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CHAPTER 1 INCOME GRADUATED FIXED RATE DESIGN
(Witnesses: Nathan Chau and Otto Nichols)

L. INTRODUCTION AND SUMMARY OF RECOMMENDATIONS

This chapter provides the Public Advocates Office at the California Public
Utilities Commission’s (Cal Advocates) recommendations for Phase 1, Track A of the
Demand Flexibility Rulemaking on income graduated fixed charge (IGFC) design. Cal
Advocates proposes an IGFC framework that promotes affordability and encourages
electrification by reducing volumetric rates, provides additional bill discounts for low-
income customers, and recovers the electric utility’s cost to serve in a more equitable
manner than current rates. Absent an IGFC, persistently high volumetric rates will
continue to exacerbate affordability issues over time and discourage electrification.!

Electricity rates have become increasingly less affordable for all households in
California. Utility bills increasingly erode what little disposable income low- income
customers have, making them particularly vulnerable to these trends. Even small
movements in income and housing costs can have an outsized impact on a household’s
ability to pay for electric service when disposable income levels are low.2

High volumetric rates also hinder California’s ability to meet greenhouse gas
(GHG) reduction goals. If volumetric electricity rates are too high, the customer may not
realize fuel cost savings when switching from fossil fuels like natural gas and gasoline to

electricity. Achievement of California’s GHG reduction goals increasingly require more

1 Designing Electricity Rates for An Equitable Energy Transition, P. 7. Professor Borenstein from the
Energy Institute at HAAS expresses concern that the volumetric retail rates in California are multiples
above social marginal costs. Social marginal costs include the “marginal costs of generation,
transmission, distribution and greenhouse gas emissions that are associated with producing an additional
unit of electricity. Adding the unpriced portion of pollution damages resulting from electricity yields the
social marginal cost.” The portion of volumetric rates above marginal costs include additional “system
costs that do not scale with usage. These include fixed costs that range from regular maintenance to
wildfire mitigation to cross-subsidies for CARE [California Alternate Rates for Energy] customers and
rooftop solar.” These are all costs that are being recovered through high volumetric prices.
https://www.next10.org/publications/electricity-rates.

22019 Annual Affordability Report, p. 36. https://www.cpuc.ca.gov/-/media/cpuc-
website/divisions/energy-division/documents/affordability-proceeding/r1807006--2019-annual-
affordability-report.pdf.

I-1
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electricity consumption via building electrification and electric vehicle (EV) adoption. It
is imperative that the Commission takes steps to reduce volumetric rates. IGFCs can
reduce volumetric rates in a manner that eases affordability pressures on low-income
customers and improve access to electrification, when done correctly.

Cal Advocates recommends the Commission adopt an IGFC based on Cal
Advocates’ proposed structure presented in Table 1 for all residential default and optional
rate schedules. This structure consists of progressively higher fixed charges across three
identical income brackets for California Alternative Rates for Energy (CARE) and non-
CARE residential customers. The differentials (i.e., the difference in fixed charge levels
between income brackets) are set higher between the second (i.e., customers making
between $50,000/year and $100,000/year) and first (i.e., customers making less than
$50,000/year) income brackets to provide more reductions to low-income customers
whereas the differential is set lower between the third (i.e., customers making more than
$100,000/year) and second brackets to facilitate implementation of the IGFC. Cal
Advocates estimates that this proposal will reduce overall volumetric rates by 16%-22%
depending on the investor-owned utility (IOU) compared to the same rate absent such a
fixed charge.?

Finally, to mitigate impacts on low-income customers, Cal Advocates also
proposes to redeploy the California Climate Credit (CCC) to offset fixed charges to the
greatest extent possible for customers in the first income bracket. This is discussed in

more detail in section I1.E.

2 Cal Advocates’ estimated bill impacts from the IGFC proposal utilized a tier rate structure to better
isolate the impact of implementing an income based fixed charge. Implementing the IGFC proposal with
a TOU rate may provide customers with even more savings depending on the customer’s ability to shift
load outside of the peak hours.
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Table 1: Cal Advocates' Proposed Income-Based Fixed Charge Utilizing the
California Climate Credit

CARE | Income | Annual Pacific Gas Southern San Diego Gas
Bracket | Income and Electric | California & Electric
Company Edison Company
(PG&E) Company (SCE) | (SDG&E)
Non- |1 < $50,000 |$0.00 $0.00 $0.00
CARE ($22.79 ($21.82 without | ($26.70 without
without the the CCC) the CCC)
CCO)
2 $50,000 - | $31.91 $30.55 $36.42
$100,000
3 > $36.69 $35.14 $41.88
$100,000
CARE | 1 < $50,000 | $0.00 $0.00 $0.00
($10.20 ($10.83 without | ($13.70 without
without the the CCC) the CCC)
CCO)
2 $50,000 - | $14.27 $15.17 $19.18
$100,000
3 > $16.41 $17.44 $22.06
$100,000

II.  DISCUSSION OF RECOMMENDATIONS

A.

Retail rates increased at a rate far outpacing inflation over the

last decade and this trajectory is expected to continue.

