent an allocation of the costs of energy production.  
2. Reducing energy consumption will help protect Californians from blackouts and reduce the state’s liability for electricity purchases.

3. PG&E and Edison have the largest supply shortfall projected during summer peak purchases and intend to rely on CDWR and the ISO to purchase that shortfall.
4. Energy prices for summer 2001 are forecasted to be high, especially during peak periods. 
5. Increasing rates during peak periods for customers on TOU schedules will maximize the value of conserving energy at peak times.
6. The Governor’s 20/20 program is designed to reward customers who reduce their overall electric consumption by 20% this summer.  This incentive, along with customer education, energy efficiency programs and higher rates promote conservation.
7. Business customers generally place a high value on reliability and are most likely to benefit from peak reduction programs and the interruptible programs adopted in R.00-10-002.

8. The sales forecasts presented by SCE and PG&E are adequate for the limited purpose of calculating utility revenue requirements. 
9. AB1X prohibits increases to rates, effective as of January 5, 2001, applicable to residential usage below 130% of baseline levels.  Usage below 130% is not exempt from the one-cent surcharge.  Usage below 130% of baseline usage is exempt from the three-cent surcharge.

10. The one-cent surcharge is reflected in the rates that are the foundation for the rate design adopted in this proceeding. 

11. On the basis of the adopted sales forecast, a three-cent per kilowatt rate increase provides an annual revenue increase in Edison’s service territory of $2.513 billion.

12. On the basis of the adopted sales forecast, a three-cent per kilowatt hour rate increase provides an annual revenue increase in PG&E’s service territory of $ 2.46 billion. 

13. Allocating the surcharge revenue requirement on an equal cents per kilowatt hour is equitable and simple. 

CDWR presented a forecast revenue requirement to the Commission on May 2, 2001, which is $9.2 billion through June 2002.  The Commission has not had an opportunity to analyze this forecast for purposes of the allocation and rate design matters addressed in this proceeding. 

Allocating the revenue shortfalls that arise from sales that are exempt from rate increases to remaining residential sales results in unreasonably high rate increases to residential customers.
Because of the extraordinary size of the rate increase, it is reasonable to exempt customers who have usage above 130% of baseline due to medical conditions.    

It is equitable to spread the revenue shortfalls one-third to each of the three main customer classes -- commercial, industrial and residential. Those shortfalls are associated with the exemptions for residential sales below 130% of baseline amounts, medical baseline customers and CARE customers, bill limiters and the cap on agricultural rates.

Direct access customers do not impose liabilities on CDWR, PG&E or SCE for procuring power.

It would be inequitable for direct access customers to pay for their own cost of procurement and a share of the costs incurred on behalf of customers who purchase power from PG&E, Edison and CDWR.

A twelve month amortization period for the collection of the revenue associated with applying the three-cent surcharge to all sales from March 27, 2001 to the day utilities begin collecting the surcharge will mitigate the impact of already high rates compared to applying a shorter amortization period.

Shifting customers to time-of-use metered schedules promotes conservation during periods of peak demand when prices are typically highest and supplies are short.  The costs of specific programs have not been compared to the potential benefits in this proceeding.

Bill limiters would mitigate the impact of rate increases on individual customers.  

The revenue shortfall from implementing bill limiters is likely to be small and may be recovered by way of accounts that track the undercollection.  

Rates that increase as usage increases equitably allocate cost liability among residential customers because customers who use more power pay increasingly higher rates.

It is reasonable to adopt a 5 tier-rate design with incremental block tiers with the following tiers:

a. Tier 1 

Up to the baseline amount

b.
Tier 2 

From 100 – 130 % of baseline

c.
Tier 3 

From 130 – 200 % of baseline

d.
Tier 4

From 200 – 300 % of baseline

e.
Tier  5

In excess of 300 % of baseline.

The components of the rate increase in tiers 3,4 and 5 include the residential class allocation, and the residential class’ share of the shortfalls due to CARE, medical baseline allowances, and the 130% exemption.

Schedule E-8 energy rates do not recover the costs of serving schedule E-8 customers. 

The conservation benefits of tiered rates for nonresidential classes may not offset the practical problems of implementing tiered rates and informing customers of their potential impacts before summer 2001.

A uniformly applied rate increase of 3¢/kWh to the nonresidential class provides a reasonable incentive for those customers to conserve electricity.

Data about utility customers’ usage may permit the Commission to determine whether a more detailed system of rate design by SIC classification would serve the public interest.

Neither Edison nor PG&E can implement tiered TOU rates by June 1, 2001 because of billing system constraints.

