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Re Pacific Gas and Electric Company 

Decision 92-12-057 
Applications 91-11-036, 91-08-049, 90-04-003 

Interim Order 92-02-002, 90-02-043 
 

California Public Utilities Commission 
December 16, 1992 

 
INTERIM OPINION determining revenue requirement for 

an electric and gas utility in Phase I of a general rate case. 

Particular attention is paid to employee compensation 

levels and research, development, and demonstration 

(RD&D) programs. Commission concludes that the utili-

ty's overall compensation plan is not unreasonable even if 

higher than market norms. It denies recovery of costs as-

sociated with a number of the utility's RD&D projects, 

except for clean air vehicles, which programs were gener-

ally deemed reasonable, as were demand-side management 

efforts. Additionally, the commission gives extensive 

consideration to marginal costing plans and methods. 
 
P.U.R. Headnote and Classification 
 
1. 
EXPENSES 
 
s95 - Payroll - Employee compensation studies - Exclusion 

of benefits from study. 
Ca.P.U.C. 1992 
[CAL.] By the plain words of an order directing an electric 

and gas utility to undertake a study of its employee com-

pensation levels, it was required only to address ‘overall‘ 

compensation, which pertained to base pay scales and 

associated incentive pay programs, but not standard extra 

benefits. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
2. 
ORDERS 
 
s13 - Applicability - Parties bound - Employee compensa-

tion studies. 
Ca.P.U.C. 1992 
[CAL.] Although the commission had specifically required 

an electric utility in its general rate case to study employee 

compensation levels inclusive of standard extra benefits, 

the commission acknowledged that another utility should 

not be held to the same standard of inclusiveness in its own 

employee compensation study when its study had been 

ordered prior to the one mentioned above and had not 

specifically provided for consideration of extra benefits. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
3. 
EXPENSES 
 
s95 - Payroll - Employee compensation levels - Payments 

in excess of market norms. 
Ca.P.U.C. 1992 
[CAL.] An electric and gas utility's employee compensa-

tion levels were deemed reasonable even though consist-

ently above market norms, where the excess was limited to 

5% above market and was justifiable on the basis of the 

need to obtain and retain qualified personnel in order to 

assure that the public's need for adequate and reliable ser-

vice was met. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
4. 
EXPENSES 
 
s95 - Payroll - Employee compensation studies - Inclusion 

of benefits in study. 
Ca.P.U.C. 1992 
[CAL.] For its next general rate case, an electric and gas 

utility was explicitly ordered to conduct an employee 

compensation study looking at all aspects of compensa-

tion, including base pay and incentives as well as standard 

extra benefits. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
5. 
EXPENSES 
 
s6 - Commission jurisdiction - Examination of employee 

compensation levels - Reasonableness. 
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Ca.P.U.C. 1992 
[CAL.] As part of its obligation to assure that rates for 

public utility services are just and reasonable, the com-

mission must examine employee compensation levels, 

which is not to say that the commission would in any way 

be interfering with the collective bargaining process or 

substituting its judgement for that of utility management. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
6. 
EXPENSES 
 
s15 - Reasonableness - Productivity gains - Allocation to 

ratepayers. 
Ca.P.U.C. 1992 
[CAL.] An electric and gas utility's above-market em-

ployee compensation levels were viewed as contributing to 

its productivity gains, which gains were allocated to rate-

payers as offsets to a number of expense increases. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
7. 
EXPENSES 
 
s121 - Electric utility - Operations and maintenance - 

Production-related expenses - Nuclear generation. 
Ca.P.U.C. 1992 
[CAL.] An electric utility was authorized a 3% escalation 

factor with respect to operations and maintenance expense, 

including monitoring and surveillance, associated with a 

nuclear power plant in the process of being dismantled and 

decontaminated. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
8. 
EXPENSES 
 
s121 - Electric utility - Operations and maintenance - 

Production-related expenses - Fossil fuel generation. 
Ca.P.U.C. 1992 

[CAL.] Discussion by the commission of the use of aver-

aged versus historic recorded figures in determining ap-

propriate levels of operations and maintenance expense for 

an electric utility with respect to fossil fuel-fired generat-

ing stations, including separate accounts for steam gener-

ation, prime mover and auxilliary equipment, structural 

maintenance, boilers, and turbo generators. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
9. 
EXPENSES 
 
s121 - Electric utility - Operations and maintenance - 

Production-related expenses - Hydroelectric generation. 
Ca.P.U.C. 1992 
[CAL.] Discussion by the commission of the use of aver-

aged versus historic recorded figures in determining ap-

propriate levels of operations and maintenance expense for 

an electric utility with respect to hydroelectric generating 

stations; commission finds that while health and safety 

compliance costs and federal regulation fees should be 

based on historic recorded figures, weather-sensitive ex-

penses, such as vegetation control, water purchases, and 

recreational facility upkeep, should be based on averages 

that include at least one pre-drought year. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
10. 
EXPENSES 
 
s121 - Electric utility - Operations and maintenance - 

Transmission-related expenses - Substations - Tree trim-

ming. 
Ca.P.U.C. 1992 
[CAL.] Discussion by the commission of the use of aver-

aged versus historic recorded figures in determining ap-

propriate levels of operations and maintenance expense for 

an electric utility with respect to transmission-related 

functions, including substation maintenance and repair and 

tree-trimming activities; commission finds that only a 

limited number of new employee positions should be al-

lowed in response to the changing transmission world in 

light of new access programs, and also finds that costs 

associated with electromagnetic field studies should be 
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averaged since such costs appeared to have already 

peaked; moreover, commission holds that costs associated 

with removal of drought-killed trees would mostly be 

offset by lower tree-trimming expenses. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
11. 
EXPENSES 
 
s121 - Electric utility - Operations and maintenance - Dis-

tribution-related expenses - Pole replacements - Tree 

trimming. 
Ca.P.U.C. 1992 
[CAL.] Discussion by the commission of the use of aver-

aged versus historic recorded figures in determining ap-

propriate levels of operations and maintenance expense for 

an electric utility with respect to distribution-related func-

tions, including overhead line repair, pole replacement, 

conductor reconditioning, and tree-trimming activities; 

commission finds that only a limited number of new em-

ployee positions should be allowed in response to required 

studies on the effects of exposure to electromagnetic fields, 

and also holds that weather-sensitive expenses, such as 

overhead line repairs and tree trimming, should be based 

on averages that include at least one pre-drought year. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
12. 
EXPENSES 
 
s19 - Servicing of customer accounts - Meter reading - 

Customer growth versus productivity gains. 
Ca.P.U.C. 1992 
[CAL.] Despite customer growth, no need was found for 

an electric utility to increase its customer account ex-

penses, including meter reading, contract and account 

administration, and billing and collecting expenses, where 

employee productivity gains would offset any such in-

creases in customer account costs. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 

13. 
EXPENSES 
 
s19 - Servicing of customer accounts - Winter billing op-

tions - Promotional campaign. 
Ca.P.U.C. 1992 
[CAL.] An electric utility was granted an allowance for the 

costs of a campaign designed to educate ratepayers as to 

the availability of winter payment options, which program 

was designed to reduce customer account costs in the long 

run by reducing billing disputes as well as billing and 

collecting costs. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
14. 
APPORTIONMENT 
 
s15 - Administrative and general expenses - Electric utility 

- Nuclear plant operations. 
Ca.P.U.C. 1992 
[CAL.] Based on a new use study, the commission allo-

cated 13.52% of an electric utility's administrative and 

general expenses to operations at the Diablo Canyon nu-

clear generating facility. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
15. 
EXPENSES 
 
s105 - Payroll - Bonuses - Incentive compensation - Al-

location among overall labor costs. 
Ca.P.U.C. 1992 
[CAL.] Both an electric utility's management incentive and 

performance incentive programs were deemed reasonable 

components of its overall employee compensation pack-

age, the associated costs of which are recoverable from 

ratepayers through allocation to overall labor costs. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
16. 
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EXPENSES 
 
s49 - Employee pensions and welfare - Family benefits - 

Child care center. 
Ca.P.U.C. 1992 
[CAL.] Although not faulting a gas and electric utility for 

operating an on-site child care center for employees, the 

commission refused to allow associated costs to be recov-

ered from ratepayers through either expensing or capital-

ization, finding that there had been no link proven between 

the availability of the center and the utility's ability to 

attract and retain quality personnel. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
17. 
EXPENSES 
 
s63 - Legal expense - Outside versus in-house counsel - 

Third-party litigation. 
Ca.P.U.C. 1992 
[CAL.] Although a gas and electric utility was authorized 

an increase in legal expense for the use of outside counsel 

in third-party litigation, it was not allowed an increase for 

outside legal assistance for other matters, since it failed to 

prove that its in-house legal staff could not handle pending 

regulatory matters even given the increased complexity of 

regulatory law. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
18. 
EXPENSES 
 
s19 - Software consultant fees - Investor lists - Attraction 

of capital. 
Ca.P.U.C. 1992 
[CAL.] Given the developments in the instant general rate 

case, the commission concluded that a gas and electric 

utility would be able to attract sufficient capital without 

including in rates fees charged by outside software con-

sultants hired to produce and maintain lists of existing and 

potential investors. 
 
Re Pacific Gas and Electric Company 
 

P.U.R. Headnote and Classification 
 
19. 
EXPENSES 
 
s49 - Employee pensions and welfare - Medical benefits - 

Escalation. 
Ca.P.U.C. 1992 
[CAL.] Despite ongoing efforts to trim the costs of medical 

benefits for employees, including self-funding and greater 

participation in health maintenance organizations, a gas 

and electric utility was found to need a general escalation 

factor of 14.5% for its health plans. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
20. 
EXPENSES 
 
s49 - Employee pensions and welfare - Post-retirement 

benefits other than pensions - Pre-funding. 
Ca.P.U.C. 1992 
[CAL.] The commission reaffirmed its policy that 

pre-funding of obligations for post-retirement benefits 

other than pensions can go a long way in resolving prob-

lems with intergenerational inequity. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
21. 
EXPENSES 
 
s19 - Employee training program - Above-market payroll 

as a factor. 
Ca.P.U.C. 1992 
[CAL.] Where a gas and electric utility had already been 

authorized an employee compensation level 5% above 

market norms as a means of attracting and maintaining 

quality personnel, the utility was not also allowed separate 

recovery of costs associated with a special training pro-

gram which likewise was intended as a means of attracting 

and maintaining quality personnel. 
 
Re Pacific Gas and Electric Company 
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P.U.R. Headnote and Classification 
 
22. 
EXPENSES 
 
s54 - Financing costs - Line of credit fees - Escalation 

factor. 
Ca.P.U.C. 1992 
[CAL.] A gas and electric utility's estimate that line of 

credit fees would escalate by a factor of 0.125% to 0.25% 

in the coming year was deemed reasonable. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
23. 
EXPENSES 
 
s48 - Dues and subscriptions - Direct versus indirect rate-

payer benefits - Change in policy. 
Ca.P.U.C. 1992 
[CAL.] Acknowledging the difficulty in proving a direct 

ratepayer benefit from a utility's payment of subscriptions 

or membership dues to various trade organizations, the 

commission revised its requirement that a direct ratepayer 

benefit be demonstrated before such dues may be recov-

ered in rates; instead, the commission said it would allow 

recovery of dues if general benefits through improved 

efficiency, introduction of new technology, or reductions 

in costs are thereby obtained. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
24. 
EXPENSES 
 
s109 - Taxes - Property assessments - Settlement with 

Board of Equalization. 
Ca.P.U.C. 1992 
[CAL.] The commission deemed reasonable a settlement 

reached by a gas and electric utility with a local Board of 

Equalization as to property tax liabilities, which served to 

reduce the utility's overall tax expense. 
 
Re Pacific Gas and Electric Company 
 

P.U.R. Headnote and Classification 
 
25. 
EXPENSES 
 
s109 - Taxes - Change in sales tax rate. 
Ca.P.U.C. 1992 
[CAL.] A gas and electric utility was denied a separate 

expense adjustment to reflect a recent change in the state 

sales tax rate, since any such changes are subsumed into 

the materials and services escalation rate. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
26. 
VALUATION 
 
s202 - Abandoned plant - Amortization - Prerequisites. 
Ca.P.U.C. 1992 
[CAL.] A utility will be allowed to amortize abandoned 

plant if it meets three requirements: (1) that the project ran 

its course during a period of unusual and protracted un-

certainty; (2) that the project remained reasonable 

throughout its duration; and (3) that cancellation was 

sought promptly when circumstances so warranted. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
27. 
VALUATION 
 
s185 - Charges to capital - Regulatory expenses - Hydro 

relicensing proceedings. 
Ca.P.U.C. 1992 
[CAL.] It is not appropriate to include the costs of hydro 

relicensing proceedings in plant accounts until the reli-

censing process is completed successfully. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
28. 
VALUATION 
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s139 - Overheads - Allowance for funds used during con-

struction - Hydro relicensing proceedings. 
Ca.P.U.C. 1992 
[CAL.] Because a utility's rate base should include only 

property used and useful in service, costs of pending hydro 

relicensing proceedings should be afforded only allowance 

for funds used during construction (AFUDC) treatment 

until successful completion of the proceedings. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
29. 
VALUATION 
 
s280 - Electric utility - Transmission-related plant - Safety 

upgrades. 
Ca.P.U.C. 1992 
[CAL.] An electric utility was allowed to reflect in rate 

base costs associated with a breaker and relay replacement 

plan, as well as substation seismic reinforcements and 

changed dam technology, where all were mandated under 

new public safety programs. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
30. 
VALUATION 
 
s193 - Property to be sold - Timing as a factor - Attrition 

advice letter filing. 
Ca.P.U.C. 1992 
[CAL.] Where a gas and electric utility was in the process 

of selling its steam heat system, but the sale would not be 

finalized and approved prior to the beginning of the rate- 

effective year, no associated revenue adjustments were 

allowed for the 1993 rate year, although once final, the sale 

could be reflected in a 1994 attrition advice letter filing. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
31. 
VALUATION 
 

s141 - Overheads - Labor costs - Inclusion of performance 

incentive program costs. 
Ca.P.U.C. 1992 
[CAL.] Because it is appropriate to include in rate base an 

amount reflecting labor-related overhead, and because 

performance incentive program (PIP) costs have been 

ruled a component of overall employee compensation 

plans, it is allowable to include a portion of PIP costs in 

rate base as well. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
32. 
VALUATION 
 
s222 - Property excluded from rate base - Property tem-

porarily out of use - Seismic retrofit project. 
Ca.P.U.C. 1992 
[CAL.] Where offices of a gas and electric utility obvi-

ously were not capable of being used and useful in service 

since they were closed pursuant to an extensive seismic 

retrofit project, the buildings were temporarily removed 

from rate base. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
33. 
EXPENSES 
 
s106 - Savings in operation - Telephone service contract - 

Cost savings versus cost avoidances. 
Ca.P.U.C. 1992 
[CAL.] Although no rate adjustment was made, a gas and 

electric utility was criticized for using funds saved via 

execution of a new telephone service contract to allow 

procurement of other telecommunications services, so that 

the savings were not true savings passed on to ratepayers, 

but merely cost ‘avoidances‘ instead. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
34. 
VALUATION 
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s300 - Materials and supplies - Inventory - Ratios to plant 

and nonlabor expenses. 
Ca.P.U.C. 1992 
[CAL.] An electric utility was not required to reduce its 

claimed materials and supplies (M&S) inventory merely 

because its M&S-to-plant and M&S-to-nonlabor-expense 

ratios were higher than those of other utilities in the state, 

as each utility's operating requirements will be unique unto 

itself. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
35. 
NUCLEAR PLANT DECOMMISSIONING 
 
s7 - Rate-making expense allowance - Dismantlement - 

Reasonableness. 
Ca.P.U.C. 1992 
[CAL.] Pursuant to cost studies taking into account recent 

loan changes, current federal regulations, and new tech-

nology, an electric utility's estimates of nuclear plant de-

commissioning costs were deemed reasonable, where they 

would cover dismantlement, removal, and disposal of 

nuclear plant and associated equipment. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
36. 
EXPENSES 
 
s125 - Gas utility - Operations and maintenance - Produc-

tion-related expenses - Purchased gas. 
Ca.P.U.C. 1992 
[CAL.] Discussion by the commission of appropriate lev-

els of operations and maintenance expense for a gas utility 

with respect to production-related functions, including 

separate accounts for purchased gas, measurement calcu-

lations, and associated manpower requirements. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
37. 

EXPENSES 
 
s125 - Gas utility - Operations and maintenance - Stor-

age-related expenses - Reconstruction of facility. 
Ca.P.U.C. 1992 
[CAL.] A gas utility was not authorized to continue in-

cluding in rates additional costs incurred in reconstructing 

a gas storage facility following a dam breach, where the 

reconstruction project should have been long completed 

and appeared not to have been properly monitored; 

moreover, a disallowance was viewed as an incentive to 

the utility to pursue refunds through a local reclamation 

district. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
38. 
EXPENSES 
 
s125 - Gas utility - Operations and maintenance - Trans-

mission-related expenses - Manpower needs. 
Ca.P.U.C. 1992 
[CAL.] Discussion by the commission of appropriate lev-

els of operations and maintenance expense for a natural gas 

utility with respect to transmission-related functions, in-

cluding system control and load dispatching; commission 

finds it reasonable to include expenses for new employee 

positions, given the utility's increased manpower needs in 

response to the restructuring of the gas industry and com-

petition among transportation services. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
39. 
EXPENSES 
 
s125 - Gas utility - Operations and maintenance - Distri-

bution-related expenses - Pipeline replacements - Meter 

protection program. 
Ca.P.U.C. 1992 
[CAL.] Discussion by the commission of appropriate lev-

els of operations and maintenance expense for a natural gas 

utility with respect to distribution-related functions, in-

cluding main and leak repair, pipeline replacement, meter 

protection programs, and mapping and recordkeeping; in 

particular, commission finds that the pipeline replacement 
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expenses are of utmost importance, given the extent of 

damage from the 1989 Loma Prieta earthquake. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
40. 
EXPENSES 
 
s19 - Servicing of customer accounts - Meter reading - 

Customer growth versus productivity gains. 
Ca.P.U.C. 1992 
[CAL.] Despite customer growth, no need was found for a 

natural gas utility to increase its customer account ex-

penses, including meter reading, contract and account 

administration, and billing and collecting expenses, where 

employee productivity gains would offset any such in-

creases in customer account costs. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
41. 
EXPENSES 
 
s48 - Dues and subscriptions - Direct versus indirect rate-

payer benefits - Change in policy. 
Ca.P.U.C. 1992 
[CAL.] In accord with its announced change of policy to 

allow recovery of dues if general benefits through im-

proved efficiency, introduction of new technology, or 

reductions in costs are thereby obtained, a natural gas 

utility was allowed to recover dues paid to the American 

Gas Association, since the group's research on conserva-

tion, cost reductions, and regulatory relations have poten-

tial benefits for ratepayers and shareholders alike. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
42. 
EXPENSES 
 
s125 - Gas utility - Hazardous waste - Environmental 

Compliance Mechanism. 
Ca.P.U.C. 1992 

[CAL.] Discussion by the commission of how best to ad-

minister the Environmental Compliance Mechanism as it 

relates to hazardous waste cleanup accounts for a natural 

gas utility. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
43. 
EXPENSES 
 
s119.1 - Research, development, and demonstration - 

Funding range. 
Ca.P.U.C. 1992 
[CAL.] The funding range authorized for a gas and electric 

utility's research, development, and demonstration efforts 

was set at 0.6% to 1.0% of gross operating revenues. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
44. 
EXPENSES 
 
s119.1 - Research, development, and demonstration - 

Funding range - Shifting of funds within range. 
Ca.P.U.C. 1992 
[CAL.] While a gas and electric utility was granted broad 

discretion as to how to allocate monies from the fund range 

authorized for research, development, and demonstration 

efforts, once initial programs are established, the utility 

may shift no more than 20% of the funds within the au-

thorized range without prior commission approval; shifting 

of between 20% and 50% of the funds would require ap-

proval through an advice letter filing, while shifting of 

more than 50% would require the filing of a formal ap-

plication. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
45. 
EXPENSES 
 
s119.1 - Research, development, and demonstration - 

One-way balancing account treatment. 

203



47 CPUC 2d 143, 1992 WL 691728 (Cal.P.U.C.) 
  
 

Page 9 

© 2012 Thomson Reuters. No Claim to Orig. US Gov. Works. 

Ca.P.U.C. 1992 
[CAL.] Because authorized funds for a gas and electric 

utility's research, development, and demonstration efforts 

are subject to one-way balancing account treatment, any 

funds remaining unexpended at the end of the applicable 

general rate case cycle must be returned to ratepayers in the 

form of a credit to the electric revenue adjustment mecha-

nism. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
46. 
RESEARCH, DEVELOPMENT, AND DEMONSTRA-

TION 
 
Electric utility - Types of projects - Funding levels. 
Ca.P.U.C. 1992 
[CAL.] The commission consistently reduced requested 

funding levels for an electric utility's research, develop-

ment, and demonstration projects, including solar projects, 

wind power development, photovoltaics, fuel cell engi-

neering, compressed air energy storage, and alternative 

thermal generation, as well as overall strategic studies and 

customer systems programs; the requested amounts were 

viewed as excessive due to a particular project either being 

well developed already, subject to available co-funding, or 

more properly addressed within a separate demand-side 

management proceeding. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
47. 
CONSERVATION 
 
s1 - Energy-efficiency programs - Goal of load reduction - 

Commercial, residential, and industrial customers - Pro-

gram funding. 
Ca.P.U.C. 1992 
[CAL.] The commission consistently reduced requested 

funding levels for an electric and gas utility's research, 

development, and demonstration projects relating to en-

ergy-efficiency and load-reduction programs for commer-

cial, residential, and industrial and agricultural customers, 

finding some overlap with other programs or that, partic-

ularly with respect to industrial customers, the results 

would be minimal compared to the level of expenditures 

requested. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
48. 
EXPENSES 
 
s47 - Contributions - To aid industry - Research and de-

velopment groups - Dues. 
Ca.P.U.C. 1992 
[CAL.] Certain contributions and dues paid by an electric 

and gas utility to both local and national research and 

development groups, including the Electric Power Re-

search Institute, were disallowed as either being more akin 

to advocacy functions than research, or as not providing 

sufficient benefits to California ratepayers. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
49. 
RESEARCH, DEVELOPMENT, AND DEMONSTRA-

TION 
 
Electric and gas utility - Clean air vehicle projects - 

Funding levels - Fleet placement. 
Ca.P.U.C. 1992 
[CAL.] The currently authorized pilot funding level for a 

gas and electric utility's clean air vehicle program was 

continued, applicable to both electric vehicles and natural 

gas-fueled vehicles; moreover, subject to certain purchas-

ing limits and special tracking account treatment, the util-

ity was allowed to include electric vehicles within its fleet 

program. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
50. 
CONSERVATION 
 
s1 - Demand-side management - Components - Funding 

levels - Savings sharing measures. 
Ca.P.U.C. 1992 
[CAL.] The commission adopted a compromise joint 
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recommendation as to components and funding levels for a 

gas and electric utility's demand-side management pro-

grams, which recommendation provided for a 379% in-

crease in the nonresidential new construction program, a 

538% increase in agricultural energy-efficiency incentives, 

and a 30% increase in retrofit programs, as offset by 

elimination of load-building programs and a 50% reduc-

tion in load-retention budgets; also, limited fund shifting 

was authorized, as were continued interim shareholder 

incentive measures, under which savings achieved would 

be allocated between ratepayers and shareholders. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
51. 
CONSERVATION 
 
s1 - Demand-side management - Components - Refriger-

ator rebate program. 
Ca.P.U.C. 1992 
[CAL.] The commission refused to cap the size of refrig-

erator to which a rebate could apply under an electric util-

ity's demand-side management measures, and also refused 

to deny the utility authority to make the rebates and limit 

such to manufacturers alone. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
52. 
CONSERVATION 
 
s1 - Demand-side management - Components - Thermal 

energy storage - Conservation voltage reductions. 
Ca.P.U.C. 1992 
[CAL.] An electric and gas utility was denied authority to 

increase funding for the thermal energy storage and con-

servation voltage reduction segments of its demand-side 

management programs, where neither was shown to be 

more than marginally cost-effective. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
53. 
VALUATION 

 
s202 - Property excluded from rate base - Retired plant - 

Group depreciation as a factor. 
Ca.P.U.C. 1992 
[CAL.] Retired plant, being no longer used and useful in 

service, must be removed from rate base; that the unit was 

part of a group depreciation practice for accounting pur-

poses is of no effect on its rate base treatment. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
54. 
ACCOUNTING 
 
s28 - Depreciation - Group depreciation - Retired plant - 

Impact on rate base. 
Ca.P.U.C. 1992 
[CAL.] That a long-retired unit of a multi-unit generation 

project was still part of a group depreciation account for 

accounting purposes was of no impact to a determination 

of the plant's rate base treatment; because the plant was 

retired and no longer used and useful in service, it had to be 

eliminated from rate base. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
55. 
EXPENSES 
 
s122 - Electric utility - Steam supply costs - For retired 

generating unit. 
Ca.P.U.C. 1992 
[CAL.] Operation and maintenance costs retained in a 

memorandum account relative to a retired generating unit 

were ordered returned to ratepayers, and associated pay-

ments made by the electric utility to a bankrupt steam 

supplier above and beyond contract requirements were 

ordered eliminated from rates as well. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
56. 
VALUATION 
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s170 - Additions and betterments - Wastewater pipeline 

construction - Co-funding - Factors. 
Ca.P.U.C. 1992 
[CAL.] At the request of a local county agency, the com-

mission authorized a gas and electric utility to participate 

in and co-fund a wastewater pipeline project designed to 

use treated effluent to inject into depleted steam field res-

ervoirs serving six power plants; the commission found the 

proposal to be a win/win situation for all parties, address-

ing as it did the need for additional sources of steam as well 

as the disposal of wastewater. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
57. 
AUTOMATIC ADJUSTMENT CLAUSES 
 
s34 - Cost recovery mechanisms - Environmental com-

pliance - Air quality adjustment clause. 
Ca.P.U.C. 1992 
[CAL.] An electric and gas utility was authorized to es-

tablish a special air quality adjustment clause through 

which to track and recover costs associated with plant 

retrofit projects necessitated by stricter clean air and 

emissions reduction standards. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
58. 
EXPENSES 
 
s10 - Abnormal cost conditions - Attrition - Adjustment 

mechanisms - Special factors. 
Ca.P.U.C. 1992 
[CAL.] Discussion by the commission of the purpose and 

scope of attrition adjustment mechanisms (ARAs) in 

helping utilities cope with extreme cost changes occurring 

within a general rate case cycle, thereby precluding them 

from seeking immediate relief; commission finds that 

limited nonlabor health care costs may be afforded ARA 

treatment, but rejects a proposal to also incorporate 

productivity sharing. 
 
Re Pacific Gas and Electric Company 
 

P.U.R. Headnote and Classification 
 
59. 
RATES 
 
s262 - Marginal cost-based rates - Policy - Refinements - 

Electric service. 
Ca.P.U.C. 1992 
[CAL.] Although affirming marginal costs as the appro-

priate basis around which to design electric service rates, 

the commission approved certain refinements proposed by 

an electric utility, including incorporation of val-

ue-of-service principles, geographic-specific costs, and 

company-specific operating factors. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
60. 
RATES 
 
s263 - Marginal costs - Energy costs - Design components 

- Resource planning - Supply prices - Transport prices - 

Electric service. 
Ca.P.U.C. 1992 
[CAL.] In determining an electric utility's marginal energy 

costs, the commission agreed that a ‘built-out‘ resource 

plan which recognized all potential supply sources was 

preferable to a ‘barebones‘ resource plan which would 

ignore any resource not yet actually committed; addition-

ally, because most natural gas supplies came from the 

Southwest, the commodity price of Southwest gas was 

used rather than an average of Southwest, Canadian, and 

in-state sources, and monthly gas price forecasts rather 

than a steady annual price were used, since winter supplies 

can vary as much as 27% from summer supply prices; 

finally, the transport portion of energy costs was developed 

based on long-run marginal cost methods. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
61. 
RATES 
 
s265 - Marginal costs - Capacity costs - Design compo-

nents - Resource assumptions - Standby status - Val-

ue-of-service principles - Electric service. 
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Ca.P.U.C. 1992 
[CAL.] In determining an electric utility's marginal ca-

pacity costs (reflective of incremental load growth and 

generation-related shortages), the commission agreed that 

(1) both firm and spot capacity from Pacific Northwest 

Intertie contracts should be considered, (2) the capacity of 

units planned to be transferred to standby status should be 

considered until actually moved to such, and (3) val-

ue-of-service measures be used instead of the combustion 

turbine proxy method usually employed. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
62. 
RATES 
 
s172 - Factors affecting reasonableness - Value of service - 

Marginal capacity costs - Electric service. 
Ca.P.U.C. 1992 
[CAL.] It was found reasonable to use value-of-service 

measures instead of the combustion turbine proxy method 

usually employed in determining an electric utility's mar-

ginal capacity costs (reflective of incremental load growth 

and generation-related shortages). 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
63. 
RATES 
 
s265 - Marginal costs - Capacity costs - Transmis-

sion-related costs - Bulk versus area transmission - Electric 

service. 
Ca.P.U.C. 1992 
[CAL.] In determining an electric utility's marginal ca-

pacity costs relative to transmission functions (reflective of 

incremental load growth and generation-related shortages), 

the utility was instructed to separate its transmission costs 

into distinct bulk and area components since different 

types of growth cause different needs for bulk and area 

investments; moreover, generation tie costs were excluded 

from bulk transmission marginal capacity cost calcula-

tions, while area transmission costs were made subject to a 

10-year planning horizon. 
 
Re Pacific Gas and Electric Company 

 
P.U.R. Headnote and Classification 
 
64. 
RATES 
 
s265 - Marginal costs - Capacity costs - Distribu-

tion-related costs - Systemwide versus load center opera-

tions - Electric service. 
Ca.P.U.C. 1992 
[CAL.] In determining an electric utility's marginal ca-

pacity costs relative to distribution functions (reflective of 

incremental load growth and generation-related shortages), 

the utility was authorized to make such determinations 

premised not on a systemwide basis but on its former or-

ganization under 13 separate operating divisions. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
65. 
APPORTIONMENT 
 
s11 - Expenses - Distribution costs - Large projects versus 

smaller investments - Electric utility. 
Ca.P.U.C. 1992 
[CAL.] An electric utility was authorized to allocate dis-

tribution-related marginal capacity costs according to the 

size of the project, dividing them into large projects, and 

smaller background investments. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
66. 
RATES 
 
s265 - Marginal costs - Transmission and distribution 

capacity costs - Present worth versus regression analysis - 

Electric utility. 
Ca.P.U.C. 1992 
[CAL.] An electric utility was authorized to estimate 

marginal transmission and distribution capacity costs using 

a present worth (PW) method rather than the traditional 

regression analysis, where the PW method would capture 

the ‘lumpiness‘ of capacity additions, would be for-

ward-looking, and would reflect changes in demand levels. 
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Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
67. 
RATES 
 
s264 - Marginal costs - Customer costs - Regional versus 

systemwide approach - Electric utility. 
Ca.P.U.C. 1992 
[CAL.] An electric utility was authorized to determine 

marginal customer costs based on region-specific factors 

rather than systemwide costs, since plant investment needs 

can vary with geographical characteristics. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
68. 
RATES 
 
s321 - Electric rate design - Revenue allocation - Equal 

percent of marginal cost - Refinements. 
Ca.P.U.C. 1992 
[CAL.] Although generally following the equal percent of 

marginal cost approach for allocating revenue requirement, 

an electric utility was authorized to make certain refine-

ments to the method, including (1) generation capacity 

costs based on value-of-service principles, (2) incorpora-

tion of area-specific cost and load data, and (3) marginal 

customer costs based on the incremental cost of providing 

customer access. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
69. 
RATES 
 
s263 - Marginal costs - Energy costs - Exclusion of emis-

sion adders - One-year average. 
Ca.P.U.C. 1992 
[CAL.] For revenue allocation purposes, an electric utili-

ty's marginal energy costs should not include residual 

emission adders and should not be based on six-year av-

erages; emission adders were deemed social costs not 

necessary as cost signals to customers, and one-year av-

erages were ruled the most realistic; additionally, ar-

ea-specific loss factors were incorporated. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
70. 
APPORTIONMENT 
 
s45 - Electric utility - Revenue responsibility - Factors - 

Value-of-service principles - Relative shortage value 

weighting. 
Ca.P.U.C. 1992 
[CAL.] To maintain consistency with its use of val-

ue-of-service costing principles, an electric utility was 

allowed to factor in its relative shortage value weighting 

proposal when allocating revenue responsibility among its 

customer classes; additionally, it was authorized to retain 

the use of a six-year average for the generation cost factor 

used in revenue allocation. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
71. 
APPORTIONMENT 
 
s45 - Electric utility - Revenue responsibility - Factors - 

Area-specific load studies. 
Ca.P.U.C. 1992 
[CAL.] Given the demonstrated accuracy of an electric 

utility's area-specific load estimates, it was allowed to 

factor in class geographic cost differences when allocating 

revenue responsibility among its customer classes. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
72. 
APPORTIONMENT 
 
s11 - Expenses - Marginal transmission capacity costs - 

Separation of local and bulk transmission costs. 
Ca.P.U.C. 1992 
[CAL.] In keeping with earlier approved treatment of 
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marginal costs, an electric utility was authorized to dis-

aggregate local from bulk transmission costs when allo-

cating responsibility for marginal transmission capacity 

costs among its customer classes. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
73. 
APPORTIONMENT 
 
s11 - Expenses - Marginal primary distribution capacity 

costs - Distribution planning area loads. 
Ca.P.U.C. 1992 
[CAL.] The allocation of costs associated with an electric 

utility's primary distribution capacity investments caused 

by load growth was ordered based solely on distribution 

planning area (DPA)-specific loads, and without consid-

eration to final line transformer loads; moreover, dedicated 

substations excluded from specific DPA load estimates 

were likewise excluded for revenue-allocation purposes, 

but no decision was reached on the treatment of marginal 

secondary distribution capacity costs. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
74. 
APPORTIONMENT 
 
s20 - Expenses - Marginal customer costs - Customer 

hookups - Electric utility - Number of customers versus 

class of customer. 
Ca.P.U.C. 1992 
[CAL.] An electric utility was authorized to change the 

way in which it allocated responsibility for marginal cus-

tomer costs, to assess the full (not annualized) cost of new 

hookups based not on the total number of new customers, 

but on the number of new customers within a specific 

customer class. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
75. 
RATES 

 
s342 - Electric rate design - Standby service - Number of 

customers as a factor. 
Ca.P.U.C. 1992 
[CAL.] In determining revenue allocation with respect to 

an electric utility's standby customers, it was deemed rea-

sonable to adjust total standby capacity reservation needs 

based on the number of such customers, since it followed 

that the greater the number of standby customers, the less 

likely it is that all customers will suffer outages at the same 

time. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
76. 
APPORTIONMENT 
 
s9 - Expenses - Equal percent of marginal cost method - 

System average percentage change - Caps and floors. 
Ca.P.U.C. 1992 
[CAL.] In wanting to gradually move toward the equal 

percent of marginal cost method of allocating revenue, an 

electric utility was allowed to use the system average 

percent- age change method, subject to a plus or minus 3% 

cap/floor. 
 
Re Pacific Gas and Electric Company 
 
P.U.R. Headnote and Classification 
 
77. 
RATES 
 
s348 - Electric rate design - Agricultural and irrigation 

service - Need for rate relief. 
Ca.P.U.C. 1992 
[CAL.] Statement by the commission recognizing the 

impact spiraling electric costs and continued drought con-

ditions have had on agricultural customers, and ordering 

rate relief to be discussed in workshop forums, although 

not endorsing any type of electric revenue adjustment 

mechanism as a means of such relief. 
 
Re Pacific Gas and Electric Company 
 
(See Appendix A for appearances.) 
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BY THE COMMISSION: 
 

FIRST INTERIM OPINION: PHASE 1 ISSUES 
 
1. Summary of Decision 
 
This First Interim Opinion decides Phase 1 issues in the 

Test Year 1993 general rate case (GRC) of Pacific Gas and 

Electric Company (PG&E). The major issues are test year 

revenue requirement, including appropriate levels of 

compensation for PG&E's employees; research, develop-

ment, and demonstration (RD&D) activities; the Joint 

Recommendation for demand-side management (DSM); 

the Clean Air Vehicle (CAV) program; a NOx retrofit 

recovery mechanism; methodological advancements in 

marginal cost development and refinements in revenue 

allocation. 
 
The principal result of this decision is to authorize PG&E 

an increase over revenues at present rates of 3.42% for the 

Electric Department and 2.86% for the Gas Department. 

These figures are based on the January 1, 1993 consoli-

dated changes in revenues reflecting the Return on Rate 

(ROR) Base adopted in Application (A.) 92-05-006 et al., 

and our decision on revenue requirement for the Electric 

Department in A.92-04-001. 
 
In adopting these increases, we have reduced PG&E's 

request for the Electric Department by $121,925,000 and 

$41,786,000 for the Gas Department. Our reductions in 

these areas were based on the inadequacy of PG&E's af-

firmative showing. Likewise, for the areas where we ap-

proved PG&E's request, PG&E met its burden of proof. 
 
Generally, we have found PG&E's compensation levels 

supported by the record. However, we have made a slight 

reduction and require further information in PG&E's next 

GRC. In addition, we hold that Post-Retirement Benefits 

Other Than Pensions (PBOPs) shall be handled consist-

ently with our decision in Investigation (I.) 90-07-037. 
 
Overall, in the areas of marginal cost and revenue alloca-

tion, we adopt PG&E's proposals. We believe PG&E 
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proposals advance the accuracy of marginal cost pricing, 

and send more correct signals to consumers. Likewise, 

PG&E's proposal overall presents a more accurate repre-

sentation of the agricultural class' nearness to Equal Per-

centage of Marginal Cost (EPMC). 
 
2. Procedural Background 
 
The long road leading to issuance of this decision began 

when PG&E filed its Notice of Intent (NOI) on August 16, 

1991. This filing began the process for a December 1992 

decision pursuant to the rate case plan set out in Decision 

(D.) 89-01-040. At roughly the same time PG&E filed its 

NOI, it also provided substantial responses to Division of 

Ratepayer Advocates' (DRA) master data request. 
 
DRA indicated some 29 deficiencies in the NOI. After 

correcting and resolving these deficiencies, the NOI was 

accepted by letter of Executive Director on September 26, 

1991. Sixty days after the acceptance of the NOI, PG&E 

filed Application (A.) 91-11-036 on November 26, 1991, 

requesting significant rate increases. 
 
The original application requested authorization to in-

crease revenue recovery over rates in effect on November 

26, 1991, by $609,654,000 for the Electric Department and 

$221,595,000 for the Gas Department, for a combined 

increase of $831,549,000. These increases equate to an 

8.2% increase for the electric side of the business and an 

8.7% increase for the gas portion of the company, resulting 

in an overall increase of 8.3%. 
 
A prehearing conference was held before the assigned 

administrative law judges (ALJs) on January 10, 1992. 

Several procedural matters were discussed and based on 

those representations and the rate case plan, the ALJs 

issued a ruling, dated January 17, 1992, establishing a 

schedule for the evidentiary hearings to begin on March 

19, 1992. It was determined that all issues other than rate 

design would be heard in Phase 1 of this application pur-

suant to the rate case plan. 
 
In addition, the ALJs' ruling adopted PG&E's recommen-

dation that the electric sales forecast used in this proceed-

ing would be the same as that adopted in PG&E's 1992 

Energy Cost Adjustment Clause (ECAC) proceeding. 
 
In addition, PG&E's motion for a protective order with 

respect to certain computer models and input data was 

granted. Finally, the ALJs' ruling consolidated the Geysers 

Unit 15 I.90-02-043 and related case A.90-04-003, with 

this GRC. 
 
Meanwhile, as required by the rate case plan, on January 

15, 1992, PG&E filed a revised results of operation pro-

posed exhibit. This exhibit (PG&E Exhibit 21) reduced 

PG&E's requested increase to $475,597,000 for the Elec-

tric Department, and $118,756,000 for the Gas Depart-

ment, or a combined total of $594,353,000. This $237 

million reduction from PG&E's original application re-

flects the impact of the January 1992 rate changes that 

resulted from the 1992 attrition decision and the lowered 

1992 authorized return on equity of 12.65%. These num-

bers continued to change as the proceeding progressed. 
 
As is the norm in GRCs, the Commission instituted an 

investigation to be a companion case to this application. 

The purpose of this investigation is for the Commission to 

have a procedural forum and vehicle to fully act on rec-

ommendations on revenue requirement, rates, practices, 

adequacy of electric and gas transmission and/or storage 

facilities, and other aspects of PG&E's operations which 

may be beyond the confines of the relief requested in 

A.91-11-036. Thus, I.92-02-022 was consolidated with 

A.91-11-036 on February 5, 1992 by order of the Com-

mission. 
 
Ordinarily, we do not comment on various procedural 

motions that the ALJ handles during the course of the case. 

However, we wish to affirm the ALJ's proper handling of a 

particular motion prior to the commencement of hearings. 

Six parties to the proceeding (calling themselves ‘the Gang 

of Six‘) filed a motion to exclude certain evidence relating 

to PG&E's proposed changes in marginal cost methodol-

ogy. The moving parties were: the California Department 

of General Services (DGS), the California Large Energy 

Consumers' Association (CLECA), the California Manu-

facturers' Association (CMA), the Federal Executive 

Agencies (FEA), the Industrial Users (IU), and Toward 

Utility Rate Normalization (TURN). These parties re-

quested the Commission to dismiss prior to hearings 

PG&E's proposals for area-specific transmission and dis-

tribution costs development, area-specific load develop-

ment, and the Present Worth method calculations of these 

costs on the grounds that the proposals were so complex 

and data-intensive that they constituted a ‘black box‘ that 

could not be adequately tested, replicated, or verified by 

anyone including the Commission and its staff. Not sur-

prisingly, the motion was opposed by PG&E in addition to 

several other parties. The Agricultural Energy Consumers' 

Association (AECA), the California Farm Bureau Federa-
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tion (CFBF), the California City-County Streetlight Asso-

ciation (Cal-SLA), and the Association of California Water 

Agencies (ACWA) joined PG&E in opposing the motion. 

PG&E's position was that these new proposals were no 

more complex than other previous methodological ad-

vances such as the ELFIN and PROMOD computer mod-

els, and frankly nowhere near as radical as the Commis-

sion's shift from embedded costs to marginal costs. Oral 

argument was held on the motion on March 23, 1992. The 

ALJ denied the motion in its entirety. We agree with the 

ALJ ruling and will discuss the subject matter of the mo-

tion and its underlying merits in a later section in this de-

cision. As this later section will bear out, we believe it is 

important to allow parties to come forward with new ideas 

and suggest improvements to our current methodologies. 

The objecting parties seemed well able to deal with the 

issues by the time of hearings. 
 
Some 57 days of hearings have been held in this proceed-

ing resulting in nearly 5,500 pages of transcripts, 268 ex-

hibits have been received in evidence with pages num-

bering in the thousands, and briefs totaling nearly 1,500 

pages have been received from many parties. 
 
In addition to the parties already mentioned, we received 

briefs from the California Energy Commission (CEC), the 

Coalition for Energy Efficiency and Renewable Technol-

ogies (CEERT), the Cogeneration Service Bureau (CSB), 

the County of Lake (County), the Union Intervenors (Un-

ions), and the Natural Resources Defense Council 

(NRDC). 
 
In addition to the filing of their briefs, PG&E and DRA 

submitted a Comparison Exhibit (Exhibit 235) on July 8, 

1992 as required by the rate case plan. The Comparison 

Exhibit compares PG&E's and DRA's analyses of the 1993 

Test Year showings on results of operations, resource 

assumptions, marginal costs, and revenue allocation, 

among other issues. In the Comparison Exhibit, PG&E 

presented further revised results of operations which 

modified the company's 1993 GRC requested increase to 

$412,143,000 for the Electric Department and $85,623,000 

for the Gas Department or a total of $497,776,000. These 

Comparison Exhibit numbers showed yet another decrease 

in the total requested increase PG&E was seeking. 
 
The overall requested rate increases changed once again in 

the September Update exhibit (Exhibit 237) and again in 

the consolidated ECAC/GRC request to $484 million. 

Based on the ALJ proposed ROR in A.92-05-009 the 

number changes again to $393 million. We note PG&E 

does not endorse the proposal in the cost of capital pro-

ceeding. Phase 1 of this proceeding was submitted as of 

October 6, 1992. 
FN1 

 
3. Public Participation Hearings 
 
In an effort to get opinions from the affected ratepayers 

regarding PG&E's requested rate increase, the ALJs trav-

elled to nine locations in PG&E's service area convening 

public participation hearings: Santa Rosa, Willits, Auburn, 

Chico, Dublin, Watsonville, Bakersfield, Fresno, and San 

Francisco. Nearly 100 people made statements at these 

hearings. In addition, Commissioner John Ohanian at-

tended the public participation hearing in Fresno. The 

Commission also received over 400 letters from PG&E 

customers, nearly all of whom object to the rate increase 

requested by PG&E. 
 
While many letters and speakers at public participation 

hearings had unique concerns, there were several con-

sistent themes. 
 
Most speakers believed that PG&E's rates are increasing 

far more rapidly than people's incomes and other factors 

such as consumer price indices. They believe rates are 

already too high for the average ratepayer, but especially 

onerous for seniors and people with low and fixed in-

comes. Another common theme was that the economic 

times do not warrant an increase. They point out that un-

employment and the recession are making it very difficult 

for people to make ends meet. Thirdly, many ratepayers 

noted that the conservation measures that had been en-

couraged by PG&E are not paying off. Several people 

commented that while they have cut their energy usage 

dramatically their energy bills continue to rise. 
 
In nearly every location there were many representatives of 

the farming community. The farmers pointed out that en-

ergy costs are a large proportion of their overall costs of 

production, ranging anywhere from 15% to 25%. They 

claim that increases in rates continue to contribute to ag-

riculture's decline and loss of productivity for the State. 

Farmers believe that it is unfair for them to continue to 

shoulder rate increases when much of the growth driving 

up PG&E's rates comes from business and from housing 

replacing agricultural land. Therefore, farmers believe that 

they should not be responsible for costs caused by new 

growth. In addition, the farmers argued that the high en-

ergy costs are forcing more and more farmers to convert to 

diesel fuel generators which is in conflict with the overall 

goals of increased environmental protection which PG&E 
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espouses. Finally, farmers complain that the State of Cal-

ifornia is sending them contradictory messages. On the one 

hand, government entities involved in water tell farmers 

that surface water must go to urban areas while at the same 

time this Commission's rate policies continue to drive up 

the costs of pumping groundwater. 
 
Many farmers pointed out the irony that water conserva-

tion techniques in fact often result in using more power at 

increasingly expensive rates. Several farmers urge the 

Commission to consider carefully the new methodologies 

of cost allocation that are being proposed by PG&E for 

various customer classes. It is their contention that the 

agricultural class as a group is already paying its fair share. 

‘Farmers are voting with their dollars and moving out of 

PG&E.‘ (RT 6:193.) The farmers testified that many of the 

very largest agricultural users have already left PG&E's 

system. They contend that this proposed rate increase will 

drive smaller farmers off the system also. Then PG&E will 

be in position at having lost the margin that those farmers 

provide in addition to the increase in air pollution that will 

result from leaving PG&E's system. The ALJ also directed 

PG&E to address the issue of farmers using diesel engines 

and its impact on air quality during the evidentiary phase of 

the hearings. 
 
Another issue that came out at several different locations 

of the public participation hearings was the issue of em-

ployee discount that PG&E gives as a perquisite or benefit 

of employment. The ALJ ordered PG&E to address that 

issue during evidentiary hearings. The evidence indicated 

that it would be more costly to compensate PG&E em-

ployees for the loss of the employee discount than it is to 

give the employee discount. In addition, PG&E does not 

believe that the employee discount results in its employees 

using more power than the average customer. 
 
Finally, the ALJ ordered PG&E to follow up with specific 

customer problems raised at the hearings and report the 

results to her by letter. PG&E has complied with her re-

quest. 
 
We sympathize with the concerns raised by all speakers 

and authors of letters sent to us regarding PG&E's re-

quested rate increase and have taken those concerns seri-

ously in making the decisions we reach today. 
 
4. Sales Forecast and Present Rate Revenues 
 
PG&E and DRA agreed to use the electric sales forecast 

determined in the 1992 ECAC proceeding for this GRC. 

Therefore, the numbers set forth in the final ECAC deci-

sion are incorporated into the Appendices attached here. 
 
For the gas sales forecast, we rely on our recently adopted 

Biennial Cost Allocation Proceeding (BCAP) decision, 

D.92-10-051 for the appropriate numbers for use in our 

appendices to this decision. 
 
5. Compensation for Employees 
 
5.1 Overview 
 
Once again, the issue of whether PG&E's compensation to 

its employees is set at reasonable levels was the subject of 

controversy during this proceeding. In addition to the 

controversy on whether PG&E pays its employees too 

much, there was also an issue of whether PG&E had 

complied with Ordering Paragraph 12 of the last GRC 

decision, D.89-12-057 (34 CPUC2d 199 (1989)). DRA 

recommends a substantial penalty against PG&E for fail-

ing to comply with the last GRC decision. At issue is 

whether PG&E's compensation report filed in this case was 

supposed to include an analysis of pensions and benefits 

along with compensation. Because DRA believes that 

PG&E failed to comply with the order, DRA recommends 

that PG&E be given no labor escalation from the last rec-

orded year, a recommendation which effectively results in 

disallowance of nearly a $120 million for ratemaking 

purposes. In addition, DRA argues that limiting recovery 

of PG&E's pay rates, which DRA claims to be 8.5% above 

market average rates, also should result in a disallowance 

worth some $54 million. CLECA supports DRA in its 

recommendations. 
 
Not surprisingly both PG&E and the Unions disagree both 

with DRA's analysis of what was required in the last GRC 

decision and with the belief that paying wages slightly over 

market parity is unreasonable. PG&E and the Unions point 

to the labor productivity gains that PG&E has experienced 

in the last several years and argue that the efficiency wage 

theory supports payment of higher than market average 

wages in order to reduce turnover, save money on job 

retraining, and increase productivity. 
 
As on all issues in this GRC, the burden of proof of 

showing that its level of compensation is reasonable rests 

with the applicant, PG&E. As will be discussed on the 

following sections, while we believe that PG&E has met its 

burden of proof in this area, we will reduce to 5% above 

market the compensation levels PG&E has requested for 

ratemaking purposes. 
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5.2 Compliance With Last GRC Decision 
 
DRA contends that PG&E is not in compliance with Or-

dering Paragraph 12 of the last GRC decision. 
 
‘12. In its next general rate application PG&E shall provide 

a full affirmative presentation on the level of overall 

compensation and the comparison to similar compensation 

levels in the relevant job markets.‘ (34 CPUC2d 199, 439.) 
 
DRA contends that the term ‘overall compensation‘ in the 

above ordering paragraph means that this presentation 

should include information on compensation and benefits 

for employees. PG&E disagrees with this interpretation. 
 
DRA admits that it never informed PG&E of its opinion 

that the study presented in this GRC should include a 

combined compensation and benefits analysis. In fact, in 

several conversations and meetings leading up to the NOI 

filing, the DRA witness who later testified in this pro-

ceeding did not make this position known to PG&E per-

sonnel. The DRA witness, Arthur Jimenez, testified that it 

was after a decision was issued in Southern California 

Edison Company's (Edison) most recent GRC that he 

reached the conclusion that PG&E's study should include 

both compensation and benefits. Mr. Jimenez apparently 

reads the ordering paragraph from that GRC decision the 

same as the PG&E ordering paragraph in question. 
 
‘44. In its next general rate case, Edison shall file or serve 

testimony on the following topics: 
 
‘a. Wages and salaries, with increased emphasis on total 

compensation, total benefits as a percentage of cash 

compensation, and the distribution of total compensation 

among comparable terms.‘ (D.91-12-076, mimeo. p. 225, 

Ordering Paragraph 44. Emphasis added.) 
 
This decision, relating to a different utility, was issued 

nearly one month after PG&E filed its application and 

testimony in this proceeding. In addition, a DRA repre-

sentative discussed D.89-12-057 with the assigned ALJ 

and confirmed that it was the Commission's order that 

when reviewing overall compensation levels salaries, 

wages, and benefits were to be reviewed separately and 

together. (Exhibit 116.) Unfortunately, the word benefits is 

noticeably absent from Ordering Paragraph 12. Further, the 

fact that DRA sought an interpretation from the ALJ is 

evidence of the ambiguity of the ordering paragraph. Our 

decisions speak for themselves. Any additional ‘interpre-

tation‘ of our decisions that may be needed should be 

rendered only in subsequent decisions by the Commission. 
 
[1, 2] It is PG&E's position that ‘overall compensation‘ 

meant a study that included base pay plus any incentive 

pay program. PG&E points out that the Commission Ad-

visory and Compliance Division (CACD) held workshops 

after the last GRC precisely on the incentive pay issue. 

PG&E attached to its Exhibit 10 a copy of the Management 

Incentive Plan Workshop Report issued by CACD in May 

1991. PG&E contends that it is patently unfair for DRA to 

now claim that they should have included a benefits anal-

ysis in its compensation study. PG&E points out the ob-

vious: first, the Edison decision issued in December 1991 

does not apply to PG&E and second, the decision postdates 

PG&E's testimony in this proceeding. 
 
We agree it would be grossly unfair to hold PG&E to a 

standard set in another utility's rate case in a later time 

frame. In addition, the Edison ordering paragraph, while it 

has no relevance for PG&E's showing, does in fact, have 

the word benefits in its directive. We can only hold PG&E 

responsible for what the ordering paragraph that applies to 

it says on its face. 
 
In light of this analysis, we will reject DRA's requested 

penalty of some $120 million. PG&E's compensation total 

cash compensation study (Exhibit 10) is in compliance 

with the last GRC's Ordering Paragraph 12. PG&E rea-

sonably relied both on DRA's earlier representations, the 

subject matter of the CACD workshop on incentive pay, 

and most importantly, the actual language of the ordering 

paragraph to develop the scope of its total cash compen-

sation study. 
 
Finally, we note that PG&E's witness in the human re-

sources area testified that his own department is called 

Compensation and Benefits. Further, he testified, that the 

literature regarding the subject area compensation and 

benefits usually used the two words separately. (RT 

13:790.) 
 
Therefore we reject DRA's recommendation that PG&E 

receive no labor escalation. In addition, we note that 

DRA's own witness testified to the extreme difficulty of 

trying to proceed with a combined compensation and 

benefits study. We will address what we wish PG&E to do 

in its next GRC in the final section on compensation. 
 
5.3 Reasonableness of PG&E's Compensation Strategy 
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5.3.1 PG&E's Showing 
 
PG&E presented through witness Mr. Broman a full af-

firmative showing of PG&E's compensation. (Exhibit 10.) 

PG&E contends that this exhibit is comprehensive in de-

scribing the objectives, strategy, economic basis, and 

market comparison, within the limits of survey accuracy, 

of PG&E's compensation. 
 
PG&E argues that this exhibit shows that PG&E's com-

pensation objective, to pay slightly above the weighted 

market average, is reasonable and appropriate to attract, 

retain, and motivate employees that are critical to meeting 

customer needs. (RT 13:705.) The exhibit includes as part 

of total cash compensation its incentive plan called Per-

formance Incentive Plan (PIP). PG&E points out that 

DRA's compensation witness makes no objection to PIP in 

its compensation exhibit. 
 
PG&E emphasizes that its objective of paying slightly 

above the market average does not mean that PG&E pays 

higher salaries compared to all firms or for all positions. 