Between January 2009 and January 2023, average residential rates have outpaced

inflation over the same period. Over this period, residential average rates for PG&E,

SCE, and SDG&E have increased by 95%, 107%, and 137% respectively, with no sign of

slowing down, whereas inflation only increased by 42%.¢ In fact, the Commission’s

sponsored whitepaper, “Utility Costs and Affordability of The Grid of The Future” (the

4 Inflation figures taken from https://www.bls.gov/data/inflation_calculator.htm. Utility average rates
taken from annual electric true up (PG&E) and annual consolidated (SCE and SDG&E) advice letter
filings going back to 2009.
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Whitepaper) predicts that rates will continue to increase between 3.5% and 4.7% annually
over this decade.2 The Whitepaper posits that the growth in rates can be largely
attributed to increases in capital additions driven by rising investments in transmission by
PG&E and distribution by SCE and SDG&E. Further causes of rapidly increasing
electric rates include the major financial commitments utilities have made for wildfire
mitigation and transportation electrification.$

The increases in overall residential average rates even in just over the last 5 years
is staggering. Since 2017, the average residential rate for California’s IOUs have
increased by 7%-9% annually.Z

Moreover, the latest data shows that forecasted rate increases are underestimated.
In 2023, rates for PG&E, SCE and SDG&E are already at the levels the Whitepaper
forecasted for 2028, 2030, and 2029 respectively.

3 Utility Costs and Affordability Of The Grid Of The Future An Evaluation Of Electric Costs, Rates And
Equity Issues Pursuant To P.U. Code Section 913.1, dated May 2021, p. 8.

¢ Utility Costs and Affordability of The Grid Of The Future An Evaluation Of Electric Costs, Rates And
Equity Issues Pursuant To P.U. Code Section 913.1, dated May 2021, p. 7.

I Utility average rates taken from annual electric true up (PG&E) and annual consolidated (SCE and
SDG&E) advice letter filings going back to 2009.

8 Utility Costs and Affordability of The Grid Of The Future An Evaluation Of Electric Costs, Rates And
Equity Issues Pursuant To P.U. Code Section 913.1, dated May 2021, pp. 4-5.

4
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Figure 1: Change in Residential Average Rates Compared to Inflation — All IOUs
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In the foreseeable future, electric rates are expected to continue increasing.
Simplistically, average electric rates are calculated by dividing the revenue requirement?
by electric sales. In the average rate calculation, the revenue requirement is expected to
increase, because utility fixed costs increase over time, while the sales base over which
these increasing costs are recovered have either remained stagnant or are steadily
decreasing. The combined effect of increasing revenue requirements and decreasing
sales exacerbates upward rate pressures resulting in the equity concerns Cal Advocates
proposes to mitigate with an IGFC. Furthermore, low-income customers, who are the
most harmed by increasing rates and are financially unable to install rooftop solar or
distributed energy resources (DERs) to lessen the burden, are forced to endure the

continuously increasing utility rates. Pricing reform via an IGFC that better aligns cost

2 The revenue requirement is the Commission approved amount of revenue that utilities are guaranteed to
recover through rates. The revenue requirement consists of the utility’s cost to serve customers and
additional public purpose costs intended to meet the Commission’s policy objectives.
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recovery with cost causation will provide much needed rate relief to the most financially
vulnerable customers. The bill impacts of Cal Advocates’ IGFC on low-income

customers are discussed in further detail in section I1.D.

B. Collecting costs entirely in volumetric rates hinders vital
electrification efforts.

High volumetric electricity rates pose challenges to achieving California’s
aggressive GHG reduction targets. To promote California’s decarbonization goals, it will
be necessary to encourage customers to switch from carbon-intensive fuels to electric
devices which have a lower GHG intensity, especially as electricity production becomes
increasingly supplied by renewable energy.

Widespread transportation electrification is crucial to reduce emissions of
statewide GHGs “to 40 percent below 1990 levels by 2030 and to 80 percent below 1990
levels by 2050.”12 As part of these goals, the state has set a target of five million zero
emission vehicles on the road in California by 2030.1 Widespread transportation
electrification requires electrical corporations to increase access to the use of electricity
as a fuel .12

But as the cost of electricity increases relative to the price of natural gas and
gasoline, the financial incentive to adopt electrification becomes less favorable. For the
widespread adoption required to reach the State’s climate goals, at a minimum,
volumetric electricity rates need to remain low to reduce the costs of electrification. A

2018 survey of diverse stakeholders in the commercial EV sector conducted by the

10 pyblic Utilities Code § 740.12(a)(1).
1 Governor Brown Executive Order B-48-18. Office of Governor Edmund G. Brown, “Governor Brown
Takes Action to Fund Zero-Emission Vehicles, Fund New Climate Investments,” January 26 2018,

accessed April 13, 2021 at https://www.ca.gov/archive/gov39/2018/01/26/governor-brown-takes-actionto-
increase-zero-emission-vehicles-fund-new-climate-investments/index.html.

12 According to Decision (D.) 20-08-045, p. 7, the Legislature also found that “[a]dvanced clean vehicles
and fuels are needed to reduce petroleum use, to meet air quality standards, to improve public health, and
to achieve greenhouse gas emissions reductions goals,” and that widespread transportation electrification
“requires electrical corporations to increase access to the use of electricity as a transportation fuel.”
corporations to increase access to the use of electricity as a transportation fuel.”
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Electric Power Research Institute (EPRI) found that the overall level of electric rates for
fueling will be a key factor in commercial customers’ EV adoption decisions over the
next decade: “A common viewpoint was that when there is parity cost of vehicle, energy
cost and operating/maintenance cost, electric rates will be a key determinant of long term
EV viability.”12 Additionally, at the Commission’s February 24, 2021 “En Banc on
Energy Rates and Costs,” David Rapson, Director of the Davis Energy Economic
Program at the University of California, Davis, presented that “[e]ach $0.10/kWh
increase in electricity prices [results in a] 15% decrease in EV demand” (in terms of EV
miles driven).® Thus, lower volumetric rates produced by IGFCs are crucial in achieving

GHG reductions via electrification adoption.