Allocating 70% of the non-residential, non-TOU commercial customer revenue requirement to summer use and 30% to winter use balances the year-round need for conservation, with a stronger conservation signal during the peak summer months.  

Declining block rates should eliminated in favor of increasing rate blocks to improve conservation incentives.

A rate increase that is spread equally across all time periods does not sufficiently promote conservation during the hours of peak demand.

Establishing a 3-hour super on-peak period for the food processing industry would create a revenue shortfall that other customers would have to assume.

Many agricultural customers depend heavily on summer on-peak usage and have a limited ability to shift their demand to other periods.

Agricultural customers are disproportionately affected by the rate increases in this year due because the impacts of the energy crisis are compounded by drought.

Capping agricultural rate increases at 30% will mitigate the effects of the rate increase.

A bill limiter of 250% for agricultural customers will mitigate the liability of some customers for extraordinary cost increases.

Master meter customers will have to revise their billing systems to incorporate new surcharges, and to comply with Water Code § 80110 and Pub. Util. Code § 739.5, by June 1, 2001.

It would be inequitable for master metered customers to be exempt from paying the surcharge while charging their tenants for the surcharge.

The rate increase adopted today, in combination with energy efficiency programs, will prompt cities and counties to invest in the more efficient street lighting equipment.

Interruptible customers receive a substantial pricing incentive, which cannot be altered until March 31, 2002, pursuant to § 743.1(b). 

To the extent customers receive information about their usage patterns and prices they are better able to change their usage patterns and conserve, and do so in cost-effective ways.  

Real time pricing may reduce energy costs to customers and system wide because such pricing will enable to customers to control the timing of their energy use and reduce peak load.

The customer bill format must communicate the direct correlation between electricity supply, price, usage, and consumption patterns in order to promote price-responsive behavior. 

Consumers are most likely to respond to price signals when their bills provide sufficient detail allowing consumers to identify and understand pricing structures.

The customer bill does not provide sufficient space to accommodate comprehensive information about the rate increase.

FERC representatives have publicly advocated in favor of customers facing the actual cost of wholesale power purchases as they are incurred. 

A review of PG&E’s and Edison’s rate schedules and rate design in early 2002 will permit the Commission to determine the impact of today’s order on customers and the costs and reliability of the electric system.

The ISO has predicted more than 30 days  of rolling blackouts of electricity supply over the upcoming summer.

Electricity supply blackouts can severely impair public health and safety. 

On January 17, 2001, Governor Davis declared a State of Emergency due to the energy shortage in California.

Conclusions of Law

1. Water Code § 80110 exempts all residential usage below 130% of baseline from any increase in electricity charges after February 1, 2001.

2. It is reasonable to allocate the three-cent per kilowatt hour surcharge on an equal cents per kWh basis to protect vulnerable customers and mitigate the potential for extreme hardship on individual customers.

3. It is reasonable to adopt revenue allocation and rate design that: (1) reduces energy use and California’s liability for electric power costs; (2) allocate the costs of this generation in a fair and understandable manner to all customers; (3) protects the most vulnerable customers; (4) ensures no individual customers experience extreme hardship; and (5) provides customers ways to manage energy usage and reduce their energy bills. 

4. The revenue requirement shortfall created by exempting residential sales below 130% of baseline amounts and CARE rates from increases, and by adopting agricultural rate caps should be allocated to all other sales, one-third to each of the three customer classes, commercial/agricultural, residential and industrial.

5. Customers with medical conditions should be exempt from rate increases. The revenue shortfall from this exemption should be allocated consistent with the allocation of the CARE exemption shortfall.

6. The revenue associated with applying the three-cent/kWh surcharge to all non-exempt energy sales from March 27, 2001 to the day utilities begin collecting the surcharge should be added to each utility’s revenue requirement and amortized over a twelve month period.

7. The surcharge adopted in D.01-03-082 should not apply to direct access customers because they are not relying on CDWR or the utilities to obtain their power.

8. It is reasonable to adopt the use of bill limiters of 300% for all rate classes other than agriculture and 250% for the agricultural class, relative to the class average rate.  A lower limiter for the agricultural class is reasonable due to the higher than normal water pumping requirements forecast for this summer.  The shortfall should be allocated consistent with the allocation of the shortfall occurring as a result of the CARE rate increase exemption.

9. PG&E and Edison should be ordered to file proposals for pilot rates  for federal agencies that reflect concurrent wholesale market prices.

