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SUBJECT: 2023 SB 695 REPORT IOU RECOMMENDATIONS TO LIMIT COST AND RATE 
INCREASES (ELECTRIC AND GAS IOUS) 
 

QUESTION 001 

This data request is issued regarding proposed recommendations of the electric and 
gas investor-owned utilities (IOU) to limit cost and rate increases consistent with the 
state’s energy and environmental goals for reducing greenhouse gases, pursuant to 
Public Utilities Code Section 913.1 which requires the utilities to: 

“…study and report to the commission on measures that they 
recommend be undertaken to limit costs and rate increases.” 

In preparing your utility’s response, the IOU should be as specific as possible in 
identifying and quantifying specific potential cost savings initiatives.1 

The data provided in the response will be included in its entirety in an appendix to the 
2023 SB 695 Report.  

ANSWER 001 

Rate Design   

PG&E understands how important it is to our customers that we keep monthly electricity 
and gas costs affordable while maintaining safe and reliable service. 

Since the issuance of Decision (D.)15-07-001, Decision on Residential Rate Reform, 
the energy sector in California has seen rapid changes, including technology 
innovations, new market entrants and expanded customer choice. Further, the state has 
continued to pursue efforts consistent with its vision for a clean electric future for 
California that includes a path to a 100 percent greenhouse gas (GHG)-free electricity 
future (as evidenced by the passage of SB 100 in 2018). Critical to this future is a robust 
electric network that enhances reliability and safety, is affordable, and allows all 
Californians to equitably benefit from and finance this clean energy future. 

 
1  Data reflecting rates trends, cost recovery mechanisms, types of cost recovery proceedings, and 

other data non-specific to studying and reporting on measures recommended to limit cost and rate 
increases should not be included, except to the extent that such data directly supports the 
recommendations. 
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As California approaches a time in which nearly all electrons are green and the 
“average” electric customer becomes harder to define, enhancing and maintaining the 
network that delivers those green electrons to all Californians becomes more and more 
important. To support this clean electricity future, in which customers have more choice 
than they had in the past, the rate architecture needs to continue to evolve and 
ultimately transition to a structure under which customers pay for the network separately 
from paying for the electrons. Great progress has been made in California over the past 
five plus years through the Commission’s leadership on residential rate reform. 
Reducing the emphasis on tiered pricing and beginning the transition toward more cost-
based TOU rates are two significant accomplishments thus far resulting from the 
Commission’s Residential Rate Reform proceeding.2 

However, despite these efforts, there remain fundamental challenges with the current 
path. Relying almost exclusively on volumetric rates for residential customers, even if 
differentiated by time-of-use (TOU), is not sustainable, as such designs do not reflect 
the way actual costs are incurred. In the absence of reasonable fixed charges that 
collect at least a portion of utility fixed costs, higher-usage customers are forced to pay 
disproportionate shares of PG&E’s fixed costs and thus subsidize lower-usage 
customers. Moreover, an inclining block tiered rate structure exacerbates these 
subsidies from higher-usage customers to lower-usage ones. 

Such rate structures, where volumetric electric rates (and, particularly, volumetric upper-
tier rates) end up being set far in excess of the actual marginal costs of generating and 
delivering electricity, provide economically inefficient price signals to customers. They 
also run counter to the public policy objective of encouraging building electrification, by 
incenting customers to switch from appliances/equipment that use natural gas to those 
that use electricity in order to reduce emissions. Customers facing the choice between 
gas or electric appliances/equipment that provide the same service (for example, a 
residential household deciding whether to heat its home with a gas furnace or with an 
electric heat pump, or to obtain its hot water with a gas water heater or an electric heat 
pump water heater) will be less likely to choose the electric option if electric volumetric 
rates are set at artificially high levels – since doing so will lead to a much higher bill. 
Furthermore, a growing number of municipalities are passing ordinances requiring new 
residential and business construction to use electricity rather than natural gas for space 
heating, water heating and cooking.3  Customers affected by these new ordinances 
may see much higher than expected bills due to being forced to pay high volumetric 
electric rates, risking customer backlash against such ordinances. 

For electrification to succeed, it is critical to reduce volumetric electric rate levels to 
achieve the desired emissions reductions. This can be accomplished via a number of 

 
2  Two fairly recent Commission decisions -- one approving PG&E’s new pro-electrification TOU rate 

with a fixed charge, Schedule E-ELEC (which PG&E began offering to customers on December 1, 
2022) and the other eliminating the high-usage surcharge of PG&E’s tiered Schedule E-1 rate (which 
PG&E implemented on January 1, 2023) – represent beneficial rate reforms that result in more cost-
based rates and help achieve the state’s goals of decarbonization through electrification.   