C. Cal Advocates’ IGFC Proposal

Cal Advocates’ income-based approach will provide bill reduction benefits to
customers in the lowest income bracket when combined with Cal Advocates’ proposal to
offset fixed charges for these customers with a reallocation of the CA climate credit.
This will allow customers who are not enrolled or eligible for CARE to benefit from the
proposal. Additionally, CARE customers will receive a lower fixed charge across each
income bracket compared to non-CARE customers.

As shown in Table 4, Cal Advocates proposes that fixed charges collect between
$27-$35 from all residential customers in a progressive manner spanning three income
brackets. In terms of overall size, it is also comparable to other electrical existing fixed

charges in California.l3 The fixed charge amounts are collected across three income

13 Application (A.) 20-10-011, Exh. PG&E Testimony on its Commercial Day Ahead Real-Time Pricing
(DAHRTP) Pilot, p. 1-Attachment A-29.

14 February 24, 2021 En Banc on Energy Rates and Costs, Presentation of David Rapson Slide 36,
https://www.cpuc.ca.gov/uploadedFiles/CPUC_Public_Website/Content/Utilities and_Industries/Energy
_-_Electricity_and Natural Gas/Rates%20En%20Banc PANEL%201 Updated.pdf.

15 For example, SMUD residential fixed charge is $23.50 for all customers. https:/www.smud.org/-
/media/Documents/Rate-Information/Rates/1-R.ashx. Modesto Irrigation District’s fixed charge is
$30/month for all customers. https://www.mid.org/tariffs/rates/d residential.pdf. City of Riverside
features fixed charges ranging from $22.06/month to $72.06/month depending on the size of the home.
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brackets for each IOU with a differential of 40% between the second and first (middle
and lowest) income brackets and a differential of 15% between the third and second
(highest and middle) income brackets. Across the entire ratepayer population for each
IOU, these fixed charges will collect an amount that roughly covers the cost of grid
access and non-bypassable charges.l¢ Because these costs do not vary depending on a
customer’s usage, they should be recovered through the IGFC instead of volumetric rates.
This method of cost recovery will provide more accurate price signals by reflecting true

cost of service and provide rate relief for lower income customers.

1. Fixed charges should, at minimum, collect the cost of grid
connection.

Cal Advocate’s proposed fixed charge is designed to collect the cost of grid
access. The cost of grid access is captured by marginal customer access costs (MCAC)
which are typically modelled in a utility’s General Rate Case Phase 2 (GRC 2)
proceeding where marginal costs are developed to inform rate design and revenue
allocation decisions.lZ MCAC represent the incremental cost of providing grid access to
customers including ongoing costs associated with billing and customer services along
with capital costs associated with physical connection equipment like meters, service
drops and final line transformers (also known as hook up equipment). Since these costs
have little correlation with kWh usage, they are more appropriately recovered in fixed

charges.

Cal Advocates also proposes to scale MCAC by its equal percent marginal cost
(EPMC) scaler. The EPMC scaler is used to bridge the numerical gap between marginal

costs and the utilities’ revenue requirement. It is derived by taking the revenue

This includes combined a monthly flat charge of $12.06 and a “reliability charge” which accounts for
residence size. https://riversideca.gov/utilities/sites/riversideca.gov.utilities/files/pdf/rates-
electric/Electric%20Schedule%20D%20-%20Effective%2001-1-19.pdf

16 D.16-01-044, p. 90.

7 1.e. determine how much of a utility’s revenue requirement is assigned to each customer class
(residential, small commercial, large commercial, agriculture, etc.).
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requirement divided by the marginal cost revenues (revenues that would result if the IOU
were to charge its services at marginal costs only). The most recent PG&E 2020 GRC 2
ruled that any prior restrictions concerning the use of the EPMC scaler for determining a
fixed charge is no longer binding.18

Inclusion of this EPMC scaler will also increase the reductions to volumetric rates
from the IGFC and provide greater benefit to lower income customers under Cal
Advocates’ proposal. Table 2 shows the MCAC values used to construct Cal Advocates’
IGFC. The EPMC scaler is used to determine the non-marginal distribution costs (i.e.
EPMC-scaled MCAC) based on the share of total marginal cost revenues comprised by
the MCAC revenues in the public Energy+Environmental Economics (E3) IGFC tool.L2
For example, if PG&E’s MCAC revenues make up 32.5% of total marginal distribution
revenues, then 32.5% of non-marginal distribution revenues would be included in the
average residential fixed charge amount for PG&E. In the short-term for this IGFC
proposal, Cal Advocates does not propose including all “non-marginal distribution
costs”2 for recovery in the IGFC even if such costs may not be related to usage. In the
meantime, Cal Advocates proposes including only a portion of such costs in an IGFC so
that fixed charge levels are not too high for initial implementation. The Commission
could consider proposals for additional non-marginal distribution costs for inclusion in an

IGFC in a future proceeding.

18D.21-11-019, Conclusion of Law (COL) 31, p. 164.

D Tool may be accessed via https://www.cpuc.ca.gov/industries-and-topics/electrical-energy/electric-
costs/demand-response-dr/demand-flexibility-rulemaking.