Pursuant to § 368(a), PG&E’s and Edison’s residential and certain small commercial customers currently receive a 10% reduction to their electricity rates, financed by rate reduction bonds issued pursuant to § 840-847, and orders of this Commission.  The 10% rate reduction applies through the end of the transition period established in § 368(a), i.e., through March 31, 2002.

The Commission should not resolve in this proceeding issues relating to the 10% RRB-financed rate reduction

Because the ISO has predicted rolling blackouts on 30 days in Summer 2001 and the Governor called a State of Emergency on January 17, 2001, an unforeseen emergency as provided in § 311(d) exists for purposes reducing the 30-day advance publication period of Section 311(d) to five days, and to allow parties to file and serve written comments on May 10th, followed by final oral argument on May 11th and Commission consideration of the decision on May 14th.

This order should be effective today in order to allow the adopted rate design to be implemented expeditiously.

INTERIM ORDER

IT IS ORDERED that:

1. Within seven days of the effective date of this decision, Pacific Gas & Electric Company (PG&E) and Southern California Edison Company (Edison) shall file compliance advice letters with complete tariffs to implement the rate design changes adopted herein.  PG&E’s advice letter shall become effective on June 1, 2001 subject to Energy Division determining that it is compliant with this Order.  Edison’s advice letter shall become effective on June 3, 2001 subject to Energy Division determining that it is compliant with this Order.  PG&E and Edison shall include with their advice letters detailed and complete work papers showing the revenue allocation and rate design calculations underlying the new rates for each rate schedule.  On the same day that they file their advice letters, PG&E and Edison shall serve electronic copies of the work papers on Energy Division and all active parties in this phase of the proceeding.  Specifically, PG&E and Edison shall file tariffs that affect the following principles:

a)
The revenue allocation and rate design applies to the 3 cents/kilowatt-hour (kWh) surcharge adopted in Decision (D.) 01-03-082.

b) The incremental revenue requirement associated with the 3 cent/kWh surcharge adopted in D.01-03-082 shall be based on applying the surcharge to forecast system-wide sales excluding direct access sales.  The rates attached to this order reflect revenue allocation and rate design including direct access sales.  PG&E and Edison’s work papers shall show the level of direct access sales removed from the sales forecast in developing the revenue allocation, rate design, and resulting rates. 

c) The incremental revenue requirement associated with the 3¢/kWh surcharge adopted in D.01-03-082 shall be allocated among the customer classes based on the proportional number of bundled service kilowatt-hours (kWhs) each class is forecast to consume during calendar year 2001 (i.e., equal cents per kWh allocation).

d) CARE customers, residential usage below 130% of baseline, and  medical baseline customers are exempt from any revenue allocation associated with the 3 cent/kWh surcharge authorized by D.01-03-082. PG&E and Edison’s work papers shall show the sales associated with medical baseline customers, and how the rates were adjusted to reflect exemption of these customers from the surcharge.

e) The revenue shortfall resulting from applying the 3¢/kWh surcharge approved in D.01-03-082 to forecast sales to bundled service residential customers below 130% of baseline, the agricultural rate cap, bill limiters, CARE customers, and medical baseline customers shall be re-allocated to each of the three customer classes equally one-third to each, and not to sales that are exempt from the rate increases.  
f) Rates shall include an allocation of shortfalls resulting from the application of the bill limiters adopted herein.  PG&E and Edison’s work papers shall show how they developed the amount of the bill limiter shortfalls and how these shortfalls are reflected in the revenue allocation, rate design, and rates within each rate schedule.  

g) PG&E and Edison shall each establish a balancing account to track the actual bill limiter revenue shortfall amount compared to the allocation of the bill limiter shortfalls required pursuant to Ordering Paragraph 1f, above.  Balances in these accounts will be reviewed in PG&E’s and Edison’s next respective electric rate design proceedings.

h) Edison and PG&E shall reflect a 5 tier-rate residential rate design with incremental block tiers with the following tiers:

a.
Tier 1 
Up to the baseline amount

b.
Tier 2 
From 100 – 130 % of baseline

c.
Tier 3 
From 130 – 200 % of baseline

d.
Tier 4
From 200 – 300 % of baseline

e.
Tier 5
In excess of 300 % of baseline.

i) For small and large commercial customers with seasonal designation, 70% of revenue requirement shall be allocated to the summer period and 30% to the winter period.

j) Non-TOU non-residential customer class shall have a bill limiter of 300% of class usage.

k) Rate schedules that incorporate declining blocks shall be modified to be an increasing block structure. 

l) Agricultural rate increases shall be limited as set forth herein for both time-of-use and non-time-of-use customers, with the resulting revenue shortfall to be spread over the eligible sales of all three customer classes, one third of the shortfall to each.

m) Agriculture rates shall be subject to a bill limiter of 250% on energy charges.

n) The surcharge revenue requirement shall be allocated to the streetlight, traffic signals and outdoor lighting schedules on equal cents per kilowatt-hour basis.

o) The 10% RRB-financed reduction to rates shall apply to rates in effect prior to implementation of the 1¢/kWh and 3¢/kWh surcharges.

p) The bill format shall incorporate the rate increase through the applicable baseline tiers, mid-, off-, or on-peak classifications, or other appropriate usage-based component.

