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PACIFIC GAS AND ELECTRIC COMPANY


CHAPTER 1


RATE STABILIZATION PLAN, RATE DESIGN PHASE�RATE PROPOSAL


Introduction


In Decision 01�03�082, the Commission adopted average 3 cent per kWh generation surcharge.  At the Prehearing Conference (PHC) held on April 2, 2001, general consensus was reached for parties to file rate design proposals on April 12, 2001, as part of an expedited schedule focused on implementing this rate surcharge on June 1, 2001.  In the Assigned Commissioner Ruling (ACR) dated April 11, 2001, the filing date for rate design testimony was extended to April 13, 2001.  The following testimony is provided in accordance with that ruling.  


Following the Introduction, this testimony consists of sections on Revenue Allocation, Rate Design, Direct Access and the Generation Surcharge and Bill Presentation.  Attachment 1 to this testimony provides the results of PG&E’s proposed revenue allocation and Attachment 2 provides PG&E’s rate proposal in the form required by the Energy Division.  Attachment 3 is a sample bill, showing how PG&E plans to present information about the new generation surcharge to its customers.


Revenue Allocation


This section describes PG&E’s proposal for revenue allocation.


Sales and Billing Determinants


Sales and billing determinants are forecast for 2001.  These assumptions are the same as those in PG&E’s Rate Stabilization Plan filed on November 22, 2000, and have not been revised.   PG&E provided summaries of the 2001 forecast sales and billing determinants to parties in this proceeding on April 5 and April 6, 2001.


Revenue Requirement


PG&E has set the revenue requirement for the 3 cent per kWh rate surcharge equal to total sales (including all California Alternative Rates for Energy (CARE) sales and all residential sales) multiplied by 3 cents per kWh,[�] plus an estimate of the under recovery of the generation surcharge from March 28, 2001 (the date customer usage became subject to the 3�cent surcharge consistent with the payments PG&E is required to make to DWR in Decision 01�03�082), to the date new rates are actually put into place.  The total increase resulting from the generation surcharge is $2.46 billion on an annual basis.  In addition, PG&E proposes to amortize the under collected amount, estimated to be $580 423 million for the period March 28, 2001 to May 31, 2001, over the next 12 months (June 1, 2001 to May 31, 2002).  The additional surcharge necessary to recover this amount based on the 12-month period is 0.75 0.53 cents per kWh, so the average surcharge beginning June 1, 2001 would be 3.75 3.61 cents per kWh.[�]  This additional surcharge amount would be revised in future proceedings to reflect then current balances and assumptions.


Revenue Allocation


PG&E’s proposal for allocation of the generation surcharge adopted by the Commission, and the resulting average rates by rate group, are shown in Attachment 1.  The following key assumptions underlie PG&E’s proposal.


All CARE sales are exempt from the 1 cent per kWh Emergency Procurement Surcharge (EPS).  For the purpose of this allocation, present rates include the EPS.


All CARE sales[�] and all residential usage less than 130 percent of baseline quantities are exempt from the generation surcharge.  Shortfalls in collection of generation surcharge revenue due to the CARE exemption are supported by all customer classes.[�]  Shortfalls in collection of the generation surcharge due to the exemption for residential sales that are less than 130 percent of baseline quantities are recovered within the residential class.


PG&E has allocated this increase based on total kWh.  PG&E proposes an equal cents per kWh allocation because it is more straightforward, easier to understand, and produces results that are similar to a more sophisticated allocation methodology.  For example, allocating total generation revenue, including the generation surcharge, and taking into consideration load shape and service voltage would not result in percentage increases that are significantly different from those shown in the table below.  In addition, this allocation approach better comports with Commission decisions in recent years which have generally adopted System Average Percent (SAP) or equal cents per kWh changes that more evenly distribute the increase or decrease than Equal Percent of Marginal Cost (EPMC) methodologies oriented toward cost of service disparities.  


Allocation Results


The table provided below sets forth a brief summary of the revenue allocation results on an average rate basis.  Attachment 1 provides this same information in a more detailed format.  


Revenue Allocation Results


�Customer Group�
January 5, 2001 Rates (cents/kWh)�
Proposed Rates


(cents/kWh)�
Percentage Increase�
�
Residential�
11.61�
15.1614.96�
3129%�
�
Small Light and Power�
12.24�
16.0715.85�
3129%�
�
Medium Light and Power�
10.89�
14.7214.50�
3533%�
�
E�19 Class�
9.72�
13.5513.22�
3937%�
�
Streetlights�
13.23�
17.0616.84�
2927%�
�
Standby�
11.09�
14.9214.70�
3533%�
�
Agriculture�
11.91�
15.7315.51�
3230%�
�
E�20 T Firm�
6.17�
10.009.78�
6258%�
�
E�20 T Nonfirm�
5.04�
8.878.64�
7672%�
�
E�20 P Firm�
7.96�
11.7911.57�
4845%�
�
E�20 P Nonfirm�
6.91�
10.7410.52�
5552%�
�
E�20 S Firm�
9.30�
13.1212.90�
4139%�
�
E�20 S Nonfirm�
8.27�
12.1011.88�
4644%�
�
Total�
10.35�
14.0713.86�
3633%�
�
Rate Design


PG&E’s proposed rate design is described below.  Proposed rates are provided in Attachment 2 in the standard template required by the Energy Division.