20 As provided in the Public E3 IGFC Tool.
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Table 2: MCAC Estimates by IOU2

MCAC EPMC-Scaled
10U $/Customer/Month MCAC
$/Customer/Month
PGE $7.59 $17.53
SCE $7.88 $15.88
SDGE $11.26 $24.84
2. Fixed charges should collect non-bypassable charges

Non-bypassable Charges (NBC) should be included in the implemented IGFC.
NBC:s such as the public purpose program (PPP), the Wildfire Fund Charge, and the
Wildfire Hardening Charge are products of policy initiatives.22 These costs are not
directly correlated to a customer’s decision to use more or less electricity. The PPP
charge includes, among other budget items, funds for electric rate discounts to low-
income program participants,? and technological research related to CA’s energy and
climate goals.2* The Wildfire Fund revenues pays liability claims submitted by victims of
utility-caused wildfires.23 Similarly, Wildfire Hardening costs include capital

expenditures and other costs related to preventing and mitigating catastrophic wildfires.2

4 From the Public tool, values derived by taking the marginal customer access costs revenues for each
IOU and dividing by the total billing months in compute a monthly value.

22 As defined by the NEM 2.0 decision (D.16-01-044). A more expansive list was established for purposes
of developing economic development rates.

2 California Alternative Rates for Energy (CARE).
24 Electric Program Investment Charge (EPIC).
3 D.19-10-056, COL 31.

26 hitps://www.pge.com/en_US/small-medium-business/your-account/your-bill/understand-your-
bill/glossary/glossary.page “PG&E has been permitted to issue bonds that enable it to recover more
quickly certain costs related to preventing and mitigating catastrophic wildfires, while reducing the total
cost to its customers. Your bill for electric service includes a fixed recovery charge called the Wildfire
Hardening Charge that has been approved by the CPUC to repay those bonds. The right to recover the
Wildfire Hardening Charge has been transferred to a separate entity (called the Special Purpose Entity)
that issued the bonds and does not belong to PG&E. PG&E is collecting the Wildfire Hardening Charge
on behalf of the Special Purpose Entity.”

10
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These costs do not directly increase nor decrease because of changes to
consumption levels. Thus, including such NBCs in volumetric rates would send the
wrong price signal that a customer’s consumption decision influences such costs. A
customer who reduces consumption for example, would avoid paying such “non-
bypassable” charges despite the fact that such costs have not actually decreased as a
result of the customer’s reduced usage. Consequently, because this amount of cost is
avoided by the reduction in consumption and no longer collected from this customer, it
would need to be collected from other customers in the form of rate increases the
following year. Therefore, inclusion of such charges in the IGFC would ensure that a
customer would not be able to avoid such charges by reducing usage and these costs
would be truly non-bypassable.

The following table converts the current non-bypassable charges to a fixed dollar
per customer per month charge. Cal Advocates understands that securitized costs like
those related to Wildfire Hardening may not be collected in a fixed charge under
securitization agreements.2Z To the extent these terms may not be amended, Cal
Advocates recommends increasing the amount of distribution costs collected in a fixed
charge by an amount equal to total securitized costs. This will produce the same overall
IGFC that would result if such costs were collected in a fixed charge. Securitization does

not change the fact that such costs are not incurred to meet changes in demand.

21 Discussion with IOUs on March 13, 2023.

11
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Table 3: Non-Bypassable Charges Converted to Monthly Fixed Charge
($/Customer-Month)

PG&E SCE SDG&E
Public Purpose Program $9.13 $9.67 $8.01
Wildfire Fund $1.05 $1.91 $1.79
Wildfire Hardening $1.15 $0.32 $0.00
Total $11.33 $11.90 $9.80

Table 4 combines the MCAC and non-bypassable charges to form the basis for

Cal Advocates’ proposed fixed charges. The amounts listed in the “Total” row represent

the average ““cost-based” amounts to be collected from all customers.

Table 4: Proposed Average Fixed Charge ($/Customer-Month) by IOU

Component PG&E SCE SDG&E
EPMC-Scaled MCAC $17.53 $15.88 $24.84
Non Bypassable Charges $11.33 $11.90 $9.80
Total $28.86 $27.78 $34.64
3. Cal Advocates’ proposal of three income brackets and

flatter differentiation of fixed charges between income
brackets will facilitate implementation of IGFCs and ease

rate pressures for the most vulnerable customers.

a. The first income bracket of less than
$50,000/customer/year sufficiently captures the

most vulnerable Californians.

Cal Advocates proposes that the lowest income bracket (i.e., Bracket 1) captures

customers with annual incomes up to $50,000, representing about a third of the

population for each of the IOUs.22 The $50,000 annual customer income threshold

represents the average incomes of the most vulnerable census tracks as ranked by the

CalEnviroScreen. The CalEnviroScreen ranks census tracks in different levels of

vulnerability taking into consideration pollution exposure and its effects, as well as health

28 Data taken from the IGFC tool.

12
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and socioeconomic status (e.g., household income).22 The test combines these elements
to compute a composite score representing each community’s vulnerability and exposure
to environmental risks, with the most impacted and vulnerable tracts receiving higher
scores. Because the data relies on household income data, there is a strong positive linear
correlation between household income and cumulative risks to environmental stressors,
as shown in Figure 2. Based on this data, the most vulnerable census tracks (i.e., “95%-
100% highest scores” or the census tracks scoring in the top 5%) have average annual
household incomes of $43,000.32 Cal Advocates considers this 95%-100% score a
starting point on which to build income brackets for assessing the IGFC. Since the IGFC
tool does not include a function to set income thresholds at $43,000, Cal Advocates
recommends a threshold of $50,000, which is the closest available income threshold
included in the public tool, to facilitate easy comparison with other party proposals based
on the IGFC tool. As shown in the following chart, a low-income bracket of less than
$50,000 would include additional communities with CalEnviroScreen scores between

85% and 95%.