3  Such ordinances have been recently enacted in Berkeley and on March 16, 2023, the Bay Area Air 
Quality Management District (BAAQMD) Board voted to adopt a zero-NOx standard for new 
residential and commercial space and water heaters. 
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changes to electric rate designs, summarized in bullet form below (and further 
described in the following three sub-sections): 

• Introducing and/or increasing fixed charges to collect a greater, more reasonable, 
portion of utility fixed costs, resulting in lower volumetric electric rates; 

• Further reforming tiered rate structures for electricity to either eliminate non-cost-
based tiered prices or, at minimum, reducing the magnitudes of the price 
differentials between tiers; and 

• Further reforming the compensation provided to customer-generators with on-site 
solar systems via Net Energy Metering (NEM). 

 

Fixed Charges Coupled With Lower Volumetric rates.  

As noted above, a critical step to fair and equitable rates is the implementation of a fixed 
charge for residential customers to recover fixed costs that do not vary with usage. In 
2013, the Legislature enacted Assembly Bill (AB) 327, which permitted a modest fixed 
charge subject to an inflation-adjusted cap. More recently, in 2022, the legislature 
enacted AB 205, which eliminated the cap on the fixed charge and, instead, authorizes 
the Commission to implement an income-graduated fixed charge (IGFC) with at least 
three income categories wherein customers with higher incomes pay higher fixed 
charge amounts.4  AB 205 also authorized the Commission to do away with the 
“Composite Tier 1 Methodology” it has utilized historically for designing tiered rates.  
This methodology has the effect of restricting the use of fixed charge revenues for the 
sole purpose of reducing Tier 1 rates while leaving upper-tier rates unchanged – which 
acts as a barrier to the achievement of the state’s electrification goals by severely 
limiting the ability of such rate structures with fixed charges to incentivize customers to 
purchase electric appliances/equipment.  

PG&E supports having a fixed monthly charge in residential rates, and applauds the 
further rate reforms enacted in AB 205.  Residential fixed charges are consistent with 
rate design policies adopted by public utility regulators around the country and are 
similar to the fixed monthly charges that have been in all of PG&E’s non-residential 
rates for decades.  The addition of a fixed charge to residential rates will result in a 
more cost-based rate design that will spread costs to customers in a more equitable 
way based on the fixed costs to serve them. More importantly, the resulting volumetric 
electric rates will be lower and closer to marginal costs of service, providing critical 
incentives for customers to switch to cleaner electric appliances and equipment.  PG&E 
is actively participating now in the Commission’s Demand Flexibility OIR proceeding 
(R.22-07-005), wherein the details of how the IGFC will be designed and implemented 
will be determined. 

 

Eliminating Steeply-Tiered Residential Rates  

Since 2010, PG&E has been advocating for fewer tiers in residential rates, along with 
smaller price differentials between tiers. In July 2015, in D.15-07-001, the CPUC 

 
4  AB 205 also authorized the Commission to design tiered rates without requiring tiered rate ratios.  
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adopted a multi-year “glide path” trajectory that represented an important step in that 
direction, reducing the number of tiers and gradually reducing the ratio of the Tier 2 rate 
to the composite Tier 1 rate.5 Currently, as of March 1, 2022, the ratio between PG&E’s 
Tier 2 and composite Tier 1 rates is set at the 1.25-to-1 final glide path ratio directed by 
D.15-07-001.6  But, while an improvement over the situation that existed in 2015, a 
1.25-to-1 ratio still over-charges customers for usage above their baseline amount, 
while subsidizing customers whose usage stays in Tier 1. As noted above, this will 
disincentivize customers from switching to cleaner electric appliances, since such 
purchases will likely drive electric usage of Tier 1 users into the higher-priced Tier 2.  
One noteworthy positive development occurred, though, when, on January 1, 2023, 
PG&E was able to eliminate its third (high-usage surcharge) tier in compliance with 
D.21-03-003.  The elimination of the high-usage surcharges will help mitigate, to some 
extent, the disincentive for customers to electrify their homes that is inherent in inclining-
block tiered rates. 7 

Rate structure and compensation for Net Energy Metering (NEM)   

The NEM tariff allows customers with on-site generation (primarily rooftop solar 
photovoltaic (PV) equipment) to receive a retail-based credit (for generation plus 
transmission and distribution rates less certain public purpose program and other non-
by-passable charges) for the energy they send out to the grid to offset the cost of their 
consumption within the month and within an annual true-up period.8 This results in 
residential NEM customers being compensated over $0.30/kWh for electricity that, 
according to the CPUC’s 2022 Avoided Cost Calculator, is worth approximately 
$0.05/kWh. This 20+ cent premium is paid by non-participating customers, resulting in a 
cost shift. As of December 31, 2022, the estimated annual NEM cost shift for PG&E 
customers reached $2.7 billion after an $842 million increase over the previous year, 
due to both 2022 rate increases and accelerating adoption. The December 2022 NEM 
Decision (D.22-12-056) replaced NEM with a “Net Billing Tariff,” which instead 
compensates all exported electricity according to CPUC’s Avoided Cost Calculator. 
This, combined with other changes, is estimated to reduce the cost shift from future 
installations by about 50%. This means that while the burden on non-participants will 
grow at a slower pace than it has historically, NEM/NBT will continue to be a source of 
affordability pressure for the foreseeable future.  