Residential Rates


PG&E proposes a four tier rate structure for residential rates.  A four tier rate structure provides adequate incentives to encourage conservation making additional rate complexity unnecessary.  AB 1x is clear in requiring that all residential sales less than 130 percent of baseline are exempt from the generation surcharge.  Therefore, PG&E proposes that the same rate tier structure be used for both TOU and non�TOU rates on the basis of total usage in the billing period. The following tiers would apply to all residential rate schedules:


Tier 1 – zero to 100 percent of the baseline quantity.


Tier 2 – 100 percent to 130 percent of the baseline quantity.


Tier 3 – 130 percent to 200 percent of the baseline quantity.


Tier 4 – over 200 percent of the baseline quantity. 


Rates in Tier 1 and Tier 2 do not change.  PG&E set the Tier 3 rate equal to the Tier 2 rate plus 6.5 cents per kWh.  The Tier 4 rate is then set at the Tier 2 rate plus 15.914.6 cents per kWh to collect the remaining revenue requirement.  As a result, the generation component of the Tier 4 rate is approximately 22 21 cents per kWh.  


Effective rates for standard residential rate Schedule E�1 are provided below:  


Effective Schedule E�1 Rates


�Tier�
Current Effective Rates[�]


(cents/kWh)�
Proposed Rates


(cents/kWh)�
Percentage Change�
�
1�
11.4�
11.4�
0%�
�
2�
13.0�
13.0�
0%�
�
3�
13.0�
19.5�
50%�
�
4�
13.0�
28.927.6�
122113%�
�



While the increases to the Tier 3 and the Tier 4 rate may appear inappropriately large, the impact on individual customer bills must also factor in the usage on Tiers 1 and 2 that is not subject to the generation surcharge.  The average increase for customers that sometimes exceed the Tier 3 threshold, but that never exceed the threshold for Tier 4 is only 4 percent.  The average increase for customers that exceed the Tier 4 threshold for less than half the year would be a relatively modest 21 20 percent, while customers that exceed the Tier 4 threshold for more than half the year would receive an average increase of 58 55 percent.    


Commercial, Agricultural, and Lighting Non�TOU Rate Schedules


PG&E recommends that the generation surcharge be spread on an equal cents per kWh basis to all customers on non�time�of�use (TOU) rate schedules.  However, if the Commission wishes to implement rates by tier for these schedules, PG&E recommends that any commercial Tier 1 threshold be set at a low level to ensure most customers are exposed to prices which encourage conservation.  


Although PG&E had indicated in its April 2, 2001, prehearing conference statement that it did not object to rate tiers for commercial customers, upon further reflection, PG&E is concerned that rate tiers for non�residential customers may produce an undesirable effect.  Unlike the residential class which has established baseline quantities, non�residential customers have no benchmark for usage.  In fact, end uses for energy within a single rate schedule can vary considerably.  Therefore, rate tiers may fail to expose smaller customers to higher prices necessary to encourage conservation, even though a small customer may be no more efficient than a larger customer taking service on the same rate schedule but paying a higher Tier 2 rate.  Accordingly, PG&E’s primary recommendation is not to implement rate tiers for non�TOU commercial and agricultural rate schedules.  


PG&E does, however, appreciate the need for a conservation incentive.  Therefore, if the Commission wishes to require tiered rates for non�residential customers, PG&E has proposed an alternative where the first tier is set at a relatively low threshold – [about] 20 percent of the average use on the rate schedule.  This approach will ensure most customers taking service on the same rate schedule are exposed to an incentive to conserve.  In all cases, rates were designed to collect fully the allocation of the generation surcharge in the second tier.  The average use per rate schedule and the proposed tier 1 usage threshold are provided below:


Tier 1 Usage Threshold for Non TOU Rate Schedules


�Rate Schedule�
Tier 1 Threshold


KWh/month[�]�
Average Usage


KWh/month�
�
Schedule A�1�
250�
1,298�
�
Schedule A�10�
4,000�
19,918�
�
Schedule A�15�
50�
129�
�
Schedule TC�1�
200�
911�
�
Schedule LS�3�
300�
1,456�
�
Schedule AG�1A�
100�
440�
�
Schedule AG�1B�
550�
2,718�
�
Schedule AG�6A�
450�
2,232�
�
Schedule AG�6B�
3,000�
17,436�
�
Schedule E�36�
700�
3,343�
�



Commercial, Industrial, Agricultural, and Standby�TOU Rate Schedules


For TOU rate schedules, PG&E proposes to increase on�peak prices, but not to the extent suggested in the attachments to the March 27 ACR.  PG&E’s proposal produces TOU differentiated generation rates that are much more consistent with recent market prices than would any approach based on assigning all or nearly all of the cost increase to the on peak period.  In addition, by moderating the increase to the on�peak prices, PG&E also moderates the bill increases for customers with limited ability to shift usage out of the on�peak period.  