2 CalEnviroScreen 4.0 Report, dated October 2021, p. 8.
https://oehha.ca.gov/calenviroscreen/report/calenviroscreen-40

3 CalEnviroScreen is a screening methodology that can be used to help identify California communities
that are disproportionately burdened by multiple sources of pollution.
https://oehha.ca.gov/calenviroscreen/report/calenviroscreen-40

13
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Figure 2: Average Income By CalEnviroScreen Census Track
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b. The determination of income thresholds for
Brackets 2 and 3 considers consistency between
IOUs and potential initial income verification
challenges.

Fewer tiers and flatter differentials, like those in Cal Advocates’ IGFC proposal,
should make the IGFC proposal easier to implement and minimize the consequences of
income verification errors during the earlier years of the IGFC roll out. These concerns
are discussed in greater detail in Chapter 2. Cal Advocates anticipates that as the
Commission and the IOUs gain more experience with implementing an IGFC, more tiers
and differentiation could be introduced over time. Having more tiers and scaling in the
early years could lead to revenue shortfalls if income verification is inaccurate. Further,
steeper scaling between such tiers could increase the size of this undercollection if

income verification errors are committed at a large enough scale.

14
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Cal Advocates selected income thresholds for Brackets 2 and 3 (middle and
highest-income brackets) with the aim of assigning the remaining customers (i.e., all
customers not in Bracket 1) equally to Brackets 2 and 3 within the limitations of the
IGFC tool. The second “middle-income” bracket (i.e., Bracket 2) captures customers
with annual incomes between $50,000 and $100,000. This bracket captures between
26% and 30% of customers depending on the utility. Finally, Cal Advocates proposes a
final third “high-income” bracket (i.e., Bracket 3) which captures customers with annual
incomes above $100,000, comprising approximately 38%-43% of all customers
depending on the utility. Perfectly assigning an equal number of customers to Brackets 2
and 3 was not possible given capabilities of the IGFC tool. Specifically, the IGFC tool
income increments are not narrow and numerous enough to allow for more precise
development of income brackets. Finally, Cal Advocates opted to implement the same
thresholds for each IOU to achieve administrative consistency.

Cal Advocates established the income brackets so that the level of fixed charges in
each would collect the equivalent amount of revenue to the amount that would be
collected if all customers were charged the fixed charge amounts displayed in Table 4.
Cal Advocates proposes a sizeable 40% differential between the Brackets 1 and 2 (lowest
and middle-income brackets) to provide lower income customers more cost savings.
Additionally, a flatter 15% differential between Brackets 2 and 3 (middle and highest-
income brackets) would ease administration of the IGFC. Cal Advocates anticipates
technical limitations on income verification processes, particularly in the early stages of
IGFC roll out.2! Given this, flatter differentiation between Brackets 2 and 3 will allow
for a default of customers who do not qualify for Bracket 1 to initially default to Bracket
3 without the financial burdens that could result under higher differentiation. This

process and other implementation details of the IGFC are discussed in greater detail in

3 The inability to access FTB information in interim contributes to this challenge. Refer to chapter 2 for
details on Cal Advocates’ income verification method.
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Chapter 2. The fixed charge levels resulting from these criteria are presented in Table 6
below.

Table 5: Illustrative Fixed Charge with Distribution of Customers by Income Tier

Distribution of Customers by Income Bracket
Income Bracket Annual Income | PG&E | SCE | SDG&E
1 < $50,000 32% 32% 28%
$50,000 - o o 0
2 $100.000 26% 30% 29%
3 > $100,000 42% 38% 43%

Table 6: Resulting Income Graduated Fixed Charges

CARE Income Bracket Annual Income PG&E SCE SDG&E
Non-CARE 1 < $50,000 $22.79 | $21.82 | $26.70
$50,000 -
2 $100,000 $31.91 | $30.55 | $36.42
3 > $100,000 $36.69 | $35.14 | $41.88
CARE 1 < $50,000 $10.20 | $10.83 | $13.70
$50,000 -
2 $100,000 $14.27 | $15.17 | $19.18
3 > $100,000 $16.41 | $17.44 | $22.06

In Table 6, the fixed charge amounts for both CARE and non-CARE customers in
Bracket 1 (lowest-income) do not reflect Cal Advocates’ proposal to use the CA climate
credit (CCC) to offset such fixed charges, discussed further below. Thus, the amounts
listed for such customers merely reflect the amounts that would apply absent such an
offset. Under Cal Advocates’ proposal to apply the CCC offset, such customers would
still see the fixed charge amount on their bills accompanied by an additional “California
Climate Credit” line item to reduce the fixed charge.

Finally, the size of the Cal Advocates’ IGFCs for CARE customers are discounted
to ensure compliance with Assembly Bill (AB) 205 which states that “the average
effective discount determined by the Commission shall not reflect any charges for which

CARE customers are exempted, discounts to fixed charges or other rates paid by non-
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CARE customers.” Therefore, Cal Advocates utilized the option in the IGFC model
whereby the CARE exemptions are first removed prior to applying the CARE discount of
30-35%.