2. PG&E and Edison shall amortize the revenue associated with applying the 3¢/kWh surcharge to all non-exempt energy sales from March 27, 2001, to the day utilities begin collecting the surcharge over a 12-month period beginning with the date the utilities begin collecting the surcharge. 

3. PG&E and Edison shall collect SIC classification data from their customers in an effort to understand whether a more detailed system of rate design by SIC classification should be available in future rate design proceedings.

4. Master meter customers shall revise their billing systems to incorporate this surcharge, and to comply with Water Code § 80110 and Pub. Util. Code § 739.5, by June 1, 2001.

5. PG&E and Edison shall file proposals consistent with this order for a pilot rate design for federal agencies that incorporates federal policy to the effect that customers pay wholesale prices as they are incurred.  

6. PG&E and Edison shall post on their respective web sites: (1) dynamic load profile information for all rate groups for which such information is available, (2) pricing information, as it becomes available, (3) day-ahead ISO price for electricity daily, and (4) such other information as may be useful to customers in controlling their energy usage and bills.  

7. PG&E and Edison shall prepare bill inserts notifying customers of the need for the rate increase, tiered rate structure, usage levels not impacted, customer exemptions, the need for conservation and information about the CARE, medical baseline and California 20/20 Rebate programs. The bill insert will be submitted to the Public Advisor for review and approval by May 18.

This order is effective today.

Dated ____________________, at San Francisco, California.
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(END OF APPENDIX A)

� The rates we authorize will actually generate additional revenue through the end of 2001 in order to permit the utilities to recover the authorized rate increase  between March and June 2001


�We also increased the eligibility criteria for the electric customers participating in the CARE program from 150% to 175% of the federal poverty guideline.  Additional CARE  eligibility and outreach issues are being addressed in proceedings now underway at the Commission, A.00-11-009 et al.


� Chapter 1010, Stats. 1975, Miller-Warren Energy Lifeline Act, Sec. 1(a) provides:  “Light and heat are basic human rights and must be made available to all the people at low cost for basic minimum quantities.”  C.f., Stats. 1982, ch. 1541, section 1(d), continuing this program in effect.


� Stats. 1985, ch. 1392, Section 1 is a representative legislative declaration:  “It is the intent of the legislature that the Public Utilities Commission  take cognizance of the competitive disadvantages endured by many industrial users of large quantities of electricity in this state,…that the commission …adopt…rate structures for these users…so as to improve this competitive situation and enhance the business environment  of California….


� All statutory references are to the Pub. Util. Code, unless otherwise noted.


� At the April 2 PHC and in comments on April 6, 2001.


� Bradford, Energy Division, 23 RT 3001-2.  Bradford states that the eight rate design principles laid down by James Bonbright, the preeminent utility economists of the mid-20th century, have held up well over time and should be considered by the Commission here.  The eight principles are listed in Appendix A.


� The exposure to blackouts and service interruptions cannot be prevented merely through increasing prices, reliability is dependent on many facts, including temperature, decreasing demand and the ability of sellers to withhold capacity from California’s market.


� Marcus, TURN, 24 RT 3293; Brubaker, FEA, 19 RT 2504; McCann, CIPA/WMA, 22 RT 2873.


� ORA took no position on this issue. 


� Percentage of baseline usage. 


� Exhibit 116 PG&E Rate Design Testimony. 


� Exhibit 111 ORA Testimony.  ORA’s rates are slightly different from PG&E’s apparently because PG&E accounted for rate reduction bonds and the 1¢ surcharge and ORA did not. 


� Balancing accounts have been established in D.01-03-082, but only for the purpose of recording revenues received from the authorized rate increases.


� 	Exhibit 127, p. 20.





� 	Yates, CLFP, Tr. 2435.


� See, e.g., CAISO Summer Assessment prepared on March 22, 2001 that identifies resource deficiencies for June through September ranging from 600 MW to nearly 3,700 MW. This report can be accessed on the ISO’s website:  http://www.caiso.com.
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