Rather, PG&E's salaries are generally at the 60th percen-

tile, which means that PG&E salaries are still below that 

paid by 40% of the firms in the labor market. (RT 13:706.) 
 
The economic basis for PG&E's compensation strategy 

was described by several witnesses in this proceeding. 

PG&E's compensation objective is to provide total cash 

compensation (TCC) which is slightly above the weighted 

market average in order to attract, retain, and motivate a 

highly qualified work force critical to the company's suc-

cess. Currently, slightly above is defined as 5% above the 

weighted market average for nonattorney positions. (Ex-

hibit 10, p. 10-6.) The original description of this premise, 

called the efficiency wage theory, was developed by 

George Akerlof of the University of California, Berkeley. 

The efficiency wage theory suggests that it is more effi-

cient and minimizes overall costs, to provide levels of 

wages or TCC that are slightly higher than current market 

rates. This will allow the company to attract and retain 

above-average performers. This in turn lowers turnover 

and training costs and improves productivity. The effi-

ciency wage theory holds that the resulting financial sav-

ings exceed the additional expense of paying slightly 

above the market average. PG&E points out that the 

Commission has agreed with this objective in a prior GRC 

decision: 
 
‘A small premium above market does benefit the ratepayer 

(and stockholder) particularly with regard to safeguarding 

PG&E's investment in employee training.‘ (23 CPUC2d 

149, 182 (1986).) 
 
PG&E contends that empirical evidence supports its con-

tention that higher productivity outweighs the costs asso-

ciated with PG&E's compensation policies. (Exhibit 221, 

p. 8-4.) PG&E goes on to identify numerous benefits of its 

compensation strategy which are greater than the proposed 

disallowance by DRA. PG&E argues that it avoids be-

tween $60 million and $90 million in extra costs associated 

with a turnover rate that would be closer to the national 

average, but for its compensation strategy. PG&E argues 

that its turnover rates are significantly lower than the na-

tional average because of its support of the efficiency wage 

theory and resulting compensation strategy. 
 
In addition, PG&E argues that cost savings of $150 million 

are realized through employing a more productive work 

force. In response to criticism that other companies are 

laying off workers and downsizing due to the recession, 

PG&E points out that it began its process of restructuring 

and ‘rightsizing‘ more than four years ago, in 1987 and 

1988, well before many other companies. 
 
PG&E conducted comprehensive surveys in order to de-

termine whether its compensation strategy is reasonable. 

PG&E found that its compensation is within 3.3% of its 

target compensation objective of paying 5% above average 

market wage. The methodology used in the PG&E exhibit 

on cash compensation (Exhibit 10) is similar to that em-

ployed in several previous market comparison studies that 

have been used by the Commission. PG&E went through a 

process of using job matching and comparisons with firms 

with similar types of labor needs. PG&E believes that the 

result is a representative description of the market com-

pensation within a range of accuracy of about 10%. (RT 

14:794.) 
 
In reaching that conclusion, PG&E relied on published 

analyses of error in wage surveys. The literature generally 

supports the proposition that published survey data should 

be considered accurate within the range of approximately 

plus or minus 10%. (PG&E Exhibit 10.) Since it is PG&E's 

goal to be slightly above or at 105% of the market, the 

results of the survey, which indicate that PG&E is 8.5% 

above market average, are statistically insignificant given 

that there is a 10% range of survey error. 
 
Additionally, PG&E chose to apply a conservative meth-

odology to its total cash compensation study. PG&E did 
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not adjust data for employee performance, for tenure, job 

size and scope, size of company, or geographic location. In 

fact, if PG&E had used geographical adjustments, PG&E 

could have adjusted its survey data by up to 24%, which 

would depict PG&E's salaries as being below the market 

average. (Exhibit 221, Chapter 7, Attachment 2, p. 4-5.) 
 
PG&E disagrees with DRA's apparent unwillingness to 

accept any correlation between pay policies and produc-

tivity. 
 
In sum, PG&E has demonstrated labor cost benefits, along 

with above average gains in labor productivity, that far 

outweigh any costs that may be associated with it. Even if 

the estimated $210 to $250 million in savings were cut in 

half, PG&E argues that they would still outweigh the 

recommended DRA disallowance. 
 
5.3.2 Unions' Showing 
 
Of PG&E's 26,976 employees, 18,044 or 67% are repre-

sented by unions in collective bargaining. 
FN2

The Unions 

put forward an impressive showing in this proceeding. 

Eleven different witnesses testified, all with impressive 

backgrounds, professional expertise, and knowledge re-

lated to compensation practices. Overall the Unions be-

lieve that the evidence fully supports PG&E's assertion that 

the total compensation for union-represented employees is 

reasonable and should be fully recovered in rates. In addi-

tion, the Unions believe that as a matter of evidence, law, 

and sound regulatory policy, the DRA should not interfere 

in the collective bargaining and compensation policy. 
 
The Unions point out that unlike other cases, DRA made 

no effort to conduct a wage and salary study itself in this 

proceeding, limiting itself to merely critiquing PG&E's 

study. The Unions did analyze PG&E's survey methodol-

ogy quite thoroughly. The Unions point out that by defi-

nition wage and salary surveys are subject to considerable 

error. In one witness' opinion, PG&E's total cash com-

pensation exceeds the ‘market‘ by only 7.37% rather than 

the 8.5% referred to by DRA. The Unions went on to point 

out various errors that are likely to occur even when sur-

veys are conducted in an objective and professional fash-

ion. 
 
First, error may result from the sample chosen for the 

survey. Any wage study, other than a census enumerating 

every labor market participant's actual wage salary, is by 

definition incomplete since it is a sample drawn from a 

population. The degree to which survey participants are 

representative of the entire labor market is known as sam-

pling error. (Exhibit 354, pp. 3-4 and 2-4.) Second, error 

may result during the matching process. Improper job 

matches that result in wages close to the survey average 

may not be flagged as errors, while proper matches far 

from the survey mean may be improperly discarded. Third, 

the Unions point out that firms may submit inaccurate data, 

or errors may be introduced when the data is transformed 

or coded. The Unions contend that because of inherent 

difficulty in gathering information on otherwise confiden-

tial compensation data, there are endemic insignificant 

reporting problems which mean that wage and salary sur-

vey analysts must expect a relatively large risk of statistical 

error. 
 
The Unions point out in this proceeding no information on 

standard deviation of surveyed wages (the most commonly 

used statistical measure of error) is available, and the 

surveys used by PG&E make no claims of statistical ac-

curacy or representativeness. Rather, the user of the sur-

veys is warned to exercise caution and judgment in as-

sessing the representativeness of each survey. (Exhibit 

354, p. 3-4.) 
 
The Unions point out that if one were to accept PG&E's 

estimate that the wage surveys it used are accurate plus or 

minus 10%, then PG&E's finding of an overall wage level 

8.5% above the ‘market‘ has no statistical significance. 

(Exhibit 309, pp. 6-3, 7-4, and 8-7 through 8-9.) 
 
The Unions go on to point out that any analysis of wage 

survey data must also take into account not only survey 

error, but also survey bias. The Unions point out four 

choices in the underlying surveys used by PG&E that 

biased downward the measure of ‘market‘ pay. First, the 

Unions point out that PG&E's long unionized work force is 

compared to other workers, irrespective of their union 

status. Especially with clerical workers, the surveys in-

clude for the most part firms with work forces which are 

not unionized. Because unionized workers are paid on the 

average 15% more than nonunion workers, the choice of 

nonunion survey participants biases the ‘market‘ down-

ward. (Exhibit 354, p. 3-6; Exhibit 309, pp. 5-6 through 

5-7.) Second, the Unions contend that bias is introduced 

because the survey does not compare wages at firms sim-

ilar in size to PG&E. Large firms pay employees more than 

small firms. PG&E is one of the largest employers in 

northern California. Third, geographic pay differentials 

biased the PG&E's survey, again by forcing downward the 

‘market‘ rate. The San Francisco area has one of the 

highest costs of living in the United States, and one of the 
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highest general wage levels. Although the wage surveys 

which PG&E used include data from throughout the 

western United States, PG&E did not correct for system-

atic pay differences across regions, thus once again biasing 

downward the ‘market‘ wage. Finally, PG&E did not limit 

its survey to firms with work forces with similarly highly 

tenured work forces. Workers typically earn about 2% 

more for each year of experience. Utilities tend to have 

both lower turnover and higher seniority than other indus-

tries. This increase in seniority results in overall wages 

being higher than companies with a less experienced work 

force. (Exhibit 309, pp. 7-5, 9-7, 9-8.) 
 
The Unions contend that PG&E's failure to make adjust-

ments to its raw survey data to account for firm's size, 

tenure, region, and unionization result in its data being 

extremely conservative. The Unions express the opinion 

that this was undoubtedly motivated by a desire to be 

above criticism from DRA. The Unions point out that in 

other cases DRA has adjusted market wages for firm's size 

and region, although not for unionization or experience. 

(Unions Opening Brief p. 10.) Finally, the Unions question 

what meaning, if any, the Commission should attach to the 

observed deviation of PG&E wages from ‘market‘ wages. 

The Unions point out that wage surveys typically show 

very large differences between the wages of the highest 

and lowest paid employees in an occupation, even in un-

regulated, competitive, profit maximizing industries. The 

raw data for a typical survey will invariably indicate tre-

mendous dispersion around the mean for any given classi-

fication. What is reported as the ‘market‘ wage for an 

occupation is nothing more than a convenient measure for 

communication purposes. In a free market economy, the 

Unions contend, there are no rules that require employers 

to pay a specific wage for every job, and thus should not be 

used as a proxy for actual labor rates. 
 
In conclusion, the Unions' view on the correctness of 

PG&E's compensation objectives is best summed up by 

one of PG&E's system operators: 
 
‘We work schedules that would drive many people crazy. 

We work with a knowledge that a single mistake could cost 

our employer millions of dollars. We also know that a 

single mistake can bring inconvenience, and possibly 

danger, to thousands of our fellow citizens.... We are proud 

of the job we do. You can see that pride in the quality of 

our work, in the quality of the service we provide. When 

you attack our wages, you're attacking that pride. This 

power system is not run by averages or formulas or cal-

culations. It is run by people. We run it. It's our job, and we 

give it a 100%.... This is not an accounting issue. This is 

not a matter to be lost to number crunchers. This is a public 

policy issue. The public would not be served by the deg-

radation of our wages, of our pride, of our work, by a vote 

of 'no confidence’ in PG&E's system operators. 
 
‘Remove this cloud from over our heads. Put this matter to 

rest. And let us continue doing the job we are paid to do.‘ 

(Exhibit 309, pp. 11-9 through 11-10.) 
 
5.3.3 DRA's and CLECA's Criticisms 
 
Both DRA and CLECA fundamentally disagree with 

PG&E's compensation strategy. They dispute that there is 

any value to ratepayers of PG&E paying above ‘market‘ 

wages. DRA believes that PG&E is paying 8.5% above 

market parity without demonstrating the benefit to the 

ratepayers. DRA points out the burden is on PG&E to 

prove the cost-effectiveness of its above-market pay phi-

losophy. DRA cites a prior PG&E GRC decision which 

stated: 
 
‘We will not hesitate to make a ratemaking adjustment if 

the evidence demonstrates that the proposed wage and 

salary expense of a utility is clearly unreasonable com-

pared to the relative market.‘ (PG&E (1990) 23 CPUC2d at 

186.) 
 
In DRA's view the Commission has never adopted or 

sanctioned PG&E's efficiency wage theory to justify 

above-market pay. The main thrust of both DRA's and 

CLECA's argument is that PG&E has not produced any 

evidence to demonstrate that any benefits which accrue 

from above-market compensation outweigh its costs. Both 

parties argue that PG&E has not quantified any benefit 

which may accrue from paying above market compensa-

tion. 
 
DRA suggests that PG&E should have conducted a study 

comparing its productivity to the companies it surveyed for 

wages to determine whether (1) increased productivity 

occurred because of higher pay and (2) if so, how much it 

increased. Additionally, DRA criticizes PG&E for not 

comparing its training costs and turnover rates with the 

other companies included in the surveys in this proceeding. 

DRA does not enlighten us on how it believes this kind of 

information could be obtained from unregulated compa-

nies. DRA also argues for market average-based pay for 

ratemaking purposes as a means of utility cost minimiza-

tion. Both DRA and CLECA argue in their exhibits that the 

payment of above-market wages cost ratepayers some $85 
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million in this GRC. 
 
However, we are compelled to note that this figure is listed 

as $57 million in the Comparison Exhibit, a fact which 

PG&E (and the ALJ) found confusing. (PG&E Reply 

Brief, p. 4.) We note that the figure DRA chose to use in its 

comments on the proposed decision was $55 million. 
 
DRA argues that California utility rates are near the top in 

the nation. DRA believes that the way to reverse that trend 

is to discourage excessive utility costs. It thinks that 

above-market compensation is a good place to apply that 

effort. Finally, DRA and CLECA both argue that the cur-

rent recession that California and the nation are experi-

encing should allow PG&E to select from a larger pool of 

people. DRA also supports its view on the inappropriate-

ness of PG&E's pay scales based on pay cuts State em-

ployees are currently facing in the budget crisis, and in fact 

have received. 
 
Finally, DRA concludes that if the Commission adopts 

DRA's disallowance there is no evidence that PG&E's 

union employees will even be affected. DRA states that 

some 17,000 of PG&E's employees have a compensation 

agreement with PG&E through the end of 1993. DRA 

makes no comment as to what the effect of its recom-

mendation would be on the next round of union negotia-

tions, but seemingly asserts that it should have no impact. 
 
CLECA's position is basically a ‘me too‘ argument of 

DRA's contentions. The witness for CLECA read several 

articles cited by PG&E and Unions witnesses, which ap-

parently is the extent of her expertise in this area other than 

once having worked for DRA. In fact, the Unions in their 

reply brief raise the issue of the competency of both DRA 

and CLECA witnesses to address the field of compensation 

at all. 
 
5.3.4 Discussion 
 
[3] We find ourselves once again debating the topic of 

whether PG&E pays its employees excessively. The last 

two GRC decisions address this issue and come to unsat-

isfactory conclusions. The trend has been to go along with 

PG&E's pay policy but to express discomfort with doing 

so. Given the showing in this GRC by PG&E and the 

Unions and the paucity of argument against that showing 

by DRA and CLECA, we conclude that PG&E's compen-

sation strategy is basically reasonable and that its policy to 

pay at slightly above market levels is worthy of further 

consideration. 

 
We conclude that PG&E has met its burden of proof for its 

compensation policy generally. By definition, it is inevi-

table that wage surveys, like other surveys have a certain 

amount of error. Both PG&E, Unions witnesses, and the 

cited literature agree on a 5% to 10% error rate. We find 

that a 5% error rate is more reasonable given the record and 

the economy generally. On this basis, we will lower 

PG&E's above market compensation strategy down to 5% 

above market. We note this is still a generous compensa-

tion strategy relative to other California utilities. We be-

lieve it is an appropriate policy given the record developed 

in this case. Given the number of the compensation surveys 

relied on by PG&E, including Mercer, the Bureau of Labor 

Statistics (BLS), and others, a margin of error closer to 5% 

is more likely. 
 
We expect PG&E to minimize its costs as much as it can. 

However, we find PG&E's arguments that its compensa-

tion strategy results in a lower turnover rate and accom-

panying reduction in training costs to be worthy of further 

study. It is undeniable that PG&E has experienced sub-

stantial productivity gains in the past few years. It is un-

disputed that PG&E has laid off or reduced its work force 

by some 3,000 workers in the 1980s. It is also undisputed 

that each worker now handles more customers than pre-

viously. PG&E's productivity gains rate very favorably 

with national standards. 
 
By rejecting DRA and CLECA's arguments in this GRC 

we are not suggesting that PG&E does not have the obli-

gation to affirmatively prove that its compensation strategy 

is reasonable in its next GRC. We will order PG&E to 

continue to refine and improve its analysis of its compen-

sation strategy. 
 
By allowing for ratemaking purposes, a 5% above market 

compensation strategy, we are not approving at this time 

particular requests for positions discussed in individual 

accounts. Whether additional positions are necessary in 

certain areas is a separate issue from PG&E's overall 

compensation strategy. 
 
[4] Since Edison's most recent GRC decision ordered a 

combined compensation and benefit analysis, we will do 

so here. We order PG&E to present a combined compen-

sation and benefit analyses for all employees in its next 

GRC (Test Year 1996). We are particularly interested in 

executive pay and all the accompanying special benefits 

that may accrue to that group. Likewise, we wish PG&E to 

further explore the link between its compensation strategy 

230



47 CPUC 2d 143, 1992 WL 691728 (Cal.P.U.C.) 
  
 

Page 36 

© 2012 Thomson Reuters. No Claim to Orig. US Gov. Works. 

and productivity gains within the company. PG&E should 

also include an analyses of what impact, if any, our re-

duction of its compensation levels for ratemaking purposes 

from 8.5% above market to 5% above market has on actual 

compensation levels paid to its employees. 
 
We will require that PG&E make the results of the various 

compensation surveys it relies on available to DRA. This 

material shall include all applicable benchmarks and job 

matches, total employee cash contributions for benefit 

coverage as well as average bonus payments per employee 

and all other applicable survey materials. 
 
We expect DRA and any other party who pursues this issue 

in future rate cases, to develop more solid testimony to 

support their positions. This is perhaps an area where 

consultants with an expertise in the subject matter at hand 

are most critical. We hope the additional guidelines on 

what PG&E must include in its next showing will allow 

DRA, or its consultants, to develop an independent meas-

ure of PG&E's compensation strategy. 
 
5.4 Impact on Collective Bargaining of Commission 

Analysis of PG&E's Compensation Strategy 
 
[5] We cannot leave the area of PG&E's compensation for 

its employees without addressing the issues raised by the 

Unions regarding our right to analyze this area. It is not our 

desire to interfere in the collective bargaining process; 

rather it is to protect ratepayers from any unreasonably 

excessive costs of compensation. However, we disagree 

with Unions that we are legally forbidden from such an 

evaluation of compensation levels. We agree with DRA 

that the Commission is not preempted under Federal law 

from looking into the issue of employee compensation. We 

endorse DRA's reading of Southwestern Bell Telephone 

Company v Arkansas Public Service Commission, 824 F2d 

672 (8th Cir. 1987). The Southwestern Bell decision 

clearly rejected the union's preemption argument that the 

National Labor Relations Act prevents a public utilities 

commission from adjusting to recover in rates only a por-

tion of the wages and benefits that are the product of col-

lective bargaining. 
 
‘The Arkansas Commission is charged with the responsi-

bility of setting rates that state telephone users will pay and 

determining a fair rate of return that SWB may earn. As 

part of this process, the Commission assesses the Com-

pany's expenses to determine whether they are reasonable. 

If the Commission finds that they are not reasonable, an 

issue controlled by state law standards of arbitrariness and 

capriciousness, then the Commission will not pass them on 

to consumers in the form of rate increases. We conclude 

that the Commission's actions disallowing recovery of 

certain nonmanagement wage and benefit expenses does 

not rise to the level of an impermissible intrusion into or 

control over the relationship between the company and 

CWA. We finally observed, as did the Ninth and First 

Circuits, that in any regulated industry, myriad govern-

mental decisions, from ratesetting to the imposition of 

safety standards, undoubtedly will affect labor relations. 

Any indirect effect of the ratesetting action taken in this 

case, however, falls short of the kind of state interference 

with the labor-management relationship that Congress had 

intended to proscribe.‘ (824 F2d at 676.) 
 
Therefore while this decision does give our Commission 

authority to look into this area, it is not authority that we 

choose to exercise without good reason to do so. There has 

been a showing in this case that PG&E's compensation 

policy is generally reasonable. We believe our modest 

reduction to 5% above market pay is a reasonable exercise 

of our authority. 
 
6. Productivity 
 
PG&E complied with Ordering Paragraph 15 from its last 

GRC decision (34 CPUC2d 199, 439 (1989)). As ordered, 

PG&E presented in this application a multifactor produc-

tivity analysis which PG&E calls a Total Factor Produc-

tivity (TFP) analysis. 
FN3

This analysis is based on econo-

metric models which are estimated for PG&E's Electric 

and Gas Departments. The models' results described the 

productivity gains embedded in PG&E's Test Year 1993 

expense estimates for providing gas, electric, and other 

energy services. The results of PG&E's model show an 

annual average productivity growth rate of 1.2% for the 

Electric Department and 1.4% for the Gas Department 

over the forecast period 1991 to 1993. PG&E points out 

that these values are comparable to the average annual 

productivity growth rates experienced in the last decade. 
 
We note that PG&E was the first utility to utilize the mul-

tifactor productivity model, which DRA prefers, and con-

tinues to be the only energy utility to utilize this method-

ology. DRA acknowledges PG&E's cooperation by en-

dorsing its productivity study. (RT 14:889.) 
 
In analyzing productivity for the Electric and Gas De-

partments, PG&E and DRA utilized a common method-

ology and data base and arrived at very similar results: 
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  DRA PG&E 

 Percent 

 
Electric Department   

 
76-90 1.3 1.5 

 
91-93 1.2; 1.1; 1.2 1.4; 1.2; 1.1 

 

 PG&E & DRA 

 
Gas Department   

76-90 1.81 

91-93 2.2; 1.2; 0.9 

 
Indeed, DRA agreed that within the limits of statistical 

accuracy, PG&E's results and DRA's results are compara-

ble. (RT 14:889.) Likewise, DRA agreed that these esti-

mated productivity gains are fully reflected in the test year 

estimates. 
 
The TFP analysis is an independent examination of 

PG&E's historical and projected noncapital-related ex-

penses. This study forecasts PG&E's 1993 Test Year ex-

penses on an aggregate company-wide level. The analysis 

provides independent supporting evidence for the detailed 

account-by-account forecast test year expenses which are 

developed in the various exhibits sponsored by PG&E's 

witnesses. Therefore, PG&E's productivity results are 

appropriately used as independent verification of the test 

year estimates of nonfuel expenses and the productivity 

gains that are contained in these estimates. For example, 

using DRA's productivity model, a forecast was made of 

nonfuel operations and maintenance expenses of 

$1,917,821,000. At the time of DRA's original report, the 

Energy Cost Branch of DRA forecasted electric nonfuel 

operations and maintenance expenses of $1,688,221,000 or 

$229.6 million below the productivity model estimate. 

(Exhibit 106, p. 2.) DRA's productivity witness agreed that 

if the results of operations estimates are below the 

productivity model's projections for the test year, the re-

sults of operations include a productivity component 

which is equal to or greater than the productivity estimated 

by the model, and that this would be a fair characterization 

of the econometric results compared to the results of op-

erations estimates. (RT 14:891-892.) 

 
For this reason, neither PG&E nor DRA recommends any 

further productivity adjustment because all productivity 

gains in the test year are currently being allocated to rate-

payers. (RT 12:577.) According to PG&E's productivity 

witness, Ansar, to the extent that these gains, reflected in 

lower test year estimates of expenses, are carried forward 

into the years 1994 and 1995, the implicit assumption 

appears to be that productivity will offset the increases in 

scope and quality that the utility faces in the attrition years. 

(RT 12:580.) 
 
In addition, PG&E witness Ansar went on to explain that 

increasing productivity does not necessarily mean that 

every cost input will be minimized to the same extent. In 

fact, she argued that there may be certain increases of 

certain cost inputs if they are valuable in order to increase 

productivity: 
 
‘If I may, I, as an illustration of that very point, if I may just 

tell a short story, if you will. 
 
‘In 1914, the Ford Motor Company announced that it 

would give its workers a wage increase, an increased wage 

from $2.50 to $5.00 per day. 
 
‘The going wage at other plants in Detroit remain at $2.50 

for several years. 
 
‘The day following the $5.00 wage announcement there 
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were 10,000 people lined up outside Ford's Highland Park 

plant, all of them eager for jobs. 
 
‘And over the next few months thousands more flocked 

into Detroit searching for jobs at Ford. Of course the 

question is why in the face of a sizeable excess supply of 

labor did Ford not lower its wage until the market cleared. 
 
‘Within the plant the wage increase have the effect of 

disciplining the workers, knowing that they can immedi-

ately be replaced and that jobs those days were hard to find, 

Ford workers basically did what they could to ensure that 

they would not lose their jobs. 
 
‘They worked more diligently, more productively, they 

worked at a faster pace and they also responded with what 

some people have called unquestioning obedience to 

managerial authority. 
 
‘Years later Henry Ford was actually to remark the pay-

ment of $5.00 a day was one of the finest cost-cutting 

moves he ever made.‘ (RT 12:578, 579.) 
 
[6] We agree with both DRA's and PG&E's analyses that 

PG&E has continued to experience productivity gains. 

Because the numbers of the two econometric models are so 

close, and the results are virtually the same, we will adopt 

PG&E's modeling figures for productivity. We note that 

the Henry Ford story adds some credibility to the notion 

that PG&E's previously discussed compensation policies 

are a factor in the ever-increasing productivity of the 

company's workers. 
 
We will discuss the issue of the sharing of productivity 

gains in attrition years as proposed by the DRA later in this 

decision in the section on Attrition. 
 
Finally, we agree with the parties that productivity gains 

have already been embedded in the Test Year 1993 num-

bers. Therefore, the ratepayers reap the benefits of all 

productivity gains for the Test Year 1993. 
 
7. Escalation 
 
Since estimates of test year expenses are developed from 

1990 constant dollars, it is necessary to accurately account 

for the effects of inflation on PG&E's expenses between 

1990 and 1993. PG&E's method of accounting for inflation 

for labor as well as materials and services expenses is 

similar to the practice adopted by the Commission in pre-

vious GRCs, including PG&E's 1990 GRC. (Exhibit 5.) 
 
As has been discussed already, the primary difference 

between PG&E's and DRA's recommendations for labor 

escalation is that DRA recommends zero escalation for 

labor as a penalty for noncompliance with the last GRC 

decision. We have already rejected DRA's position. There 

are other smaller differences between DRA's position and 

PG&E's position for other price change effects. 
 
7.1 Labor Escalation 
 
DRA did recommend alternate escalation factors in the 

event that its zero escalation recommendation was reject-

ed. These escalation factors were based on the Interna-

tional Brotherhood of Electric Workers (IBEW) contract 

rates less the influence of PIP participation rate for the 

1990 labor contracts. PG&E contends that PIP's impact on 

the escalation rate is 0.5% per year. Thus, PG&E's rec-

ommended labor escalation rates are as follows: 4.25% for 

1991, 4.50% for 1992, and 5.00% for 1993. (Exhibit 5, pp. 

5-5 and 5-8.) 
 
DRA's recommended alternative escalation rates are 

one-half percentage point lower than PG&E's rates. (Ex-

hibit 102.) PG&E argues that DRA provides no rationale 

for excluding the PIP participation through its labor esca-

lation witness. As we will cover in the discussion on PIP 

generally, we agree with PG&E's analysis of this issue. 
 
PG&E and DRA agree that the attrition year forecasts of 

the Consumer Price Index-Workers (CPI-W) should be 

updated and the forecasts are expected to be agreed upon at 

that time. Therefore, the numbers from the September 15 

Update hearing for CPI-W presented by PG&E shall be 

adopted. 
 
There are some other impacts on the test year labor esca-

lation recommendations that should be discussed here. 

There is a $7 million difference between PG&E's and 

DRA's position as it applies to contested labor base esti-

mates stemming from different recommended activities 

level in the various expense accounts. The effect of DRA's 

alternate labor escalation recommendation to exclude 

PIP-related escalation is $8 million on uncontested base 

labor amounts and $1 million on the contested base labor 

amounts. 
 
For the Gas Department, the final remaining difference 

between PG&E and DRA concerns over $4 million in the 
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test year due to the impact of DRA's alternate labor esca-

lation proposal to exclude PIP-related escalation. The final 

outcome of these differences will be decided in later sec-

tions of this decision. 
 
7.2 Nonlabor Escalation 
 
For nonlabor escalation, DRA has indicated that it fun-

damentally accepts the methodology employed by PG&E 

to develop its materials and service index (MSI), but 

recommends that all cost elements not appropriate to the 

nonlabor escalation base be removed from the calculation. 

While agreement was reached on some of these issues at 

hearing, and the Comparison Exhibit still indicated some 

different M&S escalation rates for PG&E and DRA, these 

differences were resolved in the September 1, 1992 Up-

date. (Exhibit 237, p. 2B-1.) DRA had no questions for 

PG&E's escalation witness during the Update hearings. 

Exhibit 237 shows the following nonlabor escalation rates: 

 
1991 - 3.15% 

1992 - 2.74% 

1993 - 3.74% 

1994 - 3.73% 

1995 - 3.54%. 

 
These numbers include the weighted factors agreed to by 

PG&E and DRA. 
 
Finally, medical escalation differences exist between 

PG&E and DRA. DRA uses 1991 recorded data to estimate 

1993 expenses in 1993 dollars. PG&E's estimates for 

medical costs are given in 1990 dollars which must then be 

escalated at the rate shown in the Comparison Exhibit. 

(Exhibit 235.) Fundamentally, this difference is due to 

disagreements over medical costs which will be discussed 

in connection with Account 926 in Administrative and 

General Expenses. 
 
8. Results of Operations for Electric Depart-

ment-Operations and Maintenance (O&M) Expenses 
 
8.1 Overview 
 
Both PG&E and DRA have prepared complete estimates of 

PG&E's results of operations for 1993. 
 
Throughout this decision we shall discuss the Electric 

Department first and in greater detail since it is the larger 

portion of PG&E's overall operation. Additionally, issues 

which are common to both gas and electric will be dis-

cussed in detail here. 
 
PG&E's electric operation and maintenance (O&M) ex-

penses fall into three categories: production expenses, 

transmission expenses, and distribution expenses. 
 

Electric production includes nuclear generation (excluding 

Diablo Canyon), fossil and other generation, and hydraulic 

power generation. PG&E's nuclear generation expense 

estimate is for expenses associated with its Humboldt Bay 

Power Plant Unit No. 3. PG&E's fossil generation includes 

all of PG&E's gas-and oil-fired steam generation units and 

all of its geothermal units. Other generation includes 

PG&E's gas turbine units and fixed bond payments and 

maintenance and operating expense paid to various irriga-

tion districts. PG&E's conventional fossil-fired generation 

units consist of 33 units with a net operating capacity of 

7,213,000 kilowatts (kW). These units have an average age 

greater than 34 years. 
 
PG&E's hydraulic power generation consists of 111 con-

ventional hydraulic generating units and three pumped 

storage units with a total net operating capacity of 

3,903,000 kW. 
 
PG&E's estimate of $290,495,000 for electric production 

expenses was reduced by DRA based on disallowances of 

$24,325,000. For nuclear production expenses, the PG&E 

estimate of $1,254,000 was found reasonable by DRA. 
 
In fossil and other production, PG&E's estimate was re-

duced by DRA by approximately $20 million. Of this 

amount, $15 million is due to estimating methodologies, 

and $4.8 million is in programs. Most of this program 

difference relates to the areas of major plant maintenance 

items or asbestos removal work. 
 
In other production, DRA recommends a disallowance of 
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$68,000. This difference is entirely due to estimating 

methodologies. 
 
In hydraulic production, DRA recommends a reduction of 

PG&E's estimate of $4.1 million. Roughly $2.2 million of 

this disagreement is due to estimating methodology and 

nearly $2 million is due to disagreements over programs. 

DRA does not believe PG&E should recover all of its 

proposed expenses associated with an on-line hydro 

maintenance system (OHMS), vegetation control, or Fed-

eral Energy Regulatory Commission (FERC) fees. 
 
PG&E's electric transmission expenses include substation 

structures, substation equipment, poles, towers, conduc-

tors, underground line equipment, and miscellaneous plant 

operated at 50 kilovolts (kV) and above. PG&E's estimate 

of $65,523,000 for electric transmission expenses was 

reduced by DRA by $2,060,000. The principal areas of 

disagreement between PG&E and DRA are in estimates of 

electric and magnetic field (EMF) expenses, Power Con-

trol staffing levels, tree trimming and removal expenses, 

and estimating methodologies. 
 
PG&E's electric distribution expense estimate of 

$256,677,000 was reduced by DRA by $11,601,000. The 

parties disagree in EMF support and customer response 

expenses, training for supervisory control and data acqui-

sition (SCADA) system, and distribution automation, 

strategic technology support expense, cable elbow re-

placement accounting, tree trimming and removal ex-

penses, and estimating methodologies. 
 
We have mentioned several times the differences in esti-

mating methodologies used by PG&E and DRA. This 

refers to the different procedures the parties have used to 

forecast the reasonable cost to PG&E of providing and 

maintaining a reasonable level of service in 1993. These 

estimates are done on a painstakingly tedious ac-

count-by-account basis. For each account, PG&E has 

forecast the expected level of work or activity in that ac-

count in the Test Year 1993. For each account PG&E 

began with the base estimate and then adjusted the base 

estimate to reflect changes in the account activity expected 

in the test year. In most cases, PG&E used as its base es-

timate the actual recorded expenses for the last recorded 

year or a five-year average, three-year average, or some 

other combination. In certain instances, DRA chose to use 

a different methodology for making these estimates. For 

example, in a situation where DRA chose to make a 

three-year average PG&E may have used a last recorded 

year base estimate. Of course, to obtain Test Year 1993 

numbers, these base year estimates are then escalated by 

the labor and nonlabor escalation factors discussed in the 

prior section. As ordered by the ALJ, PG&E and DRA 

prepared an account-by-account summary of methods used 

to estimate expenses. This account-by-account trending 

method summary appears as Appendix A to the Compar-

ison Exhibit (Exhibit 235). As that appendix shows, for the 

vast majority of accounts PG&E and DRA agreed on the 

methodology. In fact, for many accounts there was no 

dispute as to the expense estimate for Test Year 1993. 

However, there are many accounts where there is disa-

greement either as to methodology or as to programs in-

cluded in the accounts. We have not yet come up with a 

way to discuss these disputes without an ac-

count-by-account analysis in the GRC. The reader is en-

couraged to bear with us as we proceed into the world of 

individual account analysis. 
 
8.2 Nuclear Production Expenses 
 
[7] The only O&M expenses associated with nuclear 

production in this GRC are for the Humboldt Bay Unit 3 

plant. Humboldt Bay Unit 3 is in the process of being 

decommissioned. Prior to the final dismantlement and 

decontamination of the plant, O&M expenses will include 

the costs of monitoring and surveillance activities as well 

as maintenance of the security systems required by the 

Nuclear Regulatory Commission. 
 
In its opening brief, DRA states that it agrees with the 

estimates PG&E has proposed for materials and services 

(M&S) but disagrees with the 3% increase PG&E has 

requested as part of its PIP. DRA points to its Exhibit 107 

on Total Cash Compensation for an explanation on the PIP 

disallowance in this account. However on reviewing that 

exhibit we find no such justification. We will therefore 

adopt PG&E's nuclear production expense estimate al-

ready set forth of $1,256,000. 
 
8.3 Fossil Fuel Production Expenses 
 
[8] In order to calculate the fossil fuel and other production 

expense estimates for each account, both PG&E and DRA 

chose a base estimate as we discussed above. That base 

estimate, derived either from the expenses recorded in 

1990 or an average of the last two to five years of recorded 

expenses, was then adjusted to allow for inflation or unu-

sual events. 
 
According to PG&E witness Czabaranek, an average of the 

last five recorded years would be used where the expenses 
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in an account ‘fluctuated,‘ i.e., increased and decreased 

over the five-year period. (RT 15:942.) PG&E states that 

where changes in the accounting system used by PG&E 

had affected the expenses in an account midway through 

the five-year period, an average of the last two or three 

years of recorded expenses would be used instead. If an 

account had shown a continuous trend in one direction or 

another, PG&E used the last recorded year, 1990, for its 

base estimate. 
 
Generally, DRA used similar guidelines for calculating 

base estimates. In DRA's opinion, due to improvements in 

the fossil and other power production operations, it relied 

more often than did PG&E on the 1990 recorded expense 

levels as most likely to reflect those recent developments. 

(Exhibit 103, p. 4-B-2.) We will now proceed to discuss 

individually each account where there is a dispute between 

PG&E and DRA. Where DRA did not dispute PG&E's 

numbers, we will adopt PG&E's proposal. There is no need 

to discuss the undisputed accounts. We note that only 

seven accounts are in dispute in this section under fossil 

fuel generation. For the ease of the reader we will list each 

account both by its CPUC account number and its PG&E 

account number. 
 
8.3.1 CPUC Account 505 (PG&E Account 764): Electric 

Expenses 
 
PG&E recommends an estimate of $31,969,000 for this 

account while DRA recommends $25,956,000 for this 

account for Test Year 1993. This account includes the 

expenses associated with the operation of prime movers, 

generators, and auxiliary equipment. 
 
During hearings, PG&E did accept a reduction of $194,000 

for condensate reroute as recommended by DRA (RT 

15:946.) This condensate reroute is due to a PG&E project 

to route the condensate from one Geyser geothermal unit to 

abate the high concentration of hydrogen sulfide in an-

other. 
 
For this account PG&E chose to average labor expenses 

over the last four recorded years and average material and 

services over the last three recorded years. DRA chose to 

use recorded 1990 data for both labor and material and 

services in this account. 
 
PG&E justifies its methodology by its position that de-

creases in this account over the last four years were related 

to decreasing chemical and waste costs at the Geysers 

powerplants. PG&E contends that these decreases due to 

installation of incinerators to burn off gases and upgrades 

to secondary abatement systems are the result of major 

projects to reduce chemical expenses which have now been 

completed. PG&E expects expenses to rise in the future as 

a result of an increasing volume of gas being released from 

the steam fields due to variable pressure operation and 

increasing disposal costs. (RT 15:998.) 
 
On the other hand, DRA witness Han argues that the ap-

propriate base year is 1990, given the steady decline in 

expenses. DRA believes a continuing decline in labor 

expenses is due to the retirements and cold standby status 

of several Geysers units. The DRA witness does not expect 

any increases in this account in the future. (RT 16:1084.) 

DRA points out that PG&E's own stated policy is to use the 

last recorded year as a base estimate when there has been a 

steady decline. 
 
We are persuaded by DRA's argument on this issue. PG&E 

did not make an adequate showing that increasing ex-

penses should be expected in the future in this account. 

Therefore we adopt DRA's estimate of $25,956,000 for 

CPUC Account 505. 
 
8.3.2 CPUC Account 506 (PG&E Account 765): Miscel-

laneous Steam Power Expenses 
 
This account deals with the expenses that are not assigna-

ble to other steam generation accounts. PG&E recom-

mends $24,602,000 while DRA advocates $24,059,000 

attributable to this account. The difference of $543,000 is 

due to the estimating methodology used by both parties. 

PG&E associated the 1986-87 decline in labor expense 

with unit retirements, and therefore believes a four-year 

average is the correct methodology. PG&E points out that 

the labor portion of this account had dropped two out of 

five years in its estimate. (RT 15:946.) On the other hand, 

DRA used the 1990 recorded figures to calculate labor 

expenses. DRA believes it is reasonable to use the 1990 

recorded numbers because the labor expenses associated 

with this account will continue to decrease due to the re-

tirements and placement on cold standby status of several 

Geysers units. (Exhibit 103.) 
 
We concur with DRA on this issue, believing that it is more 

likely that labor expenses will continue to decline for this 

account. We adopt DRA's figure of $24,059,000 for Ac-

count 506. 
 
8.3.3 CPUC Account 511 (PG&E Account 441): Struc-

tures 
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Account 511 includes the expenses associated with the 

maintenance of steam plant structures. PG&E estimates 

$2,579,000 for Test Year 1993 while DRA estimates 

$1,153,000. The difference is due to the estimating meth-

odology used by each party. 
 
PG&E used recorded 1990 figures for both the M&S por-

tion and the labor portion for this account. PG&E's witness 

testified that an accounting change in 1988 is one of the 

reasons for a steady increase in expense in this account. 

That accounting change moved the responsibility of 

structure maintenance to the facilities themselves. PG&E 

argues that it is reasonable that facility operators can most 

efficiently identify and accomplish needed structural 

maintenance. Further, PG&E contends that it is unrea-

sonable to expect activities to decline in the future given 

the age and the harsh environment within and around 

powerplant structures. 
 
On the other hand, DRA used a five-year average to cal-

culate labor and material expenses. DRA points out that in 

that five-year period there was a decrease from $743,000 in 

1987 to $310,000 in 1988. (RT 15:949.) DRA notes that 

the account booked a substantial increase from $809,000 in 

1989 to $2,670,000 in 1990. Given these fluctuations, 

DRA believes it would be inappropriate to use the 1990 

recorded expenses for this account. DRA points out that 

jobs construction maintenance tends to vary substantially 

in price and scope from year to year. (Exhibit 103, p. 

4-B-12.) 
 
Given the evidence presented, we agree with DRA that a 

more appropriate approach for this account is to base the 

expenses on a five-year average. 
 
8.3.4 CPUC Account 512.2 (PG&E Account 442): Boilers 

and Related Apparatus 
 
This account includes the expenses associated with the 

maintenance of boilers and their related apparatus such as 

furnaces, super heaters, and reheaters. In addition, this 

account contains monies for asbestos mitigation programs. 

PG&E plants used insulating materials in the past which 

contained asbestos. PG&E's total estimate for this account 

is $22,735,000. DRA's estimate is $21,681,000, or a dif-

ference of $1,054,000. DRA disagrees both with PG&E's 

estimating methodology and the total dollars requested for 

the asbestos mitigation or removal program. 
 

As to its estimating methodology, PG&E used an average 

of the last two years for its labor estimate and an average of 

five years for materials and services expenses. DRA chose 

to use the expenses for the last recorded year, 1990. PG&E 

argues that this is inappropriate because this account has 

shown an increasing trend over the years. However, we 

note that an increasing trend rather than fluctuation is 

generally considered a basis for selecting last recorded 

year expenses. PG&E's apparent problem with the DRA 

choice of methodology is that the account would be re-

duced by $634,000 from PG&E's own estimate. The fact 

that an account would be lower or higher given a certain 

methodology is not the basis for our selection of the 

methodology in a particular account. We find that PG&E 

has inadequately justified its request for a two- and 

five-year average in this account and will therefore adopt 

DRA's recommendation of using last recorded year ex-

pense data. This results in the reduction of this account for 

methodological reasons of $634,000. 
 
In addition, DRA seeks to reduce the amount of the as-

bestos removal program for Test Year 1993 by $420,000. 

PG&E's witness explained that asbestos is currently re-

moved from areas within powerplants identified as high 

exposure areas (i.e., areas of considerable human activity 

or significant movement near plant boundaries). For ex-

ample, PG&E has already removed considerable asbestos 

from the Moss Landing powerplant and will continue to do 

so into Test Year 1993. In 1991 and 1992 the expenditures 

for Moss Landing powerplant alone are approximately 

$1.7 million. PG&E argues that additional work at Moss 

Landing in 1993 could approach a level of $2.4 million. 

PG&E contends that reducing this amount would delay or 

extend the asbestos removal program. 
 
DRA notes and PG&E concurs that at this time removal of 

asbestos from Moss Landing or any other powerplant is 

strictly voluntary for PG&E, under no mandate by federal 

or state law. (RT 15:959.) PG&E's witness claimed that 

certain areas of the Moss Landing plant would not have 

asbestos removed by the end of 1992 but was unable to 

designate any specific areas. 
 
We agree with DRA's estimate for Account 512.2. DRA's 

estimating methodology is more reasonable as we already 

stated. In addition we concur with DRA that a certain 

portion of PG&E's asbestos mitigation program is appro-

priate to remove from this account. While we applaud 

PG&E for its overall asbestos program, we must weigh the 

costs to the ratepayers of moving ahead with these pro-

grams when they are voluntary and accelerated in nature. 
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Obviously, PG&E shareholders are free to make the deci-

sion to move ahead with mitigation programs prior to their 

being mandated by federal or state law. 
 
8.3.5 CPUC Account 512.3 (PG&E Account 443): Boiler 

Plant Auxiliaries 
 
This account includes the expenses associated with the 

maintenance of boiler plant auxiliaries such as feed water 

systems, cranes, and other instruments and devices. PG&E 

estimates $17,233,000 for this account while DRA esti-

mates only $13,316,000. The total difference between the 

two parties is $3,917,000, $210,000 of which relates to 

asbestos removal with the balance of $3,707,000 relating 

to differences in the estimating methodology. In this ac-

count, the difference in the estimating methodology is a 

substantial one. PG&E used the last recorded year, 1990, 

for its estimate. DRA, on the other hand, used the average 

of the last five years. DRA disagrees with PG&E's use of 

1990 expenses as the base estimate because 1990's ex-

penses were roughly $3 million larger than any other year. 

DRA found PG&E's reasons for this difference to be vague 

and unpersuasive. DRA correctly points out that the PG&E 

witness was somewhat vague as to the reasons for this 

increase during the opening round of hearings, or PG&E's 

initial showing. (RT 15:961.) Some of the reasons for the 

1990 ‘blimp‘ in expenses were due to increased salinity in 

river water use for the powerplants, increased asbestos 

maintenance, and the cost of city water. Therefore DRA 

argues that using the five-year average is a more reasona-

ble estimate due to this large and largely unexplained in-

crease in expenses between 1989 and 1990. In addition, 

DRA believes it is appropriate to reduce by $210,000 the 

amount of expenses PG&E sought to apply to voluntary 

asbestos removal for the same arguments discussed for 

Account 512.2. 
 
PG&E argues that last recorded year is more appropriate 

for this account as a reasonable estimate for 1993 ex-

penses. In its rebuttal testimony, PG&E set forth that this 

account had already been reduced in its 1990 recorded year 

data for the unusually high amount of asbestos mainte-

nance and removal that occurred in that year. PG&E ad-

mits to a closer review being made of this account in its 

rebuttal testimony. (Exhibit 221, p. 4-2.) This closer re-

view indicates that the increase primarily relates to as-

bestos-related activities. While there are some reference to 

Occupational Safety and Health Administration (OSHA) 

regulations being part of the reasons for the increased 

asbestos activity, PG&E has not made an affirmative 

showing to indicate that this level of asbestos work in this 

time frame is mandated by any state or federal laws. 
 
We agree with DRA that a change of this magnitude should 

have been explained more thoroughly in PG&E's opening 

showing in the case. We find the arguments raised in its 

rebuttal testimony to be unpersuasive to compel us to use 

the 1990 recorded year. We believe the five-year average 

as proposed by DRA gives a more accurate and realistic 

reflection of what the account expenses will be in Test 

Year 1993. 
 
8.3.6 CPUC Account 512.4 (PG&E Account 444): Main 

Turbo-Generators and Related Apparatus 
 
This account includes the expenses associated with the 

maintenance of main turbo-generators such as throttle and 

inlet valves, pressure oil, and steam pipings. Expenses in 

this account also include the adjustments for nonroutine 

maintenance, the retirements of Geysers units, and the 

reliability improvement program for the Geysers power-

plants. Also included and of controversy between the par-

ties is the turbine blade replacement program. 
 
PG&E is requesting $32,217,000 for this account while 

DRA estimates $27,631,000. In this instance the method-

ological difference is only $621,000. The $3,965,000 dis-

parity is due to the turbine blade replacement program. We 

note that while the turbine blade replacement program was 

discussed during hearings, DRA chose not to mention it in 

its briefs. PG&E used a three-year average for the labor 

portion of this account and a five-year average for the 

M&S portion. PG&E justified its three-year average for 

labor based on the decrease from 1986 to 1987 and then 

again from 1987 to 1988 as a result of unit retirements. 

PG&E believes a five-year average for M&S is appropriate 

to reflect the fluctuating nature of the past expenses. In 

contrast, DRA used 1990 recorded figures for both labor 

and M&S expenses because of the declining trend in both 

portions. DRA believes that the declining trend is a result 

of the retirements and cold standby status of some units as 

well as the installation of improved diagnostic instruments 

and in-plant performance monitoring devices. In DRA's 

opinion, this declining trend should continue into the test 

year. (Exhibit 103, pp. 4-B-13 through 4-B-14.) 
 
We agree with DRA as to both prongs of its positions for 

this account, and will therefore reduce this account by 

$4.586 million per DRA's recommendation. 
 
8.3.7 CPUC Account 513.5 (PG&E Account 445): Main 

Turbo-Generator Auxiliaries 
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This account includes the expenses associated with the 

maintenance of electric plant auxiliaries such as conden-

sers, condensate, pumps, air and vacuum pumps, vacuum 

breakers, and pooling systems. (Exhibit 103, p. 4-B-14.) 

PG&E requests a total of $15,829,000 for this account, 

while DRA recommends $13,259,000. The difference of 

$2,570,000 is divided as follows: $210,000 due to a dif-

ference in asbestos removal projects and $2,360,000 due to 

methodological differences. 
 
As to the methodological differences, PG&E chose to use 

five-year averages for both the labor and M&S portions of 

the account. PG&E does not dispute that there has been a 

steady decline in labor expenses every year since 1987 in 

this account. Because of this, DRA argues that use of 1990 

recorded expenses is more appropriate for the Test Year 

1993 estimates. DRA attributes the decreases to retire-

ments and cold standby status of some units and im-

provements in the diagnostic instruments that monitor 

plant performance. On the other hand, PG&E claims that 

expenses are expected to increase in these areas, because 

most projects benefitting maintenance and operating ex-

pense have already been completed. 
 
As to the reduction in asbestos mitigation expense, the 

parties make the same arguments that have been previously 

discussed. 
 
Once again we agree with DRA as to this account. We 

believe the 1990 recorded expenses are a more appropriate 

and accurate base for Test Year 1993 due to the declining 

trend that this account has shown. Likewise, we will follow 

DRA's recommendation as to the asbestos mitigation ex-

penses being disallowed. Once again we note that our 

disallowance of some asbestos mitigation expenses does 

not mean that PG&E's asbestos mitigation programs will 

not proceed. It simply means that it may or may not be 

necessary that the programs proceed at the pace which 

PG&E has recommended in this rate case. 
 
8.4 Hydro Production Expenses 
 
[9] For hydro production the main program or activities 

differences between DRA and PG&E are roughly $2.5 

million which relate to the OHMS project (an automated 

computerized work management system), FERC adminis-

trative fees, and vegetation control. As to the methodo-

logical differences between DRA and PG&E, the major 

difference is due to the position on weather conditions as a 

factor. PG&E and DRA fundamentally disagree on 

whether the weather after 1986 was abnormally mild. DRA 

suggests that 1986 was an abnormal year but the years 

following that had normal weather. (RT 16:1115.) 
 
8.4.1 CPUC Account 535 (PG&E Account 780): Opera-

tions, Supervision, and Engineering 
 
This account includes the expenses associated with general 

supervision and engineering for operation of the hydraulic 

power generating stations. PG&E recommends an amount 

of $2,243,000 for this account. DRA suggests an estimate 

of $1,750,000. The difference of $493,000 is due mainly to 

a DRA disallowance of OHMS costs. The methodological 

difference is only $20,000. 
 
Both PG&E and DRA used 1990 recorded data for the base 

estimates of M&S expenses. For labor expenses DRA used 

last recorded year while PG&E used an average of three 

years. DRA believes it is more appropriate to use 1990 

recorded figures in order to capture the savings associated 

with the installation and operation of the OHMS. PG&E 

describes this as a computer automated work management 

system, which integrates operational performance, 

equipment records and history, accounting and materials 

stock status. PG&E projects full implementation by the 

end of 1995. DRA justifies its disallowance for the OHMS 

work in 1993 because in its opinion PG&E has failed to 

show the productivity gains and savings that this program 

was promised to produce. PG&E's own witness testified to 

productivity gains and savings that should be apparent at 

least in the southern area in 1991. PG&E disagrees with 

DRA on this point, arguing that DRA's disallowance is 

inconsistent with the notion of encouraging productivity 

and efficient use of resources. PG&E argues that much of 

the savings from OHMS will be in the scheduling of 

maintenance activities during and between outages plus 

reducing outage time and increasing hydro energy output. 

PG&E concludes that this will reduce fossil energy need 

and be reflected in the ECAC as reduced fuel expenses. 

(RT 13:1002.) PG&E argues that while not quantified, 

productivity will also improve beyond the test year as a 

result of this system, and ratepayers will benefit in future 

years. 
 
We agree with DRA that promised productivity gains 

should have been somehow quantified to justify additional 

expenditures in this area. Therefore we adopt DRA's 

recommendations for CPUC Account 535. 
 
8.4.2 CPUC Account 536 (PG&E Account 781): Water for 

Power 
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This account includes payments for the purchase of water 

for power. PG&E recommends $3,356,000 for this ac-

count. DRA's recommendation is $350,000 less, equalling 

a total of $3,600,000 for this account. The difference is due 

to a difference in methodology. PG&E used the five-year 

average for labor and M&S expenses while DRA believed 

a three-year average was more appropriate. The differ-

ences in the averages focus on whether the year 1986 

should or should not be included. DRA believes 1986 

should be excluded because unusually high expenses were 

associated with this account as a result of levy damage and 

flooding in 1986. DRA points to the testimony of the 

PG&E witness who argued that the storms of 1986 in-

flicted heavy damage to many hydro facilities, and that 

every year since 1986 has been characterized by mild 

weather. (RT 15:979.) PG&E relies on the same facts as to 

weather conditions from 1986 onward to conclude that a 

five-year average is more appropriate. PG&E points out its 

belief that the mild weather experienced since 1986 is not 

‘normal.‘ 
 
We agree with PG&E on this issue. The mild weather that 

has occurred since 1987 is hopefully not going to continue 

indefinitely. Therefore we believe it more reasonable to 

include as one of the five years of experience a year with 

heavy rainfall. We note if the years since 1986 had been 

‘normal weather‘ we would be more inclined to agree with 

DRA's position. However, that not being the case, we will 

adopt PG&E's estimate of $3,356,000 for Account 536. 
 
8.4.3 CPUC Account 537.1 (PG&E Account 782): Hy-

draulic Expenses 
 
This account covers the costs of operating hydraulics 

works, including reservoirs, dams, and waterways. PG&E 

believes that this account is weather-dependent and that the 

level of expense required for debris removal, vegetation 

control, and helicopter patrol is weather-dependent. (RT 

15:980.) PG&E recommends a total estimate for this ac-

count of $3,609,000 while DRA recommends a reduction 

to $3,451,000. The difference of $158,000 is due to two 

factors. First, a methodological difference of $110,000 and 

second, a difference of $48,000 for a vegetation control 

employee position. For this account, both PG&E and DRA 

used a five-year average for the labor portion. As to the 

M&S portion, DRA used a three-year average while 

PG&E used the five-year average. DRA believes a 

three-year average for M&S is more appropriate to reflect 

the ‘relatively flat‘ level of these expenses since 1988.(RT 

15:981.) However, on cross-examination the PG&E wit-

ness did point to a slight increase from 1988 to 1989 in the 

account. This increase would qualify this account for 

longer averaging under the fluctuation theory that we have 

used for other accounts. However, PG&E's witness does 

state that it is a relatively flat fluctuation. DRA does not 

overtly dispute PG&E's claim that this account is weath-

er-dependent and that debris removal is associated with the 

costs of vegetation control and helicopter patrol. 
 
As to PG&E's request that three additional employees be 

funded to work in vegetation control, DRA believes that 

only two such positions should be funded. PG&E argues 

that the need for three new employees is because its system 

is divided into three different areas. However, PG&E could 

not say whether these positions in each area were full time. 

PG&E did state its plan is to contract out the work. Since 

PG&E could offer no evidence as to whether the three 

positions were indeed full time, DRA recommends only 

two workers be approved. We agree with DRA as to the 

employees for vegetation control and will only allow 

ratepayer funding of two positions. Therefore in this ac-

count we have agreed with PG&E as to its methodological 

position and agreed with DRA as to reducing the vegeta-

tion control employee position. Therefore we will approve 

an amount of $3,561,000 for Account 537.1. 
 