D. Bill impacts

Cal Advocates’ proposal properly strikes a balance between conveying
economically efficient price signals and providing low-income and high-usage customers
with bill reductions, without exorbitantly high bill increases for other customers. The bill
and rate impacts provided results from internal analysis (Tables 7-10) and from the IGFC
tool outputs (Tables 11-12). Internal analysis uses data the IOU’s have received from 3™
party vendors and provided to Cal Advocates. The data includes population distributions
on 2021 usage levels and household incomes, from a sample of 5,000 customers per IOU.
The IGFC tool also uses disparate [OU provided customer usage data and Haas (UC
Berkeley) provided customer counts by income bracket, all of which is also from 2021.32
While the data Cal Advocates used for internal analysis and the input data used in the
IGFC tool result in different income distributions, the internal analysis allows for
additional results. These results provide a sense of the distribution of bill impacts within
income groups and by usage intervals. All bill impact results use the same IGFC inputs,
which are calculated from the proposed cost allocation inputs,3 and are then fed into the
IGFC tool at default settings. Additionally, the IGFC tool’s calculated Non-CARE and
CARE IGFCs for customers making $50,000 or less are zeroed out to account for Cal
Advocates’ proposed CCC offset covering income-based fixed charges for all low-
income customers® (Table 11). This step is already assumed in bill impact results from

internal analysis (Tables 7-10).

3 See “IOU Data” and “Haas Data” in the E3 Fixed Charge Tool.

3 See Section C, pp. 7-11, for Cal Advocates’ proposed IGFC methodology. See Appendix A.1 for break
out of proposed cost allocation inputs in the Tool.

3 See Section E, p. 20, for explanation of proposal to use funds from the CCC to cover all IGFCs for low-
income customers.
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Tables 7-9 detail the bill impact distribution for the various income brackets
between CARE and non-CARE customers for each of the IOUs. These tables show that
Cal Advocates’ proposal guarantees that all ratepayers placed in the first, and lowest,
income bracket will see a decrease in monthly bills. Additionally, different subgroups
(shown in the tables as CARE status and by income bracket with inputs from varying
usage levels) see different bill decreases across each IOU. For example, in Table 7, 45%
of non-CARE middle-income customers (i.e., placed in Bracket 2) for PG&E see average
bill decreases from Cal Advocates’ proposal, with 73% of those customers saving more
than $10/month.33 Around 44% of SCE’s and 18% of SDG&E’s same group of Bracket 2
customers also see bill reductions, with 52% and 50% of those customers, respectively,
saving more than $10/month. Further, 27% - 52% of high-income customers (i.e., placed
in Bracket 3) see bill reductions as well across the IOUs, with 30% - 78% of those
customers saving more than $10/month.

Bill impact Table 10 shows the average bill impacts for each IOU by income
group. Additionally, Table 10 further breaks down the bill impacts by usage levels,
grouping Bracket 2 and Bracket 3 customers using less than 500 kWh per month on
average as low usage and those using more than 500 kWh per month on average as high
usage. The Table 10 column entitled “All Customers <$50” shows that all (CARE and
non-CARE) Bracket 1 customers (<$50,000) have a California Climate Credit (CCC)
covering their fixed charge resulting in a $17-$25, or approximately 16%, bill reduction
across the IOUs. All low-income customers, regardless of usage, see similar bill
reductions on a percentage basis. Low-income and high usage customers will see the
largest bill reductions on a dollar basis due to having a larger counterfactual bill and by

realizing more savings through the proposed reduced volumetric rate.

35 Percentage of customers saving more than $10/month out of total seeing bill savings is calculated by
dividing the percentage in the “>$10 decrease” row by the percentage in the “Subtotal (decrease)” row for
Tables 6-8. In this example shown, that would be 33% of the non-CARE middle income customers
divided by the 45% subtotal for non-CARE middle-income customers to reach approximately 73%.
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Bill impact tables 11-12 display results from the E3 IGFC tool. Table 11 shows
bill impact results similar to Table 10 across income and customer groups but instead of
usage intervals, it provides results from the IGFC tool using its assumption of an average-
usage customer.2¢ Table 11 shows similar and significant average bill decreases for all
Bracket 1 (lowest income) customers across each IOU, with $29-$37 and $15-$19
monthly bill reductions for non-CARE and CARE average-usage low-income customers,
respectively. These significant bill reductions are realized by removing the non-CARE
and CARE fixed charges to Bracket 1 customers from the Tool’s bill impacts based on
Cal Advocates proposal to use the CCC to offset the fixed charge for these customers.
Additionally, Table 11 shows the relatively mild bill increases (about $1-$9/month) to
higher-income customers resulting from the proposed IGFC.

Finally, Table 12 details the important average volumetric rate reduction gained
from this proposal. New rates calculated with the proposed IGFC are 16%-22% lower
than existing rates across all IOUs. Lastly, some universal bill impacts include:

1) average bill decreases for all low-income and all high-usage customers, and 2) average
bill increases for all middle-to-high income customers with low usage accounts. On a
dollar basis, Cal Advocates’ bill impact tables show that these expected bill increases are
reasonable. Thus, Cal Advocates’ proposal equitably provides savings to the most
vulnerable customers and improves the financial case for electrification compared to the

status quo. Full results from the IGFC tool are available in Appendix A.

36 The E3 Fixed Charge Tool calculates average monthly customer bill impacts for an average customer in
each income interval aggregated from average consumption per baseline zone, net energy metering
(NEM) status, and bill discount program (CARE or FERA) from 2021 data.
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Table 7: Bill Impacts Resulting from Cal Advocates' Proposed Income
Graduated Fixed Charge for PG&E Based on Internal Analysis Using
IOU Population and Usage Data

CARE Non-CARE

Fixed Charge Income Bracket

($000) <50 50-100 | >100 <50 50-100 | >100
Share of Population 20% 15% 10% 12% 17% | 27%

Bill Impact Distribution by Income Bracket
>$10 decrease 68% 28% 22% 79% 33% | 25%
$5 to $10 decrease 24% 12% 20% 15% 0% | 8%
$0 to $5 decrease 8% 26% 10% 7% 12% | 0%
Subtotal (decrease) 100% 65% 52% | 100% 45% | 34%
$0 to $5 increase 0% 24% 24% 0% 13% | 11%
$5-$10 increase 0% 6% 19% 0% 13% | 14%
>$10 increase 0% 4% 6% 0% 29% | 40%
Subtotal (increase) 0% 35% 48% 0% 55% | 66%
Table 8: Bill Impacts Resulting from Cal Advocates' Proposed Income
Graduated Fixed Charge for SCE Based on Internal Analysis Using
IOU Population and Usage Data
CARE Non-CARE

Fixed Charge Income Bracket

(3000) <50 50-100 | >100 | <50 50-100 | >100
Share of Population 18% 16% 3% 17% 30% | 16%

Bill Impact Distribution by Income Bracket

>$10 decrease 66% 16% | 16% 90% 23% | 35%
$5 to $10 decrease 27% 7% | 17% 7% 9% | 10%
$0 to $5 decrease 8% 20% | 12% 2% 12% 0%
Subtotal (decrease) 100% 43% | 45% | 100% 44% | 45%
$0 to $5 increase 0% 15% | 29% 0% 15% | 15%
$5-$10 increase 0% 30% | 14% 0% 16% | 14%
>$10 increase 0% 12% | 12% 0% 25% | 26%
Subtotal (increase) 0% 57% | 55% 0% 56% | 55%
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Table 9: Bill Impacts Resulting from Cal Advocates' Proposed Income
Graduated Fixed Charge for SDG&E Based on Internal Analysis Using

IOU Population and Usage Data

CARE Non-CARE
Fixed Charge Income
Bracket ($000) <50 50-100 |>100 |<50 50-100 | >100
Share of Population 33% 12% 5% 12% 17% 22%
Bill Impact Distribution by Income Bracket
>$10 decrease 49% 8% 8% 99% 9% 23%
$5 to $10 decrease 49% 5% 6% 1% 9% 0%
$0 to $5 decrease 3% 10% 13% 0% 0% 13%
Subtotal (decrease) 100% 23% | 27% 100% 18% 36%
$0 to $5 increase 0% 38% | 20% 0% 14% 0%
$5-$10 increase 0% 24% |  23% 0% | 24% 18%
>$10 increase 0% 16% | 22% 0% 44% 46%
Subtotal (increase) 0% 77% | 65% 0% 82% 64%

Table 10: Bill Impacts ($) for Each IOU by Income Group ($000) and Usage Levels*Z
Based on Internal Analysis Using IOU Population and Usage Data

IOUs All Customers

<$50
PG&E
SCE
SDG&E -17

CARE | CARE CI\KE@
$50-100 >$50
. $50-100
Low High
Usage Usage Low
Usage
5 -10
6 -9
7 -11

CARE

Non-

>$100
Low

Usage

Non-
CARE
>$50
High
Usage

-16

¥ Bracket 2 and Bracket 3 customers using less than 500 kWh per month on average are categorized as
low usage and those using more than 500 kWh per month on average as high usage.
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Table 11: Average Monthly Customer Bill Impact for each IOU
by Income Group from the E3 IGFC Tool®

Bill Impact
($/mo)

PG&E

SCE

SDG&E

Income Bracket
Upper Bound
(1000%)

$0 - $25,000

$25,000 -
$50,000
$50,000 -
$75,000

Non-
CARE

CARE

$75,000 -
$100,000
$100,00 -
$150,000
$150,000 -
$200,000

$200,000+

Table 12: Average Volumetric Rate Reduction (%) Comparing Existing and New
Average non-TOU Rates (Non-CARE) [$/kWh] from the E3 IGFC Tool

. e New Average Rate Reduction
IOUs (Rate Schedule) | Existing Average Rate Rate (%)
PG&E (E-1) 0.36 0.28 22%
SCE (D) 0.35 0.29 17%
SDG&E (DR) 0.48 0.40 16%

38 Bill impacts for Bracket 1 customers making less than $50,000 are modified from the IGFC tool’s
results by removing the Non-CARE and CARE fixed charges to reflect offsetting of such charges with the

CCC.
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E. Reallocation of the California Climate Credit to offset low-
income customers’ fixed charge will provide rate relief for the
most vulnerable customers.

To mitigate the impact of IGFCs on low-income customers, Cal Advocates
proposes to offset to the greatest extent possible the fixed charge for low-income
customers using the CCC. This will result in a more progressive allocation of the climate
credit such that lower income customers will receive more of it per year than their higher-
income counterparts. The climate credit is typically distributed to customers twice a year
and represents the revenues the IOUs gain from GHG auctions.?2 Cal Advocates’
proposal reallocates a larger share of it to low-income customers who disproportionately
suffer from the effects of climate change and environmental degradation more than their
higher-income counterparts.

Table 13 below shows that there is enough required climate credit funding to fully
offset Cal Advocates’ proposed fixed charges for Bracket 1 non-CARE and CARE
customers for each IOU. To the extent that required revenues are higher than available
climate credit, the full amount of climate credit would be exhausted to offset as much of

the Bracket 1 fixed charge as possible.

3 More information on the California Climate Credit can be found at
https://www.cpuc.ca.gov/climatecredit/.
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Table 13: Climate Credit Funding Availability

PGE SCE SDGE
2022 Climate Credit $79 $118 $128

Total Climate Credit 2022 $392,476,052 $533,294,972 $173,884,208
Climate Credit Required for Bracket

1 Non-CARE $136,554,835 $165,703,007 $30,387,058
Climate Credit Required for Bracket

1 CARE $134,397,987 $105,761,469 $46,775,584

Credit Climate (Shortfall) $121,523,231 $261,830,496 $96,721,567

At some point the quantity of GHG allowances will decrease as the grid becomes
more decarbonized. Discussion on how to reduce this offset or how to phase it out over

time can be considered in future proceedings.

F. Any fixed charge proposal adopted in this proceeding must be
applied to all residential rates.

Cal Advocates recommends that any IGFC adopted in this proceeding be applied
to all default and optional residential rate schedules. Synchronization of fixed charges
across all rate schedules is required to prevent fixed charge arbitrage. This will preclude
wealthier customers from avoiding higher fixed charges by opting into rates without
IGFCs. Over time, if IGFCs are not applied to optional rates, it could erode the income
graduation attribute of the schedules that have IGFCs as there would be fewer customers
left to pay the higher fixed charge amounts. This undercollection would inevitably lead
to escalating fixed charges on lower income customers who have fewer financial

incentives to opt-in to rates without income graduation.

G.  Fixed charge over/undercollections should be allocated
volumetrically.

Cal Advocates recommends that any fixed charge over/undercollections be
allocated to volumetric rates, at least during the initial roll out of IGFCs. IGFCs will be
challenging enough to implement given the substantial undertaking of income
verification as discussed in Chapter 2. Having unexpected fluctuations in IGFC levels

may cause customer confusion. Thus, by assigning revenue over and undercollections to
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1  the volumetric rates, the expected fixed charge levels would be retained during the initial
2 roll out of IGFCs. Once the IGFCs are rolled out en masse, parties may propose changes

3 to annual rate adjustment policy and to costs recovered in the IGFCs in future GRCs.
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Q.1.

A.l.

Q.2.

A2.

Q.3.

A3.

Q4.

A4.

PREPARED TESTIMONY AND QUALIFICATIONS
OF
NATHAN CHAU

Please state your name, business address, and position with the Public Advocates Office.

My name is Nathan Chau and my business address is 505 Van Ness Avenue, San
Francisco, California. I work in the Electricity Pricing and Customer Programs Branch
of the Public Advocates Office as a Regulatory Analyst.

Please describe your educational and professional experience

I hold a Bachelor of Science degree in Applied Economics from the University of the
Pacific. My degree included coursework in finance, economics, and econometrics that [
find relevant to this case. Since joining the Commission in April 2015, I have actively
participated in a number of rate cases such as SDG&E’s General Rate Case Phase 11
(A.15-04-012), PG&E’s General Rate Case Phase II (A.16-06-013), the Time-of-Use
Order Instituting Rulemaking (R.15-12-012), and the Residential Rate Reform
proceeding (R.12-06-013). I also worked as project coordinator and witness in PG&E’s
General Rate Case Phase 11 (A.19-11-019).

What is your area of responsibility in this proceeding?

I am the project coordinator for Phase I, Track A of this proceeding. I am also acting as a
witness sponsoring all areas of Chapter 1 on Income Graduated Fixed Charge Rate
Design except section I1.D.

Does this conclude your prepared direct testimony?

Yes, it does.
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Q.1.

A.l.

Q.2.

A2.

Q.3.

A3.

Q4.

A4.

PREPARED TESTIMONY AND QUALIFICATIONS
OF
OTTO NICHOLS

Please state your name, business address, and position with the Public Advocates Office.

My name is Otto Nichols and my business address is 505 Van Ness Avenue, San
Francisco, CA 94102. I work in the Electricity Pricing and Customer Programs Branch
of Cal Advocates as a Regulatory Analyst.

Please describe your educational and professional experience

I graduated from the University of San Francisco with a Master of Science degree in
Energy Systems Management and hold a Bachelor of Science degree in Business
Management and Economics from DePaul University in Chicago, Illinois. I joined the
Electricity Pricing section of Cal Advocates in October 2021 as a Public Utilities
Regulatory Analyst and my work is focused on utility electric rate design. I have
experience conducting analyses related to rate design, sales forecasting, and affordability
issues. My previous professional experience includes a decarbonization analyst position
for the renewable energy consulting firm, Apala Group.

What is your area of responsibility in this proceeding?

I am responsible for the Bill Impacts (i.e., Section I1.D) section in Chapter 1 on Income
Graduated Fixed Charge Rate Design.

Does this conclude your prepared direct testimony?

Yes, it does.