 
5  The Tier 1 rate applies to usage between zero and the customer’s baseline amount, while the Tier 2 

rate applies to usage above baseline. The composite Tier 1 rate is calculated by adding any 
revenues from a fixed charge or a minimum bill amount to Tier 1 energy revenues, then dividing by 
Tier 1 sales. Thus, the composite Tier 1 rate exceeds the nominal Tier 1 rate actually paid by 
customers for Tier 1 kWh usage. 

6  Because the composite Tier 1 rate exceeds the actual Tier 1 rate, the resulting nominal rates have a 
ratio that exceeds 1.25-to-1. 

7  It is worth noting that Schedule E-TOU-C, the default TOU rate schedule approved by the CPUC, 
while providing better price signals to customers to shift their electric usage from high-cost peak 
hours to low-cost off-peak ones, still has a two-tiered structure that disincentivizes customers from 
switching to electric appliances. 

8  The 2016 NEM successor tariff decision, Decision (D.)16-01-044, required customers to pay certain 
non-bypassable charges on all usage not offset by on-site generation, reducing some of this cross-
subsidization. 
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PG&E believes that these residential rate design and NEM reforms can have a 
beneficial near-term impact on its cost of delivering safe and reliable gas and electric 
services to its customers, as well as more fairly charging customers rates which better 
reflect PG&E’s cost to serve them – all the while incenting building electrification 
policies by making electric service more affordable to higher-usage customers. 

Operational Initiatives  

In addition to the specific changes to electric rate design, PG&E has outlined several 
initiatives in support of customer rate affordability. These initiatives include both 
operational efficiencies as well as transactional initiatives.  

Operational Improvements result in reduction in the per unit cost of work through work 
planning & bundling, resource allocation, strategic sourcing negotiations and other 
process improvements. 

Transactional savings are comprised of efforts such as selling real estate.  Savings will 
be realized at the time each transaction closes.  These efforts yield a benefit to the 
customers but do not necessarily lead to ongoing savings from doing work more 
efficiently. 

Securitization  

PG&E has identified and evaluated two alternative debt financing mechanisms. It should 
be noted that these alternative mechanisms would not be used to increase the 
proportion of debt in PG&E’s capital structure, since doing so would raise the cost of 
equity and not reduce the overall cost of financing. 

PG&E issued securitized debt in 2021 and 2022, and plans to issue several more series 
through 2024, and potentially thereafter. PG&E anticipates that the interest cost savings 
to customers could eventually be on the order of about $50 million annually. However, 
there is a limit to the total amount of securitized debt that can be outstanding at any one 
time, and as that limit is approached the credit ratings of securitized debt fall and the 
cost advantage may not be realized. 

PG&E may also consider capital leases as another alternative to reduce financing costs. 
Generally, leasing is not a more cost-efficient form of debt financing for PG&E, but there 
may be specific transactions in which leasing may present a lower cost alternative. 
PG&E will evaluate any opportunities that appear promising. 

Securitization of Wildfire O&M Costs  

PG&E supports Commission authorization to securitize wildfire mitigation-related O&M 
costs as an additional financial tool to mitigate rate impacts.  The Commission 
previously has authorized securitization of wildfire capital expenditures based on the 
economic benefits (i.e., customer cost reduction) as the sole standard of measure for 
the value of the proposal for securitization.  However, securitizing wildfire mitigation-
related O&M costs may result in other important customer benefits, such as promoting 
rate stability or reducing near-term costs (e.g., to mitigate rate impacts of vegetation 
management until ongoing system hardening work can be completed).   
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PG&E, along with SDG&E and SCE, is supporting Assembly Bill 1513 (Calderon, 2023) 
which seeks to minimize sudden electric bill rate spikes for ratepayers by providing 
financing options for an electric utility corporation to reduce costs associated with 
wildfire mitigation. 

Self-insurance Program  

In its 2023 GRC, for its wildfire liability insurance, PG&E proposed a hybrid approach of 
part self-insurance and part commercial policies with a goal of shifting to 100% self-
insurance by the end of the 2023 GRC cycle (2026). (See Exhibit (PG&E-9) Chapter 3, 
pp. 3-28 through 3-38 for a description of the proposal).    

In October 2022 PG&E, Cal Advocates, and TURN (all interested parties) filed a joint 
settlement agreement regarding PG&E’s wildfire liability insurance, which was approved 
in January 2023.  Some key terms of the settlement agreement are: (1) PG&E’s wildfire 
liability insurance will consist of self-insurance only beginning in 2023; (2) wildfire self-
insurance will be funded at $400 M for 2023; (3) for each year during 2024-2026, the 
self-insurance funding may be adjusted annually to reflect prior year’s claims activity 
and to limit total available self-insurance to a maximum of $1 billion; (4) PG&E is 
authorized to collect the actual costs of claims incurred less a 5 percent deductible of 
the annual claims total (up to a total $50 million deductible) that is not subject to 
recovery in rates; and (5) PG&E will credit any investment proceeds earned on 
customer-funded self-insurance amounts back to customers.  (See D.23-01-005, 
Appendix 1, Settlement Agreement Between Pacific Gas and Electric Company, The 
Utility Reform Network, and The Public Advocates Office at the California Public Utilities 
Commission on Wildfire Liability Insurance Issues (“Wildfire Liability Insurance 
Settlement”)). 

There are numerous benefits of self-insurance for wildfire liability instead of traditional 
commercial policies.  First, unlike commercial policies where the premium is paid 
whether the coverage is used or not, unused self-insurance remains available for use in 
future years.  This can result in significant customer benefits compared to commercial 
insurance in years when PG&E’s claims are low.  Additionally, unlike commercial policy 
premiums that are typically due upfront at the beginning of a policy period, payments 
from self-insurance to satisfy claims often occur years after a wildfire event, allowing the 
self-insurance funding to be collected over time.  Finally, PG&E will avoid paying taxes 
and fees associated with the purchase of commercial insurance. (D.23-01-005, FOF 7).   

As a result of the benefits discussed above, initial customer funding for insurance is 
significantly lower under the self-insurance framework adopted under the Wildfire 
Liability Insurance Settlement compared to the prior status quo of purchasing 
commercial insurance.  For example, for 2023, the approved funding for self-insurance 
is $400 M, which is $307 M less than PG&E’s original GRC forecast.   The total revenue 
requirement [and therefore the potential for total savings] under the adopted self-
insurance approach is dependent on the total amount of claims incurred for the 2023 
GRC period. (See D.23-01-005, FOF 5).  In a best-case scenario, where no claims are 
incurred over the four-year GRC period, the self-insurance framework could result in 
customer savings of up to $1.8 billion dollars compared to commercial insurance.  In a 
worst-case scenario, for example where PG&E experiences full-limit, $1 billion losses or 
greater in each year of the 4-year GRC period, the self-insurance framework could cost 
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more than commercial insurance by up to $1.125 billion.  (See Joint Motion of PG&E, 
TURN and Cal Advocates for Expedited Approval and Adoption of the Attached 
Settlement Agreement on Insurance Related Issues and D.23-01-005, Appendix B, 
Illustrative Calculation Reflecting the Worst Case Scenario – Cost Recovery for 
Undercollections at the End of the 2023 GRC Period.)  In approving the Wildfire Liability 
Insurance Settlement, the Commission found that “In any year during the 2023-2026 
period, PG&E’s wildfire liability insurance cost through self-insurance pursuant to the 
Settlement is likely to be less than the cost of commercial insurance for $1 billion of 
coverage.” (D.23-01-005, FOF 6).   

Outside Sources of Funding  

PG&E supports outside sources of funding that can bring bill relief to customers, 
especially those most vulnerable.  PG&E supported and partnered with the CPUC and 
the California Department of Community Services and Development to implement the 
CAPP program for qualified customers in arrears.  These actions implemented AB 135 
from 2021 and AB 205 from 2022.  

In 2023, PG&E continues to look for opportunities to provide rate relief for our 
customers.  PG&E is working with SDG&E and SCE in support of AB 982 (Villapudua) 
which would remove public purpose program funding from the electric bill.  This 
legislation would create a fund in the State Treasury and require state or other non-
customer funding for these programs.  PG&E is also working with SDG&E and SCE in 
support of AB 1513 (Calderon), which would provide a financing option to manage the 
bill impacts of costs associated with infrastructure projects necessary for safety, 
resiliency, and reliability.  PG&E is committed to working with stakeholders on both of 
these proposals and others to find opportunities to alleviate rate pressures on our 
customers.   

In addition, PG&E is pursuing Department of Energy (DOE) grants through their newly 
created Grid Resilience and Innovation Partnership (GRIP) program.  After submitting 
five concept papers, DOE encouraged PG&E to submit full applications for four of those 
projects. Additionally, PG&E is a partner on a few other applications being submitted by 
other entities for these grants.  The four projects range in scope from creating additional 
grid resilience through expanded undergrounding and transmission capacity projects to 
vehicle to grid integration technology and microgrid solutions. PG&E will submit its 
applications in spring 2023, with additional opportunities to pursue GRIP dollars over 
the next several years.   

 