8.4.4 CPUC Account 538 (PG&E Account 783): Electric 

Expenses 
 
This account includes the expenses associated with the 

generation of prime movers, generators, and their auxilia-

ries. PG&E requests an estimate for Test Year 1993 of 

$6,039,000. DRA recommends $5,668,000, reflecting a 

reduction of $372,000 due to a difference in its estimating 

methodology. DRA used last recorded year 1990 estimates 

for both labor and materials and services. PG&E, on the 

other hand, used last recorded year for materials and ser-

vices but used a five-year average for labor. PG&E justi-

fies its five-year average methodology by pointing to 

fluctuations in this account, showing a decrease from 1986 

to 1987, an increase from 1987 to 1988, and a larger de-

crease from 1989 to 1990. However, the PG&E witness did 

testify that generally for 8 out of 12 months lower charges 

were experienced in this account. The witness could give 

‘no real particular reason for it.‘ The witness went on to 

speculate that ‘I would probably account to our abilities to 

move expenses around from one account to another where 

we may focus more attention in one area in one year and 

then another area in another year.‘ (RT 15:983.) 
 
DRA believes that the 1990 recorded expenses for labor 
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more accurately forecast the expenses in this account in 

1993 by recognizing the declining trend since 1988. We 

are not persuaded by PG&E's argument for the five-year 

average for labor for this account. Therefore we will adopt 

DRA's last recorded year numbers for both materials and 

services and labor for Account 538. Therefore this account 

will show a Test Year 1993 estimate of $5,668,000. 
 
8.4.5 CPUC Account 539 (PG&E Account 784): Miscel-

laneous Hydraulic Power Generation Expenses 
 
This account includes costs for labor, materials, and other 

expenses not assignable to other hydraulic generation 

operation expense. Included among these expenses are fees 

associated with water use and hazardous waste regulation 

and FERC fees. PG&E requests $5,511,000 for this ac-

count, while DRA recommends $4,687,000. The method-

ological difference accounts for $95,000 while a dispute 

over the amount of FERC fees for 1993 accounts for 

$729,000. Thus the total disagreement over this account 

between PG&E and DRA is $824,000. We will address the 

methodological difference first. 
 
PG&E used a five-year average for labor and a two-year 

average for materials and services to develop the Test Year 

1993 estimate. DRA used recorded 1990 expenses for 

both. DRA believes 1990 recorded year figures are more 

accurate for both labor and materials and services to reflect 

the recent changes in the regulatory fee structures and in 

regulation in general. PG&E disputes DRA's use of 1990 

recorded data on the grounds that despite mild weather 

experienced for the past several years, fees could increase 

during normal weather conditions. We agree with DRA 

that changes have occurred and there is a declining trend in 

this account. Therefore, we will adopt DRA's estimating 

methodology of last recorded year for both portions of this 

account. 
 
As to the dispute over the appropriate amount of FERC 

fees to allow for this account, PG&E's estimate is sub-

stantially higher than DRA's. PG&E is recommending a 

method whereby an average percentage increase for FERC 

fees since 1986 is added on to the 1990 recorded figure. 

Then PG&E applies an M&S escalation factor. DRA be-

lieves that this method effectively escalates the FERC fees 

twice. DRA believes it would be more appropriate to base 

them on 1990 recorded expense multiplied by the materials 

and services escalation rate. (Exhibit 103, p. 4C-5.) DRA 

notes that from 1988 through 1990 the fees paid by PG&E 

to FERC remained relatively constant. DRA attributes the 

increase in FERC fees experienced in 1991 to things not 

expected to occur in Test Year 1993. PG&E cautions that 

in the event that 1993 returns to normal year condition, 

there will be an increase in hydro fees to FERC along with 

the increase in hydroelectric production generally. 
 
Given the trends in this account, we are inclined to adopt 

DRA's estimates. PG&E has not made enough of a show-

ing to convince us that the FERC fees will actually increase 

in 1993. We note that by using 1990 as a base year we are 

giving PG&E a fairly generous estimate of FERC fees in 

comparison to prior years. Therefore, we will adopt a fig-

ure of $4,687,000, per DRA's recommendation, for Ac-

count 539. 
 
8.4.6 CPUC Account 541 (PG&E Account 460): Mainte-

nance Supervision and Engineering 
 
This account includes the expenses associated with the 

general supervision and engineering for the maintenance of 

hydraulic-powered generating stations. Both PG&E and 

DRA used recorded data from 1990 as the base estimate for 

both labor and M&S expenses. 
 
Therefore, the only remaining difference in this account is 

due once again to the OHMS system, resulting in an ad-

justment by DRA of $20,000. We note that PG&E made no 

mention of this account or the disagreement in its opening 

brief. However in its reply brief it seems to dispute DRA's 

recommendation. The reasoning behind our decision in 

this account is the same as that set forth for CPUC Account 

535 where we first discuss the OHMS system. Once again, 

DRA believes the productivity gains PG&E claims will 

result from the implementation of OHMS should produce 

savings at least equal to the additional costs of completing 

OHMS. Therefore DRA justifies its disallowance of new 

increases in OHMS expenses and suggests that the ap-

proved expenses remain at the 1990 level. We concur with 

DRA on this issue and therefore will reduce this account by 

$20,000. 
 
8.4.7 CPUC Account 545.5 (PG&E Account 465): Mis-

cellaneous Hydraulic Plant 
 
This account includes the expenses associated with the 

maintenance of miscellaneous hydraulic generation plant 

facilities. 
 
PG&E originally requested $2,413,000 for this account. 

DRA's recommendation is only $655,000. PG&E has 

agreed to delete $576,000 from its request due to the 
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Electra Powerhouse cleanup. (PG&E opening brief p. 95.) 

The remaining difference of $1,182,000 is due to differ-

ences in estimating methodology. This fairly substantial 

difference between the parties is due to the fact that PG&E 

used recorded 1990 as its base estimate for both labor and 

materials and services while DRA used the five-year av-

erage. DRA justifies its choice by pointing out that a 

five-year average mitigates the effects of an increase in 

materials expenses that was five times in 1990 what it had 

been in 1989 and labor expenses that were almost four 

times higher in 1990 than in previous years. (Tr. 

15:990-991.) Thus, DRA believes a five-year average best 

reflects the actual expenses likely to occur in the test year 

given such a dramatic ‘blimp‘ in the recorded data. 
 
PG&E points out the majority of the increase in 1990 was 

due to hazardous waste activities. PG&E claims it reduced 

the 1990 amount by a $100,000 for Test Year 1993. PG&E 

believes this account is trending upward and suggests to us 

that the increasing stringency of environmental require-

ments and PG&E's commitment to conducting its business 

in an environmentally sensitive matter will result in this 

1990 trend continuing upward. 
 
While we applaud PG&E's commitment to be environ-

mentally sensitive, we note that our usual handling of 

accounts with such dramatic increases in a particular year 

is to average rather than use 1990 recorded year data. We 

also note that PG&E did not give adequate, specific ex-

planations as to why this account will continue in the up-

ward trend given the size of the dollars. Because PG&E 

failed to make a complete affirmative showing, we adopt 

DRA's number for Account 545.5 of $655,000. 
 
8.4.8 CPUC Account 545.7 (PG&E Account 467): Fish 

and Wildlife Facilities 
 
This account includes the costs of labor and expenses 

incurred in the maintenance of fish and wildlife facilities. 

PG&E used a five-year average as its base estimate for 

both labor and M&S expenses, while DRA used a 

three-year estimate for both. DRA believes its estimate is 

more appropriate since there has been a decline in materi-

als and services expenses since 1988. Once again we note 

that PG&E chose not to mention this account in its opening 

brief, leading one to the conclusion that it had agreed with 

DRA's position. However, in its reply brief, PG&E did 

address this account, once again stating that because there 

had been fluctuations during the five-year period the 

five-year estimate is more appropriate. 
 

We find PG&E's argument unpersuasive and will adopt 

DRA's estimate for Account 545.7. 
 
8.4.9 CPUC Account 548.8 (PG&E Account 468): Recre-

ation Facilities 
 
This account includes the expenses associated with main-

taining public recreation facilities. PG&E used a five-year 

average for its base estimates of labor and M&S expenses. 

DRA believes the use of a three-year average for both 

portions is more appropriate due to the declining trend in 

this account. While PG&E did not address this account in 

its opening brief, it did in its reply brief and testimony 

point out that this account like others that have been dis-

cussed, is weather-dependent. PG&E also suggests that 

M&S has not shown a declining trend but rather increased 

in 1988 and 1989. In order to be consistent with other 

accounts that are weather-dependent, we will adopt 

PG&E's five-year estimate. 
 
8.5 Other Power Generation Expenses 
 
8.5.1 CPUC Account 549 (PG&E Account 793): Miscel-

laneous Other Power Generation Expenses 
 
This account includes the expenses associated with various 

expenses not assignable to other generation operation 

accounts. PG&E used a five-year average for both labor 

and materials expenses. DRA used the two-year average to 

calculate its base estimates for both labor and M&S to 

reflect the decline in the recorded expenses in this account 

since 1989. During hearings, PG&E's witness testified that 

in this account labor expenses had declined since 1987. 

PG&E believes that since this account has shown slight 

fluctuation over the past five years, the ‘fluctuating‘ 

methodology is appropriate. This is an account that PG&E 

chose not to discuss in its opening brief. 
 
We are not persuaded by PG&E's arguments as to this 

account. We will adopt DRA's estimating methodology for 

Account 549, and authorize $230,000. 
 
8.5.2 CPUC Account 551 (PG&E Account 470): Supervi-

sion and Engineering 
 
This account includes the expenses associated with general 

supervision and engineering for maintenance activities at 

other power generation stations. DRA used a 1990 rec-

orded figures for this account for both labor and M&S 

because this particular account has shown a declining 

242



47 CPUC 2d 143, 1992 WL 691728 (Cal.P.U.C.) 
  
 

Page 48 

© 2012 Thomson Reuters. No Claim to Orig. US Gov. Works. 

trend. PG&E, on the other hand, used a five-year average 

to calculate its base estimates. PG&E did not address this 

account in its opening brief, stating in its reply brief that 

this account's labor show some weather dependency. 
 
Since PG&E's rationale for its estimating methodology is 

not well explained, we will adopt DRA's recommendation 

of using 1990 recorded data to develop Test Year 1993 

numbers, adopting $131,000. 
 
8.6 Electric Transmission Expenses 
 
[10] The electric transmission accounts include substation 

structures, substation equipment, poles, towers, conductor, 

underground lying equipment, and miscellaneous plant 

operated at 50 kV and above. (Exhibit 6, p. 6-1.) PG&E 

contends that the operation of its transmission system is 

rapidly changing, as these facilities are being used more 

extensively to gain access to excess generating capacity at 

other utilities through power purchases and to purchase 

power from a growing number of nonutility generators 

whose sites and resulting power flows are not under utility 

control. 
 
As with other accounts already discussed, both DRA and 

PG&E used one of two methodologies for each of the 

accounts (discussed in this section): either data from the 

last recorded year (1990) or the average of anywhere from 

two to five years of data. Overall in this area of transmis-

sion expenses, DRA reduced PG&E's requested amount by 

$2,060,000. PG&E's overall estimate was $65,523,000, 

with DRA's estimate at $63,463,000. The main area of 

differences are in estimates of EMF expenses, power con-

trol staffing levels, tree trimming and removal expenses, 

and as always, estimating methodologies. We note that 

given the total dollars involved in these accounts, a disa-

greement of a little over $2 million is not terribly signifi-

cant. 
 
8.6.1 CPUC Account 560 (PG&E Account 850): Opera-

tions, Supervision, and Engineering 
 
This account includes the expenses associated with general 

supervision and engineering for transmission system op-

erations. Also included in this account is a request to fund 

5.5 additional employees. According to PG&E, these em-

ployees are needed to handle inquiries about EMF and to 

measure EMF levels whenever requested by PG&E cus-

tomers. The total dollars associated with Account 560 are 

$3,965,000 for PG&E and $3,310,000 for DRA. This dif-

ference of $655,000 is broken down as follows: $502,000 

is due to differences in the estimating methodology and 

$152,000 is due to differences regarding request for addi-

tional employees to handle EMF matters. 
 
First, we will discuss the differences in estimating meth-

odologies. PG&E used 1990 recorded data for its base 

estimate for both labor and M&S expenses. On the other 

hand, DRA used a five-year average to establish its base 

estimate for both portions of this account. PG&E believes 

its last recorded year approach is more appropriate because 

the recorded data show a steady three-year increase from 

1988 through 1990. PG&E says this is consistent with its 

policy to use 1990 recorded expenditures whenever a 

steady trend over the last three years is observed either up 

or down. PG&E believes the trend will continue upward, 

recognizing increased workload associated with transmis-

sion utilization. DRA, on the other hand, believes that 

because of sharp declines in expenses between 1986 and 

1988 and then sharp increases between 1988 and 1990, a 

five-year average is a more reasonable approach. We agree 

with DRA that the swings observed in this account are best 

handled by use of a five-year average. We disagree with 

PG&E that simply because the Commission is formally 

investigating EMF issues in an investigation, there will 

necessary be increased activity in the EMF and transmis-

sion-related fields. 
 
As to the issue of additional employees for the EMF area, 

we find PG&E's request for 5.5 additional employees to be 

excessive. This is a dramatic increase in this area given the 

much talk about productivity of PG&E employees. We 

find DRA's recommendation of only allowing three em-

ployee positions to be more than adequate to address this 

area. We note that the upcoming investigation will address 

many issues relating to this field. It may or may not be the 

case that PG&E continues to provide free estimates of 

EMF measurements to any and all customers who request 

it. Certainly, the ways of supplying EMF information 

packets at the levels that have occurred in the past should 

not require the number of additional employees that PG&E 

seeks. We find DRA's argument that EMF inquiries peaked 

in late 1990 and 1991 to be persuasive. The later months of 

1990 showed requests on the decline. (Exhibit 221.) In 

addition, PG&E's witness on the topic was rather vague as 

to the actual time involved in taking EMF measurements, if 

they are to continue, giving a range of one hour to two days 

for the projects. Finally we note that PG&E admits that the 

company itself does not know what any given EMF read-

ing actually means when done for the customer nor does 

the literature provide guidance on this point. Therefore the 

customer is not in a position to determine whether a read-
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ing indicates harmful or harmless levels. We will leave it to 

the investigation currently set for hearings in December 

1992 to determine more of these issues. For the time being, 

we find PG&E's request to be excessive and will adopt 

DRA's recommendation of funding only three additional 

employees rather than 5.5. 
 
8.6.2 CPUC Account 561 (PG&E Account 859): Load 

Dispatching 
 
This account includes expenses associated with load dis-

patching operations related to the transmission of electric-

ity. The parties have no disagreement as to what method-

ology to use for their estimates. Both PG&E and DRA used 

1990 recorded expenses. However, the parties disagree as 

to the number of additional employee positions needed in 

this account. PG&E's overall figure for this account is 

$7,223,000 while DRA's figure is $7,017,000. The dif-

ference of $206,000 is due to DRA's reduction of PG&E's 

request for seven additional employees down to four ad-

ditional employees. 
 
Of the seven additional employees, PG&E is requesting 

three additional dispatchers hired primarily to relieve the 

existing 15 dispatchers for training purposes, and four 

scheduler positions. PG&E argues that these additional 

positions will address the increased workload associated 

with the increased use of PG&E's transmission facilities 

and provide relief to implement training programs neces-

sary to address the increasing system complexity and 

changing system operations technology. PG&E points out 

that currently once dispatchers and schedulers go on shift 

in the power control department, there is no formal training 

because in their opinion there are not enough dispatchers to 

allow for taking the person off shift. PG&E desires to take 

personnel off shift to allow them to go through simulator 

training, a controlled series of events so that they will be 

adequately prepared when an event occurs. (RT 15:1031.) 
 
On the other hand, DRA, while agreeing that there has 

been a workload increase in connection with this account, 

believes that seven additional positions are too many. DRA 

recommends one additional dispatcher to allow rotating 

training and three additional schedulers should be suffi-

cient to handle the increased growth. DRA points out that 

there is no discernable inadequacies in the current job 

performance of the dispatchers. Therefore a simulator 

training program could be introduced more gradually with 

the addition of only one new dispatcher. Likewise, the data 

provided by PG&E as to the need for four additional 

schedulers is not as compelling as DRA's position. DRA 

believes that authorizing three new schedulers is more than 

generous. 
 
We agree with DRA that PG&E should be able to meet its 

increasing workload with four rather than seven additional 

positions in this account. Once again we applaud the 

productivity of PG&E employees and have confidence that 

they will be able to deal with the increasing complexity of 

the transmission system. 
 
8.6.3 CPUC Account 570 (PG&E Account 552): Mainte-

nance of Station Equipment 
 
As its name indicates, this account includes the cost of 

maintaining station equipment. PG&E requests a Test Year 

1993 estimate of $11,250,000 for this account. DRA 

recommends $10,607,000 for this account. The difference 

of $643,000 is due to a difference in methodology for the 

labor portion of this account. PG&E and DRA both used 

the five-year average to calculate the materials and service 

portion of the expenses in this account. For labor, however, 

PG&E used 1990 recorded data as its base estimate and 

DRA again used a five-year average. DRA justifies its 

five-year average because it claims there were substantial 

fluctuations associated with these labor expenses. PG&E, 

on the other hand, claims that since the trend for the last 

three years has been an increasing trend, that the use of last 

recorded year's data is more appropriate. We will adopt 

DRA's estimate for this account since we believe that the 

fluctuations have in fact occurred over the last five years 

for both the M&S and labor portions of Account 570, 

adopting an estimate of $10,607,000. 
 
8.6.4 CPUC Account 571.73 (PG&E Account 573): Tree 

Trimming 
 
This account includes the expenses associated with trim-

ming trees so that they do not interfere with transmission 

facilities. PG&E's estimate for Test Year 1993 is 

$3,114,000 while DRA's estimate is $2,558,000. This 

difference of $556,000 was not due to methodological 

differences. Both PG&E and DRA used a five-year aver-

age as the base estimate for labor expenses and the 1990 

recorded expenses as the base estimate for materials and 

services. The area where PG&E and DRA differ relates to 

the costs associated with removal of drought-killed trees. 

DRA does not dispute that the drought conditions in this 

state over the past five years have killed a significant 

number of trees along PG&E's rights-of-way and that those 

dead or dying trees must be removed. PG&E estimated that 

12,600 trees would have to be removed at a direct cost of 
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$70.00 per tree to assure transmission lines conform to 

California's line clearance provisions. On the other hand, 

DRA believes that some of that cost of removing those 

trees would be offset by a savings in routine tree trimming 

costs. At hearings, PG&E disputed that removal of 

drought-killed trees would be offset by tree trimming ex-

penses because PG&E alleged that many of these 

drought-killed trees were located some distance from the 

power lines and are not in fact the same trees that PG&E 

routinely trims. (Exhibit 221, p. 5-6.) PG&E believes its 

estimate of $70.00 per tree is quite conservative given an 

analysis of similar tree removal work done during 1991. 

Actual dead tree removal costs incurred on several con-

tracts during 1991 showed a range from $76.33 to $316.34 

per tree. 
 
DRA points out that PG&E's original information provided 

to DRA did not distinguish between the cost of tree trim-

ming and the cost of tree removal. Therefore DRA calcu-

lated the costs for both activities together. DRA then di-

vided the costs of tree trimming and removal in 1991 by 

the number of trees removed and trimmed to arrive at a 

cost of $32.00 per tree. (RT 16:1070, and Exhibit 121.) 

DRA believes it is unfair to allow PG&E the higher esti-

mate of $70.00 a tree based on information made available 

for the first time during rebuttal hearings. DRA calls 

PG&E's information presented in its rebuttal Exhibit 221 

carefully selected statistics which should be rejected. 

PG&E counters that argument by reiterating that the trees 

subject to removal are hazard trees and by definition, large 

trees. Since power lines stand between 25 and 40 feet from 

the ground the tree must be as tall as the line to present the 

hazard. There is also an additional risk that the tree might 

fall on the line during the removal process. PG&E believes 

these factors make it obvious that the cost of removal of 

large trees is more expensive than routine trimming. 
 
We find DRA's showing for this account regarding tree 

trimming to be more compelling. We note that DRA did 

take an average of tree removal and trimming to arrive at a 

cost of $32.00 per tree. PG&E was rather vague as to the 

number of trees that needed to be removed that were not 

part of the tree trimming universe. We note also that the 

use of competitive bidding for tree removal has lowered 

tree removal costs in recent years. Therefore we will re-

duce Account 571.73 by DRA's recommended $556,000. 
 
8.7 Distribution Expenses 
 
[11] PG&E's total estimate of $256,677,000 for electric 

distribution was reduced by DRA by $11,601,000. The 

differences between the parties are principally due to dis-

agreements over EMF support and customer response 

expenses, training for SCADA and distribution automa-

tion, strategic technology support expense, cable elbow 

replacement accounting, tree trimming and removal ex-

pense, and as always, differences in estimating method-

ologies. 
 
8.7.1 CPUC Account 580 (PG&E Account 950): Opera-

tions, Supervision, and Engineering 
 
This account includes the expenses associated with the 

general supervision, engineering, and direction of the op-

eration of the distribution system. Both PG&E and DRA 

used 1990 recorded data to estimate labor and M&S ex-

penses. PG&E requests $24,104,000 for this account. 

DRA's estimate of $22,961,000 is lower due to a dispute on 

the number of additional personnel PG&E needs to deal 

with EMF customer concerns. The difference is 

$1,143,000. PG&E has requested an additional 25 new 

positions, while DRA believes 6.25 positions are more 

than adequate to deal with EMF issues. DRA believes 

PG&E's request is excessive for basically the same reasons 

as set forth regarding CPUC Account 560 in the transmis-

sion area. 
 
In order to be consistent with that previous account, here 

we will also adopt DRA's estimate of 6.25 additional po-

sitions rather than PG&E's 25 positions. We note that the 

outcome of I.91-02-012 has not yet been determined by the 

Commission. We find that PG&E's request for 25 positions 

to be excessive in light of the uncertainty of the outcome of 

that proceeding. This is particularly true in light of the fact 

that a resolution of the investigation may not occur until 

well into 1993. 
 
8.7.2 CPUC Account 583.2 (PG&E Account 952): Over-

head Line Expenses 
 
This account covers the expenses associated with operating 

overhead distribution lines. Included in this account are the 

costs of patrolling, changing line transformer taps, making 

load tests, and transferring loads. PG&E used a five-year 

average for both labor and M&S costs to come up with its 

base estimate for Test Year 1993. DRA used 1990 rec-

orded expenses for both categories in order to better reflect 

the impact of PG&E's SCADA system and its distribution 

automation (DA). 
 
DRA points out that SCADA provides supervisory con-

trols of substation and gathers and displaying data about 
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transformers, circuit loading, and voltage profiles. SCADA 

can also announce station alarms in a matter of seconds and 

sometimes even resolve them without involving field 

personnel. Since this technology, SCADA, and others are 

designed to save time and money, DRA believes the most 

recent recorded year, 1990, best illustrates what will be 

needed for Test Year 1993. 
 
PG&E admits in its brief that it did not describe in detail 

the reason for a particular estimating methodology for each 

account, this account being one of those. Rather, PG&E 

says that it reviewed the factors that influence each account 

in determining the estimating method to be used. Based on 

that review, PG&E then selected one of three estimating 

methodologies: (1) last recorded data for accounts that 

exhibited trends; (2) averages for accounts with significant 

outside influences and to smooth fluctuations; and (3) 

three-, four-, or five-year averages based on historical 

expenditures and the extent of outside influences. PG&E 

claims that DRA did not base its estimates on such prin-

ciples but rather use the circumstance that would produce 

the lowest estimate. 
 
For this account we find that PG&E failed to make an 

affirmative showing. We find DRA's arguments for low-

ering the requested amount for this account to be compel-

ling. 
 
8.7.3 CPUC Account 585 (PG&E Account 955): Street 

Lighting and Signal Systems 
 
This account includes the expenses associated with the 

operation of street lighting and signal systems that are 

owned or leased by PG&E. The parties disagree on an 

amount of $27,000. Both PG&E and DRA used the 

four-year estimate for M&S expenses. PG&E used a 

five-year average for its labor costs while DRA used the 

four-year average. DRA excluded 1986 expenses for labor 

because they were higher than in any subsequent year due 

to storm damage. On the other hand, PG&E argues that the 

weather since 1986 has been mild rather than normal. 

PG&E argues that it is in fact appropriate to include 1986 

as one of the five years for averaging purposes. We concur 

with PG&E on this account and will adopt its estimate for 

Test Year 1993. 
 
8.7.4 CPUC Account 588 (PG&E Account 961): Miscel-

laneous Distribution Expenses 
 
This account includes the expenses associated with the 

distribution systems not accounted for elsewhere. Also 

included in this account are expenses for technical training. 

PG&E's total request for this account is $31,503,000, while 

DRA recommends $29,187,000. The difference of 

$2,316,000 is divided as follows: $495,000 disputed over 

SCADA support, $1,037,000 disputed over strategic 

technologies, and $784,000 is disputed due to methodo-

logical differences. 
 
First, as to methodological differences, both PG&E and 

DRA used 1990 recorded data to estimate labor expenses. 

The dispute arises over the appropriate time period to use 

for the M&S estimate. DRA used 1990 for this estimate to 

reflect the downward trend in M&S expenses for this ac-

count. PG&E, on the other hand, chose to use a five-year 

average. We concur with DRA that use of last recorded 

year 1990 is more appropriate given the data in this ac-

count. 
 
The parties are also in disagreement on the amount of 

money needed for training distribution employees in 

SCADA on an on-going basis. DRA recommends a re-

duction in training of one-half, eliminating some $498,000. 

DRA justifies this reduction by pointing out that SCADA 

is not yet fully implemented. PG&E's own witness testified 

that less than 20% of substations currently have SCADA 

installed in them. (RT 16:1043.) DRA points out that 

PG&E has not shown that the system will be fully imple-

mented during Test Year 1993. Therefore DRA does not 

believe it necessary to train all employees on a system not 

yet installed. 
 
PG&E counters DRA's arguments with its position that 

SCADA is moving into other territories. PG&E claims that 

DRA did not review PG&E's total planned need capital 

expenditures in its capital estimates for partial SCADA 

implementation. While PG&E asserts that those employees 

that are involved in SCADA are the ones that will be 

trained under this proposal, PG&E's witness could not give 

details as to what percentage of substations would have 

SCADA installed during the test year. 
 
We agree with DRA that the record is still unclear as to 

whether all distribution employees truly need to be trained 

in SCADA during Test Year 1993. In light of PG&E's 

inability to make the record clear on this point, we will 

adopt DRA's reduction of $498,000 for SCADA training. 
 
Finally, as to DRA's last recommended reduction for this 

account of $1,037,000, DRA chose not to address this 

portion in its opening brief. PG&E has requested 24 addi-

tional workers to support strategic technology. DRA 
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recommended only three additional workers. PG&E argues 

that strategic technologies are intended to capture produc-

tivity savings and improved customer service. The devel-

opment and expansion of strategic technologies such as 

computer coordination and administration in local engi-

neering and operations offices increase expense costs in a 

number of accounts. The costs include software develop-

ment, construction, maintenance and operation training, 

and system administration. (Exhibit 6, p. 7-14.) 
 
In our effort to be consistent with our treatment of addi-

tional employee positions for other accounts, we will adopt 

DRA's recommendation for funding levels in this account 

for only three additional employee positions. We find 

PG&E has given us inadequate justification for such a 

large request of additional employee positions. Hopefully, 

the productivity gains expected by these technologies will 

in fact occur and not result in a requirement for an ev-

er-growing personnel population. 
 
8.7.5 CPUC Account 591 (PG&E Account 651): Mainte-

nance of Structures 
 
This account includes the costs of labor, materials, and 

other expenses incurred in maintaining structures. PG&E 

used 1990 recorded expenses for its base estimate for labor 

and M&S, while DRA used the three-year average for both 

portions. PG&E's method necessarily included the large 

increase between 1989 and 1990, weighting it more heav-

ily. DRA believes the three-year averages more appropri-

ate in order to reflect the substantial fluctuations occurring 

in this account. During hearings, the PG&E witness could 

not identify in 1990 recorded data any expenditures asso-

ciated with structural maintenance per se. He testified that 

99% of the expenditures were for hazardous waste man-

agement and spill containment. (RT 16:1046.) Therefore 

PG&E argues that even though this account is entitled 

Maintenance Structures it in fact is used much more for 

management of hazardous waste in substation facilities. As 

it been discussed previously in prior accounts, PG&E 

believes this would be a continuing area of escalation. 

PG&E also accuses DRA of selecting the methodology 

that will result in the lower estimate for this account. 
 
We are unpersuaded by PG&E's arguments vis-a-vis this 

account. We will adopt DRA's estimates for Account 591. 
 
8.7.6 CPUC Account 593.62 (PG&E Account 662): 

Cleaning Insulators and Bushings 
 
This account includes the expenses associated with 

cleaning overhead distribution insulators and bushings. 

PG&E chose a five-year average to calculate the base 

estimate for labor and M&S expenses. DRA preferred 

1990 recorded expenses. PG&E argued that its use of a 

five-year average was more appropriate to capture 1986 

data. Since 1986, as has been discussed previously, 

weather has been mild rather than normal. On the other 

hand, DRA believes that its use of 1990 recorded expenses 

is legitimate because the use of nonceramic insulators 

should result in expenses associated with this account 

declining. (Exhibit 103, p. 6-12.) 
 
As we have stated regarding other accounts, we generally 

concur with PG&E's analysis that including the year 1986 

in averages for accounts that are somewhat weather-related 

is reasonable. We certainly hope that the drought does not 

continue indefinitely. Therefore we will adopt PG&E's 

estimate for CPUC Account 593.62. 
 
8.7.7 CPUC Account 593.63 (PG&E Account 663): Re-

placing Line Insulators 
 
This account includes the costs of labor, materials, and 

other expenses incurred in replacement of and minor ad-

ditions to line insulators. PG&E's and DRA's difference of 

$228,000 is due to an estimating difference. PG&E used a 

five-year average for its base estimate. DRA believes a 

four-year average is more appropriate in order to discount 

the unusually high expenses of 1986. Consistent with our 

decisions on accounts that are weather-dependent, we 

believe it is appropriate to include the year 1986 for av-

eraging purposes. Therefore, we will adopt PG&E's esti-

mate for CPUC Account 593.63. 
 
8.7.8 CPUC Account 593.65 (PG&E Account 665): Mov-

ing and Relocating Poles and Guys 
 
This account is described as including expenses associated 

with moving and relocating distribution poles and guys. 

DRA and PG&E both used a five-year average for their 

base estimates for materials and services for this account. 

PG&E chose a five-year average for its labor estimate 

while DRA used a three-year average to reflect in its 

opinion a declining trend in the labor expenses associated 

with this account. 
 
We concur with DRA that a three-year average is more 

appropriate giving the declining trend in this account and 

will therefore adopt DRA's Test Year 1993 estimate for 

Account 593.65. 
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8.7.9 CPUC Account 593.66 (PG&E Account 666): Pole 

Treating 
 
This account includes the costs of labor, materials, and 

expenses incurred in the testing and treating of wooden 

distribution poles. PG&E chose to use a five-year average 

for its base estimate for labor and a four-year average for 

its base estimate for materials. DRA determined that a 

three-year average was more appropriate given that ex-

penses in this account in 1986 and 1987 were higher than 

they have been in any subsequent recorded years. 
 
We concur with DRA that its estimate is more realistic for 

what could be expected for Test Year 1993 and therefore 

adopt it. 
 
8.7.10 CPUC Account 593.68 (PG&E Account 668): Re-

conditioning Conductors 
 
This account includes the costs of labor, materials, and 

other expenses incurred in reconditioning conductors. 

PG&E and DRA disagree as to $1,608,000. PG&E used a 

five-year average for its base estimate of labor and a 

four-year average for its base estimate of materials ex-

penses. PG&E points out that this is yet another account 

that is impacted significantly by weather and storm dam-

age. PG&E argues that including 1986 in the averages is 

reasonable given the mild, drought-year weather that has 

continued since then. 
 
DRA uses a three-year average for both its labor and ma-

terials estimates, basing it on SCADA and DA having 

provided better circuit protection, which has resulted in a 

declining trend in this account. 
 
We find PG&E's arguments concerning the value of in-

cluding 1986, a normal year, in its estimates to be persua-

sive. Therefore we will adopt PG&E's estimates for Ac-

count 593.68. 
 
8.7.11 CPUC Account 593.72 (PG&E Account 672): 

Other Overhead Line Maintenance 
 
This account includes the costs of labor, materials, and 

other expenses incurred in installing or removing addi-

tional clamps or insulators on guys in place, realigning 

poles, relocating cross-arms, and repairing roadways and 

grounds. PG&E and DRA disagree over $599,000 in this 

account for the Test Year 1993 estimates. Both PG&E and 

DRA agree on the use of a three-year average to estimate 

labor expenses. However as to M&S expenses, PG&E used 

a five-year average while DRA used a four-year average. 

DRA argues that it is appropriate to exclude the high level 

of expenses observed in 1986 associated with heavy storm 

damage. Once again, PG&E argues that to exclude a non-

drought year from the estimates is unrealistic. Once again, 

we agree with PG&E since this is a weather-dependent 

account, and will adopt PG&E's estimate for Account 

593.72. 
 
8.7.12 CPUC Account 593.73 (PG&E Account 673): Tree 

Trimming 
 
This account includes the costs of labor, materials, and 

expenses associated with trimming trees after the initial 

installation of distribution facilities. While we have visited 

the issue of tree trimming already in this decision, in this 

account the difference between DRA and PG&E totals 

$1,718,000. Both PG&E and DRA used a five-year aver-

age to estimate labor expenses. For the estimate of mate-

rials expenses, PG&E used the 1990 recorded figures 

while DRA used the expenses budgeted for 1992. DRA 

justifies its position by the following reasons: (1) once 

again DRA believes that the removal of drought-damaged 

trees will reduce tree trimming thereby offsetting the in-

crease in tree removal costs; (2) PG&E has been using the 

system of competitive bidding for tree removal, resulting 

in decreasing costs. Therefore DRA argues that no addi-

tional increase above the 1992 budget level is necessary for 

1993. 
 
PG&E contends that DRA's use of 1992 budget estimates 

is just another way to reduce the PG&E estimate. We 

disagree with PG&E and determine that it is appropriate to 

be consistent with our prior discussion on tree trimming 

and drought-killed tree removal. Therefore we will adopt 

DRA's estimate for Account 593.73. 
 
8.7.13 CPUC Account 593.74 (PG&E Account 674): 

Vegetation Control 
 
This account includes the costs of labor, materials, and 

other expenses incurred in controlling the growth of veg-

etation subsequent to the initial installation of distribution 

facilities. PG&E used a five-year average as its base esti-

mate for both labor and M&S expenses while DRA used a 

two-year average for both. DRA justifies its position by 

pointing to the declining trend in this account. 
 
We note PG&E gives little specific justification for its 
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request on this account. We find DRA's points persuasive. 

We will therefore adopt DRA's estimate for Account 

593.74. 
 
8.7.14 CPUC Account 593.75 (PG&E Account 675): 

Rights-of-Way Clearing 
 
This account includes the expenses associated with clear-

ing distribution rights-of-way after the initial installation 

of distribution facilities. PG&E believed a five-year av-

erage for both its labor and M&S expenses was more ap-

propriate, while DRA used a two-year average for both to 

take into account the declining trend in these expenses. 
 
We concur with DRA that its approach will more accu-

rately reflect the reality of this account in Test Year 1993. 
 
8.7.15 CPUC Account 594 (PG&E Account 654): 

Maintenance of Underground Lines 
 
This account covers the costs of labor, materials, and other 

expenses incurred in the maintenance of underground 

distribution lines. PG&E's total request for this account is 

$9,464,000. DRA recommends $7,333,000, a reduction of 

$1,731,000. Included in this estimate for this account are 

the costs for cable elbow replacement. A cable elbow is a 

device attached at the end of a piece of cable that allows 

connection of the cable to a transformer or another piece of 

equipment. The dispute in this account arises out of DRA's 

opinion that this cost should be capitalized rather than 

expensed. 
 
DRA argues that elbow replacements have been occurring 

as a matter of maintenance since they were first installed in 

the early 1980s. In fact, in 1989, due to a significant 

number of premature failures, PG&E began an elbow 

replacement program. DRA points out the costs of that 

program were capitalized. DRA is concerned that PG&E's 

attempt to have the costs of this program treated as ex-

penses will result in double-counting. This is because the 

work envisioned is the same. 
 
PG&E, on the other hand, argues that the work schedule to 

be done in 1993 is in fact routine maintenance of under-

ground distribution lines and therefore is properly charged 

to expense. PG&E points out that DRA did not review any 

FERC accounting guidelines in making its recommenda-

tion to capitalize these replacements. PG&E also notes that 

the witness who has recommended this accounting change 

is not an accountant. PG&E urges that this activity is more 

appropriately kept in the expense category since it clearly 

benefits customers by improving service reliability. 
 
We concur with PG&E as to this account. The costs are 

more appropriately treated as expense items and we will 

therefore adopt PG&E's Test Year 1993 numbers. 
 
8.7.16 CPUC Account 595 (PG&E Account 655): Line 

Transformers 
 
This account covers the costs of labor, materials, and other 

expenses incurred in the maintenance of distribution line 

transformers. PG&E and DRA disagree as to methodology 

for estimating. The parties agree on the labor portion of the 

estimates, both using five-year averages. However, as to 

the costs of materials and services, PG&E chose to use a 

four-year average while DRA used a five-year average. 

DRA's position is that a five-year average is more accurate 

because this account tends to fluctuate substantially. We 

will adopt DRA's numbers in this account. 
 
8.7.17 CPUC Account 593 (PG&E Account 656): 

Maintenance of Services - Overhead 
 
This account includes the costs of labor, materials, and 

other expenses incurred in maintaining overhead service 

lines. PG&E and DRA disagree regarding an amount of 

$86,000. Since this is another weather-dependent account, 

PG&E used a five-year average for labor expenses and a 

four-year average for material expenses. On the other 

hand, in order to exclude the storm year 1986, DRA used a 

four-year average for labor and the five-year average for 

materials. As we have already stated regarding other ac-

counts, we believe inclusion of 1986 with the following 

mild weather-drought years is appropriate for estimating 

Test Year 1993. We therefore adopt PG&E's estimate for 

this account. 
 
8.7.18 CPUC Account 596 (PG&E Account 658): 

Maintenance of Street Lighting and Signal Systems 
 
This account includes the maintenance of street lighting 

and signal systems. PG&E used a five-year average to 

estimate labor expenses and a three-year average to esti-

mate material and supply expenses. DRA believed a 

three-year estimate was more appropriate for both portions 

due to the declining trend in recorded data. We concur with 

DRA in this account and believe it more appropriate to use 

a three-year trend as the best estimate for Test Year 1993. 
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8.7.19 CPUC Account 597 (PG&E Account 659): 

Maintenance of Meters 
 
This account includes the expenses associated with the 

maintenance of meters and the equipment used to test 

them. PG&E chose to use a three-year average for its M&S 

expenses while using 1990 recorded data for its labor es-

timate. DRA, on the other hand, used 1990 recorded data 

for both its labor and M&S estimates in order to reflect the 

declining trend in both portions of this account. We concur 

with DRA that its choice of estimating methodology gives 

a more accurate picture of what would be a reasonable 

estimate for Test Year 1993. 
 
8.7.20 CPUC Account 598 (PG&E Account 660): Mis-

cellaneous Distribution Plant 
 
This account includes the miscellaneous expenses in-

volved in maintaining the distribution plant. Once again 

the parties dispute the appropriate methodology for esti-

mating purposes. PG&E chose a five-year average for its 

base estimate of both labor and M&S expenses. DRA 

believed that use of 1990 recorded data is more appropriate 

given the declining trends in both portions of this account. 

Once again we concur with DRA as to its chosen meth-

odology for this account. 
 
8.8 Customer Account Expenses 
 
[12] PG&E's estimate of $118,063,000 for Electric De-

partment customer account expenses (excluding uncol-

lectible accounts) exceeds DRA's estimate of 

$115,325,000 by $2,738,000. This total difference is the 

result of the following individual differences: $1,446,000 

due to differences in estimates for customer growth in 

PG&E Accounts 971, 973, and 974; $1,153,000 due to 

estimate differences in PG&E Account 976; and $138,000 

due to DRA's Steam Department expense adjustment. The 

Steam Department expense adjustment will be addressed 

in a later portion of this decision. At hearings, the parties 

agreed on the appropriate uncollectible factor to use for 

Test Year 1993. PG&E's witness changed his recom-

mended factor from 0.294% to 0.300% based on DRA's 

request to update this factor by estimating the econometric 

model with year-end 1991 data. We will now discuss each 

customer account where there is a dispute between DRA 

and PG&E for the Electric Department. 
 
8.8.1 CPUC Account 902 (PG&E Account 0971): Meter 

Reading Expenses 

 
This account includes the labor and other costs associated 

with meter reading. PG&E proposes to increase meter 

reading expenses in this account by $499,000 to accom-

modate customer growth. DRA disputes this requested 

increase and believes that PG&E should be able to ac-

commodate the additional workload by continuing to im-

plement operating efficiencies. DRA's witness testified 

that PG&E already has the computer equipment available 

to improve its communication and scheduling operations. 

DRA contends that rather than assuming that meter reading 

expenses will automatically increase on an aver-

age-customer basis, productivity measures PG&E already 

has in place may well contain these expenses at 1990 levels 

or lower them. (RT 16:1135-1137.) 
 
PG&E maintains the position that each year the number of 

customers continues to grow with a related increase in the 

volume of customer transactions. PG&E points out that 

DRA's argument is weak because it is founded on intan-

gible, unquantifiable perceptions of improvements. PG&E 

points out that it has already undergone reorganization into 

divisions, and no savings are reflected in its estimates. For 

example, PG&E has already closed or consolidated some 

20 offices. (RT 16:1130.) PG&E concedes that while it 

may be true that small improvements may be made in the 

day-to-day operation, other factors may work against cost 

reduction. PG&E claims that it looked at technological 

improvements, but these must be balanced against service 

requirements and the need for a community presence. 

PG&E believes that expense projections which are based 

on the level of customer growth represent a reasonable 

estimate since its increased volume of customer transac-

tions clearly increase the resources necessary to maintain 

service. 
 
We concur with DRA as to its request for CPUC Account 

902. We note that DRA witness testified that in his opinion 

PG&E customers are generally satisfied with the level of 

service. Once again we are confident that PG&E's 

productivity measures will be sufficient to meet customer 

growth. 
 
8.8.2 CPUC Account 903 (PG&E Account 0972): Cus-

tomer Contracts and Orders 
 
This account includes the labor and other costs for posi-

tions assigned to offices or to the field, for handling cus-

tomer inquiries, service requests, energy costs inquiries, 

and other requests made by telephone or in person. PG&E 

requests an increase in this account of $293,000 for cus-
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tomer growth, some $970,000 for changing its accounting 

procedures for general conservation costs inquiries, and 

$961,000 for meeting the demands of cultural and lan-

guage diversity. (Exhibit 6, pp. 8-4 through 8-11.) For the 

same reasons stated in the above account, we will reject 

PG&E's arguments regarding customer growth. Likewise, 

we find PG&E's request for changing its accounting pro-

cedures for conservation costs inquiries to be reasonable. 

However, we are concerned as to the size of the request for 

increases in cultural and language diversity of $961,000. 

We believe some of this should be captured by what we are 

allowing for customer growth generally. Therefore we will 

reduce the request of $961,000 by $461,000, allowing 

$500,000 for this activity. 
 
8.8.3 CPUC Account 903 (PG&E Account 0973): Cus-

tomer Billing and Accounting 
 
This account includes labor and other costs for positions 

assigned to analyzing rates to assist customers in choosing 

the correct or most advantageous rate schedule. Also in-

cluded are the costs associated with order, processing, 

teleprocessing, and bill preparation. PG&E requests an 

increase of $4,000,000 to rewrite its customer information 

computer program (CIS) and an additional $283,000 for 

customer growth. 
 
We note that we directed PG&E to give us a report on its 

progress to rewrite its CIS program in our last GRC. 

However, we believe that a $4 million expenditure has not 

been adequately justified. Once Again we agree with 

DRA's arguments regarding customer growth. 
 
8.8.4 CPUC Account 903 (PG&E Account 0975): Col-

lecting Expenses 
 
This account includes the labor and other costs for em-

ployees assigned to credit and collection work. PG&E 

seeks an increase of $372,000 for customer growth for this 

account. DRA recommends a full disallowance of that 

increase on the ground that PG&E's productivity gains 

should balance out customer growth. For this subject area 

we once again agree with DRA that this moderate increase 

for customer growth should be offset by productivity. 
 
8.8.5 CPUC Account 905 (PG&E Account 0976): Mis-

cellaneous Customer Accounts Expense 
 
[13] This account records the labor and other expenses 

resulting from positions which cannot be categorized in 

other activities. DRA recommends exclusion of two items 

in this account. First, DRA recommends disallowance of 

$659,000 for the customer payment option communication 

program and $494,000 for the customer's service program 

evaluation project. 
FN4 

 
First, we will address the customer payment option com-

munication program. PG&E justifies this request based on 

prior experience. PG&E believes to routinely develop 

winter customer information programs that communicate 

payment options to customers will meet a significant cus-

tomer need. PG&E plans to provide this program in Eng-

lish as well as other languages to achieve maximum value. 

DRA's argument against this program is basically that it 

believes the existing program appears to be working sat-

isfactorily. DRA believes that the special advertising 

campaign PG&E conducted during the 1990-1991 cold 

snap is not necessarily something that would need to occur 

on an annual basis. Likewise, DRA points to customer 

communication through PG&E's newsletter and various 

other media tools to inform customers of various pro-

grams. We agree with DRA regarding the customer pay-

ment option program. There is already adequate money 

being spent in this area and the requested increase of 

$659,000 will not be allowed. 
 
The second area where PG&E requests an increase which 

DRA disputes relates to its evaluation and analysis of 

customer service programs. PG&E proposes to implement 

a program of using industry-accepted methods of market 

research to evaluate the value of existing programs, ser-

vices, and methods of service delivery from the customer's 

perspective. Armed with this information, PG&E asserts 

that adjustments can be made to ensure the most significant 

needs are being met. 
 
DRA opposes these requested increases once again stating 

that it believes the existing program appears to be working 

satisfactorily. PG&E counters that DRA does not recog-

nize that this program is actually a cost-reducing ex-

penditure in the long run. PG&E maintains the need to 

contact customers to determine how they feel about the 

value of existing programs is cheaper in the long run than 

reacting to customer complaints about levels and methods 

of service delivery. By focusing on customer value, and the 

services most desired by customers, PG&E argues it can 

reduce costs for nonessential services and increase the 

value of the services it does provide. PG&E believes 

DRA's opposition to this is inconsistent with the progres-

sive interpretation of the utility's obligation to continually 

improve its service to ratepayers. We agree with PG&E as 
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to this portion of this account and will authorize the 

$494,000 increase requested by PG&E. 
 
Finally, we note that this account included one other 

recommendation by DRA in its original exhibit and at 

hearings. DRA recommended an upgrade to PG&E's tel-

ephone network in order to reduce average customer 

waiting times. DRA's initial research indicated it may cost 

as much as $10 million to fulfill this requirement. (RT 

16:1138.) Given DRA's testimony that overall the level of 

service is adequate at this time, we see no reason to order 

PG&E to pursue this area. PG&E's opening brief indicates 

that it will complete a study in this area by October 1992. 

While that study may be provided to Commission staff, we 

are not in any way ordering that the results of that study be 

implemented at this time. 
 
9. Results of Operations for Electric Department - Ad-

ministrative and General Expenses 
 
9.1 Overview 
 
Administrative and general (A&G) expenses represent 

indirect expenses not chargeable to operations and 

maintenance or other specific functions. PG&E presented 

its report on A&G expenses for electric operations through 

two witnesses. DRA used five different witnesses to ad-

dress various areas of PG&E's reports. While this section 

of the decision deals specifically with PG&E's Electric 

Department, we will address A&G matters that relate to 

both electric and gas, referred to as common issues. 
 
PG&E estimates $504,979,000 for Electric Department 

A&G expenses. DRA's estimate is $81,109,000 less, re-

sulting in an estimate of $437,342,000. This difference is 

composed of disagreements on a variety of programs 

covering some eight different A&G accounts. The areas of 

dispute include the following: the appropriate allocation 

factor for Diablo Canyon costs, how to handle PG&E's 

incentive pay programs, ratepayer funding of child care 

center, appropriate level of outside legal services, rate-

payer funding of investor relations and other member-

ships/dues, the equal opportunity purchasing programs 

(EOPP) and women- and minority-owned business enter-

prises (WMBE), the necessity of the blueprint for learning 

training program, line of credit fees, and the very large and 

very complicated area of nonhealth care benefits, medical 

benefits, and post-retirement benefits other than pensions 

(PBOPs). 
 
We will break down these areas of dispute by account. We 

note that for certain areas more than one account is in-

volved. We will therefore have the bulk of our discussion 

in the first account discussed, making reference thereto as 

necessary. 
 
9.2 Account 920 (PG&E - Administrative and General 

Salaries 
 
PG&E requests $107,413,000 for the Electric Department 

portion of Account 920. This is $5,536,000 larger than 

DRA's estimate. This difference is due to a dispute re-

garding how to use the results of the Diablo Canyon Use 

Study to the tune of $2,945,000; $2,415,000 is due to dif-

ferences in the way PIP was removed from A&G in the 

recorded data before spreading incentive pay across all 

labor accounts; disagreements over EOPP costs of a 

$141,000 (which actually was resolved during the Update 

hearings); and $35,000 due to DRA's exclusion of the 

family benefit coordinator position requested by PG&E. 
 
9.2.1 Diablo Canyon Use Studies and Appropriate Allo-

cation Factor 
 
[14] Exhibit 41, the Diablo Canyon Use Studies, was filed 

pursuant to Ordering Paragraphs 9 and 10 of D.89-12-057, 

PG&E's last GRC decision. (34 CPUC2d 199, 439.)The 

purpose of this report was to provide a comprehensive 

study to determine the proper allocation of A&G expenses 

between the Diablo Canyon nuclear powerplant and other 

PG&E operations. Both PG&E and DRA cite Exhibit 41 as 

the source for their positions that they have correctly al-

located A&G costs to Diablo Canyon. 
 
In response to Diablo Canyon Use Studies, DRA filed 

comments on March 29, 1991. DRA concluded that the 

Diablo Canyon Use Studies collaborate the revenue re-

quirement implications of Diablo Canyon incorporated in 

D.89-12-057. DRA recommended in those comments that 

no further action is necessary and believed that the cost 

allocation issue raised in the last GRC is resolved. The 

parties are in agreement that Exhibit 41 is responsive to 

D.89-12-057 and has in fact been reviewed and accepted 

by DRA and other parties. The disagreement between the 

parties arises from what is the appropriate allocation factor 

to use for base year 1990 in developing figures for Test 

Year 1993. PG&E contends that 13.52% of total A&G 

costs from recorded data 1990 should be assigned to Dia-

blo Canyon. DRA believes, also citing Exhibit 41, that the 

appropriate allocation factor should be 15.8%. 
 
Both the 13.52% factor and the 15.8% factor appear in 
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Exhibit 41. The debate between the parties is over which 

number is appropriate to apply to 1990 figures. PG&E 

argues that the lower figure is appropriate for the following 

reasons. PG&E developed the 13.52% factor based on 

1989 A&G labor with the addition of labor related to cer-

tain nuclear power generation activities which 

D.89-12-057 determined should be classified as A&G 

expenses. However, during the course of Diablo Canyon 

Use Study, it was determined that certain costs which were 

being booked as A&G expenses really belong in other 

accounts. In Exhibit 41, these costs were adjusted out of 

A&G expenses and the percentage of restated A&G ex-

penses was recalculated. That recalculation yields 15.8%. 

This is the appropriate number to use beginning in January 

1991. However, these costs were not spread back to 

non-A&G accounts in the development of 1993 Test Year 

expenses. PG&E states that to do so would have compli-

cated the development of Test Year 1993 estimates in 

those other accounts. 
 
Therefore, while the shift in costs from A&G to other 

O&M expenses will be in effect in 1993, that shift is not 

reflected in this application. Thus, the 13.52% factor is the 

appropriate factor to use when assigning 1990 base costs to 

Diablo Canyon. Using either the 13.52% of the 1990 base 

or 15.8% of the base adjusted for 1993 accounting results 

in the same amount of A&G expenses allocated to Diablo 

Canyon. PG&E argues that DRA has used a simplistic 

method of allocating the 15.8% of all test year expenses 

costs in Accounts 920 and 921 to Diablo Canyon. How-

ever, PG&E points out that the 15.8% factor is used in-

correctly because it is based on A&G costs after removal of 

some 1990 A&G expenses to O&M accounts. 
 
In developing its estimate of costs for Accounts 920 and 

921 (where the same issue of attribution of costs to Diablo 

Canyon occurs) PG&E held the account to its 1990 rec-

orded level except when increased or decreased for spe-

cific activities or adjustments that will be discussed later in 

this section. PG&E points out that DRA never took ex-

ception to the use of 1990 recorded level as a starting point 

for developing the test year estimates for this account. 

PG&E concludes that DRA agrees that the 1990 recorded 

costs should in fact serve as the base for estimating Test 

Year 1993 costs for Account 920. If that is the case, PG&E 

states the obvious conclusion is that the correct allocation 

factor for 1990 is 13.52%. 
 
The issue is further complicated by the fact that the choice 

is not simply between two different allocation factors. The 

choice is between PG&E's use of specifically appropriate 

factors for every item within its estimates of Accounts 920 

and 921 versus DRA's simplistic use of one factor across 

the board. There is no disagreement that PG&E's approach 

was a multi-step factor which first assigned a portion of 

1990 A&G expenses to Diablo Canyon as already dis-

cussed and then attributed a specific portion of its test year 

adjustment to Diablo Canyon. PG&E went through a 

process by which each specific incremental change was 

analyzed to determine the appropriate assignment of these 

costs to Diablo Canyon. The amount attributed to Diablo 

Canyon was based on the ratio of Diablo Canyon A&G 

hours to total A&G hours as contained in the detailed 

worksheets in the Diablo Canyon Use Studies support 

volumes for the department in which the incremental 

change originated. (PG&E Exhibit 6, Exhibit 42.) PG&E 

believes this approach of attributing costs to Diablo Can-

yon operations on an item-by-item basis matches the intent 

of both the ‘Diablo Canyon Accounting Standards, Pro-

cedures and Instruction Manual‘ (Exhibit 43) and the Use 

Studies Exhibit (Exhibit 41). PG&E concludes that DRA's 

broad-brush attempt to allocate costs for Diablo Canyon 

across the board is exactly the type of error PG&E was 

attempting to guard against. 
 
We agree with PG&E that given the circumstances for 

recorded 1990 data the 13.52% allocation is more appro-

priate. We note that in any one recorded year, the actual 

percentage of A&G expenses charged to Diablo Canyon 

may not be exactly either of the two proposed percentages. 

The actual percentage would vary depending on such 

things as overtime work by various individuals, and the 

portion of that fixed distribution charged to Diablo Can-

yon. Therefore when applied to 1990 base year recorded 

costs, the 13.52% allocation factor is the proper represen-

tation of the overall aggregate effect of the Use Study. We 

will adopt PG&E's attribution of Diablo Canyon costs in 

Account 920. (We will also adopt it for Account 921, 

which will be discussed later, for the same reasons stated 

herein.) 
 
We note that PG&E has stated in its Use Studies report that 

its intention is to perform such a study every six years, not 

in every GRC rate cycle. (Exhibit 41, p. 1-4.) We agree that 

this is reasonable and so there need not be a separate study 

filed in connection with the next GRC. Assuming our rate 

case cycle stays the same, the next Diablo Canyon Use 

Study would be due for the Test Year 1999 rate case. 
 
9.2.2 Incentive Pay - Management and Performance In-

centive Plans 
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The debate between DRA and PG&E over the appropri-

ateness of ratepayer funding for either the Management 

Incentive Plan (MIP) or PIP programs is not new to this 

rate case. Since the last GRC PG&E has altered its incen-

tive program as part of its total cash compensation to in-

clude virtually all employees. In the last GRC, the MIP 

which far fewer employees were eligible to participate in, 

was discussed. In fact, part of the discussion focused on the 

fact that the Test Year 1987 GRC decision (D.86-12-095, 

23 CPUC2d 149) had ordered workshops to explore the 

issue of incentive pay. Those workshops were not held 

prior to the Test Year 1990 GRC for PG&E. However, 

once again the Commission ordered workshops to be held 

on incentive pay. This time, the workshops were in fact 

held in February 1991. Therefore in this case we do not 

have the problem that was described in the last GRC: ‘The 

workshops were not held. The record which we had hoped 

would be developed in these workshops is obviously not 

available. In the absence of a more developed record, we 

must evaluate PG&E's request for increased funding of its 

new MIP based upon the record PG&E has provided in this 

proceeding.‘ (34 CPUC2d 199, 257 (1989).) Based on the 

record in that GRC, the Commission disallowed all in-

creased costs for the MIP program, keeping the funding at 

a level that had been adopted in 1986. Despite doing this, 

the Commission did endorse the concept of management 

incentives, stating that ‘we believe that such plans can be 

part of a sound management strategy to attain corporate 

goals and objectives.‘(Id. p. 260.) 
 
Thankfully we are not presented in this proceeding with 

the dilemma of the prior GRC, of nonexistent workshops. 

Workshops did occur and the workshop report regarding 

PG&E's and other utilities' incentive programs was at-

tached to PG&E's compensation exhibit (Exhibit 10). The 

conclusions of that workshop report, run by the CACD, 

make it clear how the issue of incentive compensation 

programs should be handled. 
 
‘The consensus reached in the workshop was that the 

Commission should not attempt to micromanage utility 

incentive compensation programs. Instead of adopting a 

'cookie cutter’ approach, workshop participants recom-

mend that the Commission review incentive compensation 

programs utility by utility, as a component of the total cash 

compensation requested in each utility's general rate case. 

They proposed, moreover, that the allocation of total cash 

compensation between salaries and incentives should be 

left to each utility's discretion. 
 
‘Workshop consensus was reached swiftly by parties that 

rarely agreed. As a result of the workshop and the work 

performed by D&T (Deloitte and Touche), the Commis-

sion now has the basic information it requested on how to 

evaluate MIPs in a fair, practical, and sensible manner. 
 
‘By these measures, the workshop was a success.‘ (Man-

agement Incentive Plan Workshop Report, CACD, May 

1991, p. 53.) 
 
[15] We note that DRA was an active participant in the 

CACD workshop on incentive pay. Further, we note that 

that workshop report made it quite clear, as have past 

Commission decisions, that incentive pay is part and parcel 

of the overall compensation scheme. We find DRA's sep-

aration of PIP evaluation from its compensation exhibit to 

be inexplicable, particularly in light of DRA's criticisms 

that PG&E failed to prepare a complete compensation 

report. In fact, it is DRA who produced a compensation 

report that left out an important component of compensa-

tion, to wit, incentive pay through PIP. Despite DRA's 

failure to address PIP in the proper exhibit, i.e., total cash 

compensation, we will discuss in the context of this ac-

count DRA's objections to any inclusion of MIP and PIP 

expenses in ratemaking. 
 
These same arguments apply to more than Account 920 

which we are currently discussing. Therefore the same 

arguments discussed here by DRA as to why they have 

disallowed PIP dollars will apply in other accounts and 

will not be repeated there. Finally, we must note that 

DRA's position on this entire area of PIP and incentive pay 

generally was not the easiest to comprehend and under-

stand. Despite that we will try to summarize DRA's ob-

jections to PIP. 
 
DRA states that it is fundamentally concerned that a con-

flict may exist between the employee performance PG&E 

seeks to reward with ratepayer funds and stated Commis-

sion objectives. DRA contends that there has been no 

Commission validation of PIP and no evidence exists to 

prove that ratepayers are not being asked to reward per-

formance contrary to their own interests. Secondly, DRA 

argues that PG&E ties its incentive program to increases in 

its earnings per share as a measure of improved produc-

tivity. DRA believes that an increase in earnings per share 

could also result from technological improvements paid by 

ratepayers. DRA contends that incentive payments should 

be the result of, or be designed to generate, superior per-

formance. DRA says it has no objection to employee in-

centive programs funded through savings linked to em-

ployee performance, but it does object to automatic inclu-
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sion of incentive payments in rates. Finally, DRA objects 

to PG&E's practice of including MIP or PIP costs in ex-

penses transferred to construction work in progress 

(CWIP). DRA points out that both the shareholder and 

ratepayer contributions transferred to CWIP earn, for 

shareholders, a rate of return on rate base that is funded by 

ratepayers. DRA contends that because the Commission 

has never given PG&E permission to place incentive costs 

in rate base that this is inappropriate. 
 
As near as can be understood from DRA's position, it is 

suggesting disallowance of all identified PIP dollars. 
 
PG&E determines that the dispute regarding Account 920 

between PG&E and DRA is $2,415,000 due to differences 

in the way incentive pay was removed from A&G in the 

recorded data before spreading incentive pay across all 

labor accounts. PG&E argues that the problem with dis-

cussing PIP in the context of this account is really due to 

DRA's failure to address the issue in its compensation 

exhibit. PG&E believes that DRA has ignored the work-

shop report. PG&E points out that DRA was the first party 

to question the need to discuss incentives separate from 

overall consideration of TCC. PG&E contends that DRA 

has not found a logical way to separate out MIP/PIP issue 

within the A&G account. 
 
PG&E further notes that DRA's objections to incentive pay 

out of the context of overall compensation are contradic-

tory to the position DRA took during the CACD workshop. 

PG&E contends that it is unclear as to what DRA's objec-

tions to PIP mean vis-a-vis A&G expenses. Even though 

he was the designated PIP witness, the DRA witness testi-

fied ‘we felt it would be best to ... not make an adjustment 

in my section regarding this particular item.‘ (RT 19: 

1510.) Supposedly, DRA's overall requested downward 

adjustment for labor costs proposed in Exhibit 107 (already 

discussed in an earlier section) would be all of DRA's 

recommended disallowance for PIP in the test year. We 

will briefly discuss DRA's recommended disallowance of 

capitalized PIP in the rate base section of this decision. 
 
As to the specifics for Account 920, PG&E removed ac-

crued incentive pay as recorded in 1990 from the forecast 

of Account 920 in the test year, spreading a PIP adjustment 

across all expense accounts as a percentage of labor in each 

account. PG&E believes this better reflects PIP as a portion 

of TCC and also better reflects the true cost of labor asso-

ciated with various utility activities. In no way did PG&E 

intend to indicate that it felt PIP costs were not appropriate 

for recovery from ratepayers. (Exhibit 221.) 

 
PG&E's removal of 1990 MIP costs was based on specific 

data: a journal entry showing officers' incentive pay and a 

specific subaccount in Account 920 where the MIP had 

been booked (Exhibit 221, p. 3-10). PG&E states that 

DRA's attempt to remove these MIP costs was done in a 

Byzantine fashion. PG&E points out that rather than ex-

amine specific 1990 base year data, DRA looked at the 

growth in Accounts 920 and 921 between 1988 and 1989 

and concluded that those accounts grew more rapidly than 

ever due much if not all to PG&E's management incentive 

plan. DRA went on to conclude that both accounts should 

be reduced by the full increase between 1988 and 1989 in 

order to adjust the base year for test year analysis. (Exhibit 

102, p. 9C-9.) PG&E points out that the obvious problem 

with using 1989 data to adjust the base year is the base year 

is not 1989, it is 1990. PG&E produced an exhibit that 

indicated a decrease in recorded incentive pay from 1989 

to 1990 of $3.5 million. Additionally, PG&E points out 

that roughly $3.6 million in 1990 was direct Diablo Can-

yon incentive pay which was already removed from 1990 

base year costs as part of the Diablo Canyon segregation 

process. PG&E concludes therefore that DRA's approach 

not only fails to reflect the decline in incentive pay be-

tween 1989 and 1990, it also double-counts the reduction 

for Diablo Canyon incentive pay already taken as part of 

Diablo Canyon segregation process. 
 
We concur with PG&E that DRA has incorrectly analyzed 

Account 920 specifically and the PIP program overall. We 

fail to understand why DRA chose to approach this issue in 

this account in the manner in which it did. It was a con-

fusing presentation. We will adopt PG&E's estimates for 

PIP expenses for Account 920. We agree with PG&E that 

it was appropriate to spread PIP costs among other labor 

accounts. And we find in this proceeding that the PIP 

program as PG&E has designed it is an appropriate part of 

the total cash compensation which we have already found 

to be reasonable. 
 
9.2.3 Equal Opportunity Purchasing Program (EOPP) 
 
All outstanding issues relating to the EOPP between 

PG&E and the CACD auditors 
FN5

 were presented in the 

September 15, 1992 Update Exhibit. (Exhibit 237.) There 

the company's revised EOPP estimates for several ac-

counts were agreed to by staff. DRA in this proceeding is 

relying on CACD's review of this area. Overall, an 

agreement was reached to reduce the company's original 

1993 EOPP costs by $1,551,000. This includes a $573,000 

decrease to Account 920. In addition for Accounts 921 and 
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923 there were agreed upon reductions of $613,000 and 

$365,000, respectively. Even though we are discussing 

Account 920 here we will incorporate these other reduc-

tions for the other A&G accounts without mentioning them 

again in the text of this decision. 
 
9.2.4 Family Benefits Coordinator Position 
 
[16] PG&E views this dispute with DRA regarding the 

appropriateness of ratepayer funding for a family benefits 

coordinator position to be a $35,000 difference for the 

Electric Department. The major role of this staffing posi-

tion is to serve the PG&E-sponsored child care center 

on-site at company headquarters, 77 Beale Street, San 

Francisco. DRA believes its exclusion of this position for 

ratemaking purposes is consistent with its recommenda-

tions regarding ratepayer funding and subsidy of the child 

care center generally. That issue will be discussed in 

greater detail in Account 921 and the rate base section. 

PG&E makes the argument that this position goes beyond 

the duties of coordinating the child care center and include 

the development of family-oriented benefit programs for 

elder dependents as well as for children and other members 

of the family. PG&E argues that this position clearly pro-

vides employee-related services which are a legitimate 

human resources cost for which DRA has given no reason 

for exclusion other than its association with the child care 

center. PG&E argues that the human resources challenges 

it will face in the 1990s and beyond justify that this new 

cost be recovered from ratepayers. 
 
We disagree. We find DRA's arguments persuasive that 

this kind of position should not be funded by ratepayers. 

We note that we have been quite reasonable in our overall 

acceptance of PG&E's compensation and human resources 

goals. However, there are limits to such reasonableness. 

Within the dollars we have already authorized for com-

pensation we believe PG&E can pursue such a position if it 

chooses to do so. If not, PG&E has the option of allowing 

the shareholders to fund such a position on the grounds that 

the benefits received from a happy workforce do in fact 

benefit shareholders. Our reasoning for the rejection of this 

position along with the child care center issues will be 

explained in another section in greater detail, in an effort to 

avoid repetitiveness. 
 
9.3 Account 921 - Office Supplies and Expenses 
 
PG&E and DRA are roughly $14.5 million apart in their 

estimates for the Electric Department portion of Account 

921. The other differences are due once again to how to use 

the Diablo Canyon Use Studies, disputes regarding incen-

tive pay (MIP/PIP), and finally a subsidy to PG&E's child 

care center. 
 
9.3.1 Diablo Canyon Use Studies 
 
The arguments of the parties for what allocation factor to 

use for Diablo Canyon are the same arguments that have 

already been discussed fairly extensively for Account 920. 

Once again DRA's simplistic method of allocating 15.8% 

above test year expenses for Account 921 is unreasonable. 

Therefore we adopt the same method as we adopted for 

Account 920, that proposed by PG&E, for Account 921 for 

Diablo Canyon allocation. 
 
9.3.2 Incentive Pay Adjustment 
 
DRA made an adjustment based on 1989 data, similar to its 

Account 920 adjustment, to remove the PIP costs from 

Account 921, based on its assumption that there must be 

some incentive pay in Account 921 because Account 921 

‘tracks‘ Account 920. (Exhibit 102, p. 9C-8.) DRA has 

come to the conclusion that the increases and decreases in 

expenses for these two accounts are directly linked. 
 
PG&E states that DRA has made the same errors in ana-

lyzing Account 921 as it did in Account 920 plus an addi-

tional error. Once again, PG&E points out the inappropri-

ateness of DRA making an adjustment based on 1989 data 

instead of basing its adjustment on specific 1990 base year 

data. PG&E points out, however, that in this account the 

error is more egregious because no incentive plan pay-

ments (MIP) were booked in Account 921 in 1990. PG&E 

does not deny that there may be some relationship between 

some of the costs recorded in Account 920 and costs rec-

orded in Account 921; however, such a relationship is not 

necessarily direct or proportional. Further, PG&E points 

out that the increase in Account 921 that DRA relies on for 

its recommendation between 1988 and 1989 was clearly 

due to things other than incentive pay. 
 
In its rebuttal testimony, PG&E showed that the two de-

tailed costs elements used in PG&E's accounting system to 

record the MIP and PIP did not appear in this subaccount 

and the costs booked to this subaccount of Account 921 

could be shown to be things other than payments under 

either these incentive programs. PG&E urges the Com-

mission to reject DRA's tracking adjustment for Account 

921. 
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Once again we concur with PG&E on this issue of incen-

tive pay. PG&E has made its case that there are no PIP 

dollars in Account 921. DRA's arguments are at best 

convoluted, and the link between Accounts 920 and 921 

for incentive pay has not been shown. Therefore, we reject 

DRA's proposed $22 million adjustment for Account 921. 
 
9.3.3 Child Care Center Funding 
 
The dispute for Account 921 purposes centers on an oper-

ational subsidy to PG&E's employee child care center. 

DRA's recommended disallowance for this account is 

$290,000 on a total company basis. The Electric Depart-

ment disallowance is $165,000. 
 
PG&E would like to include in Account 921 the portion of 

the annual operational costs of its child care center not 

recovered from users of the child care center. DRA rec-

ommends removal of these costs. PG&E contends that 

there are ratepayer benefits that derive from the running of 

an on-site child care center. PG&E argues that these ben-

efits include the ability to attract and retain employees. 

PG&E states that through the 1990s the business envi-

ronment within which it operates will have many demo-

graphic changes. Included in these is an increased partic-

ipation of women and minorities in the workforce and 

changing family patterns. PG&E states that by the year 

2000, 80% of women between the ages of 25 and 44 will be 

in the workforce. PG&E believes that it will use this labor 

pool more heavily than most companies because the cur-

rent average age of PG&E employees is older than the 

national employee average. (Exhibit 6.) 
 
PG&E has been congratulated by child care advocates for 

sponsoring a center that emphasize quality. (RT 

18:1342-1343.) PG&E also cites that many other busi-

nesses have opened on-site child care centers in recent 

years. PG&E claims that the average subsidy of these child 

care centers by the businesses sponsoring them is 40%. 

PG&E argues that its own operating subsidy is comparable 

to those of other companies. 
 
DRA, on the other hand, does not dispute that PG&E's 

child care center is a value to PG&E as an entity. The issue 

is whether ratepayers should subsidize this project. DRA 

points out that PG&E's argument that it would be unable to 

attract qualified employees at a future date is somewhat 

diminished by the fact this child care center only has slots 

for some 68 children. It is also unclear from the record, in 

DRA's view, that the child care center will have such an 

impact on retaining and attracting competent personnel. 

DRA argues that PG&E has failed to show that the child 

care center will provide direct benefits to ratepayers. DRA 

contends that this was the standard set forth in its last GRC 

decision. (34 CPUC2d 199, 266-268.) 
 
We concur with DRA on this issue. We note that PG&E 

has been rather vague as to both the improved productivity 

and employee retention that they claim will follow from 

this child care center. At this point there is no plan in place 

to track an improvement in employee productivity. (RT 

18:1371.) We note that a very small group of employees 

will receive this benefit. The cost per child of the subsidy is 

extremely significant. During questioning by the ALJ, 

PG&E's witness conceded that public relations benefits 

and goodwill to the company derive from the opening of 

such a child care center. (Tr. 18:1367.) 
 
Likewise we find the statistics indicating that other com-

panies subsidize on-site child care 40% to be unpersuasive 

to the issue of whether PG&E's ratepayers should provide 

that subsidy. There is no information presented that these 

other companies in fact passed all of this subsidy on di-

rectly to customers. Likewise we note that PG&E was 

vague as to whether it had looked into various options that 

could reduce the operational cost of the child care center, 

e.g., having it run by a nonprofit company that will be 

perhaps eligible for a United Way funding, seeking em-

ployee contributions, and other fundraising efforts within 

the company. Further, as was stated by a child care advo-

cacy group in a letter to PG&E that was quoted in the 

record, PG&E has chosen to provide a high quality child 

care center. That choice to provide a top-of-the-line child 

care center is one that PG&E is entitled to make. However, 

it does not necessarily follow that PG&E's ratepayers 

should subsidize an effort to be a top-of-line model. 
 
Finally, we find that ratepayers are already providing an 

operational subsidy to the child care center by providing 

the space for the center at no rental fee within PG&E's 

headquarters building at 77 Beale Street in downtown San 

Francisco. When questioned as what the rental value of 

that space would be, PG&E's witness that it would be 

somewhere around $17 a square foot per annum. Given the 

child care center is 9,000 square feet, this equals an oper-

ating subsidy of over $150,000 a year. We believe this is 

more than adequate subsidy by PG&E's ratepayers of its 

child care center which will be a major public relations 

asset. We encourage PG&E to continue with its project, 

but not at ratepayers' expense. We note that perhaps if the 

shareholders pay for this project, the company will find a 

way to streamline its expenses and operations. 
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9.4 Account 922 - A&G Expenses Transferred Credit 
 
Account 922 is credited with the expenses recorded in 

Accounts 920 and 921 which are transferred to CWIP. 

PG&E and DRA agree on the method to be used to de-

termine the Account 922 credit. Both agree the allocation 

to construction credit represented by Account 922 should 

be developed by multiplying the total of Accounts 920 and 

921 by a factor of 18.2%. Therefore we will apply that 

factor of 18.2% to the totals we approved for Accounts 920 

and 921 in today's decision. 
 
9.5 Account 923 - Outside Services Employed 
 
PG&E and DRA have differences outstanding on three 

areas of this account. The first difference of $3,467,000 is 

due to DRA's exclusion of PG&E's request for increased 

outside legal services; $1,596,000 is due to DRA's exclu-

sion of PG&E's request for outside legal services specifi-

cally related to third-party litigation; and finally $16,000 is 

recommended for exclusion by DRA for software and 

consultant services for use in its financial planning and 

analysis department. 
 
9.5.1 Outside Legal Services 
 
[17] PG&E's estimate for the Electric Department portion 

of Account 923 exceeds DRA's estimate by roughly $5.1 

million. $3.4 million of this exclusion relates to PG&E's 

request for increased outside legal services. PG&E arrives 

at its requested increase based on a three-year trend in 

outside legal costs. DRA, on the other hand, believes that 

expenses for legal services, whether in-house or outside, 

should be maintained at 1990 levels. 
 
The debate between the parties focuses on (1) whether 

increased legal demands have been placed on PG&E, and 

(2) whether or not PG&E's current staff of 77 lawyers 

should be able to absorb the increase if it exists. Obviously, 

it is PG&E's burden to prove that such an increase is 

needed. PG&E's original showing on this issue was so 

weak as to require the ALJ to request additional infor-

mation on the subject in rebuttal hearings. PG&E's argu-

ment focuses on a belief that industry restructuring and 

increased regulatory initiatives have resulted in a more 

complex and greater number of proceedings. At the same 

time, PG&E contends that its regular legal activity is either 

constant or growing. PG&E has determined that it is most 

efficient to have its in-house counsel spend more of its time 

on regulatory matters and to hire outside counsel to handle 

general litigation. PG&E notes that its request, based on a 

three-year trend, is substantially less than what would have 

resulted from a five-year trend. The focus of the debate 

between PG&E and DRA is not on the accuracy of the 

trending, but rather on whether PG&E has proved that the 

supposedly increased volume of legal work really cannot 

be handled by the large in-house staff it currently main-

tains. 
 
PG&E believes many current Commission proceedings 

have increased the demands placed on its law department. 

However, the tables provided in their rebuttal testimony do 

not really indicate how busy any particular group of at-

torneys really is in the legal department. (Exhibit 221, 

Chapter 3.) While there are certainly some new dockets at 

the Commission which PG&E must participate in, there 

are others that have closed. A mere listing of the number of 

proceedings does not necessarily mean there needs to be an 

increased number of attorneys working on those cases. In 

fact, PG&E claims that it is attempting to build internal 

expertise in specialized areas unique to the utility industry. 

This internal expertise should result in fewer attorneys 

assigned to a particular case. The data provided by PG&E 

as to the actual caseloads and work of its legal department 

cannot lead us to the conclusion that the proposed increase 

from 1990 levels is justified. One of our reasons for ap-

proving the compensation policy of PG&E is our expecta-

tion of productivity from PG&E's employees. We note that 

in these recessionary times there is an abundance of at-

torneys with excellent qualifications on the market. 

PG&E's legal staff should be of the highest quality given 

the marketplace in which it operates. Therefore, we expect 

its staff at current levels to be able to handle any increased 

caseload if it arises. Several of the cases mentioned by 

PG&E will not necessarily continue on for the whole cycle 

of this GRC. Therefore, we concur with DRA on this issue 

of outside legal services and deny PG&E its requested 

increase. We agree that PG&E failed to produce the nec-

essary evidence to convince us that these increased de-

mands, if in fact they exist, could not be met by current 

resources. 
 
9.5.2 Third-Party Litigation Expenses 
 
While this area actually is a part of outside legal services, it 

was treated separately in this case by both PG&E and 

DRA. For purposes of the Electric Department portion of 

Account 923, the disagreement between the parties for this 

item is $1.6 million. 
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DRA contends that this issue typifies PG&E's casual atti-

tude toward ratepayer money. PG&E points out that it has 

requested this money to fund what PG&E describes only as 

‘third-party litigation.‘ In DRA's original prepared testi-

mony, DRA withheld its analysis of this item because of a 

dispute over confidentiality. DRA objected to PG&E's 

request that this subject area be referred to only as 

third-party litigation. However, the ALJ ruled that DRA's 

report could be released as written and any references to 

the subject area would use the term third-party litigation. 

DRA contends that PG&E's argument in favor of funding 

of this third-party litigation is even more indefinite than 

those offered in support of outside legal services generally. 

DRA argues that PG&E was unable, or unwilling, to pro-

vide any details of what steps have already been taken to 

pursue this third-party litigation, how long it would take, 

who will handle it, or how the funds would actually be 

spent. DRA concludes that PG&E does not know how its 

current legal budget is being spent or where the additional 

monies would in fact go. 
 
PG&E counters that this request is in specific reaction to 

federal, state, and local regulations governing hazardous 

waste. PG&E is currently pursuing the investigation, im-

provement, and possible mitigation of hazardous waste 

contamination at many of its former operating sites. 

However, as also dictated by federal, state, and local leg-

islation, other parties may share the liability for cleanup 

costs. Therefore PG&E is seeking to defray ratepayer 

expenditures by recovering these costs from the appropri-

ate parties. PG&E contends that to effectively do so, out-

side legal counsel and other expert staff are needed in this 

area. 
 
In this specific situation, PG&E has identified a new cat-

egory of increasing legal demands for which it believes 

that retaining outside counsel makes the most sense. Given 

the specialized nature of this litigation, PG&E believes that 

the need for outside counsel and experts in this area is 

justified. PG&E discounts DRA's contention that an in-

crease in expenses for this environmental third-party liti-

gation should be disallowed because there is no guarantee 

that PG&E will win. (Exhibit 132.) PG&E points out that 

this statement displays a failure to understand the nature of 

legal proceedings. PG&E states that no litigation can be 

entered into with a 100% probability of winning. Indeed, 

litigation may be resolved through settlement between 

parties. PG&E points out that legal costs are associated 

with case preparation and negotiations in order to reach 

any potential settlements. PG&E argues that by pursuing 

these third parties through litigation, PG&E can defray 

ratepayer responsibility for some of these costs. PG&E has 

suggested that any recovery could be credited as it is re-

ceived directly against the memorandum account either as 

a refund or as an offset to future ratepayers. Therefore 

PG&E concludes that funding of third-party litigation 

could lead to lower rates and should be allowed as a rea-

sonable expense. 
 
On this issue we will grant PG&E's requested increase for 

third-party litigation. We note that the nature of the litiga-

tion made it somewhat improvident for PG&E to provide 

access to much detail. However, we are aware, based on 

our concerns with hazardous waste cleanups and the 

pending memorandum accounts generally, how important 

it is for PG&E and other utilities to aggressively pursue 

payments by other responsible parties. It would be difficult 

for us to order PG&E to aggressively pursue monies from 

other third parties if we did not in fact provide it with the 

resources to do so. Likewise, we agree with PG&E that this 

is an area where its own in-house staff does not necessarily 

have an expertise and frankly could probably not develop 

one in an adequate time frame. 
 
We instruct PG&E to aggressively pursue this area of 

third-party litigation to assist in hazardous waste cleanup 

payments. We do intend that any money that is received in 

settlements or as the result of judgments shall in fact return 

to the ratepayers. We also warn PG&E that we expect it to 

get good value for the dollars spent in this area. As we 

noted in the prior section, in these recessionary times, there 

is great opportunity to negotiate strongly and diligently 

with outside counsel and expert witnesses for reasonable 

fee structures. We approve PG&E's request for third-party 

litigation expenses. 
 
9.5.3 Investor Relations Expenses 
 
[18] This item relates to PG&E's cost of maintaining in-

vestor lists. PG&E justifies its request by stating that in 

order to raise capital in financial markets, PG&E must 

attract and retain investors. The requested expense in-

creases are for software and consultant services needed to 

identify and maintain investors and institutions who can be 

relied on as purchasers of securities and sources of capital. 

PG&E hopes to attract investors capable of providing low 

cost sources of capital. PG&E asserts that this expense 

benefits both PG&E shareholders and ratepayers. PG&E 

denies the proposition that there is a distinct separation 

between what is good for ratepayers and what is good for 

shareholders in terms of operating the utility in the most 

efficient and effective manner. PG&E contends that access 
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to capital on reasonable terms clearly benefits ratepayers. 

The Electric Department portion of this item is $16,000. 
 
DRA recommends that these expenses not be allowed. 

DRA points out that the last GRC for PG&E stated that a 

utility must prove that ratepayers derive a direct benefit 

from the expenses they are asked to bear. While the benefit 

need not be quantifiable, it must be direct and tangible. (34 

CPUC2d 199, 266-268.)DRA contends that the direct 

benefit for maintaining investor lists is clearly with the 

shareholders and that any benefit that comes to the rate-

payers is clearly two or three steps removed from the ex-

penditure of the funds. 
 
We agree with DRA on this issue. We note that the overall 

dollars involved are very modest in the big picture of this 

GRC. In addition, as PG&E has acknowledged, it is a 

large, well-known company, and it is able to employ a 

number of means to attract investor money. It seems clear 

to us that the benefits to the shareholders for this line item 

outweigh any indirect benefit which the ratepayers accrue. 

Likewise, we note that the overall results of this GRC 

should do much for PG&E by way of attracting low-cost 

capital. 
 
9.6 Account 926 - Employee Pensions and Benefits 
 
There are some substantial disagreements between PG&E 

and DRA for the Electric Department portion of Account 

926. PG&E's estimate exceeds DRA's by some $47 mil-

lion. The differences are as follows: $50,621,000 due to 

differences in estimates for post-retirement medical bene-

fits for active employees; negative $19,087,000 due to 

differences in medical escalation; $4,371,000 due to allo-

cation differences; $4,707,000 due to different input 

amounts for employee growth calculations; $2,932,000 

due to methodology differences for employee growth; 

$2,821,000 due to DRA's exclusion of PG&E's request for 

funding for its blueprint for learning program; $604,000 

for differences in estimates for post-retirement group life 

benefits for active employees; and finally $407,000 due to 

differences in estimates for medical benefits. 
 
At the outset we note that our decision in this case related 

to post-retirement benefits other than pensions (PBOPs) 

will be consistent and bound by decisions in I.90-07-037. 

We note that a Phase II proposed decision in that case was 

mailed on October 5, 1992. We will rely on the findings of 

that proposed decision for purposes of the proposed deci-

sion in this GRC. 
 

9.6.1 Medical Benefits Expenses 
 
[19] It should be of no surprise to anyone who reads the 

newspapers that the issue of medical benefits expenses is 

controversial in this proceeding. PG&E described in detail 

its plans used to provide medical coverage, including 

self-funded medical plans administered by Blue Cross and 

Blue Shield and 12 separate health maintenance organiza-

tions (HMOs). In order to ensure cost-effective operation 

of these plans, PG&E has undertaken a number of medical 

costs containment efforts, including reducing medical 

costs by designing and administering the self-funded plans 

in a cost-effective manner, developing state-of-the-art 

medical cost management practices, and influencing em-

ployees to adopt a healthier lifestyle. (Exhibit 6, Chapter 

10B.) 
 
Effective January 1993, the beginning of the test year, 

PG&E will introduce a point of service managed care plan 

providing a network of service providers, with coverage 

reduced significantly for services obtained outside the 

network. All of these efforts are designed in part to help 

offset identifiable trends in medical costs which lead to 

cost increases at a rate faster than general inflation. 
 
PG&E developed Test Year 1993 costs based on aggregate 

1990 claims escalated by the medical cost trends devel-

oped by William H. Mercer, Inc. (Exhibit 6, Chapter 10B.) 

These cost trends reflect all of the expected savings from 

PG&E's various cost containment measures. The resulting 

initial medical cost trend increase of 14.5%, before ad-

justments, was applied to self-funded plan costs, and HMO 

costs were escalated at 12% based on projected increases 

in Kaiser plan costs, since Kaiser members represent 72% 

of PG&E HMO participants. 
 
The resulting estimated self-funded plan costs were re-

duced by $1.7 million to reflect estimated savings from 

new cost containment measures implemented in 1991; and 

by another 3%, or approximately $2.4 million in 1993, to 

reflect cost savings from the point of service managed care 

plan. PG&E concludes that the combined savings from 

these plan changes and their impact on the overall trend 

result in total estimated savings of $7.3 million in 1993, 

$10.6 million in 1994, and $14.6 million in 1995. (Exhibit 

6, Chapter 10B.) 
 
DRA contends that these trends developed by PG&E are 

based on national trends. DRA states that it believes the 

trends should be based solely on PG&E's experience in 

health care costs. DRA states that in the last five years 
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there has been a 6.8% average annual percentage charge 

experienced by PG&E. DRA recommends that a rate of 

9.9% be used for medical inflation rate. (Exhibit 102, 

Chapter 9A.) 
 
PG&E disputes DRA's assertion that there has been a 6.8% 

annual increase in medical costs for the last five years. 

PG&E points out that this calculation assumes only a 1% 

medical cost increase between 1990 and 1991. PG&E 

states that the calculation supporting this percentage 

wrongly excluded pay-as-you-go retiree medical costs, 

thus understating the actual 1991 percentage cost increase 

of greater than 16%. (RT 19:1452-43.) 
 
PG&E argues that its medical cost escalation trend was 

developed for PG&E by separating the major components 

of cost, and escalating those components based on the best 

available data, including PG&E's specific experience. This 

trend incorporates both current plan design and changes 

anticipated in 1991 and 1993 which lower the forecasted 

medical costs below what they would have been without 

such cost controls. Thus, PG&E concludes, that its medical 

costs escalation trend is reasonable and more appropriate 

over the forecasted period. 
 
We agree with PG&E that it has justified its proposed 

medical escalation trend for Test Year 1993 more than 

adequately. We admit we are still confused by DRA's 

arguments in this area. 
 
Finally, we note that PG&E has requested an additional 

escalation factor for the attrition years for medical ex-

penses. While that issue will be addressed in the attrition 

section of this decision, it is all the more important that 

appropriate medical costs be adopted for 1993 Test Year. 

By adopting PG&E's medical escalation trends for Test 

Year 1993, we are presenting a realistic picture of what 

should occur in that year. 
 
9.6.2 Pre-funding of Post-Retirement Medical Benefits 

(PBOPs) 
 
[20] We must begin by stating our belief that much of the 

time and discussion spent on the topic of PBOPs was due 

in large part to DRA's dissatisfaction with the outcome of 

our Phase I decision in I.90-07-037, the PBOPs proceeding 

for all utilities. We note simply because DRA loses an 

issue in that proceeding does not necessarily mean it will 

win the issue by attempting to relitigate it in this case. 

Quite the contrary, we admonish DRA for the time it has 

wasted in this proceeding relitigating settled issues. We 

intend for this decision to be consistent with our findings in 

the PBOPs investigation, both Phase I and Phase II deci-

sions. We were presented with no testimony in this pro-

ceeding to persuade us that we should do differently. In 

fact, given the record developed by DRA in this proceed-

ing, we are more confident than ever that nothing in this 

proceeding changes our adopted position in the PBOPs 

proceeding. 
 
In fact, DRA's position in this GRC is greatly eroded by its 

insistence on a misconception about the status of Diablo 

Canyon. DRA's witness continually referred to Diablo 

Canyon as a nonregulated entity or part of nonregulated 

operations of PG&E. When queried on this theory by the 

ALJ, DRA's witness could point to no Commission deci-

sion that has so described Diablo Canyon as nonregulated. 

This kind of characterization in the face of all the facts 

leads us to greatly question the credibility of the witness on 

this and other areas. The fact is that Diablo Canyon is in 

fact regulated, albeit nontraditionally. DRA's project 

manager was at a loss to explain where the PBOPs witness 

developed this opinion. 
 
As to PG&E's true nonregulated affiliates or subsidies, 

PG&E provided concrete evidence, in the form of specific 

language in trust agreements, to establish that no such 

nonregulated subsidiary or affiliate can participate in the 

Voluntary Employee Benefit Association (VEBA) trust 

established by PG&E. (Exhibit 54.) 
 
Correctly, PG&E is requesting rate recovery for 

post-retirement benefit costs on a basis consistent with 

PG&E's filing in Phase 2 of the OII, acknowledging that its 

rate recovery should be amended as necessary to be con-

sistent with the upcoming Phase 2 decision in I.90-07-037. 

We once again reiterate that pre-funding of PBOPs ex-

penses alleviates problems of intergenerational inequity, 

and is in the ratepayers' best long-term interest. 
 
Therefore, we approve PG&E's proposal for funding of its 

PBOPs expenses in this GRC to be consistent with the 

ratemaking approach adopted for PBOP in D.92-12-015 

(I.90-07-037). We will incorporate the total company 

numbers of $161,898,000 for Post-Retirement Medical and 

$18,749,000 for Group Life, as provided by PG&E in its 

reply comments to the proposed decision in this GRC. 
 
However, we recognize that these amounts are subject to 

CACD approval by January 1, 1993 as ordered in Ordering 

Paragraph 1 of D.92-12-015. Therefore, we will make the 

revenue requirement associated with these amounts subject 
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to refund to the extent that they exceed the PBOP cost level 

corresponding to the method approved by CACD. In the 

event that CACD determines that such refund is required, 

PG&E should file an advice letter to adjust its authorized 

base rate revenue by January 30, 1993. 
 
Finally, we note that this area was in fact a large portion of 

DRA's overall reduction of PG&E's revenue requirement 

in this proceeding. Given DRA's limited resources, it 

seems improvident for it to continue to pursue issues in the 

GRC proceeding that it has lost in other forums. 
 
9.6.3 Post-Retirement Life Insurance 
 
Once again, this issue centers on DRA's refusal to accept 

that we have authorized pre-funding of certain 

post-retirement benefits. Only in DRA's mind has PG&E 

not complied with the ordering paragraphs of the First 

Interim Order in I.90-07-037 DRA's recommended disal-

lowance is $1,188,000. PG&E points out that once again 

DRA's phantom nonregulated Diablo Canyon theory has 

no place in the real world. We reiterate that Diablo Canyon 

is in fact a regulated entity, not unregulated. For the same 

reasons described in the prior section, we reject DRA's 

position on this issue. 
 
9.6.4 Group Life Insurance and Long-Term Disability 

Plans 
 
In its exhibit, DRA states that PG&E used certain adjust-

ments to 1990 recorded data which DRA opposes. DRA 

states that even though PG&E provided data on the past 

five years of expenses for these plans, PG&E could not 

identify which portions of the expenses for those years 

were due to the adjustments. Since PG&E's data was in-

complete, DRA was unable to track previous adjustments 

or compare them to adjustments now claimed. In a situa-

tion such as this one, DRA recommends that when ad-

justments greater than 5% are made to base year data, then 

those same adjustments must also be made to data from the 

previous four years. DRA argues that this method will 

ensure some continuity for comparison and forecasting 

purposes. (Exhibit 102, Chapter 9A.) 
 
PG&E correctly points out in its reply brief that there is no 

disallowance connected with this recommendation by 

DRA. Accordingly, we will adopt PG&E's numbers for 

group life insurance and long-term disability plans. 
 
9.6.5 Employee Growth Calculations 

 
PG&E and DRA seemingly agree the employee growth 

factor used to develop amounts for Account 926 incorpo-

rated in this decision should be based on a ratio of 1993 

Test Year labor to 1990 base year labor as long as that 

labor is on a comparable basis. The differences that exist 

between PG&E and DRA are in part caused by different 

estimated amounts of Test Year 1993 labor. The figure we 

have decided in this decision for test year labor is the same 

number that should be used in the final calculation for 

Account 926. PG&E explained in detail its recommended 

calculation for an employee growth factor. DRA never 

provided any guidance on the issue. 
 
We adopt PG&E's employee growth factor calculation not 

only because DRA failed to give us any guidance, but 

because PG&E's calculation is clearly logical and merito-

rious on its own. 
 
9.6.6 Blueprint for Learning Expenses 
 
On a companywide basis PG&E is requesting nearly $4.9 

million for a new training program called ‘Blueprint for 

Learning.‘ The Electric Department portion of this is $2.8 

million. DRA recommends a complete exclusion of this 

expense. 
 
DRA contends that PG&E has failed to prove that this 

multi-million dollar program would be a direct benefit to 

ratepayers. DRA refers to PG&E's descriptions of this 

program as ‘pages and pages of oblique promises and 

meaningless jargon‘ that do nothing to show that ratepay-

ers would derive any benefit from this expensive and pos-

sibly duplicative program. (DRA opening brief p. 35.) 
 
PG&E describes its Blueprint for Learning as a conceptual 

framework to assist existing training at PG&E and to 

identify future training needs, its primary strategy being to 

provide quality training for the 1990s in a timely and 

cost-effective way. (Exhibit 221.) As justification for this 

program, PG&E once again points to its belief that its 

operating environment will undergo significant changes 

throughout the 1990s. Increasing competition, greater 

customer expectations, heightened environmental con-

cerns, rapidly evolving technology, and increasing diver-

sity among employees and customers alike will be some of 

these changes which PG&E will have to deal with. PG&E 

believes the complexity of most jobs will increase while at 

the same time the supply of qualified labor will decrease. 

Once again PG&E points out that it will be more greatly 

affected than other businesses since its average employee 
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age is higher than the national average. PG&E believes that 

the net effect of all these changes will be an increased need 

for quality training and education. PG&E does believe that 

its current education and training programs have ade-

quately served the company up until now, but a changing 

world will require changes to its employee training and 

education. PG&E also asserts that the Blueprint for 

Learning will result in avoided future cost. 
 
[21] We concur with DRA's conclusions that PG&E has 

not adequately shown that there is a need for this program 

separate from its on-going training that is a part of its 

day-to-day operations. Much of PG&E's arguments in 

favor of this program are superficial and glib. We must 

once again note that one of our justifications for accepting 

PG&E's compensation policy is in fact to allow it to be able 

to attract qualified workers. At the same time, it should not 

be necessary to have such an expensive training program. 

We also note that the details of this Blueprint for Learning 

were not sufficiently explained by PG&E. Therefore we 

find that PG&E has failed to make an affirmative showing 

to justify the increased expenditures requested for this 

program. We will adopt DRA's recommended disallow-

ance for the Blueprint for Learning program. 
 
9.7 Account 930.2 - Miscellaneous and General Expenses 
 
PG&E's estimate for the Electric Department portion of 

Account 930.2 exceeds DRA's estimate by roughly $11.2 

million. Slightly over $10 million of this difference is due 

to a difference in estimates for RD&D. Those difference 

would be discussed in the RD&D section of this brief. The 

remaining difference of slightly over $1 million is made up 

of the following differences: $844,000 due to differences 

in estimates for bank line of credit fees; $149,000 due to 

DRA's exclusion of PG&E's request for dues specifically 

related to legislative policy research, regulatory advocacy, 

and regulated research functions of the Edison Electric 

Institute (EEI); $70,000 due to DRA's exclusion of sub-

scriptions and dues associated with PG&E's membership 

in the Conference Board, the US Business Roundtable, the 

California Roundtable, and Federated Employers of the 

Bay Area. (Exhibit 235, Comparison Exhibit, p. 3-71.) 
 
9.7.1 Line of Credit Fees 
 
[22] PG&E predicts that its line of credit fees will increase 

on a total company basis of $1.25 million ($844,000 for the 

Electric Department). DRA recommends that this entire 

amount be disallowed. DRA bases its disallowance rec-

ommendation on the fact that PG&E was unable to provide 

any documentation from a banking institution to show 

what the new commitment rate would be. DRA argues that 

because PG&E cannot show with certainty with the new 

rates would be, it has failed its burden of proof to obtain an 

increase in this area. 
 
PG&E counters this argument by stating that definitive 

data on line of credit fees are simply not available. How-

ever, PG&E points to the fact other evidence makes it 

reasonable to expect that during the test year line of credit 

fees will increase. PG&E believes it has met its burden of 

proof from a combination of different inferences. 
 
First, current commitment fee contracts will expire in 

1993. PG&E believes that the reluctance of banks to 

commit at this time to a definite rate suggests that they 

certainly will not entertain keeping the rate as it currently 

is. PG&E believes that current indications are that line of 

credit fees will increase from the present 0.125% to 0.25% 

of the available credit per year. (RT 18:1337-1338.) PG&E 

points out that the banks' unwillingness to extend the pre-

sent agreements indicates that in fact the fees will go up. 
 
Therefore, PG&E sees the question as how much will 

commitment fees increase? By analogy, during rebuttal 

hearings, PG&E provided documentation from banks 

providing bids for a letter of credit covering the company's 

workers' compensation liability. PG&E's analysis of those 

letters of credit indicated that the commitment fee rate 

being offered by the banks was actually higher than their 

estimate for line of credit fees in this GRC. Therefore 

PG&E believes that its estimate is in fact conservative. 

Finally, PG&E points out that no forecast can be guaran-

teed, but a forecast can be adequately substantiated. By its 

nature, a forecast can only be as good as the best infor-

mation available. 
 
We concur with PG&E that given the availability of in-

formation it has made a reasonable and in all probability a 

conservative estimate for its line of credit fees. Therefore 

we adopt PG&E's estimate for line of credit fees. 
 
9.7.2 Dues and Subscriptions 
 
PG&E and DRA disagree on several dues and subscrip-

tion-related issues for various organizations to which 

PG&E belongs. Some of the differences only relate to a 

portion of the dues for a particular organization. PG&E has 

not requested ratepayer funding of all dues it pays. 
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PG&E argues that the portion of its dues for EEI which 

DRA recommends be disallowed are in fact legitimate and 

necessary activities. The activities in question are the leg-

islative policy research, regulatory advocacy, and regula-

tory policy research function of EEI. PG&E argues that 

these activities benefit all parties concerned, both rate-

payers and shareholders, by contributing knowledge and 

insight to policy makers about utilities, and by contributing 

the same to utilities about policy decisions which affect the 

industry. PG&E contends that both of these functions are 

performed collectively by EEI at a lower cost than indi-

vidual utilities could achieve alone. PG&E argues that 

benefits accrue to ratepayers and shareholders by facili-

tating the efficient planning and smooth operation of the 

utility industry. 
 
DRA points out that the same area was disallowed in 

PG&E's last GRC. In that case, the Commission found no 

evidence that the membership portion of the dues for these 

functions conferred any direct benefit on the ratepayers. 

DRA believes that PG&E has basically come up with no 

arguments showing that this is a direct benefit to ratepay-

ers. DRA contends that PG&E is renewing the same re-

quest on the same basis of the same generalities that were 

found inadequate in its last GRC. 
 
We stated in the last case: 
 
Instead, the issue before us is whether the membership will 

accrue direct benefits to ratepayers. Such benefits need not 

always be quantifiable, but they must be tangible.‘ ((1989) 

34 CPUC2d 199, 268.) 
 
In its brief, PG&E basically challenges our statement in the 

last GRC that the benefit must be direct to the ratepayers, 

calling it simplistic. PG&E believes that this line of 

thinking is based on an inappropriate division of ratepayer 

and shareholder benefits, as well as a confusion of what 

constitutes a direct and indirect benefit to ratepayers. 

PG&E argues that by stating that its membership in EEI 

has no direct benefit to ratepayers, that DRA is obscuring 

the real issue, which as PG&E sees it, is whether or not 

such membership is a legitimate corporate function which 

contributes to PG&E's ability to provide utility service at a 

reasonable cost. PG&E points out that when arguing the 

semantics of direct and indirect benefit in a rate case, the 

only true ‘direct‘ benefit to ratepayers of utility service is 

reliable and reasonably priced power, light, and heat. 

PG&E maintains that all such activities which contribute to 

the utility's ability to provide such service, such as legis-

lative and regulatory research at issue here, are, by default, 

indirect benefits. (RT 18:1330.) In PG&E's opinion, this 

classification does not make them any less necessary or 

beneficial to ratepayers. Rather, in most cases, PG&E 

believes they are legitimate costs of service, which while 

not precisely quantifiable are perceivable in terms of 

avoided costs. PG&E contends that DRA's disallowance is 

not based on cost of service ratemaking. PG&E argues that 

in cost of service ratemaking, a legitimate cost of service 

must be included in rates. 
 
While PG&E refers to DRA's position as being inappro-

priate, PG&E in effect is disputing our findings from the 

last GRC decision. DRA's position in this case comes 

directly from that, i.e., a requirement that there be a direct 

tangible benefit to ratepayers from the dues or subscription 

in question. 
 
[23] We find PG&E's arguments made in this GRC to be 

compelling enough to alter the position we took in the last 

GRC. The direct tangible benefit standard does seem to be 

one that would be difficult if not impossible to meet for 

certain subscription dues. We note that PG&E in fact did 

not request recovery for all business organizations to 

which it belongs. (Exhibit 6, Chapter 10A.) We agree with 

PG&E's analysis that we are still currently involved in cost 

of service regulation. We note that DRA acknowledges 

that EEI policy research may provide a necessary service, 

that service is not easily separable into ratepayer and 

shareholder impacts. We agree that the efficient and ef-

fective operation of the utility industry, which EEI re-

search supports, is a joint benefit to ratepayers and share-

holders alike. In fact, increased efficiency almost always 

translates into the reduction of unnecessary or avoidable 

costs, which if not so reduced would cost the ratepayers 

more in terms of rates. By not including these dues and 

subscription in rates, we are perhaps sending a signal to the 

company to not be a member of these organizations. That 

does not necessarily serve the ratepayers' interest. There-

fore we will approve the portion of EEI dues which PG&E 

requested. 
 
In addition to the EEI, DRA also requests disallowance of 

the issue dues of several organizations. We will address 

them one by one, though the arguments overall are very 

similar to those already discussed relating to EEI and will 

not be repeated again. 
 
First, the Federated Employers of the Bay Area provide 

information to its member companies about human re-

sources management, labor relations, and labor negotia-

tions. PG&E points out that this organization conducts 
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extensive research and publishes numerous reports and 

surveys about comparative personnel practices, salaries, 

wages, and labor contracts. It also provides consultation 

and education services on compensation and benefits is-

sues. PG&E argues that to purchase such information, 

surveys, and studies on the outside would cost far more 

than the membership dues of $5,000. We agree and will 

allow PG&E to recover this membership cost in rates. 
 
A second organization is the California Roundtable for 

which PG&E requests its dues be paid by ratepayers. 

PG&E argues that an improved business and political 

environment is a benefit to both the company and its 

ratepayers. The California Roundtable is involved with a 

number of different projects in California which are aimed 

at improving the environmental, business, and educational 

standards in the state. Among the issues promoted by the 

California Roundtable are improvements in California's 

public education system, workers' compensation reform 

and state water improvements. Any achievements in these 

areas promise improved operating conditions for PG&E. 

We agree with PG&E on this issue, rejecting DRA's ar-

gument that there are no direct benefits to ratepayers from 

membership in California Roundtable. Workers' compen-

sation reform alone could save ratepayers millions of dol-

lars per year. California Roundtable has a California focus 

that is very pertinent to PG&E and its ratepayers. 
 
As to two other organizations in dispute, the Conference 

Board and the US Business Roundtable, we are less con-

vinced that PG&E's ratepayers will accrue as many bene-

fits from these memberships. In addition, these member-

ships may overlap with other groups in which PG&E al-

ready participates. Therefore we will disallow $19,000 for 

the Conference Board and $34,000 for the US Business 

Roundtable. PG&E's arguments for these two organiza-

tions are not as persuasive as the ones previously dis-

cussed. 
 
9.8 Account 931 - Rents 
 
The only dispute between PG&E and DRA over this ac-

count relates once again to the proper allocation factor that 

should be used for Diablo Canyon separation. PG&E as-

signs a 4.87% of computer center expenses to Diablo 

Canyon using 1990 recorded data to calculate use factors 

based on DRA's request that use factors be updated be-

tween the NOI and the application. DRA assigns 6.09% 
FN6

 

of computer center expenses to Diablo Canyon using 1989 

recorded use data to calculate this factor. PG&E states that 

DRA is apparently arguing that the computer use factors 

should be as they appear in Diablo Canyon Use Study and 

not updated for newer data. PG&E goes on to suggest that 

DRA only makes this recommendation when for a partic-

ular item the Update results in a slight increase. To put it 

bluntly, PG&E argues that where there was a revision 

which increased the Diablo Canyon adjustment DRA ac-

cepted it. In this setting, for the computer center use 

charge, where the revision decreased the adjustment, DRA 

rejected PG&E's revision. PG&E argues that DRA's posi-

tion is inconsistent and itself should be rejected. Further, 

PG&E notes that the overall result of updating the use 

charges results in an increase of $2 million in the Diablo 

Canyon portion of Account 931. 
 
We agree with PG&E that DRA is inconsistent in its 

analysis on this issue. We note that DRA chose not to 

address this issue at all in its opening brief. Likewise there 

seems to be discrepancy between what DRA's recom-

mendation is at this point in time. The Comparison Exhibit 

suggests that the allocation factor should be 5.86%, alt-

hough in Exhibit 50, one could infer DRA's position was 

6.09%. In light of this confusion, and because PG&E 

makes a reasonable argument for its recommendation, we 

will adopt PG&E's allocation factor of 4.87% of computer 

center expenses to Diablo Canyon for Account 931. Other 

issues in Account 931 are undisputed and therefore 

PG&E's numbers will be adopted. 
 
10. Taxes 
 
10.1 Property Tax Settlement With the Board of Equaliza-

tion 
 
[24] The parties agreed that testimony on property taxes 

should be deferred until the rebuttal phase of this pro-

ceeding in order to permit consideration of possible re-

ductions resulting from a settlement with the State Board 

of Equalization which would reduce PG&E's property tax 

expenses for 1993 and beyond. (Exhibit 220.) DRA's 

witness supported the property tax settlement. (RT 

53:4850-4851.) The revised property tax estimates, for 

Test Year 1993, are $110,165,000 and $30,265,000 for the 

Electric and Gas Departments, respectively. There is 

nearly a $12,000 reduction from the original application. 

PG&E points out that the revenue requirements reductions 

associated with the property tax settlement are slightly less 

than this amount because of offsetting income tax effects. 

PG&E, together with 26 other centrally assessed California 

utilities, entered into a property tax settlement agreement 

with the California counties, the State Board of Equaliza-

tion, and the State Attorney General effective May 1, 1992. 
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This settlement provides that PG&E's valuation for prop-

erty tax purposes for the next eight years will be computed 

in accordance with the formulas, terms, and conditions 

contained in the agreement. (Exhibit 220.) 
 
We concur with PG&E and DRA that this settlement is in 

the best interest of PG&E's ratepayers. We support 

PG&E's recommended implementation methodology. We 

find reasonable the property tax settlement described in 

Exhibit 220, including the resulting prospective reductions 

in property taxes and associated expenses for ratemaking 

purposes, and the waiver of claims for any period before 

the May 1, 1992 effective date of the settlement. Further, 

we find that the terms of the settlement have been incor-

porated into the property tax-related revenue determination 

for Test Year 1993 and attrition years 1994 and 1995. 

Given this, unless there is a change in the settlement, 

noninterest entries to the memorandum account set pur-

suant to I.92-03-052 are correctly zero for January 1993 

and each month thereafter. (Exhibit 220.) 
 
10.2 Payroll, Business, and Other Taxes 
 
DRA and PG&E agree on the method of calculating pay-

roll taxes, the applicable tax rates, and the appropriate 

taxable base per employee. The only remaining payroll tax 

difference between PG&E and DRA is due to differences 

in payroll (both labor growth and labor escalation which 

include DRA's proposed labor parity adjustment). We shall 

incorporate the adopted Electric Department payroll for the 

test year in the final determination of the test year payroll 

taxes. 
 
10.3 Sales Tax Increase Adjustment 
 
[25] PG&E and DRA differ as to how to handle the Cali-

fornia state sales tax increase that became effective July 1, 

1991. California's basic sales tax rate increased from 

4.75% to 6.0%. PG&E argues that because this sales tax 

increase is not captured in the recorded 1990 data, a spe-

cific and separate increase is necessary in the test year. 
 
DRA argues that any statutory increase in sales taxes is 

already included in the escalated estimates for M&S and 

that adding sales tax would result in a double recovery. 

(Exhibit 102.) PG&E counters that this is not the case with 

the M&S (services) escalation rate. PG&E points out that 

the materials and services escalation rate is not tied to 

California-specific indices. The M&S escalation rate is 

based on national indices which would reflect the effect of 

the increase in the California sales tax only to the extent 

that California's economy is a percentage of the national 

economy. (RT 23:1923.) 
 
We find PG&E's argument unpersuasive. The purpose of 

allowing for escalation is to capture such changes in sales 

tax. 
 
10.4 Income Taxes 
 
PG&E and DRA agree on the method for calculating fed-

eral and California income and deferred taxes. The dif-

ferences between PG&E's and DRA's income tax expenses 

and deferred tax estimates are entirely due to differences in 

other revenue and cost estimates. 
 
PG&E and DRA have agreed on a procedure for compli-

ance with the treatment of investment tax credits required 

under the Tax Equity and Fiscal Responsibility Act of 

1982 (TEFRA). In response to that act, a memorandum 

account was developed. PG&E requests that it be author-

ized to amortize TEFRA memorandum accounts as pro-

vided for by D.83-12-068 and D.86-12-095, by including 

the appropriate revenue requirements for 1993 and beyond 

until completely amortized over a six-year period. DRA 

has agreed to these amounts subject to revision to the 

short-term interest rate used to calculate carrying costs. 
 
We will adopt the position that the parties have reached 

regarding income taxes and the TEFRA implications. We 

commend the parties for reaching agreement on this area. 
 
11. Electric Plant and Rate Base 
 
11.1 Overview 
 
PG&E presented one witness to testify on electric plant 

and rate base, and the allocation of common plant to elec-

tric plant. DRA presented several witnesses to testify on 

these areas. We will express plant differences in this sec-

tion as net of retirements rather than in gross dollars. The 

following table shows the differences between PG&E and 

DRA regarding electric rate base, excluding working cash 

differences. (Working cash will be discussed in a later 

section in this decision.) 

 
Detail of Differences in Rate Base 
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Excluding Working Cash 

(Thousands of Dollars) 

 

 PG&E Exceeds DRA 

 
Weighted Average Electric Plant  

 
Electric Plant 31,673 

 
Common Plant Allocation 27,891 

 

 ____________________ 

 
Total 59,564 

 
Materials and Supplies 6,260 

 
Less Accumulated Deferred Taxes 277 

 
Depreciation Reserve -34,074 

 

 ____________________ 

 
Total Rate Base 99,621 

 
Finally, we note that since filing its original request for its 

entire plant estimates in the 1993 GRC application (for 

electric, gas, and common plant), PG&E has reduced its 

plant request by $218 million. The individual projects that 

comprise that amount are set forth in Exhibit 225. PG&E's 

plant witness testified that these reductions reflect the 

passage of time since the original filing in this case which 

results in circumstances having changed and many projects 

having been deferred or revised in scope or cancelled 

completely. This occurs in any general rate case. But 

PG&E points out the unusual circumstance here where a 

number of projects are no longer required in their original 

planned time frame because anticipated load growth has 

not occurred. PG&E believes this is a direct impact of the 

recession, conservation efforts, and increased asset utili-

zation by PG&E. (RT 22:1723-1733.) 
 
11.2 Project Amortization - Abandoned Plant 
 
Project amortization shows up as a line item in Results of 

Operations, referring to the first year of a three-year 

amortization of abandoned project costs. PG&E originally 

requested some $66 million for recovery of electric 

abandoned project costs. Originally DRA disputed some 

$43 million related to Geysers Unit 21. During the Update 

hearings held in September, PG&E and DRA agreed on an 

appropriate way to handle the Geysers Unit 21 abandoned 

project recovery. 
 
Since the opening hearings were held in this case, PG&E 

filed A.92-07-051 requesting the Commission to approve a 

settlement agreement that, among other things, includes 

the condition that UNOCAL makes a payment of $43 

million to PG&E for the major portion of the Geyser 21 

costs. PG&E agrees with DRA that ratepayers should not 

bear this $43 million cost if PG&E recovers it from UN-

OCAL. Originally, the company did not reduce its aban-

doned project request because of the uncertainty whether 

or not the Commission would approve the settlement 

agreement. Actually, only a procedural difference exist 
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between the parties. PG&E requests that the Commission 

find that PG&E has not violated the Commission's crite-

rion for a timely request for abandoned project recovery in 

the event that the Commission chooses not to approve the 

UNOCAL application (A.92-07-051). Therefore, in Up-

date proceedings, PG&E reduced its request for abandoned 

project recovery of the Geysers 21 costs to the $931,000 

that DRA agreed to in this GRC. Therefore, PG&E has 

resolved the remaining difference between DRA and 

PG&E on how to handle Geysers 21. 
 
We appreciate PG&E's effort to resolve this issue. We will 

give PG&E the assurance that if the Commission does not 

approve A.92-07-051, then PG&E may raise its request in 

its next GRC for recovery of Geysers 21 costs. 
 
A second issue related to abandoned plant was raised 

during the Update hearings in September. DRA and PG&E 

had agreed to a request of $15,844,000 of abandoned pro-

ject costs for the California/Oregon Transmission (COT) 

project. PG&E, by the time of its Update hearings, had 

determined that it would seek recovery of a portion of these 

costs from the other COT project participants. PG&E 

points out that it is unlikely that the outcome of this effort 

would be known by the time the Commission issues this 

decision. Therefore, in agreement with DRA, PG&E pro-

poses that if it is successful in obtaining funds from the 

COT project participants, then an adjustment will be made 

to the ERAM balancing account at that time in order to 

flow any payments through to ratepayers. Both parties 

agree that this is a better approach than adjusting any 

recommendations for abandoned project recovery of COT 

costs in this proceeding. 
 
[26] We agree with PG&E and DRA that to make the 

adjustment in the ERAM account is a better approach. 

Therefore, given that the Geysers 21 issue has been re-

solved, there are no remaining issues of disagreement 

between PG&E and DRA for abandoned plant. As such, 

we find that PG&E has met our criteria for recovery of 

abandoned projects as has been set forth in prior Com-

mission decisions. Those criteria include the following: (1) 

that the project ran its course during the period of unusual 

and protracted uncertainty, (2) that the project was rea-

sonable throughout the project's duration in light of both 

the relevant uncertainties that then existed and of the al-

ternatives for meeting the service needs of the customers, 

and (3) that the projects were cancelled promptly when 

conditions so warranted. 
 
These criteria having been met, we find PG&E's current 

request for amortization of abandoned project costs shall 

be adopted. 
 
11.3 Differences Between PG&E and DRA Regarding 

Electric Plant 
 
Despite PG&E's reduction during hearings of $218 million 

in electric and other plant, PG&E and DRA disagree as to 

$31,676,000 for test year weighted average electric plant. 

The following table shows the areas of differences. 

 

    PG&E 

 

    Exceeds 

 

  PG&E DRA DRA 

  (Thousands of Dollars) 

 
1. R&D Wind Demon-

stration 
1,902 0 1,902 

2. Hydroelectric Reli-

censing 
9,654 250 9,404 

3. Breaker and Relay    

 Replacement 12,927 2,164 10,763 

4. Transmission System    

 Reinforcements 10,001 5,661 4,340 
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5. Echo Lake Dam Sta-

bility 
4,555 1,244 3,311 

6. Mokelumne Settle-

ment 
   

 Disallowance 2,517 581 1,956 

  _________________

___ 
_________________

___ 
____________________ 

 Total Electric Plant 

Difference 
41,556 9,880 31,676 

 
11.3.1 Research & Development (R&D) Wind Demon-

stration 
 
PG&E has included the costs of a research demonstration 

project of advanced wind turbine technology in its plant 

estimate. DRA has recommended no funding for this pro-

ject as a research demonstration because it believes that 

wind technology has advanced to the point where PG&E 

no longer needs to promote it. Since this really is a research 

and development issue, we will discuss it in detail in the 

section on RD&D. However, for purposes of this section, 

we will remove the dollars sought from electric rate base. 

These dollars as shown in the chart above are $1,902,000. 
 
11.3.2 Hydroelectric Plant Relicensing 
 
PG&E and DRA disagree as to whether it is appropriate to 

include the costs of relicensing eight of PG&E's hydroe-

lectric powerhouses in its electric plant estimate. PG&E is 

seeking to relicense these plants before the Federal Energy 

Regulatory Commission (FERC). PG&E's costs for such 

an activity consist of studies, hearings, and answering 

inquiries prior to the award of the licenses to own and 

operate a hydroelectric plant. (Exhibit 235, p. 3-95.) The 

dispute between the parties is not over the amount of the 

costs PG&E has accrued in its relicensing efforts nor 

whether these costs were incurred unreasonably. The dis-

pute focuses on whether these costs, prior to the actual 

receipt of a new license, should be placed in rate base now 

or rather, as DRA recommends, placed in an allowance for 

funds used during construction (AFUDC) for now, and 

having the dollars transferred to plant after the license is 

received from FERC. 
 
[27, 28] DRA argues that relicensing costs should not be 

included in plant until the relicensing is successfully ac-

complished. DRA states that utility relicensing efforts 

prior to FERC approval are similar to construction work in 

progress, and should be treated as such for ratemaking 

purposes. DRA argues that ratepayers realize no benefit 

from the expenditure until the license is won. (Exhibit 

103.) DRA's rate base witness succinctly set forth its rea-

sons for AFUDC treatment of these relicensing efforts: 
 
‘The basic reason for AFUDC treatment is to provide 

PG&E with the incentive to work efficiently toward hy-

droelectric relicensing. Work on relicensing should be 

properly prioritized and executed in a timely manner. A 

second reason is to place risk of failure on PG&E and to 

encourage sound management of relicensing projects. If all 

the risk is borne by ratepayers, PG&E would have no real 

incentive to manage such projects prudently. PG&E should 

exercise its best judgment and put forth its best efforts 

toward obtaining hydroelectric licenses. Allowing rate 

base treatment of relicensing expenditures places risk of 

failure on the ratepayers. Thirdly, ratepayers benefit only 

when the licenses are received and continued output from 

the generators is assured. Should PG&E fail to obtain the 

license, the ratepayer receives no benefit. The Commission 

has long used the criteria that rate base is treatment allowed 

only when the addition is used or useful.‘ (Exhibit 170, pp. 

1 and 2.) 
 
PG&E counters that DRA has changed its position from 

the last GRC where these costs were allowed by the 

Commission. We note that PG&E gives no citation to the 

1989 decision for that position. In any event, PG&E goes 

on to argue that ratepayers in fact received current benefits 

through PG&E's efforts of obtaining annual extensions to 

the hydroplant operating licenses, thereby allowing pow-

erplants that are currently used and useful to remain in 

operation. PG&E believes that the ability to continue to 

operate the cheapest source of power PG&E has on its 

system through annual extensions to the license provides 

the substantial benefit to ratepayers while the relicensing 

activities are progressing. DRA disputes that all of these 

plants are operating on extensions. Some of the plants are 

operating on current license authority. (RT 22:1829-1830.) 

DRA does not believe it is appropriate to put the reli-
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censing efforts in rate base today based on ‘the expectation 

that they will eventually receive a license.‘ (RT 22:1830.) 

DRA points out that expectations of the future are not 

current benefits. 
 
We agree with DRA as it has framed the issue in this case. 

We point out that DRA's AFUDC recommendation simply 

defers utility rate base treatment until relicensing actually 

occurs. At that time, the plants can and will be properly 

included in rate base. We agree with DRA that postponing 

the placement of these relicensing costs in rate base should 

give PG&E an additional incentive to put its best efforts 

into obtaining these licenses. We also note, as DRA has 

pointed out, that in the event the licenses are not received, 

the benefit to the ratepayers does not exist. 
 
PG&E stated in its opening brief that in the event the 

Commission adopted DRA's position that DRA's numbers 

would still need to be recalculated. PG&E notes that DRA 

accepted PG&E's end-of-year plant estimates but those 

estimates included no AFUDC. PG&E argues that if 

AFUDC was included DRA's plant estimate for these two 

projects should have been increased. We instruct PG&E to 

provide in its comments on this proposed decision a pro-

posal for what that increase should be. PG&E is free to 

place these comments in an appendix to its comments. 
 
11.3.3 Breaker and Relay Replacement Program 
 
[29] PG&E has included $12,927,000 in its weighted av-

erage plant estimate for continuation of its breaker and 

relay replacement (BARR) program to replace obsolete 

transmission system protective equipment. DRA's estimate 

is some $10 million less, being $2,164,000 for its plant 

estimate. The difference between the parties is a disa-

greement as to what the appropriate level of spending for 

this program should be in Test Year 1993. The BARR 

program was set up as a three-phase program, each phase 

covering a three-year period. The phase in dispute is the 

third, and final phase of the distribution business unit's 

portion of the program covering the years 1992 through 

1994. DRA argues that PG&E's spending in 1991 was only 

$1.29 million for this program and that its expected 

spending for 1992 was only $1.2 million. DRA argues that 

the increase for 1993 is excessive. 
 
However, PG&E contends that DRA is confused on this 

issue. Pursuant to the ALJ's request, PG&E filed an exhibit 

setting forth the capital expenditures for this program from 

1986 through 1991. (Exhibit 234.) Exhibit 234 shows that 

PG&E has consistently spent over $9 million per year on 

the BARR program since its inception in 1985. PG&E 

contends that DRA has confused capital expenditures in 

plant additions and the pattern of plant transfers as one 

phase of the BARR program is completed and the next 

phase begins. PG&E points out that DRA is wrong when it 

states that during 1991 PG&E spent $1.29 million for the 

BARR program. PG&E points out that that amount is the 

plant addition booked at the beginning of Phase 3 of 

BARR. The capital expenditures incurred in 1991 were 

$9.3 million. (Exhibit 234.) 
 
Therefore, PG&E states that there is no large unexplained 

increase between 1991 and 1992; rather, there is a shift in 

the pattern of plant additions as planning and engineering 

is completed and installation begins. PG&E requests that 

this third and final phase of a ten-year program providing 

for the orderly replacement of these obsolete breakers be 

funded at the level it has requested in this GRC. 
 
We agree with PG&E that what DRA sees as a huge in-

crease for Test Year 1993 is more appropriately confusion 

on DRA's part as to what PG&E has actually spent on this 

program. In fact it was because of the confusion of the 

record that the ALJ requested the preparation of Exhibit 

234. We will authorize the dollars requested for the BARR 

program. We note that it is scheduled to be completed in 

1994 and look forward to our review of the dollar spent on 

this program in the next GRC. 
 
11.3.4 Transmission System Seismic Reinforcements 
 
PG&E and DRA disagree as to the appropriate level of 

spending for PG&E's program to replace seven 230 kV and 

twelve 500 kV circuit breakers vulnerable to seismic 

damage at six substations. Once again, the question is 

whether PG&E's request for Test Year 1993 funds is ex-

cessive. DRA contends that PG&E spent less than its 

budgeted amount on this program in 1991. DRA contends 

that even though the Commission's Safety Division's 

seismic report recommends this program, the Safety Divi-

sion in no way deals with PG&E's ratemaking request for 

any programs. DRA notes that the Safety Division report 

does not mandate a particular time line for the circuit 

breaker replacement nor a budget. (Exhibit 74.) 
 
PG&E argues that DRA's lower estimate is due mainly to 

DRA's incorrect calculation of the unit cost for substation 

circuit breakers to be replaced under the program. PG&E 

argues that DRA's calculation of unit cost is flawed be-

cause the witness used PG&E's 1993 plant estimate of 

some $12 million, which included only three years of 
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expenditures on what is now a four-year project. PG&E did 

not show figures for 1994 in the application workpapers 

because they will occur after the test year. Dividing this 

dollar amount by the total number of breakers to be re-

placed for the entire four years resulted in an underesti-

mated unit cost. The entire cost of the four-year project is 

estimated at $19 million. DRA's witness conceded that 

using the total four-year expenditure of $19 million rather 

than the $12 million estimate for the first three years of the 

program would have produced a higher unit cost. 
 
We agree with PG&E and our own Safety Division that 

seismic safety is of great concern and an important effort 

for PG&E to pursue. DRA is correct that the safety report 

in and of itself does not necessitate the approval of the 

dollars sought by PG&E. However, we are persuaded by 

PG&E's arguments that the dollars requested here are an 

appropriate level of dollars for this program. Therefore we 

will authorize PG&E's requested dollars for the transmis-

sion seismic reinforcement program of roughly $10 mil-

lion for electric plant for Test Year 1993. 
 
11.3.5 Echo Lake Dam Project 
 
PG&E's estimate for this project exceeds DRA's by $7.3 

million. This was one of a couple of estimates that in-

creased after the application was filed. The Echo Lake 

Dam stability project was originally estimated at a lower 

cost in PG&E's application. DRA has taken the position 

that that original estimate of $1.244 million be adopted 

while PG&E requests that a more current estimate of 

$4.555 million be used. In the spring of 1992 an alternative 

approach was selected to meet the safety concerns of the 

State Division of Dam Safety (SDDS) and FERC. The new 

construction method allows for extremely rapid installa-

tion at a far lower cost than traditional methods of dam 

construction because no concrete forms are required. This 

approach meets SDDS's and FERC's goal to have the 

construction completed by the winter of 1992. DRA's 

major objection to this project is the delay in receiving 

information, and secondly the request has increased since 

the original application. PG&E counters with the fact that 

since the application was filed PG&E has revised down-

ward its plant estimates overall by $218 million. Therefore 

PG&E contends in fairness that DRA should be willing to 

accept increases in a few projects as well as millions of 

dollars of decreases. PG&E contends that the Echo Lake 

Dam project is required for the public safety and has been 

revised in scope to meet the requirements of regulatory 

agencies, while it still represents a low-cost alternative 

through the innovative use of new dam construction 

technology. PG&E urges that its estimate for this project 

should be adopted. 
 
It is difficult to reject these arguments related to public 

safety. We note also that DRA chose not address this issue 

in its opening brief. However, the difference is still listed in 

the Comparison Exhibit. (Exhibit 235, p. 3-94.) We must 

admit that it would be tempting to adopt DRA's position 

that no item can increase after the application has been 

filed. However, we agree with PG&E that this seems unfair 

in light of all the decreases which we allow PG&E to make 

and frankly actively encourage. Obviously, we could not 

allow the overall application request to increase. But cer-

tainly we can allow certain items to fluctuate either upward 

or downward depending on the best available information 

that we have. We note that public safety is an expensive 

proposition. The failure of the Echo Lake Dam could po-

tentially cost PG&E's ratepayers many more millions of 

dollars than that being requested here. Therefore we will 

authorize PG&E's request of $4,555,000 for its Echo Lake 

Dam stability project to be placed into electric plant. 
 
11.3.6. The Mokelumne Settlement 
 
The difference between DRA and PG&E on this issue is 

the result of a proposal by a DRA auditor and thus deals 

with recorded plant, not future plant estimates. PG&E 

included in its 1990 recorded intangible plant the cost of 

settling the Mokelumne project hydro relicensing dispute. 

DRA disputes the inclusion of $1.9 million of those set-

tlement costs. D.90-12-123 adopted a settlement between 

PG&E and the City of Santa Clara regarding the dispute 

that originated in the 1970s. The issue then was whether 

municipal utilities should possess a preference over pri-

vately owned utilities in the relicensing of existing hydro-

electric projects. The settlement agreement called for 

PG&E to pay $1 million to Santa Clara, to sell electricity to 

Santa Clara and to design for Santa Clara the grizzly hy-

droelectric facility. 
 
The parties disagree as to whether D.90-12-123 deter-

mined whether or not the settlement was beneficial to 

ratepayers. The implication is that if the settlement is 

beneficial to ratepayers, ratepayers should then pay the 

costs of the settlement. 
 
Shortly before the Update hearings, the situation changed. 

On September 2, 1992, we issued D.92-09-022, granting 

PG&E's petition for modification of the original decision 

in the Mokelumne settlement. Finding of Fact 8 was re-

vised as follows: 
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‘PG&E's analysis of benefits to ratepayers under various 

scenarios indicates that benefits are highest under the 

provisions of the settlement agreement as amended, with 

grizzly being constructed for Santa Clara with later rever-

sion to PG&E, principally because of continued high 

margin power sales to Santa Clara, avoidance of any ne-

cessity to refund construction funds, and PG&E ownership 

of grizzly.‘ (D.92-09-022, Finding of Fact 8.) 
 
PG&E believes that this revised language makes it even 

more clear that it was the Commission's intention that the 

engineering study costs of the settlement, the $1.9 million 

in dispute in this case, are reasonable costs to be borne by 

ratepayers. 
 
We concur with PG&E that the September Mokelumne 

settlement decision clearly indicates that the ratepayers 

have benefited from the settlement agreement. It follows 

that the settlement costs should be borne by the ratepayers. 
 
11.4 Common Plant Allocation 
 
In addition to differences over the amount of common 

plant itself, there is a difference over the factor used to 

allocate common plant to the electric and gas departments. 

This difference in allocation factors will be addressed later 

in this decision. 
 
PG&E has included $2,471,904,000 in its estimate of test 

year weighted average common plant. DRA's estimate is 

$2,433,487,000. The difference of $38,417,000 is due to 

the disputes listed in the table below. 

 

    PG&E 

 

    Exceeds 

 

  PG&E DRA DRA 

  (Thousands of Dollars) 

 
1. Electric Vehicles 479 17 462 

2. Child Care Center 2,083 0 2,083 

3. Steam System Sale 

Adjustment 
-205 0 -205 

4. Recorded Capitalized 

PIP 
0 -21,686 -21,686 

5. Prospective Capital-

ized PIP 
0 -14,391 -14,391 

  _________________

___ 
_________________

___ 
____________________ 

 Total Common Plant 

Difference 
2,357 -36,060 38,417 

 
11.4.1 Clean Air Vehicles 
 
PG&E exceeds DRA's estimate by $462,000. However, we 

will address the issue of electric vehicles conversions and 

purchases in the context of the overall subject of clean air 

vehicles. The subject is addressed including this particular 

item in Section 19 of this decision. 
 

11.4.2 Child Care Center 
 
The subject of PG&E's child care center has already re-

ceived a fair amount of attention in this decision. In this 

context PG&E is seeking to include in its common plant 

estimate the cost of the establishment of the child care 

center in its general office building in downtown San 

Francisco. The costs include the architectural changes 

made to the building as well as the furniture and equipment 
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within the center. The dollars involved are $2,083,000. 

DRA, consistent with its other recommendations, on this 

issue has not included any dollars in its estimate for this 

project for inclusion in plant. We will not repeat the ar-

guments made by the parties on this issue. The rationale 

that we have already adopted is the same for these capital 

costs which PG&E seeks to include in rate base. We will 

deny inclusion of the child care center in PG&E's rate base 

for the reasons already stated in prior Section 9.3.3 of this 

decision. We note that the price tag on preparation of this 

child care center suggests that PG&E spared no expense in 

setting the center up. We will allow the shareholders to 

reap all the rewards of the goodwill that its center will 

engender both among its employees and within the com-

munity at large. DRA's recommendation on this issue is 

adopted. 
 
11.4.3 Steam System Sale Adjustment 
 
[30] The dispute between the parties on this issue is one 

over timing, not substance. PG&E is in the process of 

selling its steam heat system. PG&E acknowledges that 

such a sale requires Commission approval under Public 

Utilities (PU) Code § 851 and plans to file an application 

soon seeking such approval. For purposes of this GRC, 

PG&E has assumed that the steam system sale will occur 

by January 1, 1993, the effective date of the decision in this 

GRC. Thus, PG&E has reduced common plant by 

$205,000 to reflect the amount of common plant (chiefly 

motor vehicles) that will be sold with the steam system. 

DRA, on the other hand, has made no reduction to common 

plant for the sale, because of the uncertainty of the timing 

of the sale. In its brief we note that PG&E continues to 

believe that the sale will occur before January 1, 1993 and 

therefore requests that the Commission adjust common 

plant to reflect the sale. This sale also has effect on the 

calculation of the four factor allocation as will be discussed 

in a subsequent section. As instructed by the ALJ, PG&E 

included a status report on the proposed sales in its com-

ments on the proposed decision. PG&E now expects to file 

an application to sell its Steam System in December 1992. 

Clearly, approval of the application will not occur by 

January 1, 1993. 
 
PG&E now concedes that it is not appropriate to reflect the 

pending sale of the Steam Heating System in electric and 

gas revenue requirements in Test Year 1993. Therefore, we 

will adopt the reductions proposed by PG&E to the 1993 

electric and gas revenue requirements: $833,000 for elec-

tric and $174,000 for gas. 
 

Finally, PG&E recommends that its 1994 attrition advice 

filing include a statement regarding the status of the sale of 

the Steam System. PG&E believes that if the sale is com-

plete or reasonably expected to be complete by January 1, 

1994, then the Commission should remove the 1993 rev-

enue adjustments. We agree and instruct PG&E to present 

a status report on this issue in its 1994 attrition filing. 
 
11.4.4 Capitalized Portion of the Performance Incentive 

Program (PIP) 
 
Readers who enjoy beating dead horses will find this sec-

tion of particular interest. We have already discussed the 

PIP extensively in this decision. (See Section 9.2.2.) Nev-

ertheless, we will discuss in this section briefly the issue of 

the capitalized portion of PIP. PG&E correctly points out 

that DRA's recommended disallowance for the capitalized 

portion of the PIP is one of the largest in this GRC. The 

disallowance, as near as can be determined given the rec-

ord, now totals some $50 million of plant in end-of-year 

terms. PG&E contends that DRA has taken a very cavalier 

approach on this proposed disallowance. PG&E points out 

that the proposed plant disallowance was not included in 

its original reports, either in the rate base witness' report or 

the PIP witness' report. The rate base witness acknowl-

edged that his proposal was completely dependent on that 

of the PIP witness, Mr. Tolbert. During the opening hear-

ings, the rate base witness testified that the proposed dis-

allowance had increased from $13 million to $46 million. 

During rebuttal hearings, at the direction of the assigned 

ALJ, DRA attempted to clarify its position on this point. 

Unfortunately, the clarification attempt merely muddied 

the waters more. The only basis given for this recom-

mendation was that total incentive costs were never ap-

proved by the Commission for placement in rate base. 

(Exhibit 164, p. 2 as corrected during hearings.) 
 
PG&E points out that DRA's recommendation is both 

retroactive and prospective in nature. The Comparison 

Exhibit sets forth DRA's recommendation as a retroactive 

disallowance for PIP costs of $21,686,000 and a prospec-

tive disallowance of $20,026,000. ($14,391,000 on a 

weighted average basis.) The Comparison Exhibit notes 

that the information testified to by Mr. Tolbert during 

rebuttal hearings is not incorporated in the exhibit. The 

actual disallowance recommended by DRA is slightly 

higher than that set forth in the Comparison Exhibit. PG&E 

disputes DRA's argument that the Commission has never 

ruled that PIP amounts could not be placed in rate base. 

Rather, in the 1990 GRC decision, PG&E points out that 

the Commission recognized that it was extending to PG&E 
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considerable flexibility in administering the total labor 

expense. This flexibility allows PG&E to put a portion of 

the expenses designated per salaries at risk, and to make 

such payments as bonuses or awards. 
 
[31] As we have already found in this decision, since PIP is 

part of PG&E's overall total cash compensation program, 

like other wage expenses it is appropriate for inclusion in 

rate base. PG&E is correct that PIP is a labor-related 

overhead, no different than other labor-related overhead 

and supervisory costs. Because the PIP is a labor-related 

overhead, PG&E's standard practices, as well as the FERC 

accounting practices, require that a portion of the PIP costs 

be allocated to capital, to ‘follow‘ the capital labor dollars. 

PG&E points out that its practice of allocating PIP to cap-

ital is fully in compliance with the FERC Uniform System 

of Accounts, which has been adopted by the Commission. 

PG&E contends that failure to allocate a portion of this 

labor-related costs to capital would violate FERC princi-

ples. (Exhibit 224.) 
 
Once again we must agree with PG&E on this issue as it 

relates to PIP. We reject DRA's proposal to retroactively 

and prospectively disallow nearly $50 million of common 

plant for PIP. DRA's recommendation is flawed in calcu-

lation, inconsistent with the results of our CACD work-

shop report on incentive pay, in conflict with DRA's posi-

tion on total cash compensation, and in disregard of basic 

accounting principles governing allocations of overheads 

to labor. Therefore we approve all of PG&E's PIP dollars it 

has attributed to rate base. The only exception to this 

would be to future PIP dollars which PG&E has capitalized 

if they relate to employee positions that have been disal-

lowed in this proceeding. 
 
11.4.5 Four-Factor Adjustment for Steam System Sale 
 
As we have already briefly mentioned, the expected sale of 

the steam system affects the estimate of common plant. It 

also has a linked impact on the calculation of the four 

factor allocation. Upon sale of the system, the 0.11% of 

total common plant that is currently allocated to the Steam 

Department through the four factor formula will be real-

located to the Electric Department at 0.08% and to the Gas 

Department at 0.03%. In other words, PG&E points out 

that the four factor allocation will change. Once again we 

point out that PG&E and DRA do not disagree on the 

method for calculating this change or the amounts; the only 

difference is due to the uncertainty of the sale itself. PG&E 

posits that the Commission, if it approves the sale, should 

incorporate PG&E's position into this decision. The dif-

ferences that result in the allocation of common plant due 

to the sale of the steam system are shown in the table be-

low. 
 

 PG&E 

 Exceeds 

 DRA 

 ($000s) 

 
Total Weighted Average Common  

Plant Difference 38,417 

Common Allocation to Electric (67.45%) 25,912 

Four Factor Adjustment for Steam  

System Sale (.08%) 1,978 

 ____________________ 

Electric Department Allocation 27,890 

Common Allocation to Gas (32.44%) 12,462 

Four Factor Adjustment for Steam  

System Sale (.03%) 742 

 ____________________ 

Gas Department Allocation 13,204 
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As we just discussed in Section 11.4.3, we are assuming 

for purposes of Test Year 1993 that the sale of the Steam 

System did not occur and have adjusted figures in our 

appendices accordingly. 
 
11.4.6 Seismic Retrofitting for 215/245 Market Street 

Properties 
 
[32] PG&E is currently pursuing a seismic retrofit of its 

215 and 245 Market Street building, which are part of the 

company's San Francisco general office complex. This 

retrofit work began with the December 1991 relocation of 

employees who work in the buildings and it is expected to 

be completed in 1996. 
 
PG&E conceded to DRA's auditors' recommendation that 

these buildings should be temporarily removed from rate 

base pending completion of the seismic retrofit. Ms. 

Thompson, for DRA, further recommended that the plant 

be temporarily placed in CWIP, where it will accrue 

AFUDC. (Exhibit 105.) 
 
At hearings, PG&E sought a clarification of DRA's pro-

posal. PG&E requested that property taxes should also be 

capitalized as well as AFUDC while the plant is not in rate 

base. Further, under DRA's proposal, which PG&E con-

curs with, once the retrofit of the buildings is accomplished 

the buildings will once more be considered used and use-

ful. And at that time the net plant would be transferred back 

to rate base and depreciation of the amount, plus the ac-

crued AFUDC and property taxes, would recommence. 
 
We agree with DRA, and are happy to see PG&E's con-

currence, that these buildings should be removed from rate 

base during their retrofit. Therefore we will adopt DRA's 

position on this issue with PG&E's clarification discussed 

above. 
 
We note that by treating these buildings in this manner, we 

are not at this time passing judgment on the reasonableness 

of the dollars spent for the seismic retrofit of these build-

ings. We note this is an area where there can be a great 

variation in cost of the work, and we expect PG&E to use 

its dollars wisely if it hopes to obtain ratepayer funding for 

these projects. We trust PG&E will not use seismic retro-

fitting as an excuse for unnecessary ‘goldplating‘ of its 

buildings. We look forward to exploring this issue in 

PG&E's next GRC. 
 

11.4.7 MCI Agreement Telecommunications Savings 
 
In D.92-07-007, the Commission approved PG&E's 

A.92-04-011, finding in Conclusion of Law 20 that the 

MCI ‘agreement offers substantial benefits for ratepayers.‘ 

That decision found that MCI will provide PG&E a certain 

amount of capacity on its nationwide telecommunication 

system in exchange for use of two parts of PG&E's system. 
 
D.92-07-007 went on to order PG&E to: 
 
‘present in the update portion of A.91-11-036 its revised 

estimate of the annual telecommunications expenditures 

for the years 1993 through 1995. The revised estimates 

shall incorporate the savings resulting from the agree-

ment.‘ 
 
Therefore, during the Update hearings PG&E presented 

additional information as to where the promised savings 

for ratepayers due to the MCI agreement were to be found 

in this GRC. Unfortunately, there seem to be a substantial 

difference in dollar savings between what was represented 

in the MCI agreement application and this GRC update. 

The ALJ assigned to the PG&E/MCI application attended 

the Update hearings on this issue. Seemingly, what had 

been promised as ratepayer savings in the PG&E/MCI 

application were more appropriately called cost avoid-

ances in the GRC. Apparently, PG&E chose to increase its 

capital expenditures in other telecommunication projects 

to make up for the so-called savings from the MCI 

agreement. DRA signed off on these increases, or shifting 

of dollars to other fiber optic network or other ongoing 

projects. PG&E reduced its request for A&G expenses in 

Account 921 by $567,000 on a total company basis. (Ex-

hibit 237, p. 2D-3 through 2D-5.) 
 
However, this data still seems to be in conflict with what 

had been represented in the prior application. Therefore, 

the assigned ALJ ordered PG&E to prepare further exhibits 

to explain the discrepancies between the two showings. 

The ALJ received as Exhibit 245 portions of the materials 

submitted with A.92-04-011 filed under seal in both pro-

ceedings. Likewise Exhibit 246, an effort by PG&E to 

reconcile the material presented in this GRC with the 

PG&E/MCI application, was filed under seal. 

Cross-examination by the PG&E/MCI ALJ was held dur-

ing the rate design phase of this proceeding. 
 
[33] We are resigned to the fact that seemingly the savings 
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promised in the PGE/MCI application are in fact mere cost 

avoidances. Likewise, these dollars have been placed into 

other telecommunication capital projects, resulting in a 

much smaller net reduction in ratepayer expenses than we 

have previously hoped. While we will make no adjust-

ments based on the record before us, we must caution 

PG&E that in the future it must make a greater effort to 

correctly and clearly represent the true facts in any appli-

cations for approving contracts with other parties. In 

hindsight, we do not know whether or not we would have 

approved the MCI/PG&E deal given the record that is now 

before us. However, we have done so and we will stand by 

our approval. PG&E is warned that in the future when it 

represents savings to the Commission for the ratepayers 

that they had best be clear on exactly what kind of savings 

those will be. 
 
11.4.8 Materials & Supplies 
 
[34] PG&E estimates $93,429,000 in inventory for electric 

M&S. DRA's estimate is $87,169,000. The difference of 

some $6.2 million is rooted in DRA's estimating method-

ology. Once again, we note that this is a subject that DRA 

chose not to address in its opening brief. However, in the 

Comparison Exhibit the difference between the parties is 

shown on page 3-97. (Exhibit 235.) PG&E bases its esti-

mate on its own M&S inventories. DRA's recommendation 

is based on a belief that PG&E's M&S ratios, of M&S to 

plant and M&S to nonlabor expenses, are higher than those 

for other major energy utilities in California. DRA used 

San Diego Gas & Electric Company's (SDG&E) ratio of 

M&S to average plant (the next highest ratio) as a com-

parison. Based on that comparison, DRA recommends an 

overall 6.7% reduction of PG&E's M&S. 
 
PG&E, on the other hand, does not believe it is valid to 

compare the levels of inventory at various utilities using 

the ratios employed by DRA as a means to determine the 

level of M&S that should be allowed in rate base for any 

given utility. (RT 55:5085.) PG&E points our that the 

operating characteristics of utilities, which have a direct 

impact on the amount of M&S which should be held in 

inventory, can vary significantly. PG&E believes that 

M&S turnover is a better indicator of the effectiveness of 

M&S handling policies and procedures than the plant to 

M&S ratios used by DRA. PG&E argues that a high M&S 

turnover indicates that materials are moved quickly and 

efficiently in and out of the warehouse, reducing the need 

for high inventory levels. PG&E points to a 1990 inventory 

survey conducted by Florida Power & Light which found 

PG&E to have the highest materials turnover of the utilities 

surveyed. (Exhibit 224, p. 3.) 
 
Additionally, PG&E believes that DRA has incorrectly 

calculated its results. DRA relied on FERC Form 1 Annual 

Reports for its data. PG&E points out that the total mate-

rials reported in the FERC Form 1 are almost three times as 

great as the amount of M&S included in PG&E's rate base. 

This is because materials from FERC's perspective include 

Diablo Canyon M&S, fuel stock, stores, gas linepack, 

unpaid liabilities, stock which is inactive after three years, 

and other minor categories of materials. None of these are 

included in PG&E's rate base recommendation. PG&E 

concludes that when these adjustments are made to the 

FERC Form 1 data, PG&E's M&S ratios are not out of line 

with other California utilities. Finally, PG&E points out 

that its estimate is a conservative one, simply escalating the 

recorded end of year 1990 M&S balance. This approach 

deliberately makes no allowance for real growth in 

PG&E's system, reflects the successful efforts of PG&E's 

warehouse management personnel to implement innova-

tive inventory control procedures, thereby lowering in-

ventory levels and holding the line on cost increases. All 

this is done while still maintaining quality service to cus-

tomers, in PG&E's view. (RT 22:1839 through 1841.) 
 
In reviewing the record on this issue, we find PG&E's 

showing to be adequate and more persuasive than DRA's 

arguments. Therefore, we will adopt PG&E's M&S esti-

mate for rate base purposes. 
 
11.5 Depreciation Reserve 
 
Plant in service difference are the only reason that PG&E 

and DRA proposed different depreciation reserve amounts. 

The differences are due to (1) PG&E and DRA disagree on 

plant additions up to and including Test Year 1993 and (2) 

PG&E recommends retaining Geysers Unit 15 in rate base 

while DRA recommends its removal. The Geysers Unit 15 

will be discussed in a later portion of this decision. As to 

the other, we will adopt depreciation reserve amounts 

consistent with the plant additions we have approved in 

this decision. 
 
11.6 Customer Advances 
 
PG&E has stipulated to DRA's estimate of customer ad-

vances, which has increased rate base. DRA believes that 

its method, which used more recorded years of data, pro-

vides a more accurate allocation of advances between 

electric and gas customers. Even though there is no dollar 

difference between PG&E and DRA on this issue, PG&E 
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agrees with DRA's proposal that PG&E investigate alter-

native methods for forecasting customer advances prior to 

PG&E's next GRC. Therefore, we shall endorse the stipu-

lated agreement set forth in this GRC and order that PG&E 

report to us in its next GRC the results of this investigation. 
 
11.7 Utility Design, Inc. Recommendations 
 
A small consulting engineering firm, Utility Design, Inc. 

(UDI), has made some recommendations in this case re-

garding tariff provisions and affecting rate base estimates. 

The underlying premise of this recommendation is that if 

applicant-installed facilities (AIFs) were used more by the 

utilities, then there would be a tremendous saving to the 

ratepayers. It is no mere coincidence that this position 

would also further the business opportunities of UDI. UDI 

argues that PG&E's 1993 Test Year rate increase could be 

reduced by almost a hundred million dollars if we applied 

tariff rules currently in effect and required and encouraged 

more AIFs. (Exhibit 303.) 
 
However, UDI completely failed to prove its hypothesis. 

UDI's cross-examination of PG&E's plant witness indi-

cated how drastically it misused PG&E's recorded plant 

amounts to reach its conclusion that there will be ‘savings‘ 

from increased use of AIFs. We find the arguments raised 

by UDI in this proceeding to be without merit. 
 
On a procedural note, PG&E points out that the same ar-

guments have been raised by UDI before. In PG&E's last 

GRC, these issues were raised and the ALJ ruled that they 

should be more properly addressed in a complaint case. 

PG&E points out that complaint cases still open. Further, 

the Commission has opened Rulemaking (R.) 92-03-050 to 

investigate other aspects of the line extension rules for gas 

and electric facilities, which are the tariffs of concern to 

UDI. 
 
With a great deal of tolerance, the assigned ALJ in this 

GRC allowed UDI to present its desired showing. How-

ever, we stand by our finding that this issue is better heard 

in a complaint case. We realize that the complaint is still 

pending before us. Therefore, we will direct this issue, if 

UDI wishes to pursue it, to the rulemaking we have re-

cently opened. We feel compelled to caution UDI that the 

showing it has made in this proceeding, if any example of 

the kind of showing it is capable of making, is not persua-

sive and will not at the end of the day compel us to adopt its 

views. 
 
12. Depreciation 

 
PG&E's electric depreciation expense is $4,372,000 less 

than DRA's estimate. This is out of the total of some 

$620,000,000. The difference is due primarily to DRA's 

proposal to provide additional depreciation for retired Unit 

15 at the Geysers. The remaining differences are due to 

DRA's proposed changes to recorded and forecast depre-

ciable plant. Other than these differences, PG&E and DRA 

are in agreement with characteristics of depreciation, ex-

pected service lives, net salvage rates, and depreciation 

curve types. PG&E's estimate of $6,503,913,000 for the 

weighted average electric depreciation reserve is less than 

DRA's estimate of $6,537,986,000 by some $34 million. 

This difference is once again due to DRA's proposal re-

garding the treatment of Geysers Unit 15. (Geysers Unit 15 

will be addressed as a separate section in this decision.) 

The remaining difference is due to DRA's proposed 

changes to recorded and forecast plant amounts. 
 
13. Decommissioning 
 
13.1 Fossil Plant Decommissioning 
 
[35] Decommissioning costs include the costs associated 

with the demolition of each powerplant and the restoration 

and remediation of the plant sites. These costs are associ-

ated with providing service. DRA does not object to the 

fossil decommissioning costs, or the assumptions used in 

developing these costs. (Exhibit 108.) 
 
The decommissioning cost estimates include preparing the 

plant for demolition which includes the removal and dis-

posal of nonhazardous, hazardous, and asbestos-containing 

materials. Secondly, the demolishing, removing, trans-

porting, and disposing of the powerplant and its associated 

equipment is completed. And finally, the sites are restored 

following the demolition, removal, and disposal activities. 

(Exhibit 6, Chapter 13.) Currently, total financial costs are 

$751 million. These cost estimates are based on current 

technology and current local, state, and federal regulations. 

These estimates will be reviewed and revised in each 

subsequent GRC filing to account for future increases or 

decreases resulting from changes in project scope, cost 

estimating, methodology, technology, and regulations. It 

maybe 20 years or more before some of these plants are 

actually decommissioned, therefore, a reasonable expec-

tation is that these cost estimates will change. However, 

the current estimates are the best estimates available at this 

time. Therefore absent any future changes, these are the 

costs that PG&E reasonably can expect to incur for de-

commissioning. We agree with PG&E that these estimates 
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should be included in rates as reasonable estimates of costs 

required to provide service in a manner consistent with 

protection and enhancement of the environment of Cali-

fornia. We concur with the recommendations of DRA that 

such costs should be internalized within rates. 
 
13.2 Nuclear Decommissioning 
 
PG&E and DRA agree on the amount of nuclear decom-

missioning expense for ratemaking purposes of 

$54,474,000 annually. (Comparison Exhibit, Exhibit 235, 

p. 3-92.) PG&E's nuclear decommissioning cost study was 

admitted by stipulation. We agree with PG&E that its cost 

study was consistent with the requirements of the Nuclear 

Facility Decommissioning Act (Act), PU Code § § 8321 et 

seq. The purpose of the study is to assure that contributions 

accumulate sufficient funds for decommissioning. Such 

costs and resulting contributions are reviewed during each 

rate proceeding. 
 
Cost estimates for decommissioning are based on loan 

changes from prior studies, state-of-the-art technology, 

and current federal regulations, pursuant to § 8327 of the 

Act. These studies produce estimates resulting in total 

decommissioning costs on a 1991 dollar basis of 

$712,806,000, including contingency, for Diablo Canyon 

and $79,214,000, including contingency, for Humboldt 

Bay Unit 3. (Exhibit 6, Chapter 13-C.) Based on these cost 

estimates, PG&E estimated the revenue requirements for 

decommissioning based on cost escalation and return as-

sumptions. The purpose of these estimates was to review 

the adequacy of the contributions to the decommissioning 

funds for both Diablo Canyon and Humboldt Bay Unit 3. 

PG&E is required to maintain externally managed, segre-

gated funds for decommissioning. To estimate the required 

contributions to reach the ultimate cost of decommission-

ing, escalation rates are used to convert the estimated de-

commissioning costs in 1991 dollars into future year dol-

lars. This total is compared with contributions, and the 

estimated rates of return, net of any taxes or costs to ad-

minister the funds, on the invested decommissioning trust 

funds. (Exhibit 6, p. 13B-4.) 
 
PG&E points out that for Diablo Canyon Unit 1 contribu-

tions could be slightly higher and Unit 2 contributions 

could be slightly lower. However, in order to avoid un-

necessary administrative burden of revising IRS Qualified 

Contributions, PG&E recommends that this minor fluctu-

ation in estimated contributions not result in a change for 

this rate case cycle in the present level of ratemaking ex-

pense for nuclear decommissioning for Diablo Canyon. 

 
For the Humboldt Bay plant, the data presented in this 

GRC indicates that there now exist adequate funds to 

complete the decommissioning of Humboldt Bay Unit 3. 

Consistent with § 8322 of the Act, PG&E proposes that 

neither additional contributions nor refunds are necessary 

at this time for Humboldt. 
 
Consistent with the requirements of the Nuclear Facility 

Decommissioning Act, we find PG&E's nuclear decom-

missioning cost estimates to be reasonable and authorized 

their inclusion in rates for this rate case cycle 1993 to 1995, 

subject to review and updating in PG&E's next GRC. 
 
14. Working Cash 
 
For the most part, PG&E and DRA have resolved prior to 

and during hearings the majority of their differences re-

garding the working cash line item in the results of opera-

tions. As shown in the Comparison Exhibit (Exhibit 235), 

one final difference between PG&E and DRA is the allo-

cation of certain total company items to the Electric De-

partment based on a four factor allocation. PG&E uses 

67.53% while DRA uses 67.45%, a 0.08% difference. In 

addition, PG&E and DRA differ on the Electric Depart-

ment rate base, working cash, by an amount of some $16 

million. This difference derives mainly from differences in 

inputs, from other sources in the results of operations, and 

from different escalation rates. 
 
PG&E and DRA are basically using the same base forecast 

amounts for all components of the operational cash re-

quirements before escalation, except for the amounts of 

accounts receivable and deferred debits, where PG&E 

stipulated to DRA's accounts. While PG&E and DRA are 

in agreement on the methodology, different escalation and 

growth factors were used by DRA in developing the op-

eration cash requirements. We will use escalation rates for 

working cash that are consistent with escalation rates 

adopted elsewhere in this decision. 
 
Other differences that are the result of difference expense 

estimates provided by other witnesses will be resolved by 

being consistent with the estimates adopted for particular 

accounts. 
 
15. Jurisdictional Allocation 
 
DRA and PG&E agree on the methodology or allocation of 

costs and revenues between state and federal jurisdictions. 
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Given that no other party contested the jurisdictional al-

location, PG&E's method for jurisdictional allocation and 

its underlying assumptions should be adopted. 
 
In PG&E's last GRC, we ordered that in future general rate 

cases PG&E provide a cost-benefit study for its discounted 

sales to be included in CPUC jurisdiction during the test 

year. (34 CPUC2d 199, 275.)PG&E proposes to continue 

the treatment approved in that GRC of allowing revenues 

and costs associated with discounted sales to remain in the 

CPUC jurisdiction. While below fully allocated costs, the 

rates for discounted sales are above the incremental cost of 

providing service. Therefore this provides the contribution 

to margin to benefit all customers. PG&E presented in this 

proceeding cost-benefit analysis demonstrating the bene-

fits of each of these contracts. (Exhibit 8.) No party con-

tested this proposal. We find PG&E's proposal reasonable 

and shall adopt it in this proceeding. 
 
16. Results of Operations for Gas Department 
 
16.1 Overview 
 
If the reader of this decision is daunted by yet another foray 

into more seemingly endless accounts, he should take 

comfort from the fact that there are first, fewer accounts in 

dispute for the Gas Department, and second, many of the 

arguments are common to those already discussed in detail 

in the Electric Department. Therefore, we endeavor not to 

repeat arguments in this section. 
 
Both PG&E and DRA chose a base estimate to estimate the 

expenses associated with gas production, storage, trans-

mission, and distribution for the test year. The base esti-

mate was derived either from the use of 1990 recorded data 

or an average of the costs in previous years. Adjustments 

were then made to some of the accounts to reflect specific 

changes and activity levels, special projects, and additions 

or deletions to plant. 
 
16.2 Gas Production Expenses 
 
16.2.1 CPUC Account 807.2 (PG&E Account 1716): 

Purchased Gas Measuring Expenses 
 
[36] This account includes the expenses incurred directly 

for measurement activities associated with purchased gas 

for resale. PG&E originally used a five-year average for 

both materials and labor base estimates. DRA chose to use 

1990 recorded costs. In the Comparison Exhibit, PG&E 

accepted DRA's position. (Exhibit 235.) 
 
16.2.2 CPUC Account 807.4 (PG&E Account 1717): 

Purchased Gas Calculations Expenses 
 
PG&E is requesting $1,584,000 for this account, with 

DRA's estimate at $1,533,000. The $212,000 difference 

represents a reduction DRA made to PG&E's request for 

additional manpower due to gas industry restructuring and 

associated PIP. PG&E accepts reductions proposed by 

DRA for forecast changes for labor and materials and 

services in Account 1717 of $72,000 and $21,000, respec-

tively. Thus, PG&E has conceded that the use of last rec-

orded year data as a base is reasonable. 
 
The issue still in contention between the parties is whether 

new positions need to be filled for this account (and related 

accounts to be discussed later) in light of the restructuring 

that has been going on in the gas industry. PG&E argues 

that additional positions are necessary because the gas 

production operation has been extensively affected by gas 

industry restructuring since May 1, 1988. Five additional 

positions were added in 1990 to deal with these changes. 

DRA points out that three of the five additional positions 

have yet to be filled by PG&E. PG&E also justifies its 

request for additional positions based on the amount of 

overtime that its existing employees have put in in recent 

years. DRA counters that argument by stating that over-

time pay is captured in recorded year data and thus is al-

ready accounted for. While DRA agreed that the large 

amount of overtime was unreasonable to expect of anyone, 

PG&E continues to maintain that the current unfilled po-

sition should take care of the increased need. The request 

for PG&E staffing is merely to carry out industry structure 

changes to provide new customer options at the direction 

of the Commission and therefore should be accepted. 
 
While in other sections of this decision we have pointed to 

the compensation strategy of PG&E as sufficient reason to 

avoid needing new positions, (i.e., improved productivity 

from its employees) in this instance we agree with PG&E 

that the gas restructuring program which we have em-

barked upon could and has increased the workload on 

PG&E's Gas Department. The documented overtime hours 

indicate a need for additional personnel. There is nothing 

in our ongoing gas restructuring dockets to indicate that 

this workload will diminish at any time in the near future. 

We note that PG&E has in fact shown a reason why it 

needs the increased positions while DRA's argument that 

the three positions unfilled in 1991 should take care of the 

increased demand is not documented. We will adopt 
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PG&E's estimate for CPUC Account 807.4. 
 
16.2.3 CPUC Account 807.5 (PG&E Account 1718): 

Other Purchased Gas Expenses 
 
This account includes the expenses associated with pur-

chased gas for resale that are not incorporated elsewhere. 

Originally PG&E used a five-year average to derive both 

its base estimate for labor and materials and services. DRA 

used 1990 recorded data for both categories. In the Com-

parison Exhibit PG&E has accepted DRA's position on this 

account. Therefore, DRA's position, being the more rea-

sonable one in any event, will be adopted for this account. 
 
16.3 Gas Storage Expenses 
 
16.3.1 CPUC Account 831 (PG&E Account 1411): 

Maintenance of Structures and Improvements 
 
This account includes the expenses associated with the 

maintenance of underground storage structures. PG&E 

used 1990 recorded data to arrive at a base estimate of 

labor and materials expenses it claims to need to continue 

levee repair at McDonald Island. The total dollars for the 

McDonald Island levee repair that are in dispute between 

PG&E and DRA are $2.5 million. PG&E also seeks 

$383,000 for cleaning and repainting the compressor and 

processing platforms beginning in 1992 and continuing 

through 1994. DRA recommends that this $383,000 ad-

justment for repainting in the 1995 attrition year should be 

disallowed. 
 
The disagreement over the McDonald Island levee repairs 

cannot be addressed without some historical background 

being presented. The failure of the levees around McDon-

ald Island in 1982 led to the formation of a Reclamation 

District to undertake repairs to the levee system. Five 

property owners and PG&E make up the Reclamation 

District and PG&E currently holds one of the three seats on 

the Reclamation District's board of directors. (RT 

17:1177-1178.) 
 
The issue of the McDonald Island levee repair work was 

the subject of testimony in PG&E's last general rate case. 

There, PG&E's witness testified that the work was ex-

pected to be completed by 1991. Additionally, in that 

GRC, the total levee rehabilitation program cost was es-

timated at $13,717,000. (RT 16:1154-1155.) Likewise in 

the last GRC, PG&E's share of the assessments to the 

Reclamation District was 79%; in the 1990-91 fiscal year 

that share was increased to 95%. None of the other prop-

erty owners on McDonald Island have, at any time since 

the project began, contributed any cash to the assessment 

district. Instead, all the other players have made their 

payments in ‘dirt.‘ (RT 16:1178.) 
 
DRA states that these facts make it unreasonable for the 

ratepayers to spend any more money on the McDonald 

Island levee repair work. DRA bases this recommendation 

in large part on its opinion that PG&E seems to have little 

knowledge of, or control over, what is being done with the 

money. DRA points out that the design of the levee repair 

work seems to be a moving target fluctuating between a 

300-year flood design down to a preparation for a 50-year 

flood. (Exhibits 160, 161.) 
 
As best as DRA could ascertain, the reason for the delay in 

completing the levee repairs is the virtual disappearance of 

the soil used to rebuild the levees. This is due in part to 

subsidence and in part to the nature of the soil being used. 

Twice as much soil will have to be shifted as originally 

predicted. DRA is concerned about the competence of the 

consultants, engineers, and contractors who have so mis-

calculated the cost of levee repair. DRA further believes 

that the other property owners of the Reclamation District, 

who are only paying in dirt, should somehow have to in-

crease their shares since the subsidence of the dirt has been 

one of the problems with the project. 
 
Furthermore, DRA is troubled that PG&E has not aggres-

sively sought reimbursement of some of these funds from 

the State of California. DRA concedes that it is the Rec-

lamation District that must seek these funds but notes that 

PG&E is one of the votes on the Reclamation District and 

is certainly the major, in fact the only, financial contributor 

to the project. DRA requests disallowance of this item, not 

because it does not believe that McDonald Island is of use 

to ratepayers, but because DRA is very concerned about 

the casual way in which PG&E has thus far handled this 

expenditure of ratepayer funds. 
 
PG&E counters with statements regarding the value to 

ratepayers of protecting the facilities on McDonald Island. 

PG&E points out that its gas storage facilities on McDon-

ald Island have a cycle capability of 27 billion cubic feet 

and a maximum daily withdrawal capability of approxi-

mately 1.5 billion cubic feet. PG&E also cites the testi-

mony of intervenor Sesto Lucchi, who testified that gas 

storage facilities are a small cost item compared to the 

benefits provided by storage to northern California rate-

payers. (Exhibit 302.) PG&E argues that its share of the 
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special assessment fee to the McDonald Island Reclama-

tion District for completion of levee rehabilitation work in 

1993 is a reasonable expense and should be paid for by 

PG&E's ratepayers. PG&E argues that the costs for such a 

project are likely to change over time. PG&E's current best 

estimate for the total project is approximately $15.5 mil-

lion. (RT 16:1159.) PG&E maintains that the range has 

gone as high as $28 million. In addition, an engineering 

study done by PG&E concluded the costs to be between 

$11.8 million and $17.5 million. (Exhibit 35, p. 2.) 
 
PG&E contends that it is unclear whether there will be 

funds available through the state for the Reclamation Dis-

trict to claim. Finally, PG&E argues that its responsibility 

to provide gas during the winter heating season means 

PG&E must take reasonable action, including ongoing 

levee rehabilitation. PG&E believes that the cost of failing 

to maintain the levees at McDonald Island would be far 

more expensive than including payments reasonably ex-

pected to occur for 1993 levee work in gas storage ex-

penses. PG&E has not so far experienced the same level of 

curtailments as other California gas suppliers. Therefore 

PG&E concludes that inclusion of these levee repair fees to 

the McDonald Island Reclamation District is appropriate 

and provides direct benefit to ratepayers. 
 
[37] On this issue we must agree with DRA that PG&E has 

failed to adequately substantiate and justify why the rate-

payers should continue to fund the project that should have 

been already completed. PG&E's initial showing on this 

issue was not terribly specific, and it is unclear as to what 

efforts PG&E is making to influence the Reclamation 

District in the running of its project in the best interest of 

its ratepayers. We acknowledge that programs often have 

cost overruns. However, when this occurs, the burden is on 

the utility to convince us why we should continue to au-

thorize funds provided by ratepayers. We are unconvinced 

that PG&E's share of the total project is reasonable and in 

the ratepayers' interest. We note that the ratepayers have 

already funded some $13 million towards the levee repair 

work. We suspect that PG&E will have a greater incentive 

to urge the Reclamation District to obtain state funds if in 

fact PG&E shareholders are at risk for these dollars. While 

we agree that the McDonald Island storage facility is a 

benefit to ratepayers, PG&E has failed in its showing to 

convince us that more money is justifiably authorized for 

this project. Therefore, we will adopt DRA's estimates for 

CPUC Account 831. 
 
16.3.2 CPUC Account 834 (PG&E Account 1414): 

Maintenance of Compressor Station Equipment 

 
This account includes the expenses associated with the 

maintenance of underground storage compressor station 

equipment. Although the parties originally disagreed as to 

the estimating methodology, PG&E accepted DRA's posi-

tion in the Comparison Exhibit. (Exhibit 235.) Therefore, 

we will adopt DRA's estimate for this account as reasona-

ble. 
 
16.4 Gas Transmission Expenses 
 
16.4.1 CPUC Account 851 (PG&E Account 1851): System 

Control and Load Dispatching 
 
[38] Out of an account of over $6 million, PG&E and DRA 

disagree over roughly $160,000. However, PG&E ac-

cepted reductions of $30,000 proposed by DRA for 

mathematical error in this account. (PG&E Opening Brief, 

p. 263.) The arguments related to this account are basically 

the same as those discussed above for CPUC Account 

807.4. The issue is the need for additional manpower to do 

gas industry restructuring. DRA for this account recom-

mends disallowance of funding for three of the eight posi-

tions sought. The three positions DRA believes are un-

necessary are for a gas planning engineer, gas analyst, and 

gas analyst programmer. While DRA agrees that additional 

work may result from gas industry restructuring, DRA 

does not believe the need for new employees will be as 

great as PG&E claims. 
 
We believe that PG&E has sufficiently shown that the gas 

industry restructuring has caused a significant increase in 

workload for the departments affected by this account. We 

have no wish to foster a system of excessive overtime for 

existing workers. In fact we disagree with DRA's statement 

in its opening brief that no negative effects have been 

found on the remaining staff given positions not being 

completely filled. (DRA Opening Brief, p. 26G.) DRA 

does not give any particular justification for its recom-

mendation of fewer staff positions. We are well aware 

given the number of decisions and proceedings ongoing in 

this area that the workload must have increased for PG&E 

staff. Therefore, we will authorize what PG&E has re-

quested for CPUC Account 851. 
 
16.5 Gas Distribution Expenses 
 
16.5.1 CPUC Account 877 (PG&E Account 1957): Re-

moving and Resetting Meters and Regulators 
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[39] This account includes the expenses associated with 

resetting, removing, or changing nonindustrial meters and 

regulators. Both PG&E and DRA used 1990 recorded data 

to derive their base estimates of labor and materials ex-

penses. The differences in this account are due to differ-

ences regarding two programs of PG&E. The first is the 

gas pipeline replacement program (GPRP) and the second 

is the meter protection program (MPP). The adjustment for 

the GPRP in this account which DRA seeks is $243,000 

and the adjustment for MPP in this account is $1,623,000. 

We will address these programs in the sections below. 

These programs also relate to several accounts to follow. 

We believe it makes more sense to discuss the programs as 

a whole. 
 
16.5.1.1 Gas Pipeline Replacement Program (GPRP) 
 
The GPRP was established in 1984 to replace, according to 

a 20-year schedule, deteriorating gas piping systems, spe-

cifically all cast iron distribution mains and most pre-1931 

steel distribution mains. At the same time service re-

placement and meter relocation work is being done. The 

GPRP involves significant O&M dollars in several dif-

ferent accounts due to the required relocation of existing 

facilities in conjunction with the capital reconstruction 

work. Included in the operation expenses are the costs of 

maintaining service to customers during construction, 

coordinating the work with the various agencies and utili-

ties in the area, and engineering. Maintenance expenses 

include the cost of relocating gas meters, of bringing the 

existing services and meters up to current codes and 

standards not in effect when the original construction took 

place. 
 
DRA has recommended a reduction in Test Year 1993 

expenditures for this program in several accounts: 

 
PG&E Account 1957 - $243,000 

Account 1964 - $1,132,000 

Account 1603 - $525,000 

Account 1607 - $809,000 

Account 1609 - $245,000 

 
The primary reason for DRA's suggested reductions from 

PG&E's requests for this program is a comparison of what 

PG&E has actually spent on GPRP as opposed to what it 

has forecasted since 1988. DRA is convinced that PG&E 

consistently overstated the amounts needed to perform the 

different categories of work. DRA reached this conclusion 

through studying PG&E's GPRP annual progress reports 

filed with this Commission and developed from them unit 

costs for the services to be replaced. DRA believes that 

there is a declining trend in expenses in the San Francisco 

area where the major portion of the work will take place. 

DRA also has taken into account PG&E's six years of 

program experience. DRA argues that the one undeniable 

fact about the trend of GPRP expenses is that PG&E has 

consistently recovered more in rates than it has spent for 

O&M costs. Since none of the excess amounts have been 

applied towards the expenses in future years, DRA be-

lieves that these overestimations have resulted in windfall 

profits to PG&E shareholders and should be refunded. 

Finally, DRA recommends that further downward ad-

justment should be made to all the accounts including 

GPRP expenses in the attrition years if PG&E spends less 

than what is budgeted for GPRP in Test Year 1993. (Ex-

hibit 104.) 
 

PG&E counters these arguments with the fact that the 

GPRP is moving into neighborhoods in San Francisco 

where the density levels will result in higher costs. 
 
PG&E also points out that DRA's analysis and develop-

ment of unit costs ignored abnormal data such as the fact 

that the dollars from the Marina District reconstruction 

after the 1989 Loma Prieta earthquake were less than they 

would be in normal circumstances, since PG&E had the 

advantage of being able to work in an area where the 

streets were closed down anyway. Likewise, PG&E points 

to a fact that a second DRA witness testified that a higher 

allowance for expenditures in San Francisco is needed 

because of the density and resulting working conditions. 

PG&E points out that DRA gives no citation to any evi-

dence for its proposition that PG&E has recovered more in 

expenses than it has spent on this program. In fact, PG&E 

replaced more gas pipelines than was expected in 1991. 
 
PG&E points out it is reasonable to expect the expense 

level for installation to change as work is performed in 

different areas of the city. In 1992 and 1993, the work will 

be moving into Chinatown where costs are anticipated to 

be high because of the density of the area. 
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Finally, PG&E points out Safety Division of the Commis-

sion has supported PG&E's existing and planned gas 

pipeline replacement program. PG&E points out that the 

importance of this program should be obvious. It is part of 

the company's overall seismic safety improvement pro-

gram, for which the Safety Division of the Commission 

recommends older facilities be replaced. (Exhibit 74.) 

Finally, PG&E argues that it would be inconsistent with 

the State of California's policy on seismic safety im-

provement by the year 2000 for this Commission to reduce 

the dollars which PG&E plans to spend on this program for 

Test Year 1993 and beyond. 
 
On this program we must agree with PG&E as to both the 

importance and necessity of moving forward with the gas 

pipeline replacement program as quickly as possible. The 

1989 Loma Prieta earthquake certainly showed us the 

importance of PG&E replacing its old pipes throughout the 

City of San Francisco. In fact, perhaps if the Marina Dis-

trict had its pipelines replaced, some of the problems that 

erupted in that neighborhood as a result of the earthquake 

may not have occurred. In any event, we want PG&E to 

move forward with this program with due diligence. Be-

cause of that desire, it would be unreasonable for us to 

authorize less money than PG&E believes it needs to keep 

this program on track. Likewise, we agree with PG&E's 

analysis that the cost of doing the pipeline replacement will 

vary from neighborhood to neighborhood in San Francis-

co. Certainly to anyone who has walked the streets of 

Chinatown and the Financial District will realize that the 

unit costs will be substantially higher, than for example, 

what the costs were on deserted streets in the Marina Dis-

trict after the earthquake. By authorizing the dollars PG&E 

requests for all of the accounts that deal with the gas pipe-

line replacement program, it is our fervent hope that PG&E 

actually spends the money on this program. We agree that 

this program is an important element of seismic safety 

improvement and urge PG&E to exercise due diligence in 

not only keeping the program on its targeted time line, but 

where feasible speeding up the program. Therefore, we 

will authorize all dollars related to the GPRP which PG&E 

has requested in this proceeding. 
 
16.5.1.2 Meter Protection Program (MPP) 
 
In 1990, PG&E began the meter protection program to 

correct gas meter locations not in conformance with cur-

rent policies and standards. Thus far, 7,821 meters have 

been checked and corrective action has been taken on 

3,673 meters. (Exhibit 7.) PG&E seeks an increase of some 

$3.6 million for Test Year 1993 for this program. DRA, on 

the other hand, recommends that the increase for 1993 over 

1990 recorded expenses be limited to roughly $2 million. 

The difference of $1.6 million is in dispute between the 

parties. This dispute exists in CPUC Account 877, dis-

cussed above. 
 
DRA proposes a disallowance for this project for the fol-

lowing reasons. First, DRA is not satisfied with PG&E's 

explanation of the dramatic discrepancies in the costs of 

installing barrier posts. According to information provided 

by PG&E, DRA notes that the installation of the barrier 

posts in Santa Rosa costs $91, while in San Francisco it 

costs $1,161. Even PG&E's own witness questioned the 

accuracy of these estimates, but PG&E then proceeded to 

base its expense estimate on these numbers anyway. 
 
Secondly, DRA believes that there is an obvious overlap 

between work performed in connection with the GPRP and 

that involved in the MPP, raised in the concern that rate-

payers maybe paying twice for some jobs. Finally, DRA 

points out that PG&E's own annual progress reports on the 

MPP show that PG&E has overcollected for the work it has 

performed relocating, replacing, and protecting meters. 

(RT 17:1214.) DRA recommends that future expenditures 

for attrition years should be adjusted downwards if PG&E 

does not spend whatever the budgeted amount is. PG&E 

argues that the reduction in the expense estimate suggested 

by DRA could extend the MPP completion schedule be-

yond what has been agreed upon with the Commission's 

Safety Division. However, PG&E does not actually ad-

dress DRA's assertion that there is overlap with the GPRP 

program, other than denying that ratepayers will pay twice 

for any part of the work. PG&E also states that DRA's 

concerns about unit costs are not well-founded. PG&E 

claims it used barrier post installation estimates of from 

$150.00 to $250.00 per post. 
 
For this program, we do not believe PG&E has made 

strong enough showing to justify the increase it requests. 

We believe PG&E did a better job in justifying its gas 

pipeline replacement program dollars. We agree with DRA 

that there should be some cost savings that PG&E has not 

calculated in coordinating the MPP program with the 

pipeline replacement program. Likewise, we are discon-

certed by the seemingly wide variance in costs related to 

barrier posts. We note that DRA's recommendation does in 

fact allow for an increase over 1990 recorded dollars. 

Therefore, we will authorize DRA's recommended dollar 

amount for CPUC Account 877 for the meter protection 

program. This results in a downward adjustment from 
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PG&E's request of some $1.6 million. 
 
16.5.2 CPUC Account 879 (PG&E Account 1964): Cus-

tomer Installation Expenses 
 
This account includes the expenses associated with work 

performed on customer premises other than removing and 

resetting meters and regulators. The disagreement in this 

account between PG&E and DRA relates to the estimated 

GPRP expenses. DRA recommended the disallowance of 

$1,132,000 for this account. For the reasons already dis-

cussed related to GPRP, we will approve PG&E's rec-

ommendation for Test Year 1993 expenses for CPUC 

Account 879. 
 
16.5.3 CPUC Account 880 (PG&E Account 1960): Dis-

tribution Maps and Records 
 
Due to a difference in their estimating methodologies, 

DRA recommends a $270,000 reduction in this account 

from PG&E's request. This account includes the expenses 

associated with the preparation of distribution maps and 

records. PG&E used a five-year average for both its labor 

and materials expenses to account for fluctuations that 

occur in this account. DRA believes the use of 1990 rec-

orded data is more appropriate in order to reflect im-

provements in computer mapping technology that have 

occurred since the last GRC. However, PG&E counters 

that its automation program does not so much lower ex-

pense costs but rather provides the customer with better 

service. Future plans, for example, according to PG&E, 

include expansion to handle distribution data bases and 

document management associated with the map facilities. 

(Exhibit 7, Chapter 8.) 
 
We agree with PG&E that given the fluctuations in this 

account, its estimate is reasonable. Likewise, we agree that 

in this instance the computerization has not necessarily 

resulted in the reduction of expenses. 
 
16.5.4 CPUC Account 880 (PG&E Account 1961): Other 

Expenses 
 
We note that PG&E has accepted DRA's position in the 

Comparison Exhibit; therefore, there is no longer any 

disagreement over this account. We will adopt the number 

as set forth in the Comparison Exhibit for this account. 

(Exhibit 235.) 
 
16.5.5 CPUC Account 887 (PG&E Account 1603): Mains - 

Other 
 
This account includes the expenses associated with the 

maintenance of distribution mains, excluding leak repairs 

on cast iron mains. DRA had recommended a disallowance 

of $525,000 due to the GPRP expenses. We reject DRA's 

position on GPRP and adopt PG&E's estimate for CPUC 

Account 887. 
 
16.5.6 CPUC Account 892 (PG&E Account 1607): Ser-

vices 
 
This account includes the expenses associated with the 

maintenance of gas distribution services. Once again, the 

only disagreement relates to the gas pipeline replacement 

program. Once again, we reject DRA's recommended 

disallowance in this account of $809,000 for the reasons 

stated in the above section. 
 
16.5.7 CPUC Account 893 (PG&E Account 1609): House 

Regulators 
 
This account includes the expenses associated with the 

maintenance of gas regulators. Again, DRA's only disal-

lowance relates to the GPRP, of $245,000. Maintaining 

consistency, we reject DRA's recommended disallowance 

for GPRP. We will adopt PG&E's estimate for CPUC 

Account 893. 
 
16.6 Customer Account Expenses 
 
[40] PG&E's estimate of $87,949,000 for Gas Department 

customer account expenses (excluding uncollectible ac-

counts) exceeds DRA's estimate of $85,822,000 by 

$2,127,000. Disagreements over estimates for customer 

growth in several accounts contribute to $1,184,000 of the 

difference. The difference of $943,000 in PG&E Account 

976 is due to DRA's exclusion of the customer payment 

option communication program and the customer's service 

program evaluation project. (Exhibit 235, pp. 4-35, 4-36.) 
 
We note that estimates of Electric and Gas Departments 

customer accounts expense are derived from an allocation 

of total expenses. This is done because the expenses are 

similar or identical for both departments since, for the most 

part, it is the same meter reader or the same clerk per-

forming work for both departments. Therefore, issues 

which were discussed in the Electric Department customer 

accounts section, Section 8.8 of this decision, are equally 

applicable to the Gas Department. Therefore, we will fol-
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low the same reasoning we adopted for the Electric De-

partment and keep the discussion of the following accounts 

to a minimum. 
 
16.6.1 CPUC Account 902 (PG&E Account 1971): Meter 

Reading Expenses 
 
The disagreement between PG&E and DRA on this ac-

count is $408,000 due to customer growth estimates of 

PG&E. As we did on Electric Department side of the 

house, we will adopt DRA's recommendations. 
 
16.6.2 CPUC Account 903 (PG&E Account 1972): Cus-

tomer Contracts and Orders 
 
This account includes the labor and other costs for posi-

tions assigned to offices or to the field, for handling cus-

tomer inquiries, service requests, energy cost inquiries, and 

other requests made by telephone or in person. In this 

account, PG&E requests an increase of $225,000 for cus-

tomer growth, $969,000 for changing its accounting pro-

cedures for general conservation cost inquiries, and 

$781,000 for meeting the demands of cultural and lan-

guage diversity. Consistent with what we have done on the 

Electric Department side, we will allow PG&E its re-

quested increase changes to its accounting procedures as 

requested. We disallow the customer growth request. As to 

the $781,000 requested for cultural and language diversity, 

we will lower that amount to $400,000, reducing it by 

$381,000, similar to what we did for the Electric Depart-

ment. 
 
16.6.3 CPUC Account 903 (PG&E Account 1973): Cus-

tomer Billing and Accounting 
 
This account includes labor and other costs for positions 

assigned to analyzing rates to assist customers in choosing 

the correct or most advantageous rate schedule. Also in-

cluded are the costs associated with order processing, 

teleprocessing, and bill preparation. For this account, for 

the gas side, PG&E seeks increases of $3,279,000 to re-

write its customer information computer program (CIS) 

and $232,000 for customer growth. 
 
For reasons discussed in the electric side of the house, we 

reject PG&E's increases. 
 
16.6.4 CPUC Account 903 (PG&E Account 1975): Col-

lecting Expenses 
 

This account includes the labor and other costs for em-

ployees assigned to credit and collection work. The in-

crease sought is for customer growth, $305,000 for this 

account. As we have done in most of the other accounts, 

we will authorize DRA's requested increase for customer 

growth. 
 
16.6.5 CPUC Account 905 (PG&E Account 1976): Mis-

cellaneous Customer Accounts Expense 
 
This account records the labor and other expenses resulting 

from positions which cannot be categorized in other ac-

tivities. PG&E seeks an increase in connection with this 

account of $539,000 for communications to customers of 

payment options and $404,000 for evaluation and analysis 

of customer service programs. For the same reasons set 

forth in the discussion for the Electric side of this account, 

we will authorize the $404,000 for evaluation and analysis 

of customer services programs. We will disallow the re-

quested $539,000 for the Gas Department portion of the 

communications to customers of payment options. As we 

have already stated, we believe that customer communi-

cation is already being handled adequately by the com-

pany. In fact, our approval of PG&E's requested increases 

for customer growth should take care of any need in this 

area. 
 
16.7 Gas Administrative and General Expenses 
 
PG&E's estimate of $239,940,000 for Gas Department 

administrative and general expenses exceeds DRA's esti-

mate of $180,919,000 by $59,021,000. 
FN7

For virtually all 

of the A&G accounts there are no differences between the 

arguments made for the Electric Department and the Gas 

Department. Therefore, we will follow the policies set 

forth in the Electric Department discussion of A&G ac-

counts. In the sections to follow, we shall merely point out 

the dollar amounts that are affected by the policy decisions 

we have already made for A&G expenses generally. In 

Account 930.2, we will discuss the merits of the mem-

bership in the American Gas Association, which has not 

been addressed yet in this decision. 
 
16.7.1 Account 920 - Administrative and General Ex-

penses 
 
PG&E's estimate of $49,335,000 for the Gas Department 

portion of Account 920 exceeds DRA's estimate of 

$46,674,000 by $2,661,000. We have previously rejected 

DRA's disallowances for the following areas: application 

of the allocation factor from the Diablo Canyon Use 
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Studies, and DRA's proposal regarding the PIP adjustment. 

The differences between the parties to the Equal Oppor-

tunity Purchasing Program costs were resolved during the 

Update hearings. We will disallow DRA's recommenda-

tion of $17,000 due to the exclusion of the family benefit 

coordinator position. 
 
16.7.2 Account 921 - Office Supplies and Expenses 
 
PG&E estimated a total of $43,547,000 for the Gas De-

partment portion of Account 921. This estimate exceeds 

DRA's recommendation by some $7 million. As we did in 

the Electric Department side for this account, we will adopt 

DRA's recommended disallowance for the child care cen-

ter funding of $79,000. We refer the reader to the sections 

for the Electric Department. 
 
16.7.3 Account 922 - A&G Expenses Transferred Credit 
 
Account 922 is credited with the expenses recorded in 

Accounts 920 and 921 which are transferred to CWIP. As 

with the Electric Department, PG&E and DRA agree on 

the method to be used to determine Account 922. Both 

agreed the allocation to construction credit represented by 

Account 922 should be developed by multiplying the total 

of Accounts 920 and 921 by a factor of 18.2%. Such a 

calculation is reflected in the tables attached to this deci-

sion. 
 
16.7.4 Account 923 - Outside Services Employed 
 
PG&E's estimate for the Gas Department portion of Ac-

count 923 exceeded DRA's estimate by $2,481,000. In 

keeping with our decisions made during our discussion on 

the Electric Department side of this account, we will dis-

allow $1,667,000 due to our agreement with DRA's ex-

clusion of PG&E's request for increased outside legal 

services. The other DRA disallowance which we will 

adopt in this account is for software and consultant ser-

vices requested by PG&E for the development of investor 

lists. We believe the WMBE issue stated for this account 

was resolved during the Update hearings. 
 
16.7.5 Account 926 - Employee Pensions and Benefits 
 
This topic has already received enough attention in this 

decision. We refer the reader to Section 9.6. PG&E and 

DRA were originally some $14.8 million apart for this 

account. However, most of DRA's recommended disal-

lowances have been rejected. We will adopt as we did for 

the Electric Department, DRA's recommended disallow-

ance of $1,245,000 for exclusion of PG&E's request for 

funding for its Blueprint for Learning program. 
 
16.7.6 Account 930.2 - Miscellaneous and General Ex-

penses 
 
For the Gas Department, PG&E's estimate of $15,212,000 

exceeds DRA's estimate by $2,047,000. We will discuss 

the difference related to research and development being 

$1,185,000 of the difference, in the RD&D section of the 

decision. We will allow the $406,000 PG&E requests for 

an increase in bank line of credit fees, as we did for the 

Electric Department. Likewise, we will allow PG&E's 

membership in the California Roundtable and the Feder-

ated Employers of the Bay Area, amounts of $6,000 and 

$2,000, respectively. 
 
[41] Finally, we will address the dues for the American 

Gas Association (AGA). PG&E requests $785,000 for 

AGA dues while DRA recommends only $362,000 of 

those dues be paid for by ratepayers. This difference of 

$423,000 is due to the portion of AGA dues which DRA 

asserts should be disallowed as advertising and lobbying 

related to gas consumption and the institutional position of 

AGA and the gas utility industry. 
 
First of all, PG&E points out that it agrees that $38,000 of 

total AGA dues should be disallowed and therefore did not 

include it in its request. This is the portion, according to 

PG&E, of AGA's media communications program and 

lobbying program which specifically supports lobbying 

efforts aimed at promoting gas consumption or enhancing 

the image of AGA or the gas utility industry. PG&E argues 

that the remainder of the disallowance obtained in the last 

GRC decision is inappropriate, as the bulk of activities 

within AGA's media communications program and legis-

lative program support conservation and consumer cost 

reductions. 
 
DRA maintains that the methodology applied in the last 

GRC decision to disallow AGA dues related to advertising 

is appropriate. In this case, DRA also increases the disal-

lowance for dues related to lobbying to 10.5% of total 

AGA dues. (34 CPUC2d 199, 288.)For AGA dues, as we 

were for Edison Electric Institute dues, we are persuaded 

that PG&E has made an adequate showing in this pro-

ceeding to get us to alter what we did in the last GRC. We 

believe PG&E has shown that the amount disallowed in the 

last GRC should not be the rule for this GRC. 
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We agree with PG&E that AGA's research and information 

efforts in the arenas of conservation, consumer cost re-

duction, and government relations have potential benefits 

to ratepayers and shareholders alike. Many such industry 

activities can be performed more efficiently and effectively 

at the collective or national level than by an individual 

utility. These activities are performed collectively by AGA 

at a lower cost than individual utilities could achieve. Once 

again, we find that these memberships are legitimate cost 

of service which under a regulatory scheme should be a 

recoverable cost for PG&E. Therefore, we will adopt 

PG&E's estimate for AGA dues for Test Year 1993. 
 
16.7.7 Account 931 - Rents 
 
Once again the issues for this account are the same as on 

the Electric side of the house. The difference between the 

parties for the Gas Department portion of Account 931 is 

$91,000, due to a difference regarding the percentage of 

computer center expenses to be charge to Diablo Canyon. 

As we have already found, we will adopt PG&E's alloca-

tion factor of 14.87%. There are no other unresolved issues 

for Account 931. 
 
16.8 Gas Plant and Rate Base 
 
The parties have resolved all but two issues relating to gas 

plant and rate base. The first area of disagreement relates to 

the gas pipeline replacement program. DRA has recom-

mended a reduction of $17,671,000. Once again, this 

recommended disallowance was based on DRA's concern 

about unit costs of the GPRP program. This DRA disal-

lowance was presented by two different DRA witnesses. 

Nearly $5 million of this disallowance was not even de-

scribed in the DRA report. In fact, on June 1, 1992, PG&E 

saw for the first time a memo written by DRA's witness 

describing his proposed reductions to PG&E's GPRP plant 

estimate. However, neither this memo nor any other evi-

dence to support this recommendation has been placed in 

the record by DRA. For some reason, DRA went on to 

incorporate this reduction in its gas plant estimate. 
 
Given our rejection of DRA's recommended disallowances 

in the O&M side for the GPRP program, it follows that we 

should likewise reject its recommendation on the plant 

side. We disagree with DRA that the unit costs of doing the 

pipeline work will necessarily decrease. In fact, it seems 

clear to us, as we have stated in the O&M section of this 

decision, that in all likelihood the costs would be on the 

rise given the neighborhoods that the replacement program 

must now move into in San Francisco. Likewise we are 

disconcerted by DRA's handling of the recommended 

disallowance for GPRP plant. It seems to be a fairly 

minimal requirement that DRA make clear what its disal-

lowance is for, instead of just including it in a line item in a 

table. We will adopt PG&E's numbers for GPRP plant. 
 
The second area where there is still disagreement between 

PG&E and DRA relates to clear air vehicles, specifically 

the compressed natural gas stations on customer-owned 

sites. This issue, like all other issues relating to clean air 

vehicles, will be discussed in a later section of this deci-

sion. 
 
Finally, there is one further area that should be mentioned. 

During hearings, DRA abandoned its recommendation for 

a recorded adjustment for the gas pipeline replacement 

program of some $21 million. Since DRA has dropped that 

recommendation, we need not go into it in greater detail 

here. However, for anyone who examines the Comparison 

Exhibit, that abandonment of that recommendation is not 

reflected in the Comparison Exhibit. Given the record on 

the subject, we are pleased that DRA chose to withdraw 

this recommendation. 
 
16.9 Other Issues 
 
All issues relating to taxes, depreciation, working cash, 

materials, and supplies are the same as they were for the 

Electric side of the house and will therefore not be dis-

cussed again. The attached tables and charts to this deci-

sion shall reflect a consistent treatment for these areas 

between the Gas and Electric Departments. 
 
17. Hazardous Waste 
 
[42] There is currently no disagreement between PG&E 

and DRA regarding the level of hazardous waste funding. 

PG&E accepted some of DRA's changes in order to reach 

agreement. The major expense project deleted from the test 

year estimate was the contaminated oil cleanup for the 

Electra powerhouse. DRA's recommendation was to use 

the advice letter process known as the Environmental 

Compliance Mechanism (ECM) for this particular project. 

PG&E accepted this recommendation. DRA agreed that 

with this removal of the Electra powerhouse cleanup ex-

pense, no differences remain between the parties. (RT 

25:2093.) 
 
PG&E, in its opening brief, requests two findings from the 

Commission. First, PG&E requests that the Commission 
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authorize the capital and expense levels for hazardous 

waste management as agreed to during hearings. Second, 

PG&E requests that the Commission provide for work-

shops following the decision in this GRC, in time to pro-

vide guidance prior to the next PG&E general rate case, to 

discuss modifications in the ECM, which will allow the 

utility expedited approval to spend funds on any phase of 

hazardous waste projects which are not covered by base 

rates. PG&E believes these workshops should include 

discussion of how dollars for preliminary assessment of 

ECM projects should be recovered, whether there is suffi-

cient certainty about major project cleanup activity to 

begin to include hazardous waste cleanup projects in base 

rates at some average level of activity reasonably expected 

to occur, and whether the review of the reasonableness of 

such expenditures need to occur in separate proceedings 

with the resulting demands on Commission staff and 

hearing time, or whether they should be consolidated with 

general rate case proceedings. 
 
We believe that PG&E raises important issues which must 

be addressed to ensure the evolution of an appropriate 

regulatory framework for determining rate recovery of 

hazwaste cleanup expenses. No party followed the ALJ's 

direction to comment on PG&E's proposal for modifica-

tion in the ECM or any of the other workshop proposals 

PG&E made. In D.92-11-030, however, we solicited 

comments on potential ratemaking alternatives to reason-

ableness review of hazwaste expenses. We will receive 

those comments in the first quarter of 1993 and therefore, 

at this time, decline to order the workshops which PG&E 

requests. However, our direction in D.92-11-030 was suf-

ficiently broad to permit PG&E, and any other interested 

party, to address in the comments to be filed in that docket 

the remediation issues which PG&E has raised here. 
 
18. Research Development and Demonstration 
 
18.1 Overview 
 
At long last we have reached an area where parties other 

than PG&E and DRA participated. The California Energy 

Commission (CEC) provided three witnesses in the area of 

RD&D. In addition, Seimens Solar Industries provided a 

witness in this field. We have carefully considered the 

testimony, exhibits, and arguments of all the parties who 

participated in this field. 
 
PG&E is requesting $61.157 million for Test Year 1993 

RD&D expenses. DRA's recommendation is $50.676 mil-

lion for Test Year 1993, a difference of $10.481 million. 

The CEC and PG&E are separated on their recommenda-

tions by $1.12 million. The major areas of differences 

between PG&E and DRA are in advanced energy systems 

RD&D, $7.3 million, customer systems RD&D, $2.8 mil-

lion, and in research policy and planning, $320,000. 
 
PG&E is also requesting that the Commission allow that an 

additional $35 million to be spent during 1993 through 

1995 for demonstration projects qualified for capital 

treatment. For Test Year 1993, PG&E has requested $4.2 

million in end-of-year plant additions. (Exhibit 72.) DRA 

has recommended no funding for demonstration projects in 

its plant estimate. CEC, while supporting the demonstra-

tion projects proposed by PG&E, recommends that all 

proposed capital projects be expensed. 
 
As to the recommended disallowances by DRA, we adopt 

them in total. We will discuss each disallowance in the 

sections that follow. First, however, we will address the 

issue of the appropriate RD&D funding range and limita-

tions on shifting the funds. We include a table showing the 

parties' recommendations and our adopted numbers. 
 
TABLETABULAR OR GRAPHIC MATERIAL SET 

FORTH AT THIS POINT IS NOT DISPLAYABLE 
 
Finally, we note that the Legislature has provided direction 

on the circumstances under which RD&D projects may be 

undertaken and the appropriate funding for RD&D projects 

in the PU Code. 
FN8 

 
18.2 RD&D Funding Range 
 
The issue of selecting an appropriate funding range for 

RD&D is derived from a prior Commission decision. In 

D.90-09-045, we required that the utilities provide for 

maximum and minimum RD&D levels for their next gen-

eral rate case. The funding range means that, if the utility's 

rate request for RD&D spending is within the funding 

range ordered in the current rate case, PG&E would focus 

the discussion of RD&D on broad RD&D program direc-

tions. Only when the utility's RD&D program rose above 

the ceiling or fell below the floor would detailed infor-

mation be required. PG&E points out that in return for this, 

it and other utilities are today providing more detailed 

annual reports. The theory is that the utilities report in 

more detail in their annual RD&D reports and less infor-

mation would be required in the GRCs as long as the utility 

is within the funding range. PG&E correctly points out that 

this program does not preclude DRA or other Commission 

staff from utilizing data requests when more information is 
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needed. Our goal was to give management discretion to 

manage within a reasonable floor and ceiling and not to 

micromanage the utilities' RD&D programs from a ze-

ro-based perspective in every GRC. (37 CPUC2d 390, 

393). 
 
Therefore the issue before us is to select the appropriate 

funding range which would be PG&E's guideline in its 

next general rate case. PG&E has recommended a funding 

range of between 0.75% to 1.25% of its gross operating 

revenues (GOR) to be set by the Commission as the floor 

and ceiling for PG&E's RD&D program in the 1996 GRC. 

DRA, on the other hand, has recommended a range from 

0.6% to 0.8% of the GOR. 
 
PG&E argues that DRA's range is too narrow. PG&E 

argues that with the modified annual report format and a 

biennial report by CACD, there is more than adequate 

information available to the Commission to authorize a 

funding range more in line with PG&E's recommendation. 

PG&E contends that DRA's reluctance to allow a broader 

funding range indicates a reluctance to move away from 

zero-based budgeting approach RD&D is put through in 

every GRC. DRA, on the other hand, is concerned that if 

PG&E's proposal is adopted, it will need to provide only 

minimum justification for RD&D expenditures up to $125 

million or, more than twice its 1992 authorized budget. 

That level of undocumented expenses is simply excessive. 

DRA argues that PG&E's request would constitute no 

Commission management, if PG&E provides no thorough 

RD&D documentation until its budget level doubles from 

current standards. 
 
[43] On this issue we believe the most reasonable approach 

is to set a funding range in between the recommendations 

of DRA and PG&E. We agree with PG&E that DRA's 

range is a bit narrow. However, we are concerned about 

going to as high a level as PG&E has recommended for 

some of the reasons stated by DRA. Therefore, in the spirit 

of compromise, we will set the funding range from 0.6% to 

1.0% of GOR for PG&E's 1996 GRC showing. We believe 

this range would give PG&E adequate flexibility because 

we do not desire to micromanage its RD&D programs, yet 

not go so high as to relinquish our obligations to monitor 

utility activities. 
 
18.3 Shifting of Funds Within the RD&D Program 
 
[44] DRA has recommended that PG&E be subject to the 

same rules regarding limitations on shifting funds within 

its RD&D budget that we now require of Edison and 

SDG&E. PG&E believes that these funding shift guide-

lines are unreasonable to apply to PG&E because PG&E 

has never behaved in the way regarding RD&D that has 

caused the Commission concern. 
 
The program funding guidelines regarding shifting are as 

follows: PG&E could redirect 20% of its program funding 

without further Commission authority, 20 to 50% if the 

Commission grants an advice letter request, and above 

50% if the Commission grants a request by application. 

These are the same restrictions placed on the other utilities. 
 
DRA argues that all utility RD&D programs should be 

subject to the same regulatory requirements. DRA claims 

that it is merely due to the GRC process that such regula-

tions inevitably become a requirement of each utility one at 

a time. DRA argues that the rationale for a limitation on 

funding shifts ensures that utilities will not receive RD&D 

money for certain purposes, and then spend the money, 

without constraint, on another entirely different RD&D 

program. 
 
PG&E counters these arguments by stating that it has al-

ways been sensitive to the flexibility and management 

discretion allowed by the Commission for RD&D over its 

last three GRCs. PG&E claims that it has never attempted 

to shift large amounts of dollars within its programs, if it 

represented a major change to what was authorized in its 

prior GRC decision. Further, PG&E states that any 

changes which were made have been reported in its annual 

RD&D report to the Commission. PG&E states that there 

has been no negative feedback for its company regarding 

any changes PG&E has made to funding of its RD&D 

work in the past. (RT 26: 2251-2252.) PG&E concludes 

that it does not want to be penalized because other utilities 

have behaved unreasonably in this area. 
 
By putting these shifting of funds restrictions on PG&E 

also, we are not suggesting that PG&E has at all behaved in 

an inappropriate fashion regarding shifting of RD&D 

funds. We agree with DRA that it is appropriate that each 

utility be dealt with in a similar fashion regarding its 

RD&D programs. We also note that because PG&E has 

never attempted to shift large amounts of dollars, these 

guidelines, which are reasonable, should not be a burden 

on PG&E. If PG&E finds that these guidelines are a burden 

to it during this rate case cycle, we will revisit the issue in 

the next GRC and consider a change if PG&E can make a 

showing that it is necessary. For now, we will adopt DRA's 

recommendation to apply the same shifting of funds re-

quirement for PG&E that is currently applicable to Edison 
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and SDG&E. Although somewhat restrictive these guide-

lines still give the utilities the flexibility and management 

discretion to redirect funds to meet overall strategy and 

RD&D program needs. 
 
18.3.1 One-Way RD&D Balancing Account 
 
[45] We believe it is helpful, at this point, to add to our 

discussion of funding by reiterating our guidelines on the 

one-way RD&D balancing account. In D.87-07-021, we 

adopted the balancing account to ensure that authorized 

funding for RD&D was either spent on RD&D or returned 

to ratepayers. In that decision, we stated: 
 
‘We direct PG&E to maintain a separate account for 

RD&D funding. The amount authorized in rates will be a 

ceiling. Funds unexpended at the end of each year will 

accrue interest at the short-term paper rate. Within a rate 

case cycle, funds not used in one year may be used in 

subsequent years.‘ (D.87-07-021, p. 4.) 
 
We also wish to add that we believe it is appropriate for 

PG&E to apply annual overexpenditures to the balancing 

account such that at the end of the three-year cycle, any 

unspent funds would be returned to ratepayers in the form 

of a credit to the ERAM balancing account. In this way, we 

preserve the principal of returning unspent funds while 

maintaining flexibility in the timing of research expendi-

tures. 
 
18.4 Advanced Energy Programs 
 
18.4.1 Solar Project Funding 
 
[46] PG&E is requesting approximately $1.2 million for 

this area, while DRA believes that $635,000 is a reasona-

ble estimate for expenses for solar project funding. DRA 

points out that a major portion of PG&E's RD&D request 

for solar research has been withdrawn due to the bank-

ruptcy of one of the research participants, Luz Solar, which 

casts a major shadow over the future of the research pro-

ject. 
 
DRA has no disagreement with the funding PG&E seeks 

for solar research related to central receivers and disk 

systems. The area of controversy pertains to PG&E's 

proposed research on a solar trough. DRA points out that 

PG&E's request for solar trough project expenses is tied to 

the Third Phase of a solar plant demonstration. This Third 

Phase of the project has already been delayed two years 

from 1993 to late 1995 because of the Luz bankruptcy. 

Accordingly, DRA believes it is reasonable to also elimi-

nate the solar expenditures for the Third Phase at this time. 

DRA believes it is only reasonable to fund Phase 1 and 

Phase 2 of the solar trough project because they are ex-

pected to be incurred in 1993 and 1994. PG&E counters 

that the funding level advocated by DRA is inadequate to 

do the testing and analysis work required to determine the 

technical viability of proceeding with a utility-scale 

demonstration of advanced trough technology. 
 
We are unpersuaded by PG&E's showing on this item. We 

agree with DRA that the timing slippage resulting from 

Luz's bankruptcy does alter what is a reasonable request 

for this project. We believe that we are providing an ade-

quate funding level for PG&E to proceed in this area. 
 
18.4.2 Wind Development 
 
DRA's recommended disallowances in the field of wind 

development relate both to expense requests and PG&E's 

desire to capitalize its wind turbine demonstration. 
 
PG&E seeks to capitalize $9.465 million in the 1993 

through 1995 time frame for its wind turbine demonstra-

tion project. DRA believes that none of these amounts 

should be capitalized. DRA believes that no wind turbine 

development expense, capitalized or not, should be in-

cluded in rates. The project in question is a several phase 

project totaling some $17 million. PG&E intends to con-

tact turbine manufacturers and select promising turbines 

for each phase. PG&E wants to buy approximately 20 wind 

turbines from four or five manufacturers and test them in a 

utility environment. PG&E wants the project to accelerate 

the entry of the next generation of utility grade wind tur-

bines into the commercial market. (Exhibit 109, pp. 4-12 

and 4-13.) DRA made it quite clear in its testimony under 

cross-examination why it believes this is an inappropriate 

RD&D project for ratepayer funding: 
 
‘It is unreasonable and unnecessary for PG&E to use 

ratepayer funds to assist the promotion of wind turbine 

technology, a technology which is already competitively 

viable and efficient. PG&E is not supporting wind turbine 

development, it is financially supporting a field test of 

state-of-the-art wind turbines for the benefit of the manu-

facturers. Any research results will be limited to the dis-

covery of relatively small operating differences in newer 

turbines. None of these designs are alleged or expected to 

be significantly more cost-effective than any of the exist-

ing turbines available. The technology of wind turbines is 
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commercially available and reasonably advanced. This 

research project is not needed.‘ (Exhibit 109, p. 4-13.) 
 
Further, DRA characterizes this as not supporting wind 

turbine development but rather subsidizing a field test for 

the benefit of the manufacturers. DRA believes this be-

cause PG&E has no plans to require the wind turbine 

manufacturers to provide the turbines for the project. 

PG&E says that this would be a financial burden for the 

manufacturers. However, DRA points out that the turbine 

manufacturers would be the major beneficiaries of this 

research, because the manufacturers would learn the 

strengths and weaknesses of each turbine design, at no cost 

to them. DRA argues that PG&E has failed to demonstrate 

that the benefit to ratepayers is worth the cost PG&E wants 

to spend, or that the turbine market will be unable on its 

own to compile the same information. 
 
The CEC disagrees with DRA and recommends that the 

Commission support PG&E's request. (Exhibit 307.) 
 
On a $400,000 expense for U.S. Windpower Turbines, 

DRA also rejects PG&E's proposal. DRA does not believe 

that ratepayer money should be use to design, construct, 

test, and commercialize advanced wind turbines in a 

competitively viable market. DRA believes that the wind 

turbine market has been subsidized by ratepayers and is 

now healthy and competitively viable. DRA does not find 

further subsidies either necessary or reasonable. DRA 

points out that U.S. Windpower Turbines has already sold 

turbines to the Sacramento Municipal Utility District 

(SMUD) that are the same type for which PG&E seeks 

RD&D ratepayer funding. (Tr. 25:2138-2139.) 
 
Once again, the CEC recommends funding this effort at 

$400,000 level requested by PG&E. The CEC argues that 

wind is an opportunity technology because it is a poten-

tially competitive electric resource technology for Cali-

fornia. (Tr. 31:2771.) 
 
There is one area in the wind development field that DRA 

believes is a reasonable expenditure of ratepayer dollars. 

DRA supports a $100,000 for funding of PG&E's wind 

resource evaluation program. DRA states that in contrast to 

the other proposed items, the geographically specific 

identification and evaluation of wind energy production 

potential of various sites are reasonable. DRA believes that 

further work for utility-specific applications is a reasonable 

use of ratepayer funds. The CEC concurs in this. 
 
Overall, we are persuaded by DRA's arguments that the 

level of funding which PG&E seeks to put into further 

wind technology development is excessive. We agree with 

DRA that wind turbine technology, based in part on prior 

research and development dollars, is now at a level of 

commercial viability that no longer needs the infusion of 

RD&D dollars by PG&E's ratepayers. Likewise, we be-

lieve PG&E's desired capitalization of these funds is in-

appropriate. We believe it is more appropriate for the wind 

turbine industry to finance additional development in this 

field. 
 
18.4.3 Photovoltaics 
 
There are two areas for photovoltaics which PG&E and 

DRA disagree on the appropriate funding level. The first 

area relates to photovoltaic development and testing where 

PG&E requests $300,000 for the development of testing of 

PV energy systems and the optimization of bal-

ance-of-system components. DRA believes that the 

$300,000 is too large a request. Rather, it believes $50,000 

annually is appropriate. 
 
PG&E is requesting $870,000 in capital for customer-sited 

PV demonstrations. DRA recommends no funding by 

ratepayers for this project. Ratepayer funds, in DRA's 

opinion, must not be used to promote research which fa-

vors utility services at the expense of the competitive 

market. (RT 26:2235-2236.) 
 
Both the CEC and Seimens Solar Industries disagree with 

DRA's analysis. They argue that PG&E needs to spend the 

full $300,000 in order to continue to promote this tech-

nology. PG&E believes that its leadership in this area, with 

dollars, is justified by its resource abundance and the 

match of that resource with load. PG&E argues that rate-

payer benefits include the general benefits of peak shaving, 

and location-specific RD&D upgrade deferrals. 
 
We disagree with PG&E and its allies on this issue, finding 

DRA's concerns about the appropriateness of this high 

level of funding to be well taken. We will allow funding at 

the $50,000 level recommended by DRA. 
 
The second project in the area of photovoltaics is the 

photovoltaics for utility scale applications (PVUSA). This 

is a $47 million demonstration project of which PG&E is 

one participant. Its purpose is to test large-scale photo-

voltaics systems, and to provide utilities with information 

about the reliability, performance, operation, and mainte-

nance costs associated with a utility grid-interconnected 

photovoltaic system. This project began in 1986 and is 
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scheduled for completion in 1995. PG&E is requesting 

$3.3 million for Test Year 1993 for this project and its 

grid-connected PV demonstration project at its Kerman 

substation. The U.S. Department of Energy (DOE) will 

pay about 50% of PVUSA's costs. Other than DOE, PG&E 

says that co-funding by other parties will reach only 8% of 

total costs. PG&E forecasts that its own contribution to 

PVUSA total costs will reach 48% by the time the project 

is completed. 
 
DRA disagrees that PG&E should carry such a high per-

centage of the project costs for PVUSA. DRA recom-

mends that the Commission limit PG&E's ratepayer 

funding in PVUSA to $500,000 for Test Year 1993. DRA 

points out that that level of funding will allow PG&E to 

aggressively participate in PVUSA as a 30% participant, 

which is a higher level of participation than PG&E's 1992 

forecast of 27%. (Exhibit 109.) DRA argues the level of 

co-funding from other parties is very low. DRA points out 

that PG&E has made no forecast of funding from EPRI, 

SDG&E, or Edison. DRA states that all of these entities 

can benefit from PVUSA as much as PG&E. 
 
PG&E argues that it will make every attempt to minimize 

the actual funding by PG&E in all of its photovoltaic re-

search. The CEC believes PG&E should be funded at its 

requested level, arguing that PG&E is the natural leader for 

the PVUSA project. Not surprisingly, Seimens Solar In-

dustries, a company that stands to benefit from any re-

search done by ratepayers in this field, agrees that PG&E 

should be funded to the level it requests. 
 
Once again, we must balance our desire and support to 

move forward with research in these important new tech-

nologies and our concern over the fairness of how much 

ratepayers should be asked to pay to support this research. 

We find persuasive DRA's arguments that funding at a 

30% level for Test Year 1993 is clearly a reasonable 

amount for one utility to be expected to fund. Since PG&E 

seems to be confident that other co-funding will material-

ize, even though it could not be definitively committed to 

for purposes of this GRC, we believe that our reduction in 

PG&E's request will not slow down the PVUSA progress. 

Rather, it will motivate PG&E and other participants to 

seek co-funding from the other interests in this field who 

stand to benefit from the overall success of the project. 

Therefore, we will allow DRA's recommended $500,000 

amount for the PVUSA project for Test Year 1993. 
 
18.4.4 Fuel Cell Engineering 
 

PG&E has withdrawn its request for $3.5 million for de-

velopment of a fuel cell, in cooperation with the City of 

Santa Clara. The proposed development was for a 

2-megawatt facility. PG&E became concerned that a fa-

cility of that size was not yet ready to move forward, and 

requested the other project participants to agree to a delay 

pending further testing. Because the other participants 

wanted to move forward, PG&E withdrew its participation. 

DRA concurs with PG&E's withdrawal from this project. 

However, as to other fuel cell issues, PG&E and DRA 

disagree. 
 
PG&E has requested an increase in its funding for smaller 

fuel cell research above the level requested in its applica-

tion. Originally, PG&E requested $1.1 million and has 

now raised that request to $3 million. PG&E requests the 

additional money for increased testing of a 70-kilowatt 

unit, a 100-kilowatt unit, a 100-kilowatt production unit, 

and a 200-kilowatt unit. (RT 25:2111-2116.) 
 
DRA, on the other hand, believes that ratepayer funding 

should be limited to $500,000 for several reasons. First, 

DRA points out, that the research and development of the 

smaller units of these fuel cells is sequential and condi-

tional, meaning, that PG&E must build its larger unit only 

after the smaller unit is successfully tested. DRA believes 

PG&E's planned schedule for moving forward with this 

development is overly optimistic. DRA points out that 

successful testing of the smaller unit is a prerequisite to 

beginning the next project level. PG&E's witness admitted 

that problems at any stage in this process can delay the next 

stage of testing. (RT 25:2115.) 
 
DRA argues that RD&D funding which assumes that the 

entire sequence of fuel cell testing will be perfectly timed 

and successful is unrealistic and inappropriately expensive. 

In addition, DRA objects to the fact that PG&E assumes 

almost no funding for this project from non-PG&E 

sources. During hearings, PG&E's witness said that per-

haps $200,000 or $300,000 in co-funding would be 

available. However, during 1991 PG&E received $746,000 

from EPRI in co-funding for fuel cell testing and $70,000 

from the CEC. For 1992, PG&E has budgeted $600,000 

from EPRI for fuel cell testing, a $120,000 from the CEC, 

and $600,000 from GRI totalling $1.32 million in fuel cell 

testing co-funding. While none of these amounts represent 

checks in the mail, DRA believes that the co-funding will 

be substantially more than what PG&E has stated. (Exhibit 

144, RT 25:2124.) 
 
Once again the CEC supports PG&E's plans to pursue this 
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activity. PG&E also raises the argument that its proposed 

program is different than that of an ongoing project of 

SDG&E. PG&E points out that it has constructed a pilot 

MCFC powerplant in its San Ramon Technology Center as 

a vehicle to begin the investigation of integrated fuel cell 

powerplant issues, albeit at the single stack level. PG&E 

points out that this program is different than the 

200-kilowatt project which SDG&E intends to participate 

in. PG&E argues that substantial technical differences in 

stacks from the two suppliers necessitate major differences 

in associated equipment, different and complementary 

lessons on integrating stacks into generating units will 

therefore be learned from the two efforts. 
 
Our adoption of DRA's recommendation for this project is 

not based on the fact that this project as proposed by PG&E 

is redundant of the SDG&E project that is ongoing. Rather, 

we find DRA's concerns regarding the likelihood of timing 

to be persuasive. PG&E has not provided us with adequate 

assurances that its schedule is realistic. We remind PG&E 

that the burden is on it to justify the dollars requested, not 

on DRA. Likewise this is another area where we believe 

PG&E needs to be given an incentive to aggressively seek 

as much co-funding as possible from other participants. 

We will adopt DRA's recommended $500,000 level for 

fuel cell engineering. 
 
18.4.5 System Storage 
 
PG&E's energy storage research is in superconducting 

magnetic energy storage (SMES), compressed air energy 

storage (CAES), and hydroelectric. PG&E states that its 

project objective is to evaluate and assess other storage 

options and is requesting $1.233 million for this research. 

PG&E believes that storage will be increasingly necessary 

as renewable (nondispatchable) resources, primarily hav-

ing energy value as opposed to capacity, are added to the 

system. The primary focus of PG&E's research is on the 

compressed air energy storage. 
 
DRA disputes that it is appropriate for PG&E to go for-

ward with this level of funding for this field at this time. 

DRA points out that there is no reasonable opportunity for 

storage economics to become cost-beneficial to ratepayers 

any time in the near future. DRA points out that PG&E has 

not presented any evidence in this proceeding that storage 

is marginally economic or even beneficial to ratepayers. 

Furthermore, PG&E has not determined that its storage 

fields are geologically capable of containing compressed 

air storage. DRA concludes ‘given the uneconomic cost of 

storage, the Commission declaring that wind is a resource 

that is deferrable by QFs, and the added cost of transmis-

sion losses this project would bring, it is unreasonable for 

PG&E to research a storagewide powerplant that has no 

prospect of being built by PG&E given the Commission's 

resource bidding process.‘ (Exhibit 109, pp. 3-8 and 3-9.) 
 
PG&E counters this argument by stating that one of the 

purposes of the testing is to determine the geological con-

ditions of the depleted gas reservoirs that are being con-

sidered for this storage program. CEC points out that it is 

offering the co-funding level for the CEAS program of 

$400,000. Once again, CEC has recommended that PG&E 

get the full funding levels it has requested. 
 
We share DRA's concern that this level of spending by 

PG&E is premature for the system storage programs. We 

note that the CEC as it has with other issues is in favor of 

funding PG&E's requested levels. However, this Com-

mission has considerations beyond those which are in 

CEC's jurisdiction. That is, this Commission must consider 

the overall impact of these programs on the ratepayers who 

are being requested to pay for them in these tough eco-

nomic times. Therefore, we will grant only the amount of 

funding that DRA has recommended for system storage 

programs. Once again we encourage PG&E to seek out 

additional co-funders in order to proceed if it chooses to do 

so with the projects as it has structured them thus far. 
 
18.4.6 Advanced Thermal Generation 
 
Overall, in this area, PG&E requests $1.167 million while 

DRA suggests a reduction of $150,000, allowing $1.017 

million. PG&E points out that high efficiency gas conver-

sion has the potential to develop technologies which will 

be significantly more efficent than existing technologies 

and they have the potential to reduce fuel costs by 

one-third or more. In fact, if the technology existed for use 

in today's fossil plants, the amount of savings would be 

roughly $300 to $500 million per year in fuel costs alone. 

(RT 25:2102-2103.) 
 
PG&E and DRA agree on the advanced repowering studies 

at $800,000, the advanced geothermal and biomass study 

at $117,000, and advanced thermal generation exploratory 

research at $50,000. The area of disagreement relates to the 

advanced aeroderivative turbine demonstration where 

PG&E requests $200,000 and DRA recommends only 

$50,000. 
 
PG&E contends that DRA's funding level will not allow 

this effort to proceed as planned and may send a signal to 
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the gas turbine vendors that the California utilities are not 

interested in this technology. However, PG&E lists several 

other participants in what will likely be a California 

demonstration project. The other participants are Edison, 

EPRI, GRI, SDG&E, SoCalGas, SMUD, Los Angeles 

Department of Water and Power (LADWP), and the CEC. 

It seems reasonable to once again assume that the other 

participants can perhaps add to their level of participation 

rather than burdening PG&E's ratepayers so heavily. The 

CEC once again believes that PG&E should get its full 

request arguing that the benefits would far outweigh the 

investment. (RT 31:2776.) 
 
Once again, in our efforts to balance the need to pursue 

RD&D and our obligation to protect PG&E's ratepayers 

from unnecessary expenses, we believe DRA's recom-

mendation of the funding level for advanced thermal gen-

eration is appropriate. 
 
18.4.7 Strategic Studies 
 
PG&E has requested $900,000 for this line item with DRA 

recommending only $50,000. PG&E argues that because it 

cannot realistically participate in all R&D efforts, it does 

need to maintain an awareness of what is being done by 

others. This effort scans for new technology, screens them 

for application by PG&E, determines who is leading the 

R&D effort, and continuously assesses the technology 

development and compares the projected costs of the en-

ergy produced from new technology with existing tech-

nologies. As to be expected, the CEC joins PG&E and its 

full level funding request. PG&E believes that DRA's 

recommended level of $50,000 is unreasonably low, barely 

covering one-half of the person's time. 
 
DRA justifies its reduction for strategic studies on the 

ground that ratepayers should not be funding an attempt to 

refine research costs when it is actually the market which 

will determine which products are eventually built. Fur-

ther, DRA believes that much of this research is done as 

part of other ongoing projects. DRA believes that any 

additional research that needs to be done could be con-

ducted by a research professional or perhaps student in-

terns under guidance. (Exhibit 109.) 
 
We will adopt DRA's recommendation for strategic stud-

ies. We are concern that PG&E has not adequately justified 

these dollars requested for the different pieces of strategic 

studies. Once again we point out that the burden for RD&D 

development in California is not on PG&E alone. 
 

18.4.8 Lake County Wastewater Pipeline Project Proposal 
 
While this issue is being discussed in the context of 

PG&E's RD&D, we note that the issue was brought before 

us by the County of Lake rather than PG&E. We will 

discuss the overall project in a later section of this decision. 

However, it relates to RD&D in that CEC argued that the 

dollars requested by County of Lake for this project could 

perhaps be included in RD&D dollars. However, PG&E 

contends that this project requires a significant long-term 

financial commitment and does not fit the FERC definition 

of RD&D. In its brief, PG&E proposed that an additional 

$300,000 per year (instead of the $2 million requested by 

County of Lake) would be more appropriate and could be 

reasonably used to conduct injection RD&D at the Gey-

sers, in an effort to quantify what the actual benefits of 

successful injection might be. Because of the way we 

intend to handle this issue on its merits, we do not believe 

that an additional increase in RD&D research at Geysers is 

necessary in the context of PG&E's RD&D accounts. 

Therefore, we will reject the suggestion made by PG&E in 

its brief and deal with the rest of the Lake County requests 

in Section 22 to follow in this decision. 
 
18.4.9 Customer Systems Program 
 
Overall, these programs focus on customer-based energy 

efficient technologies, and so are closely related to DSM 

activities. PG&E's overall request in this area is $10 mil-

lion, while DRA believes a funding of $7.17 million is 

adequate. Further, DRA recommends that the customer 

systems program be funded by demand-side management 

funds. DRA does recognize that this issue should be de-

termined in a more appropriate forum than this GRC, 

namely the DSM proceeding (R.91-08-003, I.91-08-002). 

DRA explained that the purpose of this recommendation is 

to strengthen the connection between customer energy 

efficiency RD&D and DSM, and to improve the effec-

tiveness of researching and developing technologies which 

will be of tangible benefits to ratepayers. (Exhibit 103.) 

We agree with DRA that while this recommendation has 

merit, this is the inappropriate forum for it to be resolved. 

We direct that this issue be addressed in our ongoing DSM 

proceeding. 
 
The bulk of the differences between PG&E and DRA, 

some $2.83 million, are found in five programs which will 

be discussed below. 
 
18.4.9.1 Commercial Energy Efficiency 
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[47] PG&E requests $1,217,000 in this area, while DRA 

recommends a reduction of $366,000, leaving the total at 

$851,000. PG&E plans to focus on systems integration and 

controls in achieving energy efficiency gains for such 

energy uses as heating, ventilation, and air conditioning for 

lighting, and for vertical transport. DRA basis its recom-

mendation for a reduction not because it does not support 

these programs but because of what it believes to be an 

overlap between this area and other existing PG&E pro-

grams. DRA explains this overlap: 
 
‘The Commercial Energy Efficiency project especially 

holds the potential for overlap with the ACT2 project, 

since the principal focus of ACT2 has been and will con-

tinue to be on commercial buildings. The two largest 

proposed activities under this project are Office Energy 

Efficiency and Productivity Demonstrations ($515,000), 

and Integration of Building Control Systems ($532,000). 

PG&E has stated that this project differs from the ACT2 

project in that it focuses on technologies and applications 

farther into the future, whereas ACT2 has greater near term 

application. Conceptually, a distinction may exist, but 

much of the descriptions of these two projects appear 

nearly identical.‘ (Exhibit 109, p. 3-28, footnote omitted.) 
 
PG&E states that there is little overlap between PG&E's 

commercial energy efficiency RD&D program and the 

ACT2 project. However, PG&E does admit that the per-

sonnel of the two groups are housed in the same San Ra-

mon offices so that communication is open and continu-

ous, admitting that some overlap is inevitable as both of 

these efforts pass information back and forth. PG&E made 

no effort to define that overlap. Accordingly, DRA rec-

ommends a funding level half-way between the funding 

average for 1990 through 1992 and the 1993 through 1995 

requested amount. This is how DRA arrived at an amount 

of $851,000. 
 
DRA's compromise seems to be reasonable given that 

PG&E did not address the issue of overlap between ACT2 

and this program adequately. We will adopt DRA's number 

for commercial energy efficiency programs. 
 
18.4.9.2 Industrial and Agricultural Energy Efficiency 
 
PG&E requests $1.19 million in RD&D funding for this 

project. PG&E states this project will focus on component 

field testing, technology scanning, process optimization, 

and system evaluation tools. DRA, on the other hand, 

recommends that appropriate funding for this project 

should be $728,000. This number is derived from the av-

erage level of funding for this area from 1990 through 

1992. DRA believes its reduction is reasonable because 

industrial facilities have characteristics that reduce the 

value of some research in this area. DRA points out the 

inherent complexity and nonuniformity of industrial facil-

ities as compared to commercial customers. Likewise, 

DRA points out, that industrial customers' energy uses 

cannot be categorized as easily as commercial customers. 

DRA concludes that research into industrial systems is less 

likely to yield lessons applicable to a large number of other 

industrial customers. At best, DRA believes that systems 

optimization in the industrial sector would assist only a 

small number of customers. (Exhibit 109.) Finally, DRA 

believes its reduction in the funding level is justified be-

cause PG&E has presented a lack of clear project direction 

in addition to the questionable goal of industrial system 

optimization. PG&E responds to DRA's arguments by 

saying that while these customers tend to be unique, the 

overall funding level requested is barely 2% of all RD&D 

funding. PG&E points out that the CEC joins them in its 

requested funding level for this area. 
 
We are unpersuaded by PG&E's arguments that it has 

adequately justified the level of funding it seeks. We will 

adopt DRA's funding level of $728,000 for the industrial 

and agricultural energy efficiency program for the reasons 

stated by DRA. 
 
18.4.9.3 Residential Energy Efficiency 
 
PG&E requests $1,070,000 for this project, to further en-

ergy efficiency and load reduction by developing and 

applying new technologies, and to gain understanding of 

actual field performance of systems. DRA recommends 

that the funding for this area at the average level for 1990 

through 1992, or $421,000. (Exhibit 109.) 
 
DRA has several reasons for its reduced funding level 

recommendation. First, DRA questions the potential rate-

payer benefits of the portion of the program which pertains 

to home automation and customer communications activi-

ties. The major impacts of this research appear to be in-

creased customer information from the utility, increased 

complexity of home energy controls, and possibly the 

ability to effect some peak shifting. Furthermore, DRA 

concludes that the peak shifting would only occur with the 

introduction of time varying rates for residential custom-

ers. 
 
Likewise, DRA is concerned that there is a potential 

overlap with the residential energy efficiency project ac-
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tivities within the ACT2 project. In addition, Edison is 

conducting similar research with its home-of-the-future 

program and ‘Smart House‘ prototype. DRA does not 

believe PG&E should duplicate these efforts. 
 
Finally, DRA recommends its disallowance in this area 

because appliance testing and development has been in-

cluded. DRA believes that appliance manufacturers, not 

PG&E, should bear the responsibility for developing ad-

vanced refrigerators and freezers. DRA believes that in-

creased saturation with current technology holds more 

promise at this time. PG&E responds to DRA's argument 

by pointing out the Commission has already approved an 

advice letter by Resolution E-3229 dated May 8, 1991 to 

establish alternative residential time-of-use rates. 
 
PG&E points out that its central interest in home automa-

tion and customer communications RD&D is the potential 

of these systems to reduce peak electric loads through the 

effective response to innovative pricing or other signals 

that may be dispatched through an advanced communica-

tion system. Likewise, PG&E states that it intends to work 

cooperatively with Edison. Overall, PG&E argues, DRA's 

recommendation considerably reduces PG&E's ability to 

do the work it believes is necessary in this field. 
 
Once again, we believe that PG&E has inadequately made 

a showing to convince us that the level of dollars it seeks 

are in fact necessary and not duplicative or padded. As 

more of these areas actually move into residential use, we 

must examine carefully the dollar amounts requested for 

continued RD&D activities. DRA's recommendation al-

lows sufficient dollars for PG&E to pursue residential 

energy efficiency programs in appropriate ways. 
 
18.4.9.4 Power Quality/Power Electronics/Motors and 

Systems 
 
PG&E recommends $1,010,000 for this area of RD&D 

while DRA recommends a reduction of 25%, leaving 

$758,000 for these activities. DRA believes that reduction 

was appropriate because it contends that PG&E's RD&D 

efforts in this area are not leveraged with other organiza-

tions. PG&E claims that in fact some leveraging will oc-

cur. A PG&E project which is leveraged with others gen-

erally entails PG&E sending money to someone else's 

RD&D project or consortium, where someone else collects 

the money from PG&E and others and manages that 

RD&D effort. 
 
We find PG&E's showing on this area to be inadequate to 

allow the full amount requested. We agree with DRA that a 

25% reduction is appropriate and encourage PG&E to seek 

additional funding from other sources. 
 
18.4.10 Transportation 
 
While the subject of natural gas and electric vehicles will 

be discussed in greater detail generally in the next section 

of this decision, the areas that pertain to the RD&D efforts 

and budget will be addressed here. PG&E requests a total 

of $1,885,000 for this RD&D area. DRA's recommenda-

tion is $885,000. 
 
The largest area of disagreement is for funds for PG&E's 

support of the clean air vehicle technology center 

(CAVTC). DRA recommends that no funding be author-

ized for this program. 
 
The CAVTC is a privately owned and operated facility 

located in the Bay Area which will provide an objective 

and credible testing and analysis facility where PG&E, 

other utilities, private fleet owners, and regulatory agencies 

(both state and federal) can go to test vehicle emissions, 

vehicle performance, and other parameters of alternative 

fuel vehicles. PG&E expects to use this facility for testing 

of advanced natural gas vehicles and electric vehicles. 

CEC joins PG&E in recommending approval of PG&E's 

$500,000 request for CAVTC funding. 
 
DRA believes this is an area of research that should be 

funded by the competitive market or a government agency, 

not PG&E. We note that DRA's overall recommendation in 

this RD&D field for electric and natural gas vehicles is in 

keeping with its recommendation for that subject area. In 

order to be consistent with the level of funding we will 

approve for PG&E in this area, we will adopt DRA's 

recommendations for RD&D dollars for the transportation 

field. We note that the dollars approved should be more 

than adequate to continue to further support and encourage 

natural gas and electric vehicles in the State of California. 
 
18.4.11 Research Policy & Planning 
 
[48] In this umbrella area, PG&E and DRA agree on 

$5.433 million for program management and administra-

tion. However, for the $19,067,000 requested for contri-

butions, DRA recommends a reduction of $300,000. In 

addition, we raise the issue on our own as to the appropri-

ateness of PG&E's contributions to EPRI of $14.5 million. 

(Exhibit 12, p. 2-179.) 
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DRA recommends a disallowance of $300,000 for PG&E's 

support of the Gas Cold Reactor Associates (GCRA). 

PG&E contends that the advanced nuclear technology 

being developed through GCRA is a modular 

(110-megawatt) technology which emphasizes standard-

ized design, for ease of mass production, and is inherently 

safe. PG&E believes it should continue to support GCRA's 

efforts as it has for the past three years. DRA disputes this 

saying that GCRA is not a research organization. We agree 

with DRA that this organization is more akin to an advo-

cacy group than a research organization. We will support 

DRA's disallowance. 
 
In addition, DRA has recommended two additional disal-

lowances, one a $10,000 contribution to the California 

Construction Technology Transfer Association and the 

second to the California State University Foundation Re-

search. As to the first disallowance, PG&E argues that its 

contribution to this entity enables PG&E's construction 

and engineering personnel to have access to the latest 

construction method technologies for a minimal invest-

ment. Likewise, PG&E believes its contribution to CSU's 

annual R&D support for innovative thinking by college 

students in a number of technological areas including 

energy is a reasonable ratepayer expense. 
 
We disagree. We believe DRA's arguments that these are 

inappropriate contributions with ratepayer funds. 
 
Finally, we wish to address the issue of EPRI dues. We 

note that these dollars constitute the major portion of the 

overall category of contributions. 
 
EPRI's mission, as described by PG&E, is to discover, 

develop, and deliver advances in science and technology 

for the benefit of member utilities, their customers, and 

society. EPRI's research program covers a broad range of 

technologies related to the generation, delivery, and use of 

electricity with special attention paid to cost-effectiveness 

and environmental acceptability. PG&E anticipates that its 

1993 EPRI nonnuclear contribution to be nearly $15 mil-

lion. We note that in Edison's recent GRC decision, we 

disallowed any dollars set aside for EPRI membership. We 

noted in that decision that Edison's request for funding of 

EPRI came late in the proceeding. (D.91-12-076, mimeo. 

pp. 115-116.) Such is not the case here. However, we are 

concerned as to whether the EPRI dollars spent is the best 

use of ratepayers' money. We note that EPRI is a national 

organization, yet a large portion of its overall funding is 

derived from California utilities. We are concerned as to 

whether enough attention is given to California issues in 

the disbursement of these funds. PG&E did not make an 

affirmative showing as to what benefits accrue to Califor-

nia ratepayers from EPRI funds expended on dues. 

Therefore, we will disallow PG&E's EPRI dues for now, 

but will allow PG&E to make a showing on how funds 

expended for EPRI dues benefit California ratepayers. 

Since Phase 2 of this proceeding is ongoing, PG&E may 

make such a showing in the currently scheduled Update 

hearings in Phase 2. Depending on that showing, we may 

reconsider this disallowance. In the meantime, we do not 

extend program funding flexibility to EPRI dues. 
 
19. Clean Air Vehicle Programs 
 
19.1 Overview 
 
PG&E, DRA, and the CEC all participated in the issue of 

PG&E's proposed clean air vehicle (CAV) programs. 

PG&E describes the programs as designed to continue 

development and commercialization of two of the most 

promising alternatives to gasoline-powered vehicles. The 

two alternatives are natural gas vehicles (NGVs) and 

electric vehicles (EVs) which PG&E believes will signif-

icantly and substantially contribute to air quality im-

provements. None of the parties fundamentally disagree 

that this area of CAVs is one that is worthwhile. The dis-

agreement among the parties relates to two major issues: 

First, where should these dollars for CAV be handled and 

based on what policy considerations? Secondly, what level 

of funding is appropriate to decide in this general rate case? 

Both issues will be addressed below. 
 
19.2 CAV Program Classification 
 
The CEC in particular is troubled by PG&E's classification 

of its CAV activities under one umbrella, as they have been 

presented in this GRC in Exhibit 14. The CEC argues that 

while this may have the virtue of simplicity, it is funda-

mentally misguided in that virtually all of these programs 

are either RD&D or DSM activities and therefore should 

be treated as such. The CEC goes on to argue that creating 

a separate category for CAV activities would decrease 

oversight by responsible PG&E management and by reg-

ulators, and would treat PG&E's CAV activities substan-

tially differently than those of Edison, the only other utility 

to have had a comprehensive review of CAV programs in a 

GRC. Therefore, a major portion of CEC's recommenda-

tion in this case relates to a reclassification of PG&E's 

CAV programs as follows: technology development to be 

handled in RD&D; market research infrastructure assess-
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ment and systems impacts to be handled in DSM meas-

urement and evaluation; and NGV and EV promotion to be 

handled in DSM load building. 
 
DRA had a slightly different concern regarding the classi-

fication of the CAV program. DRA's concern really fo-

cuses on the fact that many issues need to be addressed in 

the Commission's ongoing proceeding to develop a policy 

governing utility involvement in the market for low emis-

sion vehicles (LEVs). DRA is concerned that until issues 

are resolved in this LEV proceeding, it is unwise to treat 

utility involvement in CAV programs as automatic utility 

services and therefore to embed funding in general rate 

cases. (Exhibit 145.) 
 
In its reply brief, PG&E stated in response to CEC's con-

cerns that in comments filed in the DSM OIR, 91-08-003, 

on August 3, 1992, both DRA and PG&E have recom-

mended a new separate category for alternate fuel vehicles 

within the DSM funding and reporting classifications. In 

addition, PG&E submits that at this time incorporation of 

CAV programs within DSM and other reporting areas is 

not required. PG&E believes that reviewing and approving 

CAV programs in the manner presented by PG&E in this 

case makes it easier for the Commission and other parties 

to review the whole package and increases the likelihood 

that funding requests will be coordinated and efficient, and 

will result in more effective total effort. 
 
We admit that PG&E was somewhat caught between 

timing issues in several ongoing Commission proceedings. 

Therefore we do not chastise PG&E for presenting its 

CAV program in the manner it did in this GRC. We will 

allow for guidance in both the DSM and LEV proceedings 

as to the appropriate way for PG&E to address its CAV 

programs in future GRCs. 
 
19.3 Level of CAV Program Funding 
 
DRA sets forth in its Exhibit 156 a comparison of its 

funding levels recommended for CAV to PG&E's funding 

levels. Generally, CEC recommended funding levels be-

tween PG&E and DRA proposals. 
 
In the Comparison Exhibit (Exhibit 235), PG&E's updated 

expense request for CAV is $9.940 million, $3.116 million 

for Electric, $6.824 million for Gas. DRA's recommended 

funding level is $2.226 million overall, $.578 million for 

Electric and $1.648 million for Gas. 
 

The major areas of difference between PG&E and DRA 

are the internal PG&E fleet use of electric vehicles and the 

need for external clean air vehicle marketing and industry 

support activities. 
 
In reaching its much lower estimates, DRA relied heavily 

on D.91-07-018, where the Commission authorized PG&E 

to spend some $12.4 million plus interest to implement a 

pilot natural gas vehicle program. In issuing this decision, 

the Commission ordered PG&E to terminate its pilot pro-

gram two years from the decision date, which would be 

July 2, 1993, unless further modified by the Commission. 

Furthermore, the Commission ordered that no additional 

funding would be granted until the completion of the 

two-year program, and its subsequent review by the 

Commission. 
 
Overall, DRA believes it is inappropriate and premature 

for PG&E to request GRC funding which will transform 

their pilot NGV program into a normal GRC-funded op-

eration. This concerns DRA because it is not clear that the 

Commission's development of a long-term policy will 

necessarily mean that utilities will be allowed a presence in 

the market for LEVs or CAVs. DRA believes it is appro-

priate to not enlarge this program prior to the Commission 

being allowed to develop a long-term policy in a more 

appropriate forum of the LEV proceeding. (I.91-10-029.) 
 
This is not to imply that DRA wishes to disallow all of 

PG&E's current GRC funding requests. DRA believes that 

PG&E's internal NGV program or its fleet program and its 

own stations are reasonable activities and should be 

funded. The CEC has no specific dollar recommendation 

for this area. 
 
[49] We are concerned that the level of funding be con-

sistent between the expiration of the natural gas vehicle 

pilot program and our pending decision in I.91-10-029. We 

will treat this issue as we did in our recent GRC decision 

for SDG&E (D.92-12-019). Therefore, we authorize con-

tinued funding at current annual levels pending our order 

in I.91-10-029. PG&E is authorized to continue the bal-

ancing account treatment pursuant to D.91-07-018 be-

tween the expiration date of the account and a decision in 

I.91-10-029. 
 
However, as to PG&E's request to incorporate 65 electric 

vehicles into its own fleet, DRA had major concerns. DRA 

recommended that only one vehicle per year be added, a 

total of three vehicles over the rate case cycle. DRA argues 

that while it was willing to allow PG&E to convert 800 of 
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its vehicles to natural gas, the electric car market is much 

less farther along. DRA believes purchase and evaluation 

of three electric vehicles is an adequate number given their 

expense and the fledgling nature of the technology. (RT 

26:2188-2190.) DRA argues that PG&E has failed in an 

affirmative showing that the cost of 65 electric vehicles, 

for which it seeks ratepayer reimbursement, is reasonable 

given the high cost and limited usefulness of electric ve-

hicles. Of course, DRA also points out that this is a major 

investment to make when so many policy issues in this area 

are still pending before the Commission. PG&E counters 

that it believes that 65 vehicles over three years are fully 

supported by the record and should be approved. 
 
The second area where PG&E and DRA had disagreement 

was to what DRA called external activities or those activ-

ities that do not relate directly to PG&E's own fleet. DRA 

in this area recommended no funding at all while PG&E 

requested $7.7 million, broken down into $2.5 million for 

Electric and $5.2 million for Gas. Once again the CEC 

recommendations are difficult to state in exactly equivalent 

terms but are approximately $3.5 million total. DRA cites 

the pendency of the investigation in this area as a reason to 

remove all funding that does not relate directly to PG&E's 

own fleet. DRA believes it is imprudent to prejudge the 

forum where these policy decisions are more appropriately 

determined. PG&E counters that if the Commission's 

long-term policy in the investigation is to support contin-

ued or expanded programs, then the funding levels for 

programs requested by PG&E in this proceeding are ap-

propriate. Further, PG&E argues that continuity of funding 

is important because funding gaps can be disastrous to 

programs. 
 
Particularly as to electric vehicles, we believe it is critical 

for this Commission to continue to show support and 

leadership in this area. Therefore, we will authorize more 

dollars than DRA recommends but less than PG&E's full 

request. In addition, we will alter the regulatory treatment 

proposed for electric vehicle purchases. 
 
We agree with PG&E's reasons for placing electric vehi-

cles within its own vehicle fleet. We agree that the pro-

curement of electric vehicles provides meaningful support 

for a new and promising technology. We also believe that 

PG&E conveys a message of corporate responsibility by 

evaluating the performance of electric vehicle technology 

to reduce emissions within its own vehicle fleet. However, 

we view these initial fleet placements as demonstrations to 

assess the degree to which performance characteristics of 

electric vehicles can serve the needs of the utility. We 

believe that the unproven usefulness of electric vehicles, 

coupled with their high cost, render these purchases as 

unreasonable additions to common plant on which the 

utility can earn its rate of return. Instead, we authorize 

PG&E to establish an electric vehicle tracking account and 

to record the total cost of electric vehicle purchases and 

related expenses as expense items in this account. 
 
Second, we authorize PG&E to spend no more than $1.8 

million ($1990) annually on electric vehicle purchases and 

related expenses which will be recorded in the electric 

vehicle tracking account. These activities would include 

the total cost of electric vehicle procurement, sup-

port/administrative activities related to the electric vehicle 

purchases, and $.067 million ($1990) in expenses as re-

quested by PG&E for participation in electric vehicle trade 

associations. We do not intend to further micro-manage the 

utility in how it chooses to allocate the authorized funds 

among areas that relate directly to its own fleet. Any funds 

which have not been spent in these areas prior to our 

pending decision in I.91-10-029 shall be returned to rate-

payers, and subsequent utility involvement in electric 

vehicle activities shall conform to the policies we develop 

there. 
 
Finally, we appreciate the CEC's input and concern in this 

area. We welcome its continued input in our LEV inves-

tigation. 
 
20. Demand-Side Management 
 
20.1 Overview 
 
We are pleased that the area of demand-side management 

was not the painful process that we went through in Edi-

son's last GRC decision. We are pleased that the parties 

followed our overall directives that this was to be a forum 

for funding issues rather than overall policy issues for 

DSM. We are progressing with our overall policy for DSM 

issues in our ongoing Rulemaking 91-08-003 which ac-

companies I.91-08-002. 
 
Further, the issue was streamlined in this case by a Joint 

Recommendation on most issues being submitted by DRA, 

PG&E, CMA, CLECA, and the California State Depart-

ment of General Services (DGS). The one issue that was 

not resolved by the joint recommenders related to the ap-

propriate funding level for thermal energy storage load 

management program. In addition, other parties who did 

not join in the Joint Recommendation raised certain con-

cerns during hearing. All parties were allowed to 
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cross-examine the proponents of the Joint Recommenda-

tion as much as they requested. 
 
We are pleased to say that there is no party who believes 

the Joint Recommendation is outrageous. Rather, the fol-

lowing parties had concerns on fairly specific areas. The 

Coalition for Energy Efficiency and Renewable Technol-

ogies (CEERT), together with the Natural Resources De-

fense Council (NRDC), generally support the Joint Rec-

ommendation but recommend that there be a restored 

funding for 30 megawatts of conservation acquisitions. 

This 30 megawatts comes from the Commission's decision 

in D.92-03-038 to reduce the size of PG&E's DSM bidding 

pilot project from 50 megawatts to 20 megawatts. While 

we appreciate that these two parties in particular were 

probably displeased with our decision to downsize the pilot 

bidding program, we have no wish to revisit or alter that 

decision in this proceeding. 
 
The CEC also generally supports the Joint Recommenda-

tion of the parties but has concerns regarding how share-

holder incentives were developed. Finally, TURN gener-

ally supports the Joint Recommendation also but wishes to 

see changes in the refrigerator rebate program, full com-

pliance with energy efficiency building standards (Title 

24) as a condition for participation in the new construction 

program, a prohibition from spending any further money 

on the Delta project until clear results have been obtained, 

and a lowering of the shareholder incentives, the opposite 

of CEC's concern. CMA shares TURN's concerns regard-

ing Title 24 compliance. 
 
We will address all of these issues in further detail in the 

sections to follow. We note at the outset that it is not our 

desire to create an absolutely perfect DSM system in this 

GRC, but rather to have something reasonable in place as 

we continue to resolve generic DSM issues in our policy 

proceeding previously referred to. 
 
20.2 The Joint Recommendation 
 
PG&E and DRA, the major movers behind the Joint 

Recommendation, represent that there were extensive 

negotiations among all active parties in this phase of pro-

ceeding. That this is true is indicated by not only the 

signers of the Joint Recommendation but the overall gen-

eral support by other parties to this proceeding. With few 

exceptions, virtually all parties support the program 

funding levels arrived at in the Joint Recommendation. We 

will include in the text of this decision the Table 2 attached 

to the Joint Recommendation that indicates the funding 

levels requested by PG&E, then those recommended by 

DRA, and finally the compromises reached under the Joint 

Recommendation. 
 
TABLETABULAR OR GRAPHIC MATERIAL SET 

FORTH AT THIS POINT IS NOT DISPLAYABLE 
 
[50] The parties represent that the Joint Recommendation 

is a reasonable and fair compromise and further satisfies 

the interests of the Commission, DRA, and PG&E. The 

parties note that the Joint Recommendation provides for 

the continued expansion of PG&E's energy efficiency 

programs. The parties agreed to an increase of approxi-

mately $66 million, or 45% above PG&E's 1992 author-

ized budget levels, for energy efficiency programs. Pro-

grams that have shown particular success have been ex-

panded even more rapidly. For example, PG&E's nonres-

idential new construction program is increased by 379% 

and the agricultural energy efficiency incentives (EEI) 

program is expanded by 538%. In addition, the Joint 

Recommendation also gives PG&E spending flexibility to 

increase funding for its retrofit energy efficiency programs 

by up to 30%, which equals $21.5 million per year above 

the ‘authorized levels.‘ The Joint Recommendation pro-

vides that PG&E be authorized to increase its budget 

ceilings to 130% of authorized spending levels only if 

certain advice letters are filed with the Commission. 
 
The Joint Recommendation also permits PG&E to borrow 

funds from future years for current DSM expenses or to 

carry over unused funds in one year into subsequent years. 

As demonstrated in Table 3 PG&E is allowed to shift funds 

and/or exceed authorized budgets, as long as the estab-

lished minimum performance standards, when applicable, 

are met for each individual program. This gives PG&E a 

large amount of flexibility to respond to fluctuations in 

demand for its various programs. 
 
TABLETABULAR OR GRAPHIC MATERIAL SET 

FORTH AT THIS POINT IS NOT DISPLAYABLE 
 
While it is tempting to look at the Joint Recommendation 

as perhaps a ‘split the baby‘ approach, the parties made it 

clear that this was not how the numbers were arrived at. 

(RT 51:4745-4747.) To explain further, the Joint Rec-

ommendation differs from DRA's original recommenda-

tion primarily by $21 million of increased funding for 

energy efficiency programs. But on the other hand, PG&E 

agreed to reduce its load retention budget by 50%, and 

eliminated its load building programs entirely. These were 

two areas which DRA strongly advocated budget cuts. 
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The Joint Recommendation also addressed the issue of 

shareholder incentives. This is an issue that has taken up 

much Commission attention in the last few years related to 

the DSM programs. Joint Recommendation proponents 

correctly point out that this GRC is being considered in the 

middle of a transition period of Commission policy on 

shareholder incentives. We discussed the issue at length in 

Edison's last GRC decision (D.91-12-076). In addition, the 

issue has been addressed in D.92-02-075, in the DSM 

policy proceeding, where we set forth an interim opinion 

on target shareholder earning levels for DSM programs. 

DRA and PG&E, along with the other signers of the Joint 

Recommendation, believe that they have complied with 

the interim policy in their Joint Recommendation. The 

parties emphasized and we concur that the shareholder 

incentives adopted in the Joint Recommendation are again 

interim in nature. This interim nature should be kept in 

mind as we later discuss the various recommended ad-

justments or alterations to the Joint Recommendation. The 

parties correctly point out that the issue of shareholder 

incentives will be revisited soon in another proceeding and 

that the decision in that proceeding could supersede any 

finding here. Therefore, we will not go into as detailed a 

discussion as the parties have in their briefs and testimony 

on this issue. 
 
Overall, we find the Joint Recommendation (Exhibit 214) 

to be a thorough document and we commend the parties for 

the clearly arduous effort that went into reaching agree-

ment on these issues. We will only briefly highlight the 

other aspects of the Joint Recommendation. The Joint 

Recommendation includes PG&E's agreement to change 

program design and implementation procedure to further 

ensure that its various programs will be cost-effective for 

ratepayers. In addition, PG&E has agreed to provide addi-

tional analysis of its CEE programs by specified deadlines 

and commits to a schedule for the release of its measure-

ment and evaluation studies. In addition, the Joint Rec-

ommendation sets up a reallocation of PG&E's proposed 

budget of targeted transmission and distribution, also 

known as the son of the Delta project. PG&E agrees to 

complete and distribute an evaluation study of its existing 

Delta program by June 1, 1994. 
 
Finally, the Joint Recommendation's resolution of the issue 

of spending flexibility, which is always a thorny issue in 

DSM programs, represents a compromise between DRA's 

and PG&E's positions. With respect to shared savings 

programs, PG&E is allowed to expand its programs by up 

to 30% above authorized levels and to shift funds between 

shared savings programs. PG&E would be permitted to 

make both of these changes without seeking additional 

Commission authorization. However, in the negotiations 

particular attention was paid to PG&E's flexibility re-

garding new construction programs. Under the Joint 

Recommendation, these programs are given ‘performance 

adder‘ incentive treatment rather than ‘shared savings 

treatment.‘ Accordingly, the 30% spending flexibility 

available for PG&E's retrofit programs is not applicable to 

the new construction programs. Instead, due to the recent 

slump in new construction starts and the possibility of a 

rebound during this GRC cycle, DRA agreed first, to a 

93% increase in the new construction program budget, and 

second, to grant PG&E flexibility to shift $10 million of 

funds from shared savings programs to new construction 

programs. 
 
We adopt the Joint Recommendation in total. We will 

briefly address the alterations to the Joint Recommenda-

tion proposed by various parties. 
 
20.2.1 NRDC's & CEERT's Proposals 
 
NRDC's and CEERT's recommendations can generally be 

characterized as attempts to supplement the settlement 

reached by the Joint Recommendation. NRDC argues that 

the increases over the 1992 budget are not quite as dra-

matic as DRA suggests. NRDC is troubled by the loss of 

the 30% flexibility increase for all of the new construction 

programs. NRDC is generally in favor of additional 

spending flexibility for new construction programs. NRDC 

argues that providing additional flexibility does not man-

date dollars be spent. If the program budget caps have been 

set high enough to meet system needs, then the additional 

spending authority would not be exercised. 
 
Additionally, NRDC and CEERT both wish to restore 

funding for 30 megawatts of conservation acquisitions. As 

we have already stated, this issue arises from our decision 

to reduce PG&E's DSM pilot bidding project in 

D.92-03-038. NRDC and CEERT contend that since 

PG&E's original resource plan and budget included 30 

megawatts of cost-effective savings that cannot now be 

acquired from the pilot bid, it should be acquired instead 

through the utility's own programs. NRDC conclude that 

otherwise PG&E would have to substitute more expensive 

generation for the lost megawatts. NRDC and CEERT do 

concede that the question of whether the 30 megawatts and 

associated funding should be restored is separate from that 

of whether private firms should participate in securing 

these savings. NRDC acknowledges that DRA is correct in 
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noting that the Commission has never found that PG&E 

needed 50 megawatts (the original proposal) of PG&E's 

sponsored energy service company (ESCO) activity during 

this rate case cycle. NRDC and CEERT argue that we have 

an ample record to support that conclusion in this case. 
 
We disagree with NRDC on budgetary flexibility being 

increased and with CEERT and NRDC as to the 30 meg-

awatts of conservation acquisitions. As we have stated in 

prior proceedings, we will adopt settlements only if there is 

a showing that they are not contrary to the public interest. 
 
‘If our goal truly is to encourage settlements or stipula-

tions, then we must resist the temptation to alter the results 

of a good faith negotiation process unless the public will be 

harmed by the agreement. Otherwise, parties will legiti-

mately grow weary of our settlement process if we alter 

settlements as a matter of course. Substituting our judg-

ment for that of the parties is only appropriate if the public 

interest is in jeopardy.‘ (D.91-05-029.) 
 
While NRDC and CEERT disagree with the Joint Rec-

ommendation, we find their arguments do not question that 

the joint settlement is in the overall public interest given 

the status of DSM issues here at the Commission. We 

encourage both NRDC and CEERT to continue to partic-

ipate in our policy-setting proceedings regarding DSM 

issues. 
 
20.2.2 CEC's Proposals 
 
The CEC opposes the Joint Recommendation shared sav-

ings mechanism because in its opinion the mechanism has 

no economic or policy rationale, is unduly complex, and 

will discourage superior performance and achievement of 

the state's policy of obtaining all cost-effective DSM sav-

ings. The CEC is alone in its criticism of this aspect of the 

settlement, suggesting that PG&E will earn too little 

money. 
 
The CEC attempts to separate PG&E from the Joint 

Recommendation. However, PG&E has always stated that 

in the policy proceeding, R.91-08-003, PG&E intends to 

argue for higher levels of shareholder incentives than have 

been reached in the Joint Recommendation. The parties 

reached a compromise knowing that what was decided in 

this GRC is only temporary in nature. We appreciate the 

fact that the parties chose not to spend an undue amount of 

time litigating an issue that is more appropriately to be 

litigated in the DSM proceeding. 

 
We believe that the shared incentive mechanism as agreed 

to in the Joint Recommendation is fair, reasonable, and is 

in the best interest of PG&E's ratepayers. It must be borne 

in mind that PG&E's ratepayers are paying for all of 

PG&E's DSM programs at this time. Given the generous 

increases which the Joint Recommendation allows, we 

believe that we are in fact following the state's policy of 

encouraging cost-effective DSM savings. 
 
As PG&E's witness in this area put it: 
 
‘... The bottom line is that at the end of the day we felt that 

the stipulated package ... in total served the interests of the 

company and offered us the type of incentive and program 

funding that we feel would be adequate to meet our re-

source plan objectives.‘ (RT 48:4521.) 
 
In this regard, we believe PG&E is well able to look after 

its own interests. We reject the CEC's criticism of the 

shared incentives program for this GRC. As we have al-

ready encouraged the NRDC and CEERT, we welcome the 

CEC's participation in our ongoing policy-making DSM 

proceeding. 
 
20.2.3 TURN's Proposals 
 
[51] TURN enumerates four concerns that it has regarding 

the joint recommendation. First, TURN recommends that 

there be changes to the refrigerator rebate program in order 

to discourage the purchase of large refrigerators. TURN 

advocates a cap on the unit size of refrigerators that are 

eligible for the PG&E rebate program. TURN points out 

that larger units use more energy, and units with additional 

features (such as ice through the door) consume more than 

units of the same size which lack such features, even 

among the more efficient models qualifying for PG&E's 

rebate. TURN's argument is that if the refrigerator rebate 

program is to achieve the greatest amount of energy sav-

ings, it should recognize the additional efficiency benefits 

from smaller, less feature-laden models and be structured 

accordingly. 
 
PG&E argues that TURN's proposal is a throwback to the 

days when conservation was the theme of DSM, and peo-

ple were supposed to get by with less, by giving up creature 

comforts. PG&E points out that one of the themes arising 

out of the California Collaborative that was the precursor 

to our DSM proceeding is that people don't have to suffer 

to be energy efficient. PG&E states that many people, due 
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to family size, lifestyle, or personal preference, choose to 

buy larger refrigerators, or refrigerators with features such 

as water or ice through the door. 
 
PG&E argues that manufacturers are going to produce both 

large and small refrigerators to meet customer demand. 

PG&E believes that in the absence of its rebate on refrig-

erators in the larger category (over 20 cubic feet), there 

would be very few large refrigerators in the market that 

exceed the minimum federal energy efficiency standards. 

PG&E believes that significant lost opportunities in PG&E 

efficiency would result from TURN's suggestion because 

many people would continue to buy these large and/or 

featured refrigerators based on personal choice. 
 
PG&E believes TURN's recommendation in this area is a 

misguided regulatory attempt to tell consumers what they 

should be buying. PG&E points out that one of the 

strengths of the energy efficiency programs is that they 

work with the market to produce and sell energy-efficient 

products that both meet consumer needs and use less en-

ergy than the standard product. 
 
We concur with PG&E that it would be inappropriate for 

us to limit the refrigerator rebate as it has been designed. 
 
TURN's second proposed change to the Joint Recom-

mendation is based on TURN's serious concern about the 

failure of members of California's construction industry to 

comply fully with the building standards set forth in Title 

24 (Energy Efficiency Standards). TURN proposes limit-

ing participation in PG&E's new construction rebate pro-

gram to those contractors whose structures fully comply 

with Title 24. 
 
TURN objects to PG&E using ratepayer money to reward 

builders whose buildings may not need all the basic Title 

24 requirements. Secondly, if PG&E-rebated equipment is 

being installed in a home not fully complying with Title 

24, the measured gains in efficiency achieved by such 

equipment may be inflated. TURN points out that PG&E's 

new construction programs are intended to achieve bene-

fits beyond those statutorily mandated by Title 24 in Cal-

ifornia. TURN's solution to this problem is for the Com-

mission to direct PG&E not to provide rebates to any 

builder unless the entire structure (beyond the program 

areas) complies with Title 24, as verified by an onsite 

inspection conducted by PG&E of a representative sample 

of the buildings for which it is providing rebates. TURN 

recommends that a building with features funded by PG&E 

must comply with Title 24 standards not only at the time 

the plans are submitted, but also when construction is 

complete. 
 
TURN concludes that by requiring Title 24 compliance, 

the Commission will ensure that the energy efficiency 

measures funded by ratepayers actually achieve energy 

savings above and beyond those attained under Title 24. 
 
TURN goes on to state that any builder who wishes to 

receive the incentives under PG&E's program will have to 

submit the entire building to scrutiny. Conversely, those 

builders who will not allow full inspection will not be 

eligible for this program. 
 
No other party in the proceeding supports TURN's rec-

ommendation. 
 
PG&E raises the concern that this kind of additional re-

quirement will discourage builder participation in PG&E's 

program. In addition, the issue of PG&E's jurisdiction to 

inspect and potentially second-guess the conclusions of 

local building departments has not been sufficiently an-

swered by TURN. (RT 49:4569-4573) PG&E recommends 

that this issue continue to be worked on with its advisory 

committee on this overall program. PG&E points out that 

TURN found out about this issue through its participation 

in advisory committee meetings. 
 
We agree with PG&E that this is an issue not yet ready for 

any Commission action. We encourage PG&E to continue 

to address this issue in its advisory committee study. We 

have no desire at this time to make PG&E an unofficial 

building inspection department. The goal of the new con-

struction program is to encourage builders to participate, 

not to burden them with additional layers of bureaucracy. 
 
TURN's third proposal is a rejection of any allowance for 

targeted transmission and distribution projects until the 

results from the Delta project have been evaluated. TURN 

points out that PG&E's initial funding request sought $6 

million for its targeted transmission and distribution 

(TT&D) program. This program's purpose is to defer 

transmission and distribution additions by focusing the 

application of DSM programs upon a specific geographic 

area. Thus far, the only such program in operation is 

commonly referred to as the ‘Delta project.‘ TURN 

acknowledges that the Joint Recommendation does not 

have a separate allocation for the TT&D program. Instead, 

a reduced amount of $3.5 million was redistributed among 

the other DSM programs. However TURN states that alt-

hough the funds would no longer be specifically desig-
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nated for TT&D, nothing in the Joint Recommendation 

would prevent PG&E from taking these funds from each 

individual program and targeting a specific area, just as if 

the funds had been allocated for that express purpose. 

Therefore, TURN wishes the $3.5 million which was re-

allocated from TT&D program to be stricken from PG&E's 

overall DSM budget. We note that TURN relies on the 

testimony of CLECA extensively in its brief; however, 

CLECA is one of the signatories to the Joint Recommen-

dation. 
 
PG&E responds by stating that the TT&D language is in 

the Joint Recommendation simply to express PG&E's 

intention to spend resource dollars on a TT&D project. 

PG&E does want the ability to spend $3.5 million on a ‘son 

of Delta‘ project, but will pursue further projects only in 

1994 or 1995, after evaluation of the Delta project, and 

after consultation with the advisory committee, in ac-

cordance with the concerns of CLECA and TURN. (RT 

51:4733.) PG&E points out that if, after consultation with 

the committee, the money is not spent, and if it is not spent 

on resource programs, the money will be returned to 

ratepayers, in accordance with normal balancing-account 

procedures. 
 
We believe the issue of further funding for TT&D pro-

grams has been adequately addressed by the Joint Rec-

ommendation. Nothing that TURN has raised convinces us 

that we should alter that agreement reached by many par-

ties in the proceeding. 
 
On the issue of shareholder incentives, TURN feels dif-

ferently than the CEC. TURN believes that the Joint 

Recommendation, which proposed that shareholder earn-

ings be calculated as the product of the authorized rate of 

return and the forecast of annual utility program costs, is 

too generous. TURN believes that the rate of return used in 

calculating the shareholder incentives for DSM programs 

ought to be significantly lower than the rate of return 

earned on utility-constructed plants. TURN believes this is 

self-evident from one basic distinction between the two 

types of investments: Shareholder funds are not at risk in 

the DSM programs. The money expended on these pro-

grams comes exclusively from ratepayers. 
 
We had thought that it had been made clear in our DSM 

proceeding at the issue of shareholder incentive would be 

addressed in that proceeding. The Joint Recommendation 

is adopting a program for only an interim period, which 

will be changed depending on what is the outcome of our 

policy-making DSM proceeding. Therefore, as we did with 

CEC's concerns, we will reject TURN's suggestions for 

purposes of this GRC and adopt the shareholder incentives 

set forth in the Joint Recommendation until a further order 

by the Commission in the DSM proceeding. 
 
Finally, TURN raised several issues regarding consistency 

between DSM programs and other areas of PG&E's oper-

ations. We will not go into them at length here; we note 

that they are more appropriately addressed in either our 

Phase 2 rate design phase of this case or in the DSM pro-

ceeding. 
 
Overall, objections raised by TURN do not compel us to 

alter or modify that Joint Recommendation. Despite the 

comments of the few parties who raised concerns regard-

ing certain aspects of the Joint Recommendation, we find it 

to be reasonable and in the public interest. This is partic-

ularly true in light of the fact that it is a temporary device 

and policy issues will be ultimately determined in the DSM 

policy proceeding. We encourage the parties who raised 

concerns in this proceeding to continue to participate in the 

policy-making proceeding on these issues. Certainly for 

purposes of this GRC, the Joint Recommendation balances 

well the interests of PG&E's ratepayers, stockholders, and 

other interested parties to our proceedings. Further, it does 

comport with our statutory requirements as set forth in the 

Code. 
 
20.2.4 Thermal Energy Storage 
 
[52] The one area where PG&E and DRA were unable to 

reach agreement regarding DSM issues relates to PG&E's 

thermal energy storage (TES) program. Thermal energy 

storage systems make chilled water or ice during off-peak 

periods to meet cooling load during peak periods. As such, 

they are promoted as a load management program. Ther-

mal energy storage systems has been an ongoing program 

for many years. (RT 49:4586.) During the hours of greatest 

air conditioning load, the chilled water or ice reduces the 

size of the air conditioning unit needed for the building, 

thus reducing electrical demand. In a time of relatively 

high reserve margins for PG&E, this capacity would have a 

reduced value. 
 
DRA recommends that PG&E's thermal energy storage 

program be funded at $1.6 million per year. This is the 

same level of funding as was approved by the Commission 

in PG&E's last GRC decision. (34 CPUC2d 199, 408, 412 

(1989).) The CEC joined DRA in this recommendation. 
 
PG&E, on the other hand, recommends funding of $6 
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million for 1993, a four-fold increase. 
 
DRA acknowledges that the Commission recently gave 

PG&E an amount of additional funding for its TES pro-

gram in a recent ECAC decision. (D.91-12-015, mimeo., 

page 49.) There, $2.5 million was authorized for 1992 TES 

program. PG&E argues that given what happened in the 

last ECAC proceeding, the budget should be over $4 mil-

lion. DRA responds that the ECAC decision should not 

form an adequate basis for a three-year expansion of this 

program. DRA contends that the issue was not the subject 

of much scrutiny in the ECAC proceeding. In fact, DRA 

points out that the decision only has one sentence of dis-

cussion of PG&E's proposed funding level. DRA argues 

that the record is much more substantial in this GRC pro-

ceeding and fails to support the expansion of this program. 
 
DRA believes the Commission should treat thermal energy 

storage as a ‘resource program.‘ Then TES would be sub-

ject to the same scrutiny as other resource programs that is 

rigorous measurement and resource plan linkages through 

Integrated Cost Effectiveness Methodology (ICEM) anal-

yses. DRA points out that such a demonstration has not 

been made by PG&E for this program. 
 
In addition, both DRA and CEC point out that PG&E's 

own analysis of this program shows it to be only margin-

ally cost-effective with the benefit/cost ratio of only 

1.08:1. Therefore while DRA acknowledges that this pro-

gram may have some merit and deserves further study, the 

increase sought by PG&E is inappropriate at this time. 
 
Finally, PG&E raises the point that if TES is not pursued 

now in new construction or major remodeling projects, it 

becomes a ‘lost opportunity‘ that can never be pursued. 

Therefore, PG&E contends that now is the time to increase 

the TES program from the level approved in the last ECAC 

decision to the $6 million level sought in this GRC. 
 
We are more persuaded by the testimony of DRA's and 

CEC's witnesses on this issue. An increase granted in an 

ECAC proceeding does not preclude us from doing a more 

formal analysis in a GRC. In fact, it is in the GRC where 

these programs obtain the scrutiny that they deserve. We 

concur with the arguments raised by CEC and DRA on this 

issue and will adopt a funding level for 1993 of $1.6 mil-

lion. 
 
20.2.5 Conservation Voltage Reduction 
 

This issue was injected into the proceeding by Mr. Sesto 

Lucchi requesting that PG&E continue its conservation 

voltage reduction (CVR) program. Mr. Lucchi is a former 

Commission employee. However, PG&E has been filing 

reports to the Commission regarding CVR, indicating that 

beyond current maintenance it is not cost-effective and will 

remain noncost-effective until marginal costs rise signifi-

cantly. In fact, PG&E points out that the Commission staff 

currently is no longer interested in even receiving reports 

about CVR (Exhibit 99). Mr. Lucchi points to no studies of 

cost-effectiveness nor did he know the cost of the proposal 

he is making. In its brief PG&E says that it will continue its 

current CVR maintenance activities. PG&E points out that 

it will reevaluate the program and reinstitute it when and if 

it becomes cost-effective in the future. But PG&E does not 

have any desire to continue to generate reports for CACD 

that no current employees of the Commission have an 

interest in reviewing. 
 
We concur with PG&E that there is no reason at this time 

to continue the reporting requirements which we set up 

some time ago for CVR. Likewise, Mr. Lucchi's recom-

mendations are not backed up by facts to justify us to take 

any further action in this area at this time. While Mr. 

Lucchi's history of the program was of some interest, it has 

added nothing of substantive value to this proceeding. 
 
21. The Geysers 15 Retirement 
 
21.1 Overview 
 
PG&E and DRA disagree on several issues surrounding 

the Geysers 15 power plant. The Geysers Unit 15 was 

retired on December 29, 1989. PG&E proposes to recover, 

through the ECAC balancing account, its prudently in-

curred steam costs for the operation of Unit 15, including 

the $5,028,865 in steam payments for which recovery was 

deferred pending reasonableness hearings. PG&E also 

proposes to accord Unit 15 normal retirement status with 

no explicit adjustments to rates. 
 
DRA disagrees and believes PG&E should not recover the 

deferred steam costs. In addition, DRA believes PG&E 

should refund over a five-year period, with interest, $36 

million that will have been accrued in a memorandum 

account for depreciation, return, and net O&M expenses 

for assumed costs allocable to Unit 15 during the period 

February 23, 1990 through December 31, 1992. 
 
In addition, PG&E and DRA have a major disagreement 

over rate base treatment of this plant. DRA believes that 
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PG&E should reduce the overall Geysers plant rate base by 

$30.2 million and the Commission should allow PG&E to 

recover that amount over a five-year period, without in-

terest. DRA believes it inappropriate to pay a return on 

Geysers 15 because it is no longer used and useful. DRA 

believes its proposed ratemaking treatment fairly balances 

costs and risks between utility shareholders and ratepayers. 

DRA further contends that its recommendation is squarely 

in line with Commission precedent. 
 
A brief history of electric generation at The Geysers since 

the 1950s may be in order. During the 1960s and 1970s, the 

development and operation of PG&E's geothermal power 

plants became a highly successful venture, both econom-

ically and technically. The Geysers developed into the 

largest geothermal installation in the world. Located in 

Northern California, The Geysers was viewed as a clean, 

environmentally preferred resource and was actively en-

couraged at virtually all levels of government from the 

CEC, the State Legislature, our own Commission, and the 

Federal Government. 
 
The unit in question here, Geysers Unit 15 was actually 

PG&E's 13th Geysers plant, achieving commercial opera-

tion in 1979. Unit 15 was the first in an area that had not 

previously been developed but at the time showed every 

promise of being as reliable and consistent as the 

then-developed portions of The Geysers. Unfortunately, 

almost from the start of operation, there were problems 

with the quality and quantity of steam available to Unit 15. 

PG&E made numerous efforts to rectify the situation, 

making physical improvements to the plant, and working 

with the steam supplier. Later, efforts were made to sell the 

plant. 
 
These efforts did not work out. When PG&E enforced an 

offset provision in the steam purchase contract and ceased 

payments for steam, the steam supplier cut off steam to 

Unit 15 on April 7, 1989, thereby idling the plant. Thus, the 

retirement occurred on December 29, 1989. DRA does not 

dispute this chronology of Geysers 15 history. What is in 

dispute is the appropriate rate-making treatment of this 

plant given its current circumstances. 
 
PU § 55.5 is relevant to the determination of the Geysers 

Unit 15: 
 
‘455.5.(a) In establishing rates for any electrical ... corpo-

ration, the commission may eliminate consideration of the 

value of any portion of any electric ... generation or pro-

duction facility which, after having been placed in service, 

remains out of service for nine or more consecutive 

months, and may disallow any expenses related to that 

facility. Upon eliminating consideration of any portion of a 

facility or disallowing any expenses related thereto under 

this section, the commission shall reduce the rates of the 

corporation accordingly and shall, for accounting purpos-

es, record the value of that portion of the facility in a de-

ferred debit account and shall treat this amount similar to 

the treatment of the allowance for funds used during con-

struction. When that portion of the facility is returned to 

useful service, as provided in subdivision (c), the corpora-

tion may apply to the commission for the inclusion of its 

value and expenses related to its operation for purposes of 

the establishment of the corporation's rates. 
 
‘(b) Every electrical ... corporation shall periodically, as 

required by the commission, report to the commission on 

the status of any portion of any electric ... generation or 

production facility which is out of service and shall im-

mediately notify the commission when any portion of the 

facility has been out of service for nine consecutive 

months. 
 
‘(c) Within 45 days of receiving the notification specified 

in subdivision (b), the commission shall institute an in-

vestigation to determine whether to reduce the rates of the 

corporation to reflect the portion of the electric ... genera-

tion or production facility which is out of service. For 

purposes of this subdivision, out-of-service periods shall 

not include planned outages of predetermined duration 

scheduled in advance. 
 
‘The commission's order shall require that rates associated 

with that facility are subject to refund from the date the 

order instituting the investigation was issued. The com-

mission shall consolidate the hearing on the investigation 

with the next general rate proceeding instituted for the 

corporation.‘ 
 
In compliance with that section, PG&E notified the 

Commission after Geysers Unit 15 had been shut down for 

nine months. The Commission responded by issuing 

I.90-02-043 on February 23, 1990, and the investigation 

was properly consolidated with this general rate case pro-

ceeding in accordance with the above code section. 
 
21.2 Appropriate Rate Base Treatment 
 
The parties' disagreement over the appropriate rate base 

treatment for the Geysers Unit 15 is fundamental. PG&E 

believes that because the Geysers plants are for accounting 
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reasons treated via group depreciation, there is no need to 

remove from rate base any dollar amount that relates to 

Geysers 15 plant alone. PG&E points out that like most 

other utilities in the country and in conformance with 

CPUC Standard Practice U-4, PG&E groups similar items 

of plant and equipment together and depreciates the group 

over a single, composite average life, due to the belief that 

an estimate of the group average life will generally be more 

accurate than an estimate of the expected life of any indi-

vidual element. The use of a composite life assumes that 

not all items in the group will live exactly the expected 

average for the group; some items will have a short-

er-than-average life, while others will experience long-

er-than-average lives. Under group depreciation, according 

to PG&E, an asset is considered fully depreciated at the 

time of its retirement. (Exhibit 221.) Therefore, PG&E 

concludes that there need be no removal of any dollar 

amount for Geysers Unit 15 from PG&E's rate base be-

cause the concepts of group depreciation are controlling. 
 
DRA strongly disputes PG&E's analysis and points to 

Commission precedents that make PG&E's position in-

correct. DRA points out that group depreciation is an ac-

counting mechanism for setting depreciation rates. How-

ever, DRA believes that accounting methodologies must 

not override important ratemaking principles, the one at 

issue here being that shareholders earn a return only on 

plant that is used and useful. DRA's witness discussed this 

point: 
 
‘My conception of my testimony here is that PG&E was in 

compliance with FERC regulations with respect to use of 

group life depreciation. However, although they were 

complying with FERC accounting regulation and also 

Generally Accepted Accounting Principles, my testimony 

is that rate-making policy is mandated by this Commis-

sion, being the Public Utilities Commission. And that 

overrides FERC accounting regulations as well as a Gen-

erally Accepted Accounting Principles when it comes to 

rate-making policy.‘ (RT 28:2391.) 
 
DRA goes on to point to just two examples where the 

Commission removed from rate base property that was no 

longer used and useful. DRA points out that when a plant is 

prematurely retired, as happened with Geysers 15, the 

ratepayers pay all of the costs of the plant, even though it 

operated less than expected. Under those circumstances, 

shareholders should receive their investment back and a 

return when the plant operated, but should receive no re-

turn on undepreciated plant. DRA points to the first case, 

regarding PG&E's Humboldt Bay nuclear power plant 

retirement, for support of this proposition: 
 
‘With respect to PG&E's equity argument, we observe that 

plants which have exceeded their estimated useful lives 

have been fully depreciated. Thus, the shareholder already 

has recovered his entire investment from the ratepayer. 

The ratepayer who has paid for the entire plant is entitled to 

receive any additional benefit from the plant's continued 

operation. In the case of a premature retirement, the rate-

payer typically still pays for all of the plant's direct cost 

even though the plant did not operate as long as was ex-

pected. The shareholder recovers his investment but should 

not receive any return on the undepreciated plant. This is a 

fair division of risks and benefits.‘ (D.85-08-046, 18 

CPUC 2d 599.) 
 
DRA points out that group depreciation accounting is a 

convenience to PG&E and other companies that use it. If 

group depreciation were not used, utilities and regulatory 

commissions would need to litigate and set individual 

depreciation rates for each unit. As an administrative 

convenience, group depreciation is an asset to regulatory 

commissions and to utilities. DRA concludes, however, 

that group depreciation is a liability when the utility seeks, 

as PG&E has done here, to use it to attempt to thwart 

long-standing regulatory principles. Particularly for an 

asset of the size of Unit 15, the duty of the Commission and 

its staff to analyze the retirement costs is critical. 
 
[53, 54] We will once again quote from the Humboldt Bay 

plant retirement decision to set forth the appropriate used 

and useful criteria which determine utility eligibility to 

earn a return on rate base: 
 
‘We agree with staff that Unit 3 is no longer 'used and 

useful’ and should be excluded from rate base. While Unit 

3 did operate for 13 years, it will never operate again and 

can no longer be considered 'useful' utility plant. Unit 3 

was entered into rate base under the assumption that it 

would serve customers for 30 years. Shareholders were 

entitled to a return and ratepayers were liable for the full 

ownership cost as long as unit 3 no longer qualified for 

inclusion in rate base and was eventually and properly 

removed from the rate base in 1979. We will not deviate 

from the Commission's well-established principle that only 

'used and useful' utility plant shall be included in rate base.‘ 

(18 CPUC2d 599.) 
 
Additionally, DRA has correctly cited another case where 

the Commission has rejected a specific argument about 

group life depreciation. (D.85-12-108, 20 CPUC2d 115, 
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142.)DRA concludes that Geysers 15 plant is retired and 

nonfunctional and therefore requires the Commission 

adopt ratemaking treatment consistent with that status. 

DRA argues that we are bound to remove from rate base 

the undepreciated portion of Geysers Unit 15. The dollar 

value of that removal is estimated by DRA to be $30.2 

million. DRA points out that that number was derived from 

material obtained from PG&E during discovery in this 

proceeding. 
 
PG&E tries to isolate the two Commission decisions relied 

on by DRA, arguing that those were exceptions rather than 

the rule. Unfortunately, PG&E could not point to any other 

Commission decision that supports its rationale regarding 

group depreciation. 
 
We conclude that regarding this issue DRA has made a 

more rational argument consistent with Commission 

precedent. Therefore, we will adopt DRA's recommenda-

tion and remove $30.2 million from rate base to reflect 

Geysers Unit 15's retirement. We once again endorse our 

longstanding regulatory principle that shareholders should 

earn a return only on used and useful plant. We note that 

DRA's recommendation does provide that ratepayers pay 

PG&E's shareholders for the entire remaining unamortized 

plant balance on Geysers 15, but simply not pay a return. 

We believe our decision is consistent with the Legislature's 

directives in PU § 455.5, and is fully supported by the 

record before us. 
 
However, we will allow PG&E to raise its group depreci-

ation argument again in its next GRC if it chooses to do so. 

The burden is on PG&E to produce a stronger showing. 
 
21.3 Operation and Maintenance Expenses Memorandum 

Account 
 
[55] Our investigation on the Geysers Unit 15 plant put 

revenue collected attributable to the operation of Geysers 

Unit 15 into a memorandum account subject to refund. 

DRA recommends that this amount, now at $36 million, be 

returned to ratepayers because the costs could not have 

been incurred by a plant that was not in operation. 
 
PG&E counters that these O&M expenses specific to Unit 

15 are only an estimate of a pro rata share of overall O&M 

expenses that were allocated to Unit 15 in PG&E's last 

general rate case. PG&E acknowledges that O&M ex-

penses at Unit 15 were certainly less than PG&E had be-

lieved they would be during the 1989 GRC; however, 

PG&E argues that it incurred certain other expenses that 

had not been anticipated in the last GRC request. PG&E 

argues that it is precisely because of these unexpected 

changes that expense dollars are not adopted for specific 

items, and management is given discretion to redirect the 

funds as needed. PG&E points out that at no time has DRA 

argued that there was any imprudence on PG&E's part in 

the operation and the decision to retire Unit 15. 
 
We disagree with PG&E. Clearly since the plant was not in 

operation, ratepayers should not pay for costs estimated to 

be associated with that plant because they were never 

incurred. Therefore we direct PG&E to refund the balance 

of the memorandum account over five years as recom-

mended by DRA. 
 
21.4 Steam Offset Payments 
 
PG&E points out that despite DRA's conclusion that 

PG&E acted reasonably in its operation of Geysers Unit 

15, DRA has recommended that PG&E not be allowed to 

recover some $5,028,865 of steam payments made to the 

Unit 15 steam supplier, GRI. The dispute between PG&E 

and DRA centers on the offset provision of Section 60 of 

the steam contract between PG&E and GRI. 
 
The offset formula was based on PG&E's recovery of 

investment costs for the portion of the plant which re-

mained idle due to insufficient steam. The recovery was 

collected through a reduction in the monthly payment for 

steam deliveries. During the period of time that the steam 

supplier was not supplying full contract quantities of 

steam, PG&E sometimes enforced the offset provision, and 

sometimes chose to suspend the offset and pay for the 

steam received. Because of the pending reasonableness 

review now the subject of this GRC, PG&E deferred re-

covery of the offset payments in rates, and recorded the 

undercollection, including interest, in a subaccount of 

ECAC for future collection. Despite DRA's conclusion that 

PG&E acted prudently in its efforts to increase the steam 

supply and improve unit performance, DRA concludes that 

these payments were not required by the contract. PG&E 

points out and DRA agrees that there was a great deal of 

uncertainty about the enforceability of the offset provision 

of the contract, with which the DRA disallowance witness 

has no reason to disagree. 
 
Finally, PG&E notes that its primary concern in deciding 

to suspend offset payments was that GRI would shut off 

the steam supply and go into bankruptcy. In fact when 

PG&E did resume the offsets in early 1989, GRI did shut 

off the steam supply on April 7, 1989, which led to the 
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eventual retirement of the plant, and went into bankruptcy 

in addition. This bankruptcy has left PG&E and its rate-

payers little recourse against the steam supplier. (RT 

26:2298-2299, 2307.) 
 
We agree with DRA's analysis of this issue. DRA points 

out that from March 1984 through October 1986, PG&E 

appropriately reduced its Steam payments to GRI. The 

payments resumed without justification in November 1986 

through April 7, 1989. We conclude that PG&E was not 

required to make these payments under the contract. 
 
22. Lake County Wastewater Pipeline Project Proposal 
 
The County of Lake (County) was a new participant to 

PG&E's ratemaking proceeding. The County appeared 

with a very specific proposal for the Commission's con-

sideration. The County appeared in this proceeding urging 

the Commission to authorize funding in this general rate 

case cycle of a maximum of $2 million annually for 

PG&E's participation in the southeast Geysers effluent 

pipeline project (Project). The purpose of the Project, 

which will supply wastewater effluent for injection into 

Geysers steam fields, is to restore and maintain The Gey-

sers geothermal steam resource, a valuable source of clean 

electric generation, and to provide a means of necessary 

waste water disposal. The CEC joins the County in rec-

ommending the funding of a maximum of $2 million an-

nually for the Project now. The County's proposed Project 

is described as a solution to the declining productivity of 

geothermal steam resources at The Geysers. If productivity 

decline continues unchecked, steam resources in large 

portions of the reservoir will diminish to the point of non-

viability of power generation within 10 to 15 years. (Ex-

hibit 304.) The CEC correctly points out that this decline in 

productivity cannot continue unabated without causing 

serious impacts to steam suppliers, utility investment at 

The Geysers, and the ratepayers. (Exhibit 307.) 
 
For the County, this decline is potentially disastrous. Ge-

othermal power plant generation and geothermal-related 

employment, goods, and services constitute a major sector 

of the local economy and source of tax revenue for local 

government. The County believes that the seriousness of 

this problem justifies taking immediate action to mitigate 

or reverse The Geysers reservoir productivity decline. 

Thus, these concerns led the County to develop its pro-

posal. The Project in question would deliver treated 

wastewater effluent to the southeast portion of The Gey-

sers steam reservoir for injection in steam fields serving six 

power plants, four of which are PG&E Geysers Units 13, 

16, 18, and 20. The County and CEC agree that with the 

use of injected effluent, steam deliveries to these plants 

could equate to 25 to 50 megawatts of additional capacity 

at an estimated cost of only 1.5 cents per kWh, an amount 

significantly less than current utility avoided costs of 3.5 to 

4.5 cents per kWh. (Exhibit 304 and Exhibit 307.) 
 
The County conducted a feasibility study of the Project in 

1991. Based on that investigation, the County concluded 

that a 28-mile pipeline carrying 5 to 7 million gallons of 

effluent per day to the southeast portion of The Geysers 

would be technically and economically feasible if the costs 

were shared equitably among benefited wastewater treat-

ment plants, steam field owners, and power plant opera-

tors. The County contends that the type of guaranteed 

long-term effluent supply for augmented injection pro-

vided by the Project would also avoid or prevent situations 

such as occurred at PG&E's Unit 15, which, as was just 

discussed in the prior section, had to be retired because of 

insufficient steam supplies. (Exhibit 304.) The cost of the 

pipeline, exclusive of debt service, is currently estimated at 

$26 million to construct an approximately $2.2 million 

annually to operate and maintain. (Exhibit 351.) 
 
Pursuant to the direction of the ALJ, the County submitted 

a status report on the Project on July 24, 1992. That status 

report indicates that the parties reached an agreement in 

principle. The agreement was signed by PG&E, Calpine 

Corporation, and the Northern California Power Agency. 

Because of this progress, the Lake County Board of Su-

pervisors voted on July 21, 1992 to sign all three agree-

ments in principle. These agreements are based on the 

principle that power plant operators will pay steam sup-

pliers for demonstrable net steam increases resulting from 

the Project. 
 
While PG&E and DRA support the Project conceptually 

and the agreement in principle in particular, neither of 

these parties believes that any funding should be provided 

for this Project in this GRC. Rather, DRA suggests that the 

funding should be handled in PG&E's ECAC proceeding, 

although it is unable to recall a Project like this being re-

viewed in an ECAC case. (RT 55:5131) Likewise, PG&E 

believes that the Project agreement when in final stages 

should occur in some ‘then-appropriate‘ proceeding. 
 
[56] We disagree with the concerns raised by PG&E and 

DRA as to the inappropriateness of setting aside funding 

for this Project in this GRC cycle. We believe we can do so 

in a way that will protect the interests of the ratepayers yet 

send the appropriate signal to the parties involved in this 
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Project that it is worthwhile to pursue. It seems particularly 

appropriate after just discussing the dilemma of The 

Geysers area generally and Geysers Unit 15 specifically 

that we be supportive as a Commission of what has been 

propounded as a likely solution to several problems. 
 
We note that the testimony by County's witness, Dellinger, 

joined by the CEC, was compelling as to this Project's 

potential positive value for all parties concerned. This is 

the kind of public-private partnership that has every hope 

of preserving and enhancing the very valuable renewable 

resource of The Geysers. At the same time, this Project can 

potentially resolve the serious problem of wastewater 

disposal that the County and other agencies face. The 

Project has the makings of a win-win situation for all par-

ticipants, including PG&E's ratepayers. 
 
By indicating our preliminary support for this Project, we 

do not intend to relieve PG&E of its continuing obligation 

to negotiate the best deal it can for both its shareholders 

and ratepayers. We have every indication before us that is 

the road that all parties are on. Therefore, we will authorize 

funding during this rate case cycle for the County Project, 

of up to $2 million annually beginning in 1994. We select 

1994 because the timetable seems unlikely to actually 

commence in 1993. If PG&E does pursue the project, it 

may seek recovery in its attrition filings for 1994 and 1995. 
 
However, in the event that PG&E determines that this 

Project is not in the best interest of its ratepayers, based on 

information not currently before us, we will allow these 

dollars in rates subject to a refund in the event that PG&E 

does not pursue this Project. Therefore we will have this 

money tracked in a memorandum account. We direct 

PG&E to report back to us in the next general rate case as 

to the status of the Project. 
 
23. Air Quality Adjustment Clause for NOx Retrofit Cost 

Recovery 
 
23.1 Overview 
 
In 1988, the California Legislature passed a comprehen-

sive California Clean Air Act (CCAA), whose impacts are 

now being felt on businesses, including utilities, through-

out the State. The CCAA states that the priority of con-

sideration should be placed on achieving the goal of 

healthful air as expeditiously as practicable. The State Air 

Resources Board (ARB) establishes California's own 

standards of ambient air quality, while local air pollution 

control districts have primary authority over nonvehicular 

sources of pollution. The CCAA requires each air district 

to develop clean air plans that outline aggressive action to 

achieve the California ambient air quality standard for 

ozone. Nitrogen oxides (NOx) can combine with hydro-

carbons to form ozone. NOx emissions come from power 

plants and natural gas compressor stations, among other 

plants. 
 
PG&E has power plants and natural gas compressor sta-

tions operating in the San Francisco Bay Area, Monterey, 

San Bernardino, Kings, Sacramento, Tehama, Shasta, 

Colusa, and San Luis Obispo County air quality manage-

ment districts. Currently, none of these districts meet the 

state standard for ozone in some locations. The CCAA at a 

minimum requires that each district reduce area-wide NOx 

emissions by an average of 5% per year (averaged over a 

three-year period) until the ambient air quality standards 

are met. 
 
The air districts where PG&E's power plants are located 

are currently developing their Clean Air Plans. After these 

Clean Air Plans are officially adopted and approved by the 

ARB, the local air districts will proceed to develop and 

adopt specific rules for the various sources identified in the 

Clean Air Plan. Each district will conduct public hearings 

on its proposed rules at which affected parties will be able 

to provide input. The details on specific equipment to be 

regulated, startup and shutdown provisions, specific nu-

merical standards, and measuring and monitoring re-

quirements will be developed during this phase of the 

process. 
 
PG&E believes that because of the stringent requirements 

of the CCAA, it is probable that each district will adopt the 

best available retrofit control technology (BARCT) for 

stationary sources such as PG&E's power plants and 

compressor stations. At this time, PG&E believes that 

BARCT will require the installation of the following 

technologies on its facilities: 
 
1) Selective catalytic reduction (SCR) for most utility 

boilers. This would be a reduction of approximately 90% 

over current NOx limits on PG&E boilers when burning 

natural gas. PG&E also believes restrictions will be placed 

on the use of fuel oil which is burned during periods of 

utility electric generation (UEG) gas supply interruptions; 
 
2) Lean-burn precombustion modifications for natural gas 

compressor reciprocating engines. This technology re-

duces NOx emissions by 90%; 
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3) Dry low-NOx combusters for gas compressor turbines. 
 
PG&E anticipates that beginning January 1, 1993 and no 

later than January 1, 1994, final regulations for all its 

boilers and compressor stations will be in place and that the 

schedule for final compliance will be adopted. PG&E 

contends that it is cooperating with the regional and local 

air pollution control districts and the ARB on these mat-

ters. PG&E intends to work with the regulators to find the 

most cost-effective ways of achieving the necessary NOx 

emission reductions, including nonretrofit options, such as 

replacement and/or repowering alternatives. 
 
Due to the uncertainty in NOx regulations at this time, 

PG&E has not fully developed the scope, cost and schedule 

for various NOx reduction projects. However, PG&E did 

present its current estimate of NOx retrofit costs by unit 

class or gas facility. These costs are based on extrapola-

tions of limited data and represent a reasonable high-range 

estimate of what these retrofits will cost for any given unit 

class or gas facility. In addition, certain presumptions were 

made by PG&E in making this estimate: First, that the air 

districts allow PG&E to implement NOx retrofits during 

scheduled overhauls. Secondly, that the air districts require 

NOx retrofits on most units having scheduled overhauls in 

1994 and 1995. Third, that generally larger units (330 and 

750 megawatt) are retrofitted first. And finally fourth, 

equipment designers and suppliers can meet PG&E's 

schedule requirements. Therefore PG&E is currently es-

timating total plant additions in 1994 and 1995 of 

$378,558,000. Further, PG&E estimates that nonfuel 

maintenance and operating costs needed to support the 

additional equipment at the power plants will be $4.5-7.5 

million per year. 
 
Given the large dollars involved, one can see why this 

issue came before us in this GRC. In the next section we 

will discuss the mechanism which PG&E, with DRA's 

support, recommends for recovery of these very substantial 

NOx retrofit costs. 
 
23.2 PG&E's Proposal 
 
In order to address the large investment that will be made 

on NOx retrofits, PG&E has departed from the traditional 

rate case recovery of investment costs associated with the 

NOx reductions projects and proposed a special ratemak-

ing mechanism. PG&E believes that its proposed air qual-

ity adjustment clause (AQAC) is consistent with the 

ratemaking approach for major projects for Edison au-

thorized by D.87-12-066, (26 CPUC2d 392, 444 (1987)). 

PG&E agreed with DRA to include certain NOx projects 

which are forecast to be operational in 1993 in base rates. 
 
Generally DRA has reviewed and supports PG&E's pro-

posal. 
 
Fundamentally the new AQAC mechanism has been pro-

posed because PG&E and DRA believe that traditional 

revenue recovery through the general rate case is not ap-

propriate for air quality improvement costs at this time 

because their exact timing and final cost cannot be forecast 

accurately and they are costs over which PG&E has limited 

control. Therefore for the NOx reduction products which 

are placed into service in 1994 and 1995, PG&E proposes 

cost recovery through the AQAC. 
 
This mechanism satisfies requirements for review of costs 

of projects over $50 million by using the major elements of 

a major additions adjustment clause (MAAC) while ap-

plying similar treatment for projects under $50 million to 

deal with uncertainty in timing. 
 
PG&E is requesting, with DRA's concurrence, that the 

Commission approve a procedure which allows PG&E to 

begin recording revenue requirement, including mainte-

nance and operating expenses, in the AQAC for each of the 

projects listed in Exhibit 93 in this proceeding. PG&E 

proposes that interim rates for each operative project be 

implemented through advice filings concurrent with the 

next scheduled rate change (e.g., the annual attrition rate 

adjustment mechanism). PG&E proposes that interim rates 

recover the estimated capital-related revenue requirement. 
 
For each project over $50 million, PG&E proposes to file 

an application to request that the Commission review the 

costs of the project, the reasonableness of the recorded 

costs of the project as accumulated in the AQAC, provide 

direction for final disposition of the balance in the AQAC, 

and authorize recovery of reasonable project-related costs 

in base revenues. PG&E proposes that projects under $50 

million be reviewed in the next GRC application. 
 
The only opponent to the proposal is CLECA. The prin-

cipal criticism of CLECA is whether any ratemaking 

mechanism should be adopted that does not include prior 

review of the Commission of whether these electric plant 

NOx retrofit projects should go forward. 
 
Partially in response to CLECA's concerns, PG&E offered 

during hearings that it would be willing to submit a 
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cost-effectiveness analysis of the project prior to con-

struction, in the form of a compliance filing. Further, 

PG&E suggested that it may be appropriate to allow a 

30-day comment phase to that compliance filing. PG&E 

did make it clear that it does not wish to bog down its 

retrofit projects waiting for Commission preapproval. 

PG&E's most fundamental reason for this position is that it 

hopes to accomplish the retrofit work while plants are 

scheduled for other maintenance. PG&E contends, that 

with the best of intentions, this Commission cannot 

promise to get decisions on the overall reasonableness of 

these projects done in a timely fashion to maximize cost 

savings due to coordination with scheduled outages for 

maintenance. 
 
CLECA interprets PG&E and DRA's proposal as an at-

tempt to ‘seek a blank check from the Commission to 

spend hundreds of millions of dollars on plant additions 

without prior Commission review.‘ (Exhibit 310.) Fun-

damentally, CLECA objects that the retrofit investments 

will be reviewed after the money has been spent. CLECA 

argues that without prior review of these investments the 

Commission and the public will lose their opportunity to 

evaluate other, more cost-effective alternatives to PG&E's 

retrofit projects. One example of an alternative which 

CLECA cites would be the decision whether it would make 

more sense to simply retire the plant. CLECA argues that 

once the money is spent it is much more difficult to make 

other resource planning choices. CLECA believes that the 

cost-effectiveness analysis of any retrofit project must be 

performed in advance of the investment to insure that the 

NOx project proposed by PG&E is the most cost-effective 

option for ratepayers. 
 
CLECA recommends that a prior review program be im-

plemented either in the Biennial Resource Plan Update 

(BRPU) proceeding or in a continuation of this GRC. 

Further, CLECA believes that a cost-effectiveness analysis 

could be undertaken without knowing with certainty the 

nature of the regulations that will be adopted. 
 
[57] While we share CLECA's concern that PG&E only 

move ahead with NOx retrofit projects if they are truly 

cost-effective, we believe that the recommendations of 

DRA and PG&E take care of this concern. CLECA's 

recommendations to require pre-review, whether in BRPU 

or another phase of this GRC, would only submit PG&E to 

regulatory uncertainty and delay. No party disputes that 

coordinating retrofit work with planned outages will in the 

end save ratepayers money. Further, PG&E is under the 

jurisdiction of the air pollution control district which may 

not be tolerant of the time it takes to process an application 

at this Commission. 
 
We note that PG&E did in fact acknowledge the concerns 

of both DRA and CLECA in its agreement to the follow-

ing: That PG&E would submit a cost-effectiveness filing 

six months prior to the start of the plant outage when the 

retrofits are to be completed, since retrofit work will be 

coordinated with other maintenance. In addition, PG&E 

has agreed to submit any retrofits that were to be recovered 

under the AQAC for the 110- and 120-megawatt units to a 

cost-effectiveness review prior to the construction of se-

lective catalytic reduction retrofits on these plants. We 

note that DRA's witness agreed to these cost-effectiveness 

compliance filings. (RT 29:2557.) 
 
We agree with PG&E and DRA that their proposal is a 

reasonable compromise that takes into consideration the 

concerns of CLECA. Due to tight schedules and need for 

coordination with other outages, it is not reasonable to 

submit PG&E to a lengthy preapproval process. However, 

by having a compliance filing on cost-effectiveness made, 

along with the opportunity for interested parties to raise 

concerns within 30 days, we put PG&E on notice that it 

proceeds at its own risk with these projects. Further, even if 

objections to the cost-effectiveness showings are not made, 

the burden remains on PG&E to show that the money was 

well spent to proceed with the NOx retrofit instead of other 

alternatives with the plant, e.g., retirement. 
 
Finally, we note that CLECA's proposal fails to pass the 

test of administrative practicality. We are simply not con-

vinced that we can do a thorough review of these projects 

in the time line that is necessary to potentially save rate-

payers the most money. Likewise, we are not writing 

PG&E a blank check to spend money without eventual 

review. We put PG&E on notice that it will have to sub-

stantiate the cost-effectiveness of its decisions to move 

forward with NOx retrofit projects. We will not hesitate to 

disallow dollars if we find in the post-retrofit review that a 

different alternative would have been more beneficial to 

PG&E's ratepayers. This will be true whether or not other 

parties raise concerns with the compliance filings which 

we order to precede any retrofit program. 
 
Therefore, six months prior to a retrofit program's com-

mencement, PG&E shall file a compliance filing in this 

GRC docket. Other parties may have 45 days to respond to 

that compliance filing, either raising concerns or endorsing 

it. 
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By creating both the AQAC mechanism and the compli-

ance filing accompanying it, we believe we are protecting 

ratepayers' interests and at the same time allowing PG&E 

to move forward with cost-effective NOx retrofit pro-

grams. 
 
24. Attrition 
 
24.1 Overview 
 
[58] Attrition is the year-to-year decline in a utility's 

earnings caused by increased costs which are not offset by 

increased rates and sales. In order to protect utility share-

holders from the effect of attrition to some extent, the 

Commission has adopted a ratemaking mechanism called 

the attrition rate adjustment (ARA) mechanism. The ARA 

mechanism was set forth in D.85-12-075 to ‘provide utili-

ties with the reasonable opportunity of achieving their 

authorized rates of return during years in which they are 

not permitted under the Commission's rate case plan pro-

cedures to file for general rate relief but in which they still 

face volatile economic conditions.‘ (D.85-12-076, Finding 

of Fact 1.) 
 
The components of the ARA mechanism as set forth in that 

decision are: 
 
‘1) Update of attrition year labor costs and non-labor costs 

(materials and services) using the most current recorded 

and forecasted escalation information; 
 
‘2) Adjustment of capital of rate base related adjusted; 
 
‘3) Adjustment of miscellaneous changes, such as postal 

rate changes, payroll tax changes and ad valorem tax 

changes; 
 
‘4) Adjustment of the jurisdictional allocation using the 

allocation factors developed in the most recent GRC.‘ 

(D.85-12-076, Finding of Fact 1.) 
 
Both PG&E and DRA have proposed modifications to this 

ARA mechanism in this proceeding which will be dis-

cussed in the sections below. We are not inclined to adopt 

any of the proposed changes as they have been recom-

mended, but rather will make one slight adjustment. 
 
24.2 PG&E's Proposed Changes 
 
PG&E proposes three specific changes to the current ARA 

mechanism. First PG&E wishes there to be a specific 

medical expense escalation due to the fact that medical 

expenses are escalating far more rapidly than the labor and 

nonlabor expenses. Second, PG&E wishes the Commis-

sion to implement an advice letter procedure to capture 

miscellaneous changes currently authorized for recovery 

under the mechanism but only in the attrition year after 

they become final as a matter of law. Third, PG&E wishes 

to be permitted recovery of governmentally imposed 

payments, not currently recoverable in the present ARA 

mechanism, which are final as a matter of law and exceed 

$500,000 in annual expenses. PG&E proposes to file an 

advice letter for such miscellaneous changes and govern-

mentally imposed payments as soon as such changes be-

come a matter of law. PG&E's plan envisions that from the 

date the advice letter is approved through the end of the 

year in which the miscellaneous change becomes final, 

PG&E would debit/credit as appropriate the ERAM or the 

gas fixed-cost accounts. 
 
DRA opposes all three of PG&E's proposed changes. As to 

PG&E's first proposed change related to separate escala-

tion of medical expenses, DRA points out that Edison 

recently proposed a similar modification to its own attri-

tion mechanism. DRA correctly cites D.91-12-076 which 

rejected Edison's proposal. In that decision, as we shall 

find here, we agreed with the parties that health care costs 

are increasing faster than other costs. The dilemma pre-

sented for us in approving a separate health care escalation, 

however, is the fact that health care costs are already in-

cluded in the development of the nonlabor costs for which 

we currently allow escalation. Like Edison, PG&E has not 

separated medical costs from other labor and nonlabor 

costs. Given the national data compiled to develop the 

escalation factors which we do use in the attrition mecha-

nism, it seems unlikely that such a separation would be a 

simple or automatic exercise. 
 
One of the dilemmas facing PG&E and other utilities is 

that much of their health care costs are captured in what we 

call the ‘other‘ category for attrition purposes. This cate-

gory, which is separate from labor and the nonlabor cate-

gory, is not escalated for attrition year purposes. Nowhere 

in our cases, including our first case on the attrition 

mechanism, is there any specific allowance for this ‘other‘ 

category to be escalated. Nevertheless, this has apparently 

been the past practice. We have corrected this error in 

Edison's last GRC decision, previously mentioned. 
 
However, we are willing to make a slight change to this in 

order to accommodate somewhat the utility's legitimate 
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concerns over rapidly escalating health costs. Currently, 

the biggest portion of the ‘other‘ category is administrative 

and general expenses of which health care is a predominant 

one. Therefore, we will allow PG&E to attribute health 

care costs which it can identify separately in its A&G 

accounts as nonlabor costs for attrition purposes only. 

Therefore, as nonlabor costs, these expenses will receive 

some escalation. 
 
As to PG&E's two other proposed adjustments to the at-

trition mechanism, DRA's testimony best sums up its op-

position: 
 
‘Attrition allowance should not be construed as a means of 

risk-free ratemaking. DRA believes that in the interest of 

fairness, if the Commission is to protect the utility form 

'shortfalls' due to the timing of cost changes, ratepayers 

should also be protected from utility 'windfalls' due to the 

timing of other cost changes, such as plant additions. DRA 

believes that if one area of cost change is protected by a 

balancing account treatment, then other areas of cost 

changes should also be considered. One example of rate-

payer protection is the adjustment of the ERAM account 

for the refunding to the ratepayers any amount of actual 

return over and above the authorized level. 
 
‘DRA is concerned about the additional regulatory burden 

in reviewing the adjustments to the ERAM account as 

proposed by PG&E. DRA disagrees with PG&E that the 

streamlined nature of the review and approval process can 

be retained. Also, PG&E's proposed modifications to the 

ARA mechanism amount to less than 0.005% of the total 

revenue requirement. This is well within the margin of 

error of an approximation. In the opinion of DRA, to sac-

rifice the streamlined nature of the ARA mechanism for a 

difference of 0.005% is counter-productive.‘ (Exhibit 103, 

pp. 15-7 and 15-8.) 
 
We agree with DRA that we have not been presented with 

a showing to justify complicating what was intended and 

still is intended to be a relatively simple mechanism. Ad-

ditional advice letter filings always add to the regulatory 

morass. Likewise, as DRA pointed out during hearings, the 

current mechanism has kept PG&E in a financially healthy 

state in the last several years. For the most part during 

attrition years, PG&E's recorded rate of return was actually 

higher than the authorized return by a healthy margin. 

(Exhibit 149.) We are unpersuaded by the reasons put forth 

by PG&E to alter the attrition mechanism that in our 

opinion has protected both utilities and ratepayers well. 
 

24.3 DRA's Proposed Productivity Sharing 
 
DRA set forth, apparently as an afterthought, a major re-

vision to our current attrition mechanism. What is some-

what confusing is that one of DRA's arguments for not 

adopting PG&E's changes was that DRA supports the 

current mechanism. However, DRA's proposal regarding 

productivity sharing is in fact a major deviation from the 

current ARA mechanism. 
 
As we can best understand it, DRA recommends that 

during attrition years there be a sharing between PG&E's 

ratepayers and shareholders of the productivity savings 

realized by PG&E during those years. Currently, those 

productivity savings during the attrition years accrue to 

PG&E. DRA acknowledges that for Test Year 1993 dollars 

all productivity gains have benefited the ratepayers, not the 

shareholders. DRA justifies its position because it believes 

customer growth tends to increase productivity and be-

cause output in sales has increased faster than labor and 

other assets which accompany the growth. DRA believes 

that ratepayers should share in the benefit of such growth 

or productivity benefits which stem from reasons other 

than customer growth. 
 
We must comment on the way this issue arose during the 

proceeding. DRA's original witness supporting this rec-

ommendation, was replaced on this issue. It became clear 

during the second witness cross-examination that rather 

than a refined proposal for productivity sharing by DRA, 

we were presented with the beginning thoughts of an in-

tellectual exercise. In fact DRA's witness described his 

proposal as ‘... perhaps the first rejoinder in what might be 

a long conversation that DRA would have with PG&E 

apart from this hearing room and perhaps apart from this 

proceeding.‘ (RT 15: 923.) 
 
We agree with DRA's witness that the proposal is far from 

being sufficiently developed for further consideration at 

this time. Nor do we necessarily wish to send a signal that 

this is an area that would be beneficial to pursue. We must 

note that it is not our preference for the hearing room to be 

used as the opening parley in a ‘dialogue.‘ We recommend 

that the parties pursue their think-tank analysis outside of 

our valuable hearing-room time. We reject DRA's 

productivity-sharing proposal as it has been explained. 
 
24.4 DRA's Labor Escalation Penalty 
 
We have already thoroughly discussed the issue of DRA's 

position on PG&E's compensation study in an earlier sec-
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tion of this decision. We have already rejected DRA's 

belief that a zero labor escalation factor is appropriate for 

attrition year 1994 and 1995. Therefore, we will adopt 

PG&E's numbers for labor escalation for the two attrition 

years. 
 
25. DRA's Proposal Re PG&E's Accounts 
 
DRA recommends that PG&E's new accounting system 

should include FERC account numbers in the general 

ledger, source documents, and journal entries. (Exhibit 

105.) DRA claims that PG&E's current system makes it 

difficult for DRA to perform an efficient audit of the ac-

counting records because FERC accounts are not on source 

documents or journal entries. DRA further recommends 

that PG&E, if it does not comply, be disallowed 25% of the 

cost of PG&E's corporate accounting department, com-

puter accounting department, in the next GRC proceeding. 
 
PG&E disagrees with DRA's recommendation. PG&E 

argues that its accounting system does in fact allow DRA 

to perform its audits efficiently. PG&E points out that the 

Daily Detail Transaction (DDT) data base used to generate 

general ledger reports and the reports themselves do in-

clude FERC accounts. PG&E argues against DRA's rec-

ommendation for the following reasons: 
 
1) FERC accounts are currently available to DRA in 

PG&E's DDT data base, and have been since early 1990; 
 
2) Detail accounting transaction tapes provided to DRA 

include FERC accounts; and 
 
3) The cost of implementing DRA's recommendation is 

estimated to be $30 million in one-time costs and $12 

million additional annual costs, which PG&E views as 

unreasonable in light of alternative ways to meet DRA's 

needs. 
 
It became clear during hearings that in fact part of DRA's 

problem was that it had not reviewed material it was given 

in a prompt fashion. We appreciate the time pressure that 

DRA is under during a general rate case review. However, 

DRA indicated that part of the problem has now been 

solved through PG&E's agreement to add additional in-

formation to the detail tapes. PG&E points out that while 

Edison and Southern California Gas Company (SoCalGas) 

use FERC accounts, they are not combined gas and electric 

utilities and therefore have less problems in incorporating 

FERC accounts. (RT 12:636.) Finally, PG&E promises in 

a timely manner to provide DRA with any tapes in what-

ever format that will help DRA's analysis. 
 
We agree with PG&E that it has made a showing that there 

is no need to change their accounting system. We recom-

mend that DRA more quickly inform PG&E of problems it 

is having with the data. Likewise, recent improvements 

made to the system should assist DRA in the future. 
 
As to the areas that the parties were able to reach agree-

ment on in their testimony, we concur. DRA's further re-

quests regarding changes to PG&E's accounting systems 

we reject. 
 
26. Marginal Costs 
 
26.1 Overview 
 
It has now been over ten years since this Commission has 

made a transition from the use of embedded costs to the use 

of marginal costs for purposes of electric revenue alloca-

tion and rate design. The theory behind adoption of mar-

ginal costs was that they would provide a better price 

signal to customers of the impact of their consumption 

decisions on the utility cost of providing service on a 

prospective basis and hopefully would induce them to be 

more efficient. As we stated in our opening section of this 

decision, the procedural background, PG&E has presented 

a controversial and thorough alteration to our current 

methodology of marginal costs. In fact, certain parties 

were so threatened by PG&E's proposed changes that they 

sought to exclude these changes from consideration. 
 
As we discussed earlier, it was appropriate for PG&E to 

bring forward proposed changes to its marginal cost 

methodology in its application for a general rate increase. 

We are adopting today PG&E's methodology. We endorse 

the ALJ's ruling that this rate case was the appropriate 

forum for PG&E to bring forth its innovative ideas. 
 
Rather than discuss the position of each party individually 

we will attempt to divide the parties into the two ‘camps‘ 

revolving around the marginal cost issues. First, joining 

PG&E in overall support of its program, occasionally with 

minor modifications, are the Agricultural Energy Con-

sumers Association (AECA), the California Farm Bureau 

Federation (Farm Bureau), the Association of California 

Water Agencies (ACWA), and the California City County 

Street Light Association (Cal-SLA). The opponents of 

PG&E's recommendations are generally DRA, CLECA, 
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CMA, IU, Cogeneration Service Bureau, FEA, and, to 

some extent, TURN. 
 
We note at this juncture that TURN seems more concerned 

with the adoption of PG&E's proposed changes at this time 

rather than the principles involved. Likewise, DRA accepts 

certain notions of PG&E's showing while not wanting the 

company's proposal implemented at this time. The 

strongest opponents to PG&E's proposals are the large 

industrial user class representatives. Likewise, the biggest 

enthusiasts of PG&E's proposals are the agricultural class 

representatives. 
 
[59] In adopting PG&E's overall proposal with some 

modifications, our goal is to continue to improve our 

methodology of sending the most accurate marginal cost 

price signals to PG&E's customers. Because this is our 

goal, we agree with PG&E's policy principles that mar-

ginal cost components should be based on the design and 

operation of PG&E's system, accurately signal the cost of 

providing electrical service, be forward-looking, capture 

the timing and magnitude of future investments, reflect 

geographic differences where significant, reflect the value 

that PG&E's customers place on electric service, only 

include those costs actually incurred by PG&E for revenue 

allocation purposes, and finally, provide consistent signals 

in the evaluation of supply and demand resources for 

planning purposes. 
 
Our goal is to more fairly and equitably allocate responsi-

bility to the several customer classes for recovery of 

PG&E's embedded revenue requirement. We acknowledge 

that this revenue requirement is much higher than the sum 

of all class marginal costs. However we are committed that 

marginal cost pricing, when refined sufficiently, will send 

price signals to consumers which will guide resource 

planning for the future. In fact, a major attraction of 

PG&E's recommended changes is the forward-looking 

aspect of its proposals. 
 
PG&E calls its changes to current marginal costing tech-

niques ‘advancements.‘ We agree that this is how the 

proposals should be described. We note that there is no 

party to the proceeding that is terribly enthusiastic about 

the current system, with perhaps the exception of the large 

industrial class. 
 
Briefly, PG&E's proposed changes include using a value of 

service (VOS) approach for estimating marginal genera-

tion capacity costs, because the VOS approach directly 

measures and uses generation-related shortage costs and 

thus is more economically efficient because it takes into 

account both supply and demand. Secondly, PG&E pro-

poses to compute separate bulk versus area marginal 

transmission costs because this results in more accurate 

marginal costs by reflecting the differing causes of in-

vestment for each. Further, PG&E proposes to present 

estimates of area transmission costs on a system-average 

basis but still take into account the large transmission 

projects in certain geographic areas. Third, PG&E would 

also estimate marginal distribution costs on a 13-division 

basis because this substantially increases accuracy, thus 

sending price signals which better reflect the differing 

costs customers cause PG&E to incur, and furthermore, 

provides the area-specific data necessary for future tar-

geting of customer energy efficiency (CEE) programs. 

However, we note that we shall direct PG&E to further 

refine its original proposal of breaking down its area study 

to the Transmission Planning Area (TPA) and Distribution 

Planning Area (DPA) levels in its next GRC. We endorse 

the concept that more disaggregated data yields better and 

more equitable marginal costs for different customer 

classes. Fourth, PG&E suggests using the present-worth 

costing methodology because it is the only method which 

estimates the opportunity cost of deferring T&D invest-

ments due to a change in load growth, taking into account 

both the timing and magnitude of such changes. Fifth, 

PG&E proposes to use regionally disaggregated as op-

posed to system average marginal customer costs and 

reflecting the different costs caused by new versus ongoing 

customers. Sixth, we will exclude residual emission adders 

from marginal energy costs for revenue allocation pur-

poses. 
 
We acknowledge that our discussion of these issues may 

frustrate some parties, particularly those that lose issues, 

given the brevity with which we will discuss them. We 

note that given the voluminous briefing on this issue, we 

could have easily doubled the length of this decision for the 

area of marginal cost and revenue allocation alone. We 

have no wish to do so. Instead, we will focus on the new 

changes that we are adopting. The criticisms have been 

analyzed and considered carefully, even if not described in 

great length here. It is in large part due to these criticisms 

that part of our order is to instruct the CACD to set 

workshops for interested parties to participate in develop-

ing tracking mechanisms for capturing the results of the 

use of this new methodology. We expect PG&E to coop-

erate fully with other parties in providing data as requested. 

We expect PG&E to use 1991 data for the workshops. We 

expect these workshops to conclude by July 30, 1993. 

CACD shall submit a report in this docket on the workshop 

results by September 1, 1993. Parties should state their 
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positions for the workshop report on whether methodo-

logical changes need to be made before the next rate case. 

How we view this issue in PG&E's next GRC will be 

largely dependent on the level of cooperation PG&E pro-

vides to other parties. We will order PG&E to revisit this 

issue in its next GRC and report to us on the success of the 

changes it has made and further refinements that we will 

order today. 
 
In addition we note that today we are only adopting these 

methodological advancements in marginal cost for PG&E, 

not other utilities. Likewise, by adopting these changes 

today we are not suggesting that the current methodology 

may not be appropriate in other arenas (notably long-run 

marginal cost (LRMC) for gas). We note that we are em-

barking on the early stages of LRMC for gas whereas the 

electric side marginal cost has been in place for many 

years. The time is ripe for improvements on the electric 

side. We view our venture down the road that PG&E 

proposes as a trial run. We are willing to revisit the issue 

and perhaps change our decisions today based on further 

information. 
 
We note that we believe both PG&E and the agricultural 

class representatives have been responsive to the direction 

given by Commissioner Ohanian in PG&E's last GRC. 
 
‘We have resolved to move rates toward EPMC for all 

classes, but I am not entirely comfortable with our treat-

ment of agricultural customers. I look forward to the up-

coming studies of not only specific agricultural rates but if 

possible our approach to these rates in general.‘ (Concur-

ring Opinion, 34 CPUC2d 199, 490.) 
 
The agricultural class has argued for some time that the 

current marginal cost methodology puts an unfair burden 

on them vis-a-vis their movement towards EPMC. It is 

clear from the data presented by PG&E in this proceeding 

that that was in fact the case. By bringing marginal costs 

down to a more area-specific level, and adopting present 

worth and VOS methodologies, the agricultural class is 

closer to its EPMC targets than ever analyzed before. We 

note that our previous methodology, based on system-wide 

averages, failed to adequately account for geographic and 

class-based differences in service costs, and indicated that 

the agricultural class was between 30 and 60% away from 

its appropriate EPMC target. PG&E's showing today, with 

some modifications, indicates that the agricultural class is 

much closer to its EPMC target than previously indicated. 

Finally, we agree with the concerns raised by AECA and 

the Farm Bureau that there needs to be some special 

treatment of the agricultural class in the ongoing drought 

period. Therefore we will order CACD to hold workshops 

to address drought-related disruptions in the agricultural 

community with the goal being to develop an appropriate 

mechanism to address these concerns. Likewise, we agree 

with AECA that we should order PG&E to continue to 

investigate the validity of current methods of forecasting 

agricultural sales. 
 
Finally, we will adopt AECA's recommendation that 

PG&E explore developing special drought-related standby 

rates for farmers who are forced to develop new well ca-

pacity as a result of water-scarce conditions. Unfortu-

nately, we have no indication that the drought will not 

continue into 1993. It is clear from the record before us that 

California farmers are deserving of what reasonable relief 

we can provide them. 
 
We conclude that we can make no progress in the area of 

more accurate marginal cost pricing if we are not willing to 

take steps to move forward. We reject the recommenda-

tions of the parties who suggested we should simply send 

PG&E back to ‘further study these proposals.‘ At some 

point we must be willing to bite the bullet and move ahead 

with ideas that we believe are sufficiently developed for 

implementation. Our order of further workshops and a 

report in the next GRC should adequately protect the 

concerns of the parties who have opposed these changes. 
 
We will now briefly discuss the pros and cons of the var-

ious components of PG&E's proposed changes. 
 
It may be presumed that on certain minor issues which we 

do not discuss we have adopted PG&E's recommendation. 

That adoption is based on a full and complete record. 
 
By way of introduction to the sections below we will quote 

from our last general rate case: 
 
‘Marginal costs are the change in total costs resulting from 

a small change in a specified element of the utility's oper-

ation. The general rate case considers three general types 

of marginal costs. Marginal capacity costs measure the 

costs that change with changes in kilowatts of peak de-

mand. Marginal energy costs vary with changes in kilo-

watt-hours (kwh) of energy. Marginal customer costs are 

the costs of providing access to the utility systems, me-

ter-reading, and billing that change as the number of cus-

tomers changes. 
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‘Economic theory teaches that prices should reflect mar-

ginal costs.‘ (34 CPUC2d 199, 313) (1989).) 
 
26.2 Marginal Energy Costs 
 
[60] Marginal energy costs are the per kilowatt-hour costs 

of fuel, operation, and maintenance. At issue in this general 

rate case are six areas: 
 
1) Whether to use a built-out or barebones resource plan, 
 
2) Whether the calculation should come from a single-year 

production cost simulation or an average of six one-year 

production cost simulations, 
 
3) Whether the commodity price of natural gas should be 

based on Southwest prices or an average of all prices, 
 
4) Whether the gas commodity cost should be forecast on a 

seasonal or annual basis, 
 
5) Whether the gas transport cost should be based on the 

long-run marginal cost to PG&E as one company or 

whether it should be based on the cost to PG&E's UEG 

department, and 
 
6) How emission adders should be used. 
 
26.2.1 Resource Plan: Barebones vs. Built-Out 
 
The proponents of PG&E's overall marginal cost changes 

believe that a built-out resource plan is a better method 

than the barebones plan proposed by the opponents. The 

issue goes to fundamental resource-planning philosophy. 

PG&E proposes to employ a built-out resource plan that 

includes all potential supply and demand resource addi-

tions which are found to be cost-effective using Commis-

sion-approved methods. PG&E's resource plan includes 

uncommitted DSM programs which DRA's barebones 

resource plan excludes. PG&E's uncommitted DSM re-

sources are cost-effective pursuant to PG&E's ‘two-stage 

test.‘ This test is consistent with the CPUC/CEC joint 

standard practice. For supply-side resources, PG&E starts 

with a barebones plan and then includes new supply-side 

resources only after they have met the iterative 

cost-effectiveness methodology (ICEM) test. PG&E ar-

gues that by using this Commission-approved procedure, 

only cost-effective supply-side resource additions are 

included in its built-out resource plan. 
 

On the other hand DRA, CLECA, and TURN believe that a 

barebones resource plan will produce marginal costs that 

will encourage the development of demand-side man-

agement and provide an equivalent basis to evaluate both 

supply- and demand-side resources. PG&E argues that 

none of these parties have demonstrated how the barebones 

plan-based marginal costs will achieve their intentions. 

The opponents argue in favor of a barebones resource plan 

because it excludes resources not yet committed to be built. 

They recommend the use of a barebones resource plan so 

that supply-side resources and company-sponsored de-

mand-side management and conservation efforts are also 

evaluated against the same resources. 
 
We agree with the proponents that use of a barebones 

resource plan does not appear to result in the goals advo-

cated by DRA, based on the evidence presented in this 

proceeding. Therefore we will adopt PG&E's built-out 

resource plan to develop marginal costs because it more 

accurately represents how PG&E plans and operates a 

system. In our DSM OIR/OII, we are currently examining 

methods to develop a common yardstick for evaluating 

supply and demand-side resources. For purposes of de-

veloping marginal costs in this proceeding, however, we 

adopt PG&E's proposed approach. 
 
26.2.2 Gas Commodity Costs 
 
All parties who have taken a position on this issue, with the 

exception of CLECA, recommend that Southwest gas 

prices be used because ‘It is reasonable to assume 

long-term delivered Southwest prices will be a proxy for 

supplies delivered by other interstate pipelines.‘ (Exhibit 

203.) This is an issue because the predominant marginal 

fuel on PG&E's electric system is natural gas. Therefore, 

this is an important assumption for estimating marginal 

energy costs. PG&E and DRA agree that Southwest gas 

acts as a price leader for both Canadian and California 

source gas. 
 
On the other hand, CLECA alone proposes that a simple 

average of Canadian, California, and Southwest gas prices 

be used for estimating the marginal commodity cost of gas. 

(Exhibit 330.) 
 
We agree with PG&E and all the other parties who address 

this issue that it makes more sense to use the price leader, 

the Southwest, to set the adopted natural gas price for 

purposes of marginal energy cost analysis. Therefore, we 

will adopt PG&E's recommendation. 
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26.2.3 Commodity Cost Forecast 
 
All parties that took a position on this issue, with the ex-

ception of CLECA, agree with PG&E that a monthly gas 

price forecast should be used to reflect recurring seasonal 

patterns in commodity prices. PG&E observes that gas 

commodity prices increase in the winter and decrease in 

the summer. The variation from the highest month to the 

lowest month is about 27%, clearly a significant difference 

worth reflecting in marginal energy costs. 
 
CLECA alone proposes using a constant annual price. 

CLECA acknowledges that the spot price increases in the 

winter but believes that PG&E's electric department actu-

ally maximizes its usage in the summer. PG&E points out 

that this may be helpful in estimating the average cost of 

gas but it is irrelevant for estimating the incremental cost of 

gas, which is the point of marginal cost analysis. 
 
We agree with PG&E that given the recurring pattern of 

monthly gas price increases and decreases and the ex-

pected size of the variation, monthly gas prices provide 

important detail for improving the accuracy of marginal 

energy costs. Therefore, we will adopt PG&E's monthly 

estimates of the incremental commodity cost of gas. 
 
26.2.4 Gas Transport Cost 
 
On this issue, DRA joins PG&E, the Farm Bureau, and 

Cal-SLA in the position that long-run marginal cost 

(LRMC) of gas transport should be used to evaluate sup-

ply-side resource options. PG&E argues that the long-run 

marginal cost of gas transport approximates the cost of gas 

transport that PG&E incurs to meet a small increment of 

demand. For this proceeding, PG&E used an internal gas 

LRMC study. When a final decision is issued in the current 

gas LRMC proceeding (I.86-06-005) on gas marginal 

costs, PG&E will use the forecast adopted for future supply 

and demand cost-effectiveness analysis. 
 
CLECA, joined by TURN, believes that PG&E's proposed 

transportation cost is outdated. Rather, they believe that the 

incremental cost of intrastate transportation to PG&E's 

electric department is best reflected in the UEG transpor-

tation rate determined by the Commission in PG&E's 

BCAP proceeding. (Exhibit 330.) 
 
We disagree with CLECA and TURN and find PG&E and 

DRA's arguments more compelling on this issue. We will 

adopt long-run marginal cost as the appropriate method-

ology to develop the gas transport costs. 
 
26.3 Marginal Generation Capacity Costs 
 
[61] Marginal generation capacity costs are those incre-

mental costs for generation which result from incremental 

load growth. These costs are expressed in dollars per 

kilowatt of each new kilowatt of demand occurring on the 

PG&E system. PG&E proposes adoption of a definition of 

marginal generation capacity costs in this proceeding 

which is based on generation-related shortage costs which 

may, in a probablistic sense, be experienced by customers 

given PG&E's resource planning efforts. Thus, the con-

troversy focuses on PG&E's proposal for adoption of its 

value of service methodology. 
 
26.3.1 Resource Plan: Barebones vs. Built-Out 
 
We have already discussed the merits of the two ap-

proaches. We will be consistent and adopt the built-out 

resource plan approach advocated by PG&E, the Farm 

Bureau, AECA, and Cal-SLA for development of marginal 

generation capacity costs also. 
 
26.3.2 Pacific Northwest Intertie Assumptions 
 
PG&E and DRA have reached agreement on the amount of 

firm Northwest resources that should be included for the 

calculation of marginal generation capacity costs. PG&E 

and DRA propose to use the firm Northwest contracts 

which have been adopted by the CEC in its 1990 Electric-

ity Report (ER-90), plus a 100-megawatt contract between 

Western Area Power Administration and PacificCorp that 

was executed subsequent to the adoption of ER-90. In 

addition to firm contracts, ER-90 also adopted the use of 

700 megawatts of ‘spot‘ capacity by PG&E for reliability 

planning purposes. The total capacity agreed to by DRA 

and PG&E is 1588 megawatts for the 1993 test year. 
 
Both TURN and CLECA agree that ER-90 assumptions 

are appropriate but come up with total megawatt capacity 

that is larger. The difference between the parties arises 

from the issue of the proper amount of firm Northwest 

contracts from ER-90 that should be considered. PG&E 

believes it is improper to include contracts with entities 

outside of PG&E's planning area. 
 
We agree with PG&E and DRA that their assumptions 

regarding use of the Pacific Northwest Intertie for firm and 

spot capacity are the most reasonable presented. Therefore, 
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we will adopt those assumptions. 
 
26.3.3 Fossil Unit Availability 
 
A total of 930 megawatts from PG&E's oil and gas gener-

ation plants which are currently operating are proposed for 

standby status by the end of the year 2000. PG&E and 

DRA agree that these units should be included in the cal-

culation of marginal generation capacity costs, starting 

with the 1993 test year, and removed from the calculation 

only when they are actually scheduled to be placed on 

long-term standby. 
 
TURN and CLECA disagree. CLECA has proposed that 

units designated for long-term standby status in the longer 

term should not be included in the determination of the 

six-year Energy Reliability Index (ERI) forecast. CLECA 

suggests that many of these units may be retired sooner 

than projected in part due to requirements to comply with 

air quality standards. 
 
We agree with PG&E and DRA that it is more appropriate 

to include these fossil units at this time for calculation of 

marginal generation capacity costs. While these units may 

go into standby status, they have not yet. 
 
26.3.4 SMUD's Loads and Resources in Planning 
 
PG&E included SMUD's loads and resources in PG&E's 

planning area for purposes of its reliability analysis and to 

compute marginal generation capacity costs. In agreement 

with PG&E's treatment of SMUD loads are the CEC, 

DRA, and the Farm Bureau. PG&E argues that its inclu-

sion of SMUD's loads and resources in determination of its 

target reserve margin is technically correct. PG&E con-

tends that proper reliability planning requires that a utility 

consider the probability that it will receive reserve support 

from its neighbors. PG&E points out that because of 

SMUD's size and the fact that the PG&E service territory 

completely encircles SMUD's, the SMUD system is easier 

to model than other neighbors. 
 
TURN and CLECA propose that it is more appropriate to 

exclude SMUD loads and resources. TURN asserts that 

PG&E's reserve sharing with SMUD is limited. As evi-

dence of this fact TURN presented newspaper articles 

which it alleges show that PG&E refused to provide 

SMUD with reserves in August of 1990 when the Pacific 

Intertie was temporarily unoperational due to fires. How-

ever, our record indicates that these articles never men-

tioned whether SMUD actually requested emergency 

power from PG&E. (RT 42:3982-3983.) 
 
We find the arguments to include SMUD far more com-

pelling than the arguments of TURN and CLECA to ex-

clude SMUD for planning purposes. Therefore, we will 

adopt the viewpoint of the majority of the parties. 
 
26.3.5 Value of Service Approach vs. ERI-Adjusted Com-

bustion Turbine Proxy 
 
[62] PG&E's proposal to use a VOS approach in the de-

velopment of marginal generation capacity costs has di-

vided the parties into two camps. Some of the opponents to 

PG&E's approach argue that while the concept of VOS has 

merit, it is not yet ready to adopt. PG&E and its supporters 

disagree. 
 
PG&E argues that VOS is clearly superior to the 

ERI-adjusted combustion turbine (CT) proxy method 

currently used by this Commission. PG&E argues that its 

VOS methodology results in reasonable marginal genera-

tion capacity costs of $5.24 per kilowatt-year for test year 

1993. PG&E points out that this figure was developed 

using PG&E's VOS methodology based on sound eco-

nomic principles by explicitly considering both the value 

to PG&E's customers of additional system reliability and 

its cost to PG&E. 
 
PG&E points out that the Commission has accepted the use 

of the CT proxy in absence of a methodology that directly 

measures capacity value. In the past, the Commission has 

instructed PG&E to investigate means of estimating ca-

pacity costs that did not rely on the use of a proxy. The 

Commission has complimented PG&E on its efforts in the 

past although it has rejected VOS previously as being 

premature. 
 
PG&E argues it has corrected any deficiencies that existed 

in its prior presentation of the VOS method. Further, 

PG&E notes that in addition to the parties that support its 

immediate adoption (California Water Agencies, the Farm 

Bureau, Cal-SLA, and AECA), DRA supports the VOS 

concept in principle. 
 
Briefly, PG&E's proposed VOS method uses customer 

surveys from which average customer outage costs are 

determined on a dollar per kilowatt-hour basis. A system 

average cost for each type of outage is then determined. A 

reliability model is used to estimate expected unserved 
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energy (EUE) given assumptions about loads and availa-

bility of resources. The product of system average cus-

tomer outage costs and EUE avoided by an increment of 

capacity addition produces a marginal generation capacity 

cost, with the underlying resource planning objective being 

to equate customer outage costs with the cost of additional 

capacity. 
 
PG&E supports the VOS method because it is the only 

known method that measures and uses generation-related 

shortage costs directly in determining marginal generation 

capacity costs. Further, PG&E argues that the VOS method 

furthers important marginal costing policy goals. First, the 

use of VOS in utility planning promotes economic effi-

ciency. Second, VