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PUBLIC UTILITIES COMMISSION

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3298

May 9, 2001

TO:  PARTIES OF RECORD IN APPLICATION 00-11-038 ET AL.

Enclosed are the proposed decision of Administrative Law Judge (ALJ) Christine Walwyn and the alternate order of President Loretta Lynch in the rate design phase of this proceeding.  These items will be on the Commission’s agenda at the May 14, 2001 meeting.  The Commission may act then, or it may postpone action until later.

When the Commission acts on the proposed decision or the alternate, it may adopt all or part of it as written, amend or modify it, or set it aside and prepare its own decision.  Only when the Commission acts does the decision become binding on the parties.

Rule 77.7(f)(9) provides for reduction or waiver of the 30-day period for public review and comment when public necessity requires such reduction.  We must balance whether the public necessity of adopting an order outweighs the public interest in having the full 30-day review and comment.  We are convinced that these items fall under Rule 77.7(f)(9), and for that reason, we established a shortened period for comments on the proposed decision and the alternate.

Parties to the proceeding may serve comments on the proposed decision and the alternate by 6:00 p.m. on May 10, 2001 by electronic service, followed by formal filing on May 11, 2001.  No reply comments will be accepted.  Pursuant to Rule 77.3 of the Commission’s Rules of Practice and Procedure, opening comments on each document shall not exceed 15 pages.  Finally, comments on the proposed decision and the alternate must be served separately on the ALJ and the assigned Commissioner, and for that purpose I suggest electronic service, hand delivery, overnight mail, or other expeditious method of service.

/s/ LYNN T. CAREW 

Lynn T. Carew, Chief

Administrative Law Judge

LTC:tcg

Attachments
ALJ/CMW/tcg
DRAFT
1



5/14/01
Decision PROPOSED DECISION OF ALJ WALWYN  (Mailed 5/9/2001)

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

	Application of Southern California Edison Company (E 3338-E) for Authority to Institute a Rate Stabilization Plan with a Rate Increase and End of Rate Freeze Tariffs.


	Application 00-11-038

(Filed November 16, 2000)

	Emergency Application of Pacific Gas and Electric Company to Adopt a Rate Stabilization Plan.

(U 39 E)


	Application 00-11-056

(Filed November 22, 2000)

	Petition of THE UTILITY REFORM NETWORK for Modification of Resolution E-3527.


	Application 00-10-028

(Filed October 17, 2000)


(See Appendix A for List of Appearances.)

TABLE OF CONTENTS



Title









  Page

2INTERIM OPINION REGARDING RATE DESIGN……………………………..

      I.
Summary
2
    II.
Background
3
   III.
Rate Design Principles and Goals
6
A.
Equity
7
B.
Conservation
9
   IV.
Revenue Requirement Increase
11
    V.
Revenue Allocation
16
A.
Revenue Allocation Methodology
16
B.
Revenue Requirement Shortfalls
22
1.
Usage Under 130% of Baseline
22
2.
CARE and Medical Baseline Exemption
26
3.
Direct Access Customers
28
C.
Amortization of Rate Increase as of March 27, 2001
29
   VI.
Preliminary Matters in Rate Design
31
A.
Rate Freeze Constraints
31
B.
Agricultural Definition
33
C.
Bill Limiters
35
  VII.
Residential Rate Design
36
A.
PG&E’s E-8 Schedules
37
 VIII.
Nonresidential Rate Design
38
A.
Tiering
38
B.
Non-TOU Schedules
40
C.
Time of Use
41
D.
“Super Peak” Rate
42
E.
County of Los Angeles’ Proposal to Cap Rates for 
   Essential Customers
43
F.
Agricultural
43
G.
Master Meter Customers
44
H.
Streetlight and Traffic Light Schedules
45
I.
CIPA’s Credit for Interruptible Customers
46
TABLE OF CONTENTS

(Cont'd)



Title









  Page

   IX.
Other Issues
46
A.
Tracking and Posting Data
46
B.
Expedited Installation of RTP Metering Systems
48
C.
10% Rate Discount Associated with Rate Reduction Bonds
49
D.
Bill Display
51
E.
Bill Insert
52
F.
Customer Education
53
    X.
Next Steps
55
   XI.
Issuance of the Proposed Decision
56
INTERIM ORDER…………………………………………………………………….
73


Appendix A – List of Appearances

Appendix B – Pacific Gas and Electric Proposed Rates

Appendix C – Southern California Edison Proposed Rates

INTERIM OPINION REGARDING RATE DESIGN

I. Summary

This decision adopts a rate design for the three-cent per kilowatt-hour (kWh) rate increase authorized for Southern California Edison Company (Edison) and Pacific Gas and Electric Company (PG&E) in Decision (D.) 01‑03‑082.  That surcharge was adopted on March 27, 2001 to provide the utilities with additional revenues on a going-forward basis in order for those utilities to comply with their statutory duty to provide adequate electric service to their customers.  Pursuant to Assembly Bill (AB) 1X, residential use below 130% of baseline is exempt from this increase.  In addition, we exempt all customers who qualify for the California Alternative Rates for Energy (CARE) and Medical Baseline programs from paying the surcharge.
  

In today’s decision, we address the steps for allocating the rate increase to customer classes.  First, we determine the revenue requirement, which is the starting point for revenue allocation and rate design.  We then allocate the revenue increase among the customer groups.  Finally, we design rates within the customer groups to collect the revenue requirement.  We allocate revenue and design rates in a manner that is consistent with our overall goals of conservation and equity.  

The rate design we adopt allows rates to be effective as of June 1, 2001.  One important goal of this rate design is to provide both customers and this Commission the market information and technical tools (RTP metering systems) to actively respond to the wholesale market costs California Department of Water Resources (CDWR) could face this summer.  We also set in place a framework that allows us to make midcourse corrections this summer. 

II. Background

While we adopted a rate increase effective on the date D.01-03-082 was issued, we did not adopt a specific residential tiering approach in the absence of an overall rate-design proposal and sufficient record evidence to so act. Conceptually, we agreed that it is time to adopt a tiered approach for those customer classes that do not have rates structured on a time-of-use (TOU) basis.  This approach sends the proper price and usage signals.  Electric bills should be tiered to promote conservation, i.e., those who use more electricity pay higher prices for the excess use.

Residential customers whose usage is below 130% of baseline are now statutorily exempt from rate increases that were not in effect as of January 5, 2001.  The assigned Commissioner issued a concurrent Assigned Commissioner Ruling (ACR) setting forth an illustrative tiered rate design, inviting comment, and scheduling a prehearing conference (PHC) to establish dates for briefings and hearings.
 

On April 2, 2001, the assigned Commissioner and assigned Administrative Law Judge (ALJ) convened a PHC.  The assigned Commissioner stated that the Commission would pursue an intensive and expedited schedule in order to adopt and implement by June 1, 2001 a rate design to collect the three cents per kWh increase approved by the Commission in D.01-03-082.  The following day, April 3, the Commission’s Energy Division held a workshop to finalize rate design templates and develop a master data request for the utilities.  Parties also discussed a procedural schedule to present the Commission.  On April 5, Edison and PG&E each filed a report on their billing system capabilities, and on April 6, all interested parties filed comments on the rate design goals the Commission should pursue, billing system structural issues, and procedural schedule.

On April 11, 2001, the assigned Commissioner issued a ruling finding that, after review of the April 6 comments, the Commission needed a more extensive evidentiary record to design new rates.  The April 11 ruling directed parties to serve their rate design proposals as testimony on April 13, followed by hearings to commence on April 16.  The Energy Division held a workshop on April 12 to provide parties more information regarding the rate design proposed by Governor Davis.  The parties listed in the accompanying footnote served testimony on April 13, 2001
.  

The Commission held hearings beginning on April 16 and concluding on April 26.  Expert witnesses Peter A. Bradford, George J. Sterzinger, and Severin Bornstein, also appeared before the Commission at hearing on April 24 and 25 to offer testimony evaluating how effectively the proposed rate design proposals meet our rate design.  

The Commission also held Public Participation Hearings (PPHs) throughout Edison’s and PG&E’s service territories to allow customers to directly address the Commission.  The PPHs were held in the following locations on the dates and times indicated:

Monday, May 7:
12 noon
Santa Monica




7:00 p.m.
Rosemead


Tuesday, May 8:
2:00 p.m.
Fresno





7:00 p.m.
Visalia


Wednesday, May 9:
2:00 p.m.
Fullerton






7:00 p.m.
San Bernadino
Thursday, May 10:
12 noon
Sacramento





7:00 p.m.
Oakland

Friday May 11:

3:00 p.m.
San Jose 

Edison and PG&E informed all customers of the locations and times by a special mailing.  At the PPHs, the Commission heard statements from a total of ____ citizens.

After the conclusion of hearings on April 26, 2001, the parties filed briefs.  The proposed decision was issued for comment on May 9, 2001.  The parties filed and served comments on the proposed decision on May 10, 2001 and presented Final Oral Argument to the Commission on May 11, 2001.

III. Rate Design Principles and Goals

In the ACR issued on March 26, the following principles were set forth as a framework in designing the illustrative rate proposal:

· 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 tiered to promote the greatest amount of conservation possible during summer peak hours.
After considering interested parties views
 on the rate design goals the Commission should pursue, 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 will appear from the discussion below, the original framework has been extensively modified in response to the submissions of parties.

We provided each witness an opportunity to address the rate design goals of equity and conservation as set forth in the March 26 ACR.  In addition, as explained above, we invited three expert witnesses to offer testimony that evaluated how effectively each rate design proposals met these goals.

A. Equity

The goal of equity is essentially one of fairness, viewed in a broad context.  Cost responsibility should be considered but only as one of the measurement criteria, and only when we have the reliable data to use in our analysis.  In this proceeding, we will consider the unusual nature and large dollar amount of the surcharge increase, as well.  Parties generally agree that we do not have the cost of service data necessary to consider cost-based equity
 here.  There are two reasons for this.  First, we do not have accurate information concerning the nature and extent of the costs relating to power purchases to date by CDWR on behalf of the utilities and their customers.
  These purchases are the primary basis of the three-cent surcharge authorized in D.01-03-082 and being allocated here.  Second, the wholesale power market has been dysfunctional for approximately a year, such that costs are not the basis of the prices being charged.  As PG&E states, “There is no basis for assuming that peak demands drive investment decisions in the current wholesale market.”

We agree with TURN that we should consider fairness in the broadest sense, viewing it as a social or policy construct far more than it is a matter of economics.
  The view that fairness encompasses social and political questions is shared by Peter Bradford, one of three outside experts invited by the Commission.  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 among the existing customers.
  Further, Bradford states he would consider ability to pay as a measurement criteria in looking at equity as a rate design goal.  

In recognizing the extraordinary burden we must allocate, we are convinced of the need to allocate this burden on an equal basis, in a manner that protects vulnerable customers and ensures no individual customers experience extreme hardship.  The basis on which we allocate this increase should be understandable to all customers and appear reasonable to most customers.  Following Bonbright’s first principle, our rate design should have the related practical attributes of simplicity, understandability, public acceptability, and feasibility of application.  

We are certainly conscious of the economic impact our decision will have on all sectors of California life – residential, retail and service businesses, agriculture, public services, and manufacturing and processing firms.  We intend to design rates that provide price signals to which customers can respond, and thereby reduce the amount of the increase they will see on their bills.  We will ensure that customers receive the public information and energy efficiency tools necessary to manage their energy usage in a manner that reduces their overall bill.  

We are also cognizant of individual customer impact as a principle to be considered in designing equitable rates.  As CIU states, “a second prong of the equity test is that no customer should receive very harsh impacts relative to others.”
  ORA addresses this issue through its bill limiter proposal.  CIPA believes that the equity goal will be met through (1) protection of low-income customers under the CARE customer exemption, (2) the Governor’s proposal that agricultural rates be capped, and (3) the Legislature’s exemption of residential usage up to 130% of baseline. 

At this time, we do not intend to pursue the goal of reducing the disparity in prices paid for energy among customer classes.  We do not have sufficient data to undertake this fundamental structural review now.  We intend to revisit this goal in future proceedings. 

B. Conservation

Conserving electricity means reducing the amount of electric power needed to serve customers.  This is a fundamental rate design goal of this proceeding.  The record demonstrates that power purchased in the wholesale market for all hours by CDWR and the Independent System Operator (ISO) to serve the customers of PG&E and Edison is prohibitively expensive, as we discuss more fully below.

The March 26 ACR also cited our goal of promoting the greatest amount of conservation possible during summer peak hours.  The record reflects that summer peak is the time PG&E and Edison have the largest net short position and are therefore projecting a need for the most purchases from CDWR and the ISO to meet anticipated customer needs.  We expected to have detailed information from CDWR, broken out by month and time of day, on the amount of power it had under contract, the prices it would be paying, and the amount of power it anticipated buying on the spot market.  This information would allow us to determine the value of conserving energy in specific peak periods.   Unfortunately, we have not yet received that information.   

Several parties testified that they expect CDWR will have to purchase significant power on the spot market this summer.  Our record provides information showing futures contracts for this summer being quoted at $200-800/MW.  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 is designed to 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 effective tools to promote conservation.  A reduction in total energy consumption will help protect Californians from blackouts and reduce the total financing needed by the state to purchase electricity.  

To maximize the value of conserving energy at times of peak demand, we can strengthen the price signal we send customers for periods when demand is highest.  We have some ability to do this now by increasing rates at peak periods for those customers on time-of-use (TOU) schedules.  Without having CDWR’s specific cost and supply information we are using our institutional judgement based on our expertise and experience to set the price premium for peak usage.  This is also the basis for our determination that the traditional peak period of 6-8 hours accurately captures the specific peak time periods we need to address.  Both of these findings may be modified when the CDWR provides us with more and better information.

We will address the issue of reliability through promoting our conservation goals and using interruptible programs that we are addressing in Rulemaking (R.) 00-10-002.  We recognize that certain types of customers place an extremely high value on reliability and expect that these customers will be particularly receptive to peak reduction programs.  

The Legislature authorized $35 million in AB 1X 29 for the CEC to install RTP metering systems on all commercial customers of PG&E and Edison with connected loads of 200 kW and above.  When CEC completes this installation and the CDWR provides specific projections, the Commission will be better able to specifically target and provide more effective price signals.

Consistent with our principles of equity and conservation, we adopt a revenue allocation and rate design that achieve the following objectives: (1) reduce the need for procuring power and therefore reduce the amount of money California is paying wholesale generators for electric power; (2) allocate the unreasonable costs of this generation in a fair and understandable manner to all customers, recognizing the adverse economic impact our decision will have on all sectors of California life; (3) protect the most vulnerable customers; (4) ensure no individual customers experience extreme hardship; and (5) provide customers the necessary tools to manage their energy usage and reduce their energy bills.

IV. Revenue Requirement Increase

Determining the revenue requirement increase is the first step in allocating revenue and designing rates.  Determining the exact price increase to be implemented for each nonexempt rate schedule offered by the Edison and PG&E first requires calculating the incremental revenue each utility must collect.  In a typical rate case, we would determine the per kWh increase for each rate schedule as the ultimate product of allocating a known increase in costs or revenue requirement.  Here, however, the unprecedented current circumstances described in our earlier decisions, D.01-01-018 and D.01-03-082, preclude us from knowing actual cost increases or revenue requirement.  We do not know the costs of wholesale power being purchased to serve electric customers, in part because the CDWR has not yet established its revenue requirements.  Nevertheless, we must expeditiously determine a revenue requirement and implement the surcharge.
  The surcharge revenues are subject to refund, as provided in D.01-03-082, should the anticipated costs not materialize.

The incremental revenue requirement created by the surcharge authorized in D.01-03-082 is a function of the sales to which the revenue requirement increase applies.  The sales forecasts used by both Edison and PG&E were prepared solely by the respective utilities.  Due to the extremely compressed schedule for this proceeding, these forecasts were not thoroughly reviewed by the other parties, as would be the normal course in a proceeding implementing a rate case of this magnitude.  Due to the lack of review, Aglet requests that we limit the use of these forecasts to the rate increase at issue in this proceeding.  We agree.  In addition to the usual uncertainty present in any forecast, the time available has not allowed the utilities even to account for known or predictable future events.
  Consequently, we must acknowledge that these forecasts, while the best evidence available, should only be used for the limited purposes of this proceeding.  

Having concluded above that we will use the sales forecasts provided by the utilities, we must determine whether the rate design is applicable to both the 1¢/kWh increased authorized in D.01-01-018 and the 3¢/kWh increase authorized in D.01-03-082.  In addition, we must determine whether the sales to which the surcharge is applied for purposes of determining the incremental revenue requirement properly include sales exempt from paying the surcharge.  

In D.01-01-018, we authorized PG&E and Edison to impose for 90 days an Emergency Procurement Surcharge (EPS) of 1¢/kWh for all applicable sales of electricity.  We directed PG&E and Edison to implement the increase as adopted; that is, add a 1¢/kWh surcharge to all applicable sales.  In D.01-03-082, Ordering Paragraph 6, we made the EPS permanent and, in Ordering Paragraph 1, we authorized an additional surcharge of 3¢/kWh.  For the latter surcharge, however, we declined to adopt a similar across-the-boards approach and instead undertook this process to consider rate design proposals tailored to encourage conservation by allocating more of the surcharge to higher volume users’ “tiered rates.”

Some parties have advocated that we include the revenues to be collected from the EPS in this rate design effort.  Specifically, those parties would calculate the incremental revenue requirement by multiplying forecasted sales by 4¢/kWh, rather than 3¢/kWh.

Aglet stated that the rate design adopted in this phase should be applied to the full four-cent increase because considering only the three-cent increase would tend to obscure the “full impact of the heroic rate increases customers will bear.”  CLECA/CMTA argued that while the Commission did not have the opportunity to evaluate revenue allocation and rate design for the one-cent surcharge when it was adopted, the Commission should use this phase for that purpose.

The Commission adopted the one-cent surcharge on January 4, 2001, which applies to all sales except to customers eligible for the CARE program.  On February 1, 2001, the California Legislature enacted and the Governor signed AB1X, which created another exemption.  Among other things, AB1X prohibits increases to rates effective on January 5, 2001, applicable to residential usage below 130% of baseline usage.  Because the Legislature adopted the 130% exemption after we adopted the 1¢ surcharge, the 130% exemption does not apply to the one-cent surcharge.  Stated another way, usage below 130% is not exempt from the 1¢ surcharge.  Such usage is, however, 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 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 EPS 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 to the three-cent increase. 

Edison calculates the incremental revenue to be recovered by multiplying 3¢/kWh times its total forecasted system-wide sales for 2001 
of 83.78 billion kWh.  This results in an annual revenue increase of $2.513 billion.  Similarly, PG&E applies 3¢/kWh increase to all its forecasted sales for 2001.  PG&E determined that its annual incremental revenue requirement is $2.46 billion
.  Because we agree that the revenue requirement increase should apply only to the 3¢/kWh adopted in D.01-03-082 and because we agree that we will use the utilities’ sales forecasts for our determinations in this decision only, these revenue requirement increases are an accurate estimate of what is required. 

Most parties apply the surcharge amount to all forecasted sales, including those sales that are exempt from paying it.  In this way, the revenue requirement is determined based on an average of 3¢/kWh, recognizing that some kWh sales will carry no surcharge and others will carry a substantially higher surcharge. 

Aglet agrees that under usual circumstances exempting certain sales from cost recovery responsibilities would yield a shortfall that other customers would have to make up.  Aglet contends that in this unusual proceeding there is no legal or policy requirement to recover revenues that the utility would have achieved if there were no exempt sales.  Because the surcharge is not based on quantified costs, there is no absolute need to collect that revenue.  TURN agrees that all usage that is exempt from paying the surcharge should similarly be exempt from determining the revenue requirement.  TURN contends that the first step in a proper methodology for allocating the rate increase to residential customers is to exclude the protected usage, as determined by the Commission and the Legislature. 

In adopting the three-cent surcharge in D.01-03-082, we did not specifically address this issue 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.”  There is no way of knowing actual procurement costs at this point in time.  CDWR has not yet established its revenue requirements for procuring power.  However, we have clearly stated that CDWR is to receive the full amount the utilities collect from all customers for each kWh of power provided by CDWR.  PG&E and Edison are required to pay CDWR for energy purchases on behalf of all retail customers, without providing any exemptions for CARE usage or residential usage below 130% of baseline.  It is reasonable to base the revenue requirement on applying the surcharge to forecast system-wide sales.  Therefore, while we reiterate our commitment to ensuring that the exempt sales do not pay the surcharge, for purposes of determining the overall revenue requirement, all sales should be included. 

V. Revenue Allocation

Having determined the revenue requirement amount each utility is authorized to collect under the 3¢/kWh surcharge, the next step is to establish a rate structure that will enable Edison and PG&E to collect this revenue from its customers.  The two principal issues concerning revenue allocation are:  (1) the method used to apportion the revenue increase among customer classes; and (2) the treatment of the shortfall which results from exempting residential usage up to 130% of baseline consumption from any increase.

It is equally important to realize what we are not doing.  While the incremental revenue created by the surcharge is material when compared to the total revenue of the utilities, in this proceeding, the Commission is not setting aside all previous revenue allocation and rate design.  The allocation and rate design issues addressed in this decision are limited to allocation and design of the revenues to be collected pursuant to the surcharge.  The underlying rate structure of the utilities will not change.  Consequently, in this decision we affect only a fraction, albeit a significant fraction, of the charges imposed on customers.  For residential customers, by Legislative order, we exempt approximately half of all sales.  The scope of this proceeding does not include a complete revamping of all charges, just this surcharge.  

A. Revenue Allocation Methodology

Traditionally, revenue allocation has reflected cost causation.  For the last several years, the Commission has allocated revenue based on the fact that the costs of providing service vary with the amount and duration of energy consumption, and with the facilities used to provide service.  The Commission also found that it cost a utility more to deliver a kWh of energy during periods of peak demand than during non-peak periods.  The fundamental facts underlying such ratemaking have changed.  We have a dysfunctional wholesale energy market that has resulted in unconscionable, unlawful wholesale prices, which have increased by staggering proportions since the summer of 2000.  These prices bear no relationship to any actual costs incurred in production.  In fact, Califonria has experienced Stage 2 and 3 emergencies and rolling outages during off-peak times.

While we acknowledge that the fundamental ratemaking facts have changed, we underscore the fact that the basic costs of production, other than fuel, have not changed.  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 without limit, 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 subject to manipulation. 

Further compounding our dilemma is the fact that CDWR has not yet presented us with cost forecasts for the supply contracts CDWR is negotiating.  Absent this data, we must look to other methodology to allocate the revenue to be collected from among the customer classes.  Parties have proposed several methods for allocating revenue from the surcharge.  We describe these briefly below.

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.  Prior to making the allocation, the revenues must be adjusted to remove the effects of the Rate Reduction Bonds transaction and nonfirm service credits to interruptible customers. 

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 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 number of kWhs each class is forecast to consume during calendar year 2001. 

Our task here is to devise a rational basis for choosing one alternative revenue allocation methodology over another in a market setting that defies rationality.  The record demonstrates that (1) the traditional rules of cost causation are no longer reflected in wholesale energy prices, and (2) there is no reason to believe that any of the suggested alternatives will be better at predicting cost causation in this market.  

All but one of the suggested alternatives ignore the simple fact that the price of wholesale energy is completely divorced from cost.  The PX prices at least use recent historical data to attempt to predict what prices will be prevalent this year.  These prices, however, ignore the CDWR purchases, for good reason, as those prices are not available, as well as the other factors specific to this summer such as drought conditions in the Northwest which will seriously curtail the availability of hydro generation.

Recent price experience, however, suggests that all kWhs will be valuable.  In this volatile and dysfunctional market, we cannot predict which kWhs will be more valuable than others.  For example, California has experienced blackouts in an off-peak season, at an off-peak time of day.  Several actions could further enhance the value of off-peak energy.  Customers currently on TOU schedules may engage in more aggressive load shifting, such that off-peak loads increase, decreasing the differential between off-and on-peak.  In addition, it is possible that the drought in the Northwest may give us opportunities to run California fossil-fuel-fired generation at night and allow us to sell power to the Northwest.  These, and many other possibilities and unanticipated events, all unpredictable in the volatile energy market, could impact the value of energy at particular times. 

We recognize that we cannot devise an optimum solution.  In choosing among these proposals, at least two parties referred us to the works of preeminent ratemaking expert James C. Bonbright.  Mr. Bonbright’s teaching provide us comfort but, unfortunately, little concrete guidance:

[R]ate structure problems are far more complex than problems of a fair return even though the latter are by no means elementary; and they are even less amenable to solution by reference to definite principles or rules or rate making.  In part, the complexity is due to the mass of technical detail, including the technology of metering, involved in the design and administration of workable rate schedules for different types of utility enterprises.  In part it is due to the inability of the rate maker to predict the effect of changes in rates on demand for the services and hence on costs of supply – due, in short, to ignorance of demand functions and cost functions.  But in part – and this is the most serious theoretical difficulty – it is due to the necessity, faced alike by public utility managements and by regulating agencies, of taking into account numerous conflicting standards for fairness and functional efficiency in the choice of rate structure.  . . . [B]y way of illustration, we may note the conflict between the desirable attribute of simplicity and the otherwise desirable attribute of close conformity to the principle of service at cost.  Here, as with other clashes among various desiderata of rate-making policy, the wise choice must be that of a wise compromise; and in reaching this compromise, the practical rate expert would look in vain to any general theory of public utility rates, at least in its present stage of development, for a scientific method of reaching the optimum solution.  Bonbright, James C., Principles of Public Utility Rates, p. 288-9 (1961).

Allocating the revenue requirement to customer classes based on the proportion of 2001 forecast total kWh sales to the class drew support from PG&E, ORA, TURN, and Aglet.
  These parties chose the methodology for equity considerations and also because the methodology best reflects the surcharge’s primary purpose: to 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 as compared to the costs incurred during the same period in previous years.
  The surcharge is in place to provide the additional funds necessary to provide for customers’ energy consumption and we have previously determined that generation costs associated specifically with energy consumption are properly recovered using an equal cents per kilowatt hour methodology.
  

There is little cost data available on the wholesale purchase costs that will be necessary for this summer and the rest of 2001.  The dysfunctional wholesale market has created a unique crisis of unknown duration for California electric customers.  No class of customers believes that it is responsible for these price increases, and thus no class of customers wants to pay for increased wholesale electric costs.  

ORA equates the rate surcharge to a tax to pay for a disaster or emergency – in this case, the electricity crisis.  Applying the surcharge as broadly as possible is the fairest way to apportion the noncost-based price premium being extracted by wholesale generators and should help our choice of apportionment gain the widest public acceptance.   

An equal cents per kilowatt-hour is the most equitable revenue allocation methodology as well as the methodology most appropriate to apportioning energy purchase costs to all future energy consumption.  This allocation methodology is also simple, understandable, and consistent with our approach for the one cent surcharge adopted in D.01-01-018.  Therefore, we find that the revenue requirement associated with the 3¢/kWh surcharge adopted in D.01-03-082 should be allocated among the customer classes
 based on the proportional number of kWhs each class is forecast to consume during calendar year 2001.

B. Revenue Requirement Shortfalls

Having completed the allocation of revenue across the customer classes, we must now address the revenue shortfalls resulting from exemptions to the surcharge.  Because the exempt sales will not be contributing the revenue requirement assigned to them via the allocation process, this revenue requirement must be re-allocated to other sales.

1. Usage Under 130% of Baseline

In AB X, 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% 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 baseline quantities in D.86087, 80 CPUC 182.  Subsequent revisions and updates to the baseline quantities and applicable rates have been done in the utilities’ general rate cases.  The currently applicable baseline quantities and rates are set out in PG&E’s residential tariff schedules and in Section H.3. of the Edison Preliminary Statement. 

Taken together, new Water Code § 80110 and Pub. Util. Code § 739, exempt a significant share of each utility’s residential sales.  This exemption protects residential consumers under baseline and protects the class as a whole by providing a measure of protection to at least some portion of their service.  This statutory exemption raises the issue of how this shortfall should be recovered and from other customers.  The shortfall is significant: In Edison’s territory, 64% of residential sales are exempt, and 62% are exempt in PG&E’s territory.  

As ORA states, there are three proposals for allocating this shortfall.  The first option is to recover the shortfall within residential rates.  The second is to reallocate to all eligible sales, and the third is to allocate the increase to all nonresidential sales.

TURN proposes that the revenue requirement be re-allocated to all non-exempt sales.  TURN reasons that (1) the plain language of § 80110 is silent on the issue, and (2) the Legislature knows how to and has prohibited cost shifting when it so desires.  Because cost shifting is not prohibited, the Commission should re-allocate the revenue requirement to all non-exempt sales.  TURN also offered Exhibit 98 that is an informal analysis from a rate design expert to Senator Bowen, Chair of the Energy, Utilities, and Communications Committee.  Exhibit 98 evaluates setting the exemption at 125% versus 150% of baseline, and compares the resulting subsidies of residential customers by nonresidential customers.  Inherent in this analysis is the assumption that the shortfall would be allocated to nonresidential customers.  Based on Exhibit 98, TURN concludes that the Legislature was well aware of the cost-shifting implications of this exemption.  TURN also notes that such a re-allocation would be consistent with treatment of the CARE subsidy.

All other parties
 addressing this issue propose to re-allocate the revenue requirement to all residential sales that are not included within the exemption.  PG&E states that the Commission’s usual practice is, where cost re‑allocation is required, to keep such costs with the customer class.  PG&E points out that revenue shortfall created by baseline rates is re-allocated solely within the residential class.  Edison adds that the Governor in his rate design proposal uses this re-allocation methodology.

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.  Exhibit 111 

shows the following comparison of the rate increase that would result from the competing re-allocation methods for two groups of Edison customers:
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36%


   43%

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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    14.32
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19.5

    16.66
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One of the criteria for desirable rate structure advocated by Professor Bonbright is that the rates are stable, with a minimum of “unexpected changes seriously adverse to existing customers.”
  The price increase that a customer would see should the customer’s usage move from Tier 2 to Tier 3 spikes dramatically under the “only non-exempt residential” methodology, but is more gradual (although still high) under the other methodology.


Guided once again by Professor Bonbright’s directive to make wise choices, we find that re-allocating the revenue requirement associated with sales that are exempt from paying the surcharge solely to the narrow range of remaining residential sales is too severe.  The cost of this legislatively-mandated exemption should be broadly assessed across 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 sales other than residential sales below 130% of baseline.  Therefore, we adopt the TURN method of capturing the revenue shortfall.  This method spreads the shortfall to all eligible consumption, including residential sales greater than 130% of baseline.  We treat the shortfall in the same way we allocate CARE shortfalls, as a subsidy.  The amount is spread to all eligible customer classes on an equal cents per kWh basis.

2. CARE and Medical Baseline Exemption

We also find that the revenue requirement shortfall caused by exempting CARE 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.

In D.89-09-044, the Commission implemented modifications to its Low-Income Rate Assistance (LIRA) program that provided a 15% discount to low-income customers, and created a LIRA surcharge to recover the amounts necessary to fund the program.  Re Investigation on the Commission’s own Motion to Comply with Senate Bill 987 and Realign Residential Rates, Including Baseline Rates, of California Energy Utilities, (1989) 32 CPUC 2d 406, 419.  The decision exempted several customer groups from paying the LIRA surcharge primarily due to contractual obligations of the utility, the potential for double-paying, or statutory requirements.  In addition, the decision exempted streetlighting:

Street lighting shall also be exempt because such service is ultimately paid for by taxpayers, who will already contribute to the LIRA program as ratepayers.  32 CPUC2d at 416.  

The LIRA program was subsequently renamed CARE in § 739.1. Cal- SLA relies on this decision, and others, for the proposition that “street light customers are not to be burdened with revenue allocated from the CARE discount.”  PG&E disagrees, contending that the previous Commission decision applied to allocating the cost of the discount for low-income service.  At issue in this proceeding, in contrast, is allocating the revenue requirement for an overall surcharge. 

We agree with PG&E.  Whatever may have been the validity of the 1989 justification to exclude street lighting from its fair share of this program, that justification is not applicable here.  This allocation is not a revenue requirement necessary to fund the low-income discount program, from which street lighting continues to be exempt, but rather a general surcharge covering procurement of electricity.  It should be allocated as broadly as possible to achieve our goal of equity.  

The purpose of the medical baseline allowance is to protect those customers with medical conditions that require the use of electricity to protect their health and well being.  Current Commission-approved tariffs provide qualifying customers with a medical baseline quantity of approximately 16.5 kWh per day above the standard baseline allowance.  Medical baseline allowances are required by § 739(b)(1).
  We also adopt an exemption of the rate increase for this customer class.  The utilities’ data show that PG&E has approximately 40,044 customers on a medical baseline allowance and Edison has 12,222, for a total of 52,266.  Approximately 35% of these customers are in the CARE program and would be exempt from these charges. Because of the extraordinary size of the rate increase, it is reasonable to mitigate the impact to the remaining customers on medical baseline who are among the most vulnerable customer classes.  This exemption will be allocated using the same methodology as the CARE exemption.  The utilities should reflect the exemption of medical baseline customers in the tariffs they file pursuant to this order.

3. Direct Access Customers

In this decision, we must consider whether direct access customers should be required to pay any of the rate increase.  Direct access customers should be exempt from the surcharge as direct access customers are purchasing their own power and are not relying on the utilities.  Furthermore, direct access customers do not contribute to the net short that the CDWR is procuring on behalf of the utilities.  The surcharge adopted in D.01-03-082 is intended to provide payment for power purchases and delivery to utility customers.  Neither the utilities nor the CDWR procure power for direct access customers.  Instead, by definition, direct access customers receive their energy from their Energy Service Provider (ESP).  It would be inequitable for direct access customers to pay for both their own cost of procurement and the procurement costs of bundled customers.  We do not refer to direct access customers in D.01‑03-082 and this surcharge should not apply to direct access customers. 

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

We issued D.01-03-082 on March 27, 2001, and stated that the rate increase became effective as of that date.  That decision also obligates Edison 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 with the effective date of this order.  During the intervening time, March 27 to the date Edison and PG&E begin applying the surcharge, Edison and PG&E have been subject to the obligation to pay the funds to CDWR but have not been able to collect the amounts from their customers.  PG&E and Edison therefore seek to recover the revenue shortfall from this time period over some period in the future.  Edison proposes to recover this shortfall by amortizing it over three months (June until August).  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.
  This point is irrelevant.  Section 728 requires the Commission to determine the rate “to be thereafter observed and in force.”  The right to recover the 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 here 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, what § 728 requires is that there be 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.

Therefore, we determine that 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 each utility’s revenue requirement.  We will authorize the utilities to amortize the unrecovered amount over 12 months, as PG&E proposes.  TURN agrees that should the Commission reject its retroactive ratemaking argument, discussed above, then a 12-month amortization period is reasonable.  From a standpoint of equity, a three‑month summer amortization would undoubtedly cause undue stress on summer rates, which will already be very high.  The three-month surcharge also places a severe hardship upon summer intensive industries, especially the agricultural industry, which did not contribute significantly to the shortfall.  

VI. Preliminary Matters in Rate Design

In developing these methodologies for the rate increase, we have focused on promoting equity and encouraging conservation.  We have designed rates for Edison and PG&E customers that will meet CDWR’s revenue requirements, while promoting conservation to keep the cost of CDWR-procured power down.  Despite a number of attempts on the part of the Commission, we were unable to craft this decision with the benefit of detailed cost estimates from CDWR, and therefore, in many instances we have resorted to utilizing historical information to set peak periods.  This decision will advance the equity and conservation goals for this proceeding, but lacks the fine-tuning that could have been possible if CDWR had supported our ratemaking needs.

A. Rate Freeze Constraints

As a preliminary matter, we address the question of whether the continuing rate freeze precludes us from requiring certain customers who are not currently on time-of-use schedules to shift to such schedules.  Many parties assume, without much explanation, that such a mandatory shift is barred by the rate freeze.  A few specifically cite to the provisions of Pub. Util. Code §§ 367 and 368.  As we explain below, we conclude that the continuation of the rate freeze does not preclude us from responding to the current energy emergency by requiring certain customers to shift to time-of-use meters, thereby shifting use away from periods of peak demand.  This approach achieves our goals of conservation and equity.  Such a shift away from periods of peak demand can be expected to both help avoid blackouts and decrease the total cost of procuring electricity. 

Section 367 deals with the utilities’ recovery of certain uneconomic or transition costs.  The rate freeze is mentioned in two portions of § 367.  Section 367(a) provides for recovery of such uneconomic/transition costs “consistent with not increasing rates for any rate schedule, contract, or tariff option above the levels in effect on June 10, 1996.”  Similarly, § 367(e)(2) states that “[i]ndividual customers shall not experience rate increases as a result of the allocation of transition costs.”  

Section 368 deals with the utilities’ cost recovery plans for the recovery of uneconomic costs.  More specifically, § 368 sets certain conditions on the Commission’s approval of transition cost recovery plans.  In that regard, § 368(a) provides that the rate levels required in the cost recovery plan “for each customer class, rate schedule, contract, or tariff option shall remain in effect until the earlier of March 31, 2002, or the date on which the commission-authorized costs for utility generation-related assets and obligations have been fully recovered.”  

Thus, under § 368, the rate freeze is a required condition of the plan for recovery of transition costs.  Similarly, under § 367, the recovery of transition costs is not allowed to result in a rate increase.  In short, these provisions are designed to control the recovery of transition costs.  We do not view them as a limitation on our authority to respond to the current energy crisis (which was not foreseen at the time those sections were enacted) by requiring certain customers to use TOU meters, thereby shifting load away from periods of peak demand.  (Similarly, in D.01-01-018, we concluded that the rate freeze was not a limitation on our authority to grant emergency, interim rate relief.)

We will also require the utilities to establish certain tracking accounts to further ensure that our requirement that certain customers shift to TOU schedules does not violate the principle that only the frozen rates are available for transition cost recovery.  More specifically, each utility shall track the actual billings of all customers who are required to shift to time-of-use schedules by today’s order.  Each utility shall also track what these customers would have been billed if they had remained on their former schedules.  If comparison of these two figures shows that there has been any net increase in billings as a result of requiring these customers to shift to time-of-use schedules, we will require that this net increase in revenues be devoted only to those purposes to which we have previously dedicated the once-cent and three-cent surcharges.  In this way, if there is a net increase in revenues as a result of shifting these customers to time-of-use schedules, it will not be available for transition cost recovery.  

In short, nothing in this decision alters Ordering Paragraph 9 of D.01‑03‑082, in which we concluded that the rate freeze has not ended for either PG&E or Edison under AB 1890.  Rather, we conclude that, even while the rate freeze continues under AB 1890, we may require customers to shift to time-of-use schedules to encourage those customers to shift-load off-peak and thereby ameliorate the current energy emergency, so long as any resulting increase in revenues cannot be used to recover transition costs. 

B. Agricultural Definition

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) and 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 California’s agriculture industry, and their heavy dependence upon summer on-peak usage.  However, we will not expand the definition of the agricultural class at this time.  The potential of migration for industrial customers tied to the agricultural industry deserves further exploration.

We decline to make this change at this time, for the reason that our record is insufficient to conclude that such a change will not result in cost shifting.  We do not believe the Wine Institute’s recommendation -- that we adopt this expanded category, along with a requirement that the utilities track the revenue changes resulting from customers moving to agricultural tariffs, in order to keep revenue shortfalls within each customer class and to prevent cost shifting to other classes - would sufficiently satisfy the terms of the statute.  Moreover, making such a change would also require that we craft a definition of “agricultural commodity food processors.”  While we have received some suggestions on how to do this, we would need to explore further on the record the ramifications of different alternatives. 

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.  We will further examine this proposal to determine its feasibility and explicitly specify the type of customer eligible to migrate, and examine the impact of cost shifting upon other customer groups before adopting this measure. 

C. Bill Limiters

ORA proposes using bill limiters to protect energy consumers from large increases.  Some parties have suggested special schedules to protect their unique industries.  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 reside within the industrial rate schedules should be protected by bill limiters, which can help limit the hardship created by equal cents per kWh surcharge.  We believe that bill limiters are preferable to the creation of new schedules to reflect the diverse needs of customers.  It is not feasible for Edison and PG&E to change the rate schedules to reflect the special constraints of each industry before June 1.  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, relative to the class average rate.  These bill limiters will serve as adequate protection from unique circumstances resulting in extraordinary bill impacts and can serve as a more general aid to all consumers in the way they mitigate rate increases. 

We acknowledge that implementing bill limiters for all customers may result in a revenue shortfall.  We expect this shortfall to be small since bill limiters cap bills of  "outlying" customers, i.e., those with extremely high bills.  However, the utilities should be able to recover these shortfalls from all customers, except those we exempt from the rate increase, i.e., CARE, residential sales below 130% of baseline, and medical baseline customers.  In their compliance advice letters, PG&E and Edison should reflect in rates an allocation of shortfalls from bill limiters to all customers subject to the rate increase.  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 review the balance in this account in the utilities' next rate design proceeding. 

VII. Residential Rate Design

In the interest of promoting conservation, the March 26 ACR proposed a tiered rate structure.  As we have discussed, our discretion in setting the tiers is framed by AB1X1, which requires that residential consumption up to 130% of baseline is not to see a rate increase. 

We adopt a five-tier rate design with incremental block tiers.  We use a methodology similar to the one proposed by Aglet.  Tier 1 captures usage up to the baseline amount and Tier 2 represents usage from 100 percent 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, and tier 5 captures usage in excess of 300 percent of baseline.  Tiers 1 and 2 shall not see a rate increase.  The increase between tier 3 to tier 4 is set at a rate that is double the increase from tier 2 to tier 3.  The Tier 5 rate is set to be sufficient to cover the residual revenue requirement for the class.  

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 most equitable from a revenue allocation standpoint.  Prices for the residential customers who are the heaviest users will be higher than moderate users.  This approach is more equitable than increasing rates for all levels of usage by the same amount.  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. 

CLECA/CMTA expressed concern that the exemption would dilute the conservation signal, because many customers would not see an increase on their bill.  While we recognize this concern, the exemption AB1X1 is clear.

A. PG&E’s E-8 Schedules

The E-8 seasonal schedule for residential consumers was implemented well before the rate freeze and was locked in when the freeze took effect.  Schedule E-8 energy charges do not adequately represent the costs of serving schedule E-8 customers as compared to the costs of serving schedule E-1 customers; the rates in E-8 are too low.  Because the residential core electric rates have not been adjusted since 1993, schedule E-1 customers pay higher rates to subsidize those customers on E-8.  Schedule E-8 summer rates are 10 percent 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.  This sends the wrong price signal to E-8 residential customers with heavy heating loads by encouraging them to increase their winter peak loads.
Schedule E-8 fails to meet the Commission’s conservation objectives of equity and conservation.  Conservation is essential during the upcoming months.  Very few customers on E-8 schedules consume less than 130% of baseline during any month of the year.  These large users must be given the appropriate incentive to conserve and must face the same rates as E-1 customers.

Therefore, we adopt TURN and PG&E’s proposal to close schedule E‑8 to new customers and adopt TURN’s proposal for a two-tiered rate design for existing customers on schedule E-8.

VIII. Nonresidential Rate Design

A. Tiering 

Parties generally agreed that nonresidential use should not be tiered.  Nonresidential classes, both commercial and industrial, capture a diverse body of energy users.  We agree that tiering classes heterogeneous in size is inequitable and does not send the appropriate conservation signal.

Parties who proposed tiered nonresidential rates, such as TURN and the Farm Bureau did so to conform to the specifications of the March 26 ACR.  TURN proposes an extremely low first tier, where the majority of usage would be captured in the second tier.  It is essential that all nonresidential consumers, without regard of size conserve, since all usage contributes to the amount procured by the CDWR. 

The record provides us with no basis to assume that customers who use more energy are necessarily inefficient.  Tiering would punish larger consumers to the benefit of smaller consumers within that class, without regard to their efficiency.  As Mr. Sterzinger noted, tiering is not required to provide conservation incentives.  We stress that a conservation signal must be sent to encourage all customers, regardless of size, to conserve during this summer’s supply shortage.  At this point, we determine that a rate increase of 3 cents provides the appropriate conservation incentive and discourages biases based upon the size of a business.

One alternative to tiering discussed in the hearing is special rates by SIC classification.  Identification by SIC classifications do not solve the problems associated with tiering because they predict neither energy efficiency nor usage.  Tiering based on SIC classification data available is not likely to be equitable, nor would it provide a meaningful conservation signal.  There is neither appropriate time nor sufficient information to create specialized rates during this proceeding.  Further, neither utility has the SIC classifications of their consumers and would require significant billing system changes before implementation.  We reject 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 SIC classifications could help us develop a more equitable rate structure.  We direct the utilities to 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.

Another tiering alternative discussed for nonresidential consumers is creating tiers based upon the customer’s historic usage.  This approach seeks to remove some of the unfairness in nonresidential tiering, but this indexing ultimately may present several problems.  Possible problems arising from tiering by usage history include potential gaming of meters, punishment for seasonal variation, and the tiering would be difficult to implement for new or expanding businesses.  In essence, selecting a baseline based upon prior year consumption punishes companies for expansion, regardless of their level of efficiency.  We do not seek to penalize efficient business growth.  The record does not support tiering by usage history, therefore, we reject it. 

A tiering based upon baseline rates also would reward inefficient users compared to efficient users.  Those most able to conserve are those customers who have not invested in energy efficient equipment.  Those who remain efficient would see little benefit.   

We reject tiering for TOU customers for the same reasons that we reject tiering for nonresidential, non-time of use customers.  Time-of-use signals are more precise and encourage conservation at the appropriate times relative to the signals sent by tiering.  Additionally, neither Edison nor PG&E can implement tiering for TOU customers on their billing systems by June 1.

B. Non-TOU Schedules

As discussed above, tiering for non-TOU schedules is rejected.  Smaller amounts of usage are not necessarily more efficient.  We agree with parties such as TURN and PG&E that conservation signals need to be sent to all customers, not just those customers who would fall into the second tier.  We adopt the methodology proposed by ORA for nonresidential, non-TOU design.  For small and large commercial customers with seasonal designation, 70% of 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.  

This methodology reconciles differing proposals.  Parties such as Kinder Morgan suggest spreading the rate increase to summer consumption only.  We reject this proposition because of the need to encourage conservation at all hours, not just during the summer.  As established this past winter, rolling blackouts can occur in any season, at any hour of the day.  We encourage conservation at all times, and without adequate data from CDWR, we cannot advocate limiting price signals to one period only.

There will be no rate caps allotted to this customer class, however, the we will adopt bill limiters of 300% of class usage, as discussed above.  These bill limiters protect customers who may be disproportionately impacted by the rate increase.  

For larger customers with declining block schedules, such as GS-2 and PA-2 for Edison, the existing declining block structure shall be corrected to be an increasing block structure.  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.  

We also agree with ORA that large customers should be shifted to TOU schedules in order to send improved price signals and spur additional conservation.  Pursuant to ABIX 29, RTP metering systems will be installed for all customers over 200 kW.  These meters will enable customers to participate in RTP pricing programs.  If these customers do not chose to use their RTP metering systems in this manner, the meters can also be used to track usage by TOU period.  Therefore, as customers on non-TOU schedules receive these meters, they should be immediately switched to the appropriate TOU schedule.

C. Time of Use 

Parties proposed three primary proposals for time-of-use rate design.  The first, promoted by Edison, ORA and the Street Light Association, proposes an all hour increase.  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 simple all-hour rate increase does meet some of our rate design goals, yet we find that it does not sufficiently promote conservation during the hours of peak demand when the electric system is most stressed.

We reject the proposals that put the vast majority of the revenue requirement burden on summer on-peak consumption.  Existing TOU rates are already heavily weighted to the summer on-peak period.  We agree with TURN that peak conservation is of key importance, but extremely high peak period prices could be counterproductive.  There is a significant risk of endangering revenue recovery by too much shifting off peak, because many customers will shift their load to avoid paying the highest rates. 

We adopt the approach proposed by TURN and CLECA.  This approach combines spreads the rate increases over all hours, yet the more of the increase falls upon summer on-peak usage.  The differential between on- and off-peak usage 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 that customers shall not suffer undue price shocks.   

D.  “Super Peak” Rate

The California League of Food Processors proposes a three-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.

We reject this proposal.  This structure is designed to allow food processors to avoid the higher rates.  The proposal would not be revenue neutral, as food processors would simply avoid the super-on-peak prices.
  One of the main goals of this rate design proceeding is to collect the revenue requirement and we are not willing to adopt proposals that would jeopardize this objective. 

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

We reject the County of Los Angeles’ proposal to mitigate the impact the rate of increase on essential government facilities.  The cap proposed would apply 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.  Other than statutory mandates, we oppose preferential treatment for any customer class and will not establish a methodology to discern which group should be awarded special treatment.  In the interest of both conservation and equity, local government agencies will be exposed to the same price signals as other customer groups. 

F. Agricultural

Agriculture depends heavily on summer on-peak usage and a limited ability to load shift.  Despite the special needs of this group, every eligible customer group contributing to the net short must assist in the conservation efforts of the state.  Agricultural customers will be sent appropriate conservation signals and receive a fair share of the burden of increased rates. 

The Governor’s rate increase proposal, advocated by the Farm Bureau, proposal limits agricultural increases to 5% for TOU rates and 15% for non-TOU rates.  We agree with the direction provided by the Governor’s proposal, but will take additional steps to protect this class.  We are sensitive to the needs of this customer class, especially in a drought year.  We will cap agricultural rate increases at 30% for both TOU and non-TOU 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.  

In order to send an improved price signal and promote conservation, all agricultural customers with demand over 200 kW that are not on a TOU schedule should be switched when they are provided an interval meter.  This is consistent with our treatment of non-TOU commercial and industrial customers.

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 in this unique year.  In taking these actions, we both address the acute energy problems faced by agriculture customers and their unique risk for economic hardships from the combination of rate increases and drought and balance this risk with equity and conservation considerations.


G. 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 would be charging it to the customers.  It is inequitable to allow the master metered customers to reap the financial benefits of the sub-metering transaction without bearing the responsibility that comes with that transaction, i.e., the payment of the CDWR procurement cost. 

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.  

H. 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 itself will prompt cities and counties who employ streetlights to invest in the more efficient bulbs, and any conservation-minded tariff rate schedules would be unnecessary.

We also adopt an equal cents per kilowatt-hour design for traffic signals.  We find tiering for traffic signals, such as the proposal by TURN, adds more complexity, but little value.  We agree that cities and counties using traffic signals should join the conservation effort and switch to more efficient technologies.  However, the summer initiative energy efficiency program (adopted in D.00-07-017) already 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. 

I. 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, “as an investment in helping customers reduce their on-peak electrical demand.”  Ex. 86, p. 7.  We reject this proposal of a rate surcharge credit. 

Interruptible customers receive lower rates for energy in return for curtailing (interrupting) usage when called upon to do so to provide grid relief. The presence of the three-cent system wide surcharge will not change their interruptible status, or their obligation to comply with the tariff.  

Interruptible customers already receive a substantial pricing incentive that recognizes their interruptible status.  According to § 743.1(b), “In no event shall the level of the pricing incentive for interruptible or curtailable service be altered from the levels in effect on June 10, 1996, until March 31, 2002.”  CIPA proposes altering the calculation of the credit for these customers.  Such alterations are currently prohibited by statute.  As the calculation of the credit remains unchanged, an additional rebate or “surcharge discount” will not be given to each interruptible customer.  The same credits will apply: customers whose credits are calculated by a percentage method will increase by an absolute amount.  Customers with dollar credits will not increase as the same calculations for credits will apply.

IX. 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 TOU 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 Edison to post dynamic load profile information for all rate groups for which such information is available on their websites.  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 websites 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 website.  

PG&E and Edison have explained that they can provide such information.  For each rate group, Edison can post on its website 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 supports 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 RTP Metering Systems

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 TOU rate design discussed above. 

Two things need to happen, however, before real time pricing can become a reality in California – meters and information.  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 Edison’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 reach the issue of how the expiration of the 10% rate reduction might interact with the prohibition on residential rate increases for up to 130% baseline because implementing the end of the 10% reduction will require further Commission action.  At that time, the Commission will be better informed about the ramifications of TURN’s proposal. 

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, Edison 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 Edison shall apply the rate reduction to rates in effect prior to the surcharges. 

D. Bill Display

We provide direction with respect to how PG&E and Edison 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.  We intend that the bill format communicate easily understood price signals, and 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.  In order to accurately portray the new rate design, whereby customers who use more electricity pay higher rates, 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%.  TOU 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. 

PG&E proposes to characterize the rate increase as a “Baseline Surcharge.”  PG&E indicates that its proposed designation serves two purposes.  First, the presentation makes it clear to customers that the rate increase is an addition to the frozen rate levels.  Second, the Baseline Surcharge is structured to show how customers must revise usage to reduce the amount of surcharge they pay.

We recognize that customers may experience confusion as to why their electric rates are increasing while the rate freeze and legislated 10% rate reduction is still in effect.  We have no objection to the utilities characterizing the rate increase as a “energy surcharge” or “Baseline Surcharge,” provided the bill format complies with our objective to communicate easily understood price signals.  The utilities should also include definition of the surcharge designation on the bill and a line item showing the total of energy surcharges authorized by D.01-01-018 and D.01-03-082.

E. Bill Insert

The customer bill does not provide sufficient space to accommodate comprehensive information about the rate increase.  Electric customers should receive information describing the need for the rate increase and the tiered rate structure adopted by the Commission.  The bill insert should inform customers that if their usage falls completely within Tier 1 and Tier 2, they will not see a rate increase.  Customers should be aware that the rate increase will not apply to medical baseline, CARE or Direct Access customers.  The bill insert should briefly describe the CARE and medical baseline programs, and provide information on how to apply.  And finally, the bill insert should make customers aware that their diligent, consistent conservation efforts will  reduce the both the impacts of the rate increase and the chance of blackouts due to inadequate electricity supply.  A brief description of the California 20/20 Rebate Program adopted in Resolution E-3733 on May 3, 2001 should also be included.

We will direct PG&E and Edison to submit a bill insert to the Commission’s Public Advisor for review and approval by May 18, 2001.  The utilities may coincide the bill insert we order today with the release of any planned bill inserts related to implementation of the 20/20 Program and should include the bill insert information on their internet websites.

F. Customer Education

The rate design we adopt here delivers a price increase to electric customers of PG&E and Edison that is larger than any they have experienced.  We need to provide customers the information and tools they need to be able to respond to these prices by (1) lowering their energy use through participation in energy efficiency programs, (2) understanding the savings available through the Governor’s 20/20 program, (3) ensuring low income families understand the assistance available to them, and (4) offering commercial and business customers the opportunity to manage their energy bills through participation in a real time pricing program.

On May 3, 2001, the Commission in D.01-05-033 took action to address issues related to the rapid deployment of additional funding for low-income assistance programs during the energy crisis.  The Commission’s energy efficiency and conservation programs include low-income assistance programs for rate assistance under our California Alternate Rates for Energy (CARE) program, and energy efficiency services under the Low Income Energy Efficiency (LIEE) program.  Funding for these programs was substantially augmented with the passage of SB1X 5 and AB1X 29, both passed by the Legislature on April 5, 2001 and signed by the Governor on April 11, 2001
. 

The Commission also administers a program for customer education about the changes occurring in the electric industry, and how those changes would affect them.  This program includes the activities of the Electric Education Trust (EET) utilizing the services of community-based organizations (CBOs), and the education of small businesses under the auspices of the Commission’s Consumer Services Division (CSD).  A draft decision by Administrative Law Judge John Wong, mailed April 24, 2001 for consideration at the May 24, 2001 conference, changes the focus of these customer education efforts to adjust for the energy crisis.  Instead of focusing on direct access, these educational efforts should be broadened to include messages about conserving electricity, eligibility for the CARE program, and the exemption of certain customer classes from the recently adopted three-cent per kWh surcharge.  

We can facilitate further customer education by coordinating with other state agencies who are also involved in energy issues.  The Department of Consumer Affairs is organizing a major marketing campaign to promote energy conservation titled “Flex Your Power” that will provide customers savings tips and promote the savings available under the Governor’s 20/20 program.  Further, the California Energy Commission under its AB1X 29 funding for real time pricing meters should have funds available to address the extensive customer education that Dr. Borenstein testified will be needed to gain customer acceptance of real time pricing programs.  

X. 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 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.  If we determine that a mid-course correction is needed, we will afford notice and provide all parties the opportunity to be heard on an expedited schedule.  

XI.  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 10, followed by final oral argument on May 11 and Commission consideration of the decision on May 14. 

Findings of Fact

1. To the extent possible, we will design rates to promote our fundamental goals of equity and conservation in this proceeding.

2. The goal of equity is one of fairness, viewed in a broad context and encompasses both social and political questions.
3. We do not have the necessary data to consider cost-based equity at this time, because the wholesale market is dysfunctional and costs are not the basis of prices being charged.  In addition, we do not have accurate information regarding the nature and extent of costs relating to power purchases to date by CDWR. 
4. We recognize the economic impact our revenue allocation and rate design decision will have on all sectors of California.  We intend to design rates that provide price signals to which customers can respond and thereby reduce the amount of the increase they will see on their bills. 
5. We do not have sufficient data to pursue reducing the disparity in prices paid for energy among customer classes, but intend to revisit this goal in future proceedings.

6. Conserving electricity means reducing the amount of electric power needed to serve customers.  A reduction in total energy consumption will help protect Californians from blackouts and reduce the total financing needed by the state to purchase electricity.  

7. We intend to promote the greatest amount of conservation during summer peak hours.  Summer peak is the time PG&E and Edison have the largest net short position and are therefore projecting a need for the most purchases from CDWR and the ISO to meet anticipated customer needs.
8. Power purchased in the wholesale market all hours by CDWR and the Independent System Operator (ISO) to serve the customers of PG&E and Edison is prohibitively expensive.  Once CDWR provides us with information, broken out by month and time of day, on the amount of power it had under contract, the prices it would be paying, and the amount of power it anticipated buying on the spot market, we should be able to determine the value of conserving energy in specific peak periods.  However, at this time, the record demonstrates that all energy purchased this summer will be expensive and power purchased in peak periods will be even more expensive. 
9. To maximize the value of conserving energy at peak times, we can strengthen the price signal we send customers for periods when prices are highest.  We have some ability to do this now by increasing rates at peak periods for those customers on time-of-use (TOU) schedules.
10. 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 the price signal that higher rates will send customers, are effective tools to promote conservation.
11. We recognize business customers generally place an extremely high value on reliability and expect that these customers will be particularly receptive to peak reduction programs and the interruptible programs adopted in R.00-10-002.

12. The Legislature authorized $35 million in SB 5X for the CEC to install interval meters on all commercial customers of PG&E and Edison with connected loads of 200 MW and above.  When CEC completes this installation and the CDWR provides specific projections, the Commission will be better able to specifically target and provide more effective price signals.

13. The incremental revenue requirement created by the surcharge authorized in D.01-03-082 is a function of the sales to which the revenue requirement increase applies.
14. The sales forecasts, while the best evidence available, should only be used for the limited purposes of calculating the revenue requirement to be applied in this proceeding. 
15. The Commission adopted the one-cent surcharge on January 4, 2001, which applies to all sales except to customers eligible for the CARE program.
16. AB1X prohibits increases to rates, effective as of January 5, 2001, applicable to residential usage below 130% of baseline usage.  Usage below 130% is not exempt from the one-cent surcharge.  Usage below 130% of baseline usage is exempt from the three-cent surcharge.

17. The EPS is already reflected in the rates that are used as the starting point for the rate design being considered in this proceeding. 

18. The revenue allocation and rate design discussed in this decision applies to the three-cent increase adopted in D.01-03-082. 

19. Edison calculates the incremental revenue to be recovered by multiplying 3¢/kWh times its total forecasted system-wide sales for 2001 
of 83.78 billion kWh.  This results in an annual revenue increase of $2.513 billion.

20. PG&E applies 3¢/kWh increase to all its forecasted sales for 2001, which results in an annual incremental revenue requirement of $ 2.46 billion
. 

21. There is no way of knowing actual procurement costs at this point in time.  CDWR has not yet established its revenue requirements for procuring power.  

22. We have clearly stated that CDWR is to receive the full amount the utilities collect from all customers for each kWh of power provided by CDWR.  

23. PG&E and Edison are required to pay CDWR for energy purchases on behalf of all retail customers, without providing any exemptions for CARE usage or residential usage below 130% of baseline.

24. The two principal issues concerning revenue allocation are: (1) the method used to apportion the revenue increase among customer classes; and (2) the treatment of the shortfall which results from exempting residential usage up to 130% of baseline consumption from any increase. 

25. The allocation and rate design issues addressed in this decision are limited to allocation and design of the revenues to be collected pursuant to the surcharge.  The underlying rate structure of the utilities will not change.

26. The fundamental facts underlying traditional cost-based revenue allocation have changed.  The dysfunctional wholesale energy market has resulted in unconscionable, unlawful wholesale prices, which have increased by staggering proportions since the summer of 2000.  These prices bear no relationship to any actual costs incurred in production.  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.  The price of wholesale energy is no longer a function of cost of production but rather a function of what price that can be extracted from a market subject to manipulation. 

27. Absent data from CDWR regarding cost forecasts, we have nothing upon which we might be able to determine a cost-based revenue requirement, or to do revenue allocation guided by cost causation.

28. Recent price experience suggests that all kWhs will be valuable.  In this volatile and dysfunctional market, we cannot predict which kWhs at what particular time periods will be more valuable than others.

29. The surcharge is in place to provide the additional funds necessary to provide for customers’ energy consumption and we have previously determined that generation costs associated specifically with energy consumption are properly recovered using an equal cents per kilowatt hour methodology.

30. Because we have used total forecast sales to this class, and all other classes, upon which to allocate the revenue requirement associated with the 3¢/kWh surcharge, the share allocated to residential sales that are exempt from paying the surcharge must be re-allocated to other sales.

31. Re-allocating the revenue requirement associated with sales that are exempt from paying the surcharge solely to the narrow range of remaining residential sales is too severe.  The cost of this legislatively-mandated exemption should be broadly assessed across all customer groups.
32. The revenue requirement caused by exempting CARE customers should be allocated to all other customer classes, including streetlighting.

33. Funding for the CARE program is not at issue in allocating the CARE surcharge shortfall.

34. 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.  The protection we afford these vulnerable customers has a similar equitable basis to our CARE customer exemption.  

35. Direct access customers do not contribute to the net short that the CDWR is procuring on behalf of PG&E’s and Edison’s customers.

36. It would be inequitable for direct access customers to pay for both their own cost of procurement and the procurement costs of bundled customers.

37. The right to recover the 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.

38. A 12-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 it will have less of an impact on already high rates than a shorter amortization period, and it will not disadvantage summer intensive industries such as agriculture.

39. Shifting customers to time-of-use metered schedules helps us achieve our goal of conservation as it shifts use away from periods of peak demand.  

40. We can ensure that customers shifted to TOU schedules do not contribute any additional revenue toward transition cost recovery by requiring the utilities to establish tracking accounts for these customers and if there is any net increase in billings as a result of requiring these customers to shift to TOU schedules, applying these increased revenues only to those purposes to which we have previously dedicated the one-cent and three-cent surcharges. 

41. We do not have sufficient information to craft a definition of “agricultural commodity food processors” or to determine that no cost shifting to other classes would occur if these customers were allowed to migrate to the agricultural tariffs, as provided under Pub. Util. Code § 740.11.

42. Bill limiters are an effective short-term means to address the concerns of unique industry groups requesting to migrate to special schedules and to mitigate rate shock on individual customers.  

43. We expect the revenue shortfall from implementing bill limiters to be small and it is addressable by the utilities reflecting in their compliance advice letters an allocation of the expected shortfall and then establishing balancing accounts to track the over- or undercollection.  

44. Increasing block tiers is most equitable form of revenue allocation because prices for the residential customers who are the heaviest users will be higher than moderate users, which is consistent with our goal to encourage conservation through higher rates above threshold usage.

45. 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

46. 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.

47. Schedule E-8 energy charges do not adequately represent the costs of serving schedule E-8 customers as compared to the costs of serving schedule E-1 customers. 

48. Because the residential core electric rates have not been adjusted since 1993, schedule E-1 customers pay higher rates to subsidize schedule those customers on the E-8 tariff.  This sends the wrong price signal to residential customers with heavy heating loads by encouraging them to increase their winter peak loads.

49. Schedule E-8 fails to meet the Commission’s conservation objectives of equity and conservation.  

50. We would prefer to eliminate Schedule E-8; however, we must provide sufficient notice to customers, pursuant to § 729.5.  It is reasonable, for now, to adopt TURN’s proposal to close this schedule to new customers.

51. Tiering rate classes comprised of customers with substantially dissimilar usage volumes is inequitable and inconsistent with our conservation goal.

52. All nonresidential consumers, without regard of usage volume, must conserve, since all usage contributes to the amount that must be purchased by the CDWR.

53. The record does not support the finding that customers with greater usage volume are necessarily inefficient.

54. Tiering the nonresidential class would impose disproportionate impacts on larger volume usage consumers without regard to their efficiency.

55. A uniformly applied rate increase of 3¢/kWh to the nonresidential class provides the appropriate conservation incentive and discourages unfounded biases based upon usage volume.

56. Rates based on SIC classification do not predict energy efficiency or usage, and neither PG&E nor Edison has the SIC classifications of their consumers.

57. PG&E and Edison should 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.

58. Tiering nonresidential rates by the customer’s historic usage could lead to gaming of meters, result in punishment for seasonal variation, and such tiering would be difficult to implement for new or expanding businesses.

59. Tiering nonresidential rate schedules by baseline usage would reward inefficient users.

60. Tiering TOU rate schedules should be rejected because time-of-use signals are more precise and encourage conservation at the appropriate times relative to the signals sent by tiering, and neither Edison nor PG&E can implement tiered TOU rates by June 1.

61. ORA’s proposal for nonresidential, non-TOU rate design for small and large commercial customers 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.  70% of revenue requirement will be allocated to the summer period and 30% to the winter period.  

62. We encourage conservation at all time periods.  Without adequate date from CDWR showing which period is more valuable than another, we cannot support limiting price signals to one period only.

63. No rate caps should be allotted to the non-TOU nonresidential customer class, other than the bill limiters of 300% of class usage.

64. Customers with declining block schedules, such as GS-2 and PA-2 for Edison, should be corrected to be an increasing block structure to improve conservation incentives.

65. A simple all-hour rate increase does not sufficiently promote conservation during the hours of peak demand.

66. Placing the vast majority of the revenue requirement burden on summer on-peak consumption may result in too much shifting off-peak.

67. The revenue requirement should be spread over all hours, but more of the increase should fall on summer on-peak usage.  Although the differential between on- and off-peak usage is increased, on-peak prices are not excessive.

68. We reject the proposed 3-hour super on-peak period for the food processing industry because it would not be revenue neutral.

69. We reject the County of Los Angeles’ proposal to limit the impact the rate of increase on essential government facilities because we oppose preferential treatment for any customer class.

70. Agricultural customers depend heavily on summer on-peak usage and have a limited ability to load shift.

71. Agricultural customers are disproportionately affected by the rate increases in this year due to the unique combination of the energy emergency and drought.

72. To mitigate the effects of the rate increase on agricultural customers, it is reasonable to cap agricultural rate increases at 30% for both time-of-use and non-time-of-use customers, with the resulting revenue shortfall to be spread over all eligible customer classes, including streetlights and residential consumers above 130% of baseline.

73. A bill limiter of 250% on energy charges for agricultural customers will assist individual customers within this class in managing their bills.

74. Master meter customers should 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.

75. It is inequitable to allow the master metered customers to reap the financial benefits of the sub-metering transaction without bearing the responsibility that comes with that transaction, i.e., the payment of the surcharge.

76. The surcharge revenue requirement is allocated to the streetlight, outdoor lighting schedules, and traffic signal schedules on equal cents per kilowatt-hour basis.

77. It is not necessary at this time to adopt TURN’s tiering method for streetlights (based on the type of lamp rather than the size of lamp or size of customer) because the rate increase itself will prompt cities and counties who employ streetlights to invest in the more efficient bulbs.

78. Interruptible customers should not be exempted from the surcharge, as CIPA proposes.  Interruptible customers already receive a substantial pricing incentive, which cannot be altered until March 31, 2002, pursuant to § 743.1(b). 

79. Customers must receive as much information as possible about their usage pattern and pricing information in order to make intelligent decisions about energy consumption.  

80. 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. 

81. Commission staff will work with the utilities to maximize the potential for information sharing and customer assistance offered by the website. 

82. Real time pricing has tremendous potential for reducing the overall costs of supplying energy because such pricing will enable to customers to control their bills by shifting load to lower cost times, and will also reduce peak load.

83. Real time pricing meters are critical to implementing real time pricing.

84. The Legislature has appropriated $35 million dollars for the installation of real time pricing metering systems for all bundled service customers with greater than 200 kW in peak load by a program administered by the CEC.

85. We will closely monitor the CEC’s progress in installing the meters, and commit to providing any necessary assistance to ensure timely installation of the meters.  Our staff will cooperate and assist the CEC in these efforts. 

86. We will limit the 10% RRB-financed reduction to rates in effect prior to implementation of the 1¢/kWh and 3¢/kWh surcharges.

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

88. Customers need to be informed about the rate increase and how they will be impacted.

89. Consumers are most likely to respond to price signals when the bill provides sufficient detail allowing consumers to clearly identify and understand the differential pricing structures.

90. The customer bill does not provide sufficient space to accommodate comprehensive information about the rate increase.  Electric customers should receive information describing the need for the rate increase and the tiered rate structure adopted by the Commission.

91. We will proceed expeditiously to develop and adopt a voluntary RTP that will be available to customers when their interval meters are installed, and we 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.

92. Energy Division will facilitate a workshop on May 21, 2001 on real time pricing issues, and we anticipate adopting a final program later this summer.  It is reasonable that this workshop be used to develop a master data request and format for data collection. We intend that the data request be finalized and issued no later than June 8 and to refine our approach to rate design in early July.

93. We intend to comprehensively and rigorously review of PG&E’s and Edison’s rate schedules and rate design in early 2002.

94. 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 before a quorum of the Commission on May 11.

95. Although not expressly stated in Section 311(d), the 30-day period provides an opportunity for parties to comment on the proposed decision.

96. One of the stated goals of the rate design options considered in this decision is to encourage conservation to help Californians avoid, to the extent possible, rolling blackouts during the summer months.

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

98. Electricity supply blackouts can severely impair public health and safety. 

99. 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 this extraordinary surcharge on an equal cents per kWh basis, in a manner that protects vulnerable customers and ensures no individual customers experience extreme hardship.

3. It is reasonable to adopt a revenue allocation and rate design that achieve the following objectives:  (1) reduce the need for procuring power and therefore reduce the amount of money California is paying wholesale generators for electric power; (2) allocate the unreasonable costs of this generation in a fair and understandable manner to all customers, recognizing the adverse economic impact our decision will have on all sectors of California life; (3) protect the most vulnerable customers; (4) ensure no individual customers experience extreme hardship; and (5) provide customers the necessary tools to manage their energy usage and reduce their energy bills. 

4. An equal cents per kilowatt-hour is the most equitable revenue allocation methodology as well as the methodology most appropriate to apportioning energy purchase costs to all future energy consumption.  This allocation methodology is also simple, understandable, and consistent with our approach for the one cent surcharge adopted in D.01-01-018.

5. Because we agree that the revenue requirement increase should apply only to the 3¢/kWh adopted in D.01-03-082 and because we agree that we will use the utilities’ sales forecasts for our determinations in this decision only, these revenue requirement increases are reasonable. 

6. It is reasonable to base the revenue requirement on applying the surcharge to forecast system-wide sales. 

7. It is reasonable 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 should be re-allocated to all sales other than residential sales below 130% of baseline.

8. It is reasonable to allocate the revenue requirement shortfall from exempting CARE customers to all other customer classes, including streetlighting.  This allocation is not a revenue requirement necessary to fund the low-income discount program, from which street lighting continues to be exempt, but rather a general surcharge covering procurement of electricity.  It should be allocated as broadly as possible to achieve our goals of equity and conservation.

9. We should exempt from the surcharge all customers who have usage above 130% due to medical conditions.  The utilities should reflect the exemption of medical baseline customers in the tariffs they file pursuant to this order.

We should allocate the revenue shortfall from this exemption in the same manner as we allocate the CARE shortfall.

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 12-month period.

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.

We should require certain customers to shift to TOU schedules in order to better address the current energy emergency.

Requiring customers to shift to TOU schedules is not precluded by the continuing rate freeze because no additional revenues will be applied toward transition cost recovery.  

Our record is insufficient to conclude that there will be no cost shifting if we expand the definition of the agricultural class to include agricultural commodity processing customers.  Therefore, pursuant to Pub. Util. Code § 740.11, we do not expand the definition of the agricultural class.

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.

CIPA’s proposed alteration of the interruptible customer credit calculation is prohibited by § 743.1(b) because it would alter the level of the pricing incentive for interruptible or curtailable service be altered from the levels in effect on June 10, 1996 prior to March 31, 2002.

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.

We need not and should not determine any ratemaking ramifications of the expiration of the 10% RRB-financed rate reduction in this decision.

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.  That section also 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.”

Based on the fact that the 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 conclude that an unforeseen emergency as provided in § 311(d) exists for purposes of adopting this decision.

Consistent with the conclusion that an unforeseen emergency exists, we have the authority to reduce the 30-day advance publication period of § 311(d) to five days, and to allow parties to file and serve written comments on May 10, followed by final oral argument on May 11 and Commission consideration of the decision on May 14.

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 and 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 workpapers 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 workpapers on Energy Division and all active parties in this phase of the proceeding.  Specifically, PG&E and Edison shall comply with the following:

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.  Thus, in workpapers supporting their advice letters, PG&E and Edison 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 non-CARE medical baseline customers are exempt from any revenue allocation associated with the 3 cent/kWh surcharge authorized by D.01-03-082.  The rates attached to this decision do not reflect the exemption of non-CARE medical baseline customers.  Thus, in workpapers supporting their advice letters, PG&E and Edison shall show the sales associated with non-CARE medical baseline customers, and how the rates were adjusted to reflect exemption of these customers from the surcharge.

e) The revenue 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, CARE customers, and non-CARE medical baseline customers shall be re-allocated on an equal cents per kWh basis to all bundled service sales other than 1) residential sales below 130% of baseline, 2) sales to CARE customers, and 3) sales to non-CARE medical baseline customers.
f) PG&E and Edison shall reflect in the rates an allocation of shortfalls resulting from the application of the bill limiters adopted herein (bill limiter shortfalls).  The rates attached to this decision do not reflect an allocation of bill limiter shortfalls.  Thus, in workpapers supporting their advice letters, PG&E and Edison 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.  The bill limiter shortfalls shall be allocated on an equal cents per kWh basis to all bundled service sales other than 1) sales to CARE customers, 2) sales to non-CARE medical baseline customers, and 3) residential sales below 130% of baseline. 

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 nonresidential customer class and the residential class shall have a bill limiter of 300% of class usage.

k) All customers with declining block schedules shall be corrected to be an increasing block structure.

l) Agricultural rate increases shall be limited to 30% for both time-of-use and non-time-of-use customers, with the resulting revenue shortfall to be spread over all eligible customer classes, including streetlights and residential consumers above 130% of baseline.

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

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

o) An equal cents per kilowatt-hour design for traffic signals shall be reflected in the tariffs.

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

q) The bill format shall incorporate D.01-03-082’s rate increase through the applicable baseline tiers, mid-, off-, or on-peak classifications, or other appropriate usage-based component.

r) The bill format shall label the surcharge as “energy surcharge” or “energy procurement surcharge” and should provide the customer a separate line item of total energy surcharges.

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. We direct PG&E and Edison to post on their respective websites: (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.  We direct our staff to work with the utilities to maximize the potential for information sharing and customer assistance offered by the website. 

6. 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 and when approved posted on each utility’s website.

7. We shall proceed expeditiously to develop and adopt a voluntary RTP that will be available to customers when their RTP metering systems are installed, and we 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.

8. Energy Division shall facilitate a workshop on May 21, 2001 on real time pricing issues and to develop a master data request. 

9. The master data request shall be finalized and issued by June 8, 2001.

This order is effective today.

Dated ____________________, at San Francisco, California.
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APPENDIX C

SOUTHERN CALIFORNIA EDISON

PROPOSED RATES
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Determinants

Current

Total Current

Revenue

New Total

New Rates

Customer Group

(kWh)

Rate ($/kWh)

Revenue 

Increase

Revenue

$/kWh

E-1

Energy

Smr

Tier 1

6,743,661,372

                  

 

$0.12589

$848,959,530

Tier 2

4,786,100,707

                  

 

$0.14321

$685,417,482

Winter

Tier 1

7,085,095,391

                  

 

$0.12589

$891,942,659

Tier 2

4,752,592,916

                  

 

$0.14321

$680,618,831

0% to 100% Baseline

Tier 1

13,828,756,763

                

 

$0.12589

$1,740,902,189

$1,740,902,189

$0.12589

100% to 130% Baseline

Tier 2

2,533,865,376

                  

 

$0.14321

$362,874,860

$362,874,860

$0.14321

130% to 200% Baseline

Tier 3

3,686,054,464

                  

 

$0.14321

$527,879,860

$105,575,972

$633,455,832

$0.17185

200% to 300% Baseline

Tier 4

2,098,985,131

                  

 

$0.14321

$300,595,661

$120,238,264

$420,833,925

$0.20049

Over 300% Baseline

Tier 5

1,219,788,651

                  

 

$0.14321

$174,685,933

$190,428,430

$365,114,363

$0.29933

Discounts, Credits & Nonalloc. Revenue

($3,398,220,915)

($291,282,413)

Total

23,367,450,386

                

 

kWh

$2,815,656,090

$416,242,666

$3,231,898,756

EL-1

Energy

Smr

Tier 1

728,352,160

                     

 

$0.09812

$71,465,914

$71,465,914

$0.09812

Tier 2

260,969,916

                     

 

$0.11284

$29,447,845

$29,447,845

$0.11284

Winter

Tier 1

693,690,541

                     

 

$0.09812

$68,064,916

$68,064,916

$0.09812

Tier 2

239,382,784

                     

 

$0.11284

$27,011,953

$27,011,953

$0.11284

0% to 100% Baseline

Tier 1

1,422,042,701

                  

 

$0

100% to 200% Baseline

Tier 2

400,083,059

                     

 

$0

n/a

Tier 3

-

                                    

 

$0

200% to 300% Baseline

Tier 4

74,567,902

                       

 

$0

Over 300% Baseline

Tier 5

25,701,739

                       

 

$0

Discounts, Credits & Nonalloc. Revenue

($27,870,617)

($27,870,617)

Total

1,922,395,400

                  

 

kWh

$168,120,011

$0

$168,120,011

E-7

Energy

Smr

On Peak

85,099,696

                       

 

$0.32524

$27,677,825

$10,211,963

$37,889,788

$0.44524

Off Peak

481,411,229

                     

 

$0.09515

$45,806,278

$18,819,249

$64,625,527

$0.13424

Wtr

Part Peak

94,181,097

                       

 

$0.12636

$11,900,723

$4,709,055

$16,609,778

$0.17636

Off Peak

538,319,039

                     

 

$0.09851

$53,029,808

$21,043,879

$74,073,688

$0.13760

Smr

Tier 1 Credit

228,479,417

                     

 

($0.01559)

($3,561,537)

($9,139,177)

($12,700,714)

($0.05559)

Smr

Tier 2 Credit

61,170,261

                       

 

$0.00000

$0

($2,446,810)

($2,446,810)

($0.04000)

Wtr

Tier 1 Credit

277,608,105

                     

 

($0.01559)

($4,327,355)

($11,104,324)

($15,431,679)

($0.05559)

Wtr

Tier 2 Credit

68,295,591

                       

 

$0.00000

$0

($2,731,824)

($2,731,824)

($0.04000)

0% to 100% Baseline

Tier 1

506,087,522

                     

 

100% to 130% Baseline

Tier 2

129,465,853

                     

 

130% to 200% Baseline

Tier 3

229,081,544

                     

 

200% to 300% Baseline

Tier 4

184,012,818

                     

 

Over 300% Baseline

Tier 5

150,363,324

                     

 

Discounts, Credits & Nonalloc. Revenue

($8,301,108)

($8,301,108)

Total

1,199,011,059

                  

 

kWh

$122,224,635

$29,362,011

$151,586,646

EL-7

Energy

Smr

On Peak

1,140,406

                         

 

$0.31524

$359,502

$359,502

$0.31524

Off Peak

5,395,901

                         

 

$0.08515

$459,461

$459,461

$0.08515

Wtr

On Peak

1,141,183

                         

 

$0.11636

$132,788

$132,788

$0.11636

Off Peak

6,168,357

                         

 

$0.08851

$545,961

$545,961

$0.08851

Smr

Tier 1 Credit

3,649,646

                         

 

($0.01732)

($63,212)

($63,212)

($0.01732)

Wtr

Tier 1 Credit

4,401,935

                         

 

($0.01732)

($76,242)

($76,242)

($0.01732)

0% to 100% Baseline

Tier 1

8,050,526

                         

 

100% to 200% Baseline

Tier 2

1,560,538

                         

 

n/a

Tier 3

-

                                    

 

200% to 300% Baseline

Tier 4

2,713,368

                         

 

Over 300% Baseline

Tier 5

1,521,415

                         

 

Discounts, Credits & Nonalloc. Revenue

($95,859)

($95,859)

Total

13,845,847

                       

 

kWh

$1,262,400

$0

$1,262,400

$1,262,400

E-8

Energy

Smr

1,108,352,630

                  

 

$0.13017

$144,274,262

$144,274,262

$0.13017


[image: image3.wmf]Rate Group

2001 Sales 

Forecast

 Current Total 

Rate 

Total Revenue 

($MM)

Revenue 

Increase 

($MM)

New Total 

Revenue 

($MM)

 New Rate 

Residential

   NON-CARE

Energy Charges - ¢/kWh

Baseline

11,799.1

         

 

13.01

$1,534.9

$1,534.9

13.01

130 % of Baseline

2,372.5

           

 

15.16

$359.6

$359.6

15.16

130% - 200% of BL

3,615.3

           

 

15.16

$548.0

$65.5

$613.5

16.97

200% - 300% of BL

2392.4

15.16

$362.6

$108.5

$471.1

19.69

Over 300% of BL

2,082.5

           

 

15.16

$315.6

$189.3

$504.9

24.25

Fixed Charges

Single Family Basic Charge - $/month

21,027,996

      

 

1.00

                    

 

$21.0

$21.0

Multi. Family Basic Charge - $/month

18,782,674

      

 

0.76

                    

 

$14.3

$14.3

Total NON-CARE

22,261.8

         

 

14.18

                  

 

$3,156.1

$363.3

$3,519.4

15.81

          

 

   CARE

Energy Charges - ¢/kWh

Baseline

1,837.9

           

 

10.14

$186.4

$186.4

10.14

130 % of Baseline

278.5

              

 

11.97

$33.3

$33.3

11.97

130% - 200% of BL

331.0

              

 

11.97

$39.6

$39.6

11.97

Over 200% of BL

209.1

              

 

11.97

$25.0

$25.0

11.97

Fixed Charges

Single Family Basic Charge - $/month

3,160,669

       

 

0.85

                    

 

$2.7

$2.7

Multi. Family Basic Charge - $/month

2,823,180

       

 

0.65

                    

 

$1.8

$1.8

Total CARE

2,656.5

           

 

10.87

                  

 

$288.9

$0.0

$288.9

10.87

          

 

Total Residential

24,918.4

         

 

13.83

                  

 

$3,445.0

$363.3

$3,808.3

15.28

          

 

Small & Med. Commercial

   GS-1

Energy Charges - ¢/kWh

Summer

1,767.7

           

 

12.76

$225.6

$155.7

$381.2

21.57

Winter

3,184.2

           

 

12.76

$406.3

$66.7

$473.0

14.86

Fixed Charges

Customer Charge - $/month

5,127,373

14.60

                  

 

$74.9

$74.9

Total GS-1

4,952.0

           

 

14.27

                  

 

$706.7

$222.4

$929.1

18.76

          

 

   TC-1

Energy Charges - ¢/kWh

Energy

186.2

              

 

7.49

$13.9

$8.4

$22.3

11.98

Fixed Charges

Customer Charge - $/month

156,930

10.65

                  

 

$1.7

$1.7

Total TC-1

186.2

              

 

8.38

                    

 

$15.6

$8.4

$24.0

12.88

          

 

   GS-2

Energy Charges - ¢/kWh

1st Tier

19,565.6

         

 

8.69

$1,700.6

$587.0

$2,287.6

11.69

2nd Tier

4,902.5

           

 

5.39

$264.3

$511.8

$776.1

15.83

Fixed Charges

Customer Charge - $/month

1,413,115

60.30

                  

 

$85.2

$85.2

Facility-Related - $/kW

80,039

5.40

                    

 

$432.2

$432.2

Time-Related - $/kW

27,521

7.75

                    

 

$213.3

$213.3

Total GS-2

24,468.1

11.02

                  

 

$2,695.6

$1,098.8

$3,794.4

15.51

          

 

   TOU-GS-2 (Option B)

Energy Charges - ¢/kWh

Summer - On Peak

44.3

                

 

15.90

$7.0

$6.5

$13.5

30.54

Mid Peak

69.4

                

 

7.61

$5.3

$3.1

$8.4

12.10

Off-Peak

142.1

              

 

5.27

$7.5

$5.0

$12.4

8.76

Winter - Mid Peak

201.5

              

 

8.81

$17.8

$9.0

$26.8

13.30

Off-Peak

308.1

              

 

5.27

$16.2

$10.8

$27.0

8.76

Fixed Charges

Customer Charge - $/month

27,723

79.25

                  

 

$2.2

$2.2

Facility-Related - $/kW

2,737

5.40

                    

 

$14.8

$14.8

Time-Related (On Peak) - $/kW

777

16.40

                  

 

$12.7

$12.7

Time-Related (Mid Peak) - $/kW

884

2.45

                    

 

$2.2

$2.2

Total TOUGS-2B

765.4

11.20

                  

 

$85.7

$34.4

$120.1

15.69

          

 

Total Small & Med. Commercial

30,371.5

         

 

11.54

                  

 

$3,503.7

$1,363.9

$4,867.6

16.03

          

 


[image: image4.wmf]Large Power

   TOU-8-Sec

Current Structure

Summer - On Peak

716.5

              

 

10.49

$75.1

$76.6

$151.7

21.17

Mid Peak

949.3

              

 

6.99

$66.3

$42.6

$109.0

11.48

Off-Peak

1,433.7

           

 

4.81

$69.0

$50.0

$119.0

8.30

Winter - Mid Peak

2,785.3

           

 

8.34

$232.2

$125.1

$357.3

12.83

Off-Peak

3,005.7

           

 

4.93

$148.0

$104.9

$252.9

8.42

Fixed Charges

Customer Charge - $/month

29,937

298.65

                

 

$8.9

$8.9

Facility-Related - $/kW

22,038

6.40

                    

 

$141.0

$141.0

Time-Related (On Peak) - $/kW

7,213

17.55

                  

 

$126.6

$126.6

Time-Related (Mid Peak) - $/kW

7,458

2.80

                    

 

$20.9

$20.9

Total TOU-8-Sec

8,890.5

9.99

                    

 

$888.1

$399.2

$1,287.3

14.48

          

 

   TOU-8-Pri (Includes special contracts sales)

Energy Charges - ¢/kWh

Summer - On Peak

542.1

              

 

10.42

$56.5

$65.6

$122.1

22.52

Mid Peak

768.4

              

 

6.85

$52.6

$34.5

$87.1

11.34

Off-Peak

1,324.0

           

 

4.76

$63.0

$46.2

$109.2

8.25

Winter - Mid Peak

2,189.1

           

 

8.07

$176.7

$98.3

$275.0

12.56

Off-Peak

2,799.9

           

 

4.87

$136.5

$97.7

$234.2

8.36

Fixed Charges

Customer Charge - $/month

10,438

299.00

                

 

$3.1

$3.1

Facility-Related - $/kW

15,833

6.60

                    

 

$104.5

$104.5

Time-Related (On Peak) - $/kW

5,107

17.95

                  

 

$91.7

$91.7

Time-Related (Mid Peak) - $/kW

5,404

2.70

                    

 

$14.6

$14.6

Total TOU-8-Pri

7,623.3

9.17

                    

 

$699.1

$342.3

$1,041.5

13.66

          

 

   TOU-8-Sub (Includes special contracts sales)

Energy Charges - ¢/kWh

Summer - On Peak

481.2

              

 

8.40

$40.4

$70.6

$111.0

23.07

Mid Peak

752.9

              

 

6.05

$45.6

$33.8

$79.4

10.54

Off-Peak

1,540.0

           

 

4.76

$73.2

$53.8

$127.0

8.25

Winter - Mid Peak

2,196.8

           

 

7.09

$155.8

$98.7

$254.5

11.58

Off-Peak

3,360.2

           

 

4.87

$163.7

$117.3

$281.0

8.36

Fixed Charges

Customer Charge - $/month

2,226

349.45

                

 

$0.8

$0.8

Facility-Related - $/kW

13,879

0.65

                    

 

$9.0

$9.0

Time-Related (On Peak) - $/kW

3,621

16.15

                  

 

$58.5

$58.5

Time-Related (Mid Peak) - $/kW

4,118

2.45

                    

 

$10.1

$10.1

Total TOU-8-Sub

8,331.1

6.69

                    

 

$557.1

$374.1

$931.2

11.18

          

 

Total Large Power

24,844.9

         

 

8.63

                    

 

$2,144.3

$1,115.7

$3,260.0

13.12

          

 


�  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 issues are being addressed in Application (A.) 00-11-009 et al.


�  San Diego Gas & Electric Company (SDG&E) was included in the illustrative rate design included in the March 26 ACR and also participated in the PHC.  Pursuant to the ACR issued on April 11, issues related to SDG&E rate increases and rate design are being addressed in A.00-10-045 et al.


�  On April 13, 2001, the following parties submitted testimony:  Aglet Consumer Alliance (Aglet), Agricultural Energy Consumers Association (AECA), Alliance for Retail Markets (ARM), California City-County Street Light Association (CAL-SLA), California Energy Commission (CEC), California Farm Bureau Federation (CFBF), California Independent Petroleum Association (CIPA), California Industrial Users (CIU), California Large Energy Consumers Association/California Manufacturers & Technology Association (CLECA/CMTA), California League of Food Processors (CLFP), County of Los Angeles (LA County), Energy Producers and Users Coalition (EPUC), Enron Energy Services, Inc. (Enron), The United States Department of the Navy and All Other Federal Executive Agencies (FEA), Kinder Morgan Energy Partners (KM), Leprino Foods Company (Leprino), Office of Ratepayer Advocates, California Public Utilities Commission (ORA), Pacific Gas and Electric Company (PG&E), Southern California Edison (SCE), The Utility Reform Network (TURN), Western Manufactured Housing Communities Association (WMA). These parties are designated active parties to this proceeding.  The Wine Institute (WI) provided comments.


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


�  In defining equity as a rate design goal, several parties equated it solely with economic efficiency, stating customers should pay a rate that is in direct relationship to the marginal cost of serving them.  Edison defines equity as charging various classes of customers based on the costs of providing service to them.  Farm Bureau witness Illingworth noted her agreement with Edison’s definition, stating revenue allocation should be based on the future costs to serve the loads of each class. 19 RT 2404.


� In a May 2, 2001 letter to President Lynch, CDWR provided a revenue requirement figure but not the details necessary for rate design.


�  PG&E brief at 15.


�  Florio, TURN, 22 RT 2962.


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


�  CIU brief at 4.


�  TURN states that the term “incremental revenue amount used for surcharge allocation” is more illustrative of the actual process involved here.


�  For example, neither PG&E nor SCE modified their respective sales forecasts to include any reduction in sales as a result of the customers’ conservation efforts, or for increased numbers of CARE-eligible customers due to the increased income standards adopted in D.01-01-018.  While such modifications would typically be included in a thorough sales forecast, such modifications would greatly exceed the time available and the scope of this proceeding.  We endorse the assigned ALJ’s determination excluding SCE’s attempt to include a proposal to re-instate the Electric Revenue Adjustment Mechanism (ERAM) from the record of this case. 


�  These parties arrived at this conclusion by eliminating other possibilities.  For example, the data upon which the generation cost allocation methodology is based are stale and obviously inapplicable to current costs.  The peak hours proposals similarly suffer from a lack of confidence that the past peak/non peak distinctions are valid forecasts for the future.  While closest in time to current markets, the PX price proposal fails to account for known changes in the market.


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


�  D.00-06-034, issued June 8, 2000, slip at 66.


�  SCE’s customer classes are: Residential, Small and Medium Commercial, Large Power, Agriculture and Plumbing, and Street and Area Lighting.  PG&E’s customer groups are: Residential, Small Light and Power, Medium Light and Power, E-19 and E�20, Streetlights, Standby, and Agriculture.  


�  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. 


�  Bonbright, supra, p. 291. 


�  Medical baseline allowances are addressed in PG&E’s Rule 19 and Edison’s Preliminary Statement Part H.


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


�  We do not address here the question of whether the three-cent surcharge would be subject to the legal restrictions on retroactive ratemaking.  (See Southern California Edison Co. v. Public Utilities Commission (1978) 20 Cal.3d 813, where the court discussed the scope of the prohibition.)  Rather, we point out that even if the restrictions of § 728 do apply to this situation, there would not be any violation.


�  In this regard, we stress the importance of the fact that D.01-03-082 made the three-cent surcharge effective immediately.  Sometimes the Commission may authorize the creation of a balancing or memorandum account in a decision, but make it clear in the authorizing decision that this account will not become effective until the filing or approval of the required tariff.  In that situation, the Commission’s practice is to allow recovery only of those costs incurred after the effective date of the balancing or memorandum account.  Here, in contrast, the Commission neither required the creation of a balancing or memorandum account nor the filing of tariffs in order to make the three-cent surcharge effective.  As noted above, the three-cent surcharge was effective immediately, although the precise method by which the rates would be spread among the various customer classes had not yet been established.


�  Yates, CLFP, Tr. 2435.


�  SB1X 5 and AB1X 29, collectively, also appropriate an additional $140 million to the Department of Community Services and Development (DCSD) to augment its state low-income energy assistance programs, including weatherization services.


�  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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