Non�residential TOU rates were designed by setting the on peak generation rate and then setting the rates for the other TOU periods residually.  PG&E selected an on�peak rate of 25 cents per kWh as the target generation rate for the on�peak period based upon a review of prices during 2000.  If the current on�peak generation rate[�] was less than 25 cents per kWh, the on�peak generation rate was increased to 25 cents per kWh.  Any generation surcharge revenue not collected was then assigned to the other TOU periods on an equal cents basis.  In some cases, the on�peak generation rate was already well above 25 cents per kWh.  In those cases, PG&E left the on�peak generation rate at the current level and allocated the revenue requirement to the other TOU periods on an equal cents per kWh basis.


Finally, PG&E would note that current TOU period hours or seasons cannot be revised in a manner consistent with current unbundled D and T rate components, unless the CPUC authorized commensurate revisions to unbundled D rate components, and the FERC authorized commensurate revisions to unbundled T rate components.  The latter revision, subject to FERC jurisdiction, seems particularly infeasible by June 1.


Direct Access


PG&E proposes to eliminate Schedule PX and replace energy charges derived based on that schedule with generation charges.  Generation charges would include charges for power purchased by the CDWR and charges for other power costs which includes costs for PG&E’s resources, power contracts including Qualifying Facilities, and real time energy.  Both the EPS and the generation surcharge would be allocated to either CDWR or other power costs as dictated by the Commission.[�]  


Since the sum of the CDWR charges as required by Decision 01�03�081 and the other generation charges would be more or less than what is being collected in rates, a residual calculation of Competition Transition Charges (CTC) would be required.  CTC would be determined residually by subtracting from the total amount of the bill amounts for distribution, public purpose programs, transmission, nuclear decommissioning and generation as described above.  


Since direct access customers would continue to receive a credit based on the power charges (less appropriate franchise fees) rather than simply the residual left in rates to recover generation costs, these customers continue to affect the under� or over�collection of costs on an ongoing basis.  As a result, direct access customers must continue to pay both the 1 cent/kWh EPS and the generation surcharge. 


Generation Surcharge and Bill Presentation


PG&E’s proposal for the generation surcharge is premised on the understanding that the underlying rates are still frozen at 1996 levels.  Accordingly, both the EPS and the generation surcharge are applied after all other bill calculations.  For residential and small commercial customers, the 10 percent legislative discount continues to be applied to the 1996 frozen rate level and the one�cent EPS and the three�cent generation surcharge are added to the resulting total.  PG&E has provided a sample bill for a bundled residential customer with the back�of�bill definitions as Attachment 3.   Please note that this sample bill separates CDWR charges and other generation charges in the manner required by Decision 01�03�081, which would be implemented 30 days after approval of PG&E’s Advice 2101�E, dated April 11, 2001.


[�]	Ordering Paragraph 2 of Decision 01�03�082 required PG&E to file an Advice Letter for a balancing account for the revenues from the generation surcharge.  In Advice 2096�E dated April 2, 2001, PG&E has sought to confirm the basis of its proposed revenue requirement as well as establish the Procurement Surcharge Balance Account.  


[�]	3.75 3.61 cents per kWh is equivalent to an average increase of 3 cents beginning on March 28, 2001, the date customer usage began to be subject to the 3�cent surcharge.  If the new rate design is not implemented until after June 1, 2001, then the additional surcharge would be commensurately higher.


[�]	Decision 01�03�082, Conclusion of Law 16.


[�]	Shortfalls due to the CARE program add to the generation surcharge paid by customers.  The average generation surcharge for those non exempt customers is 3.83 3.61 cents per kWh.


[�]	The 10 percent rate reduction bond credit applies before the Tier 3 and Tier 4 surcharges are added.  Current rates shown in this table have been reduced by the 10 percent discount and increased by the 1 cent EPS.


[�]	The tier threshold is rounded.  Rate tiers will be implemented on a kWh per day basis.


[�]	The current generation rates was determined by combining generation demand and energy charges.


[�]	The elimination of Schedule PX would also make obsolete PG&E’s current hourly rate options which are based on Schedule PX, including Schedule A�RTP and the Hourly Price Option (HPX).  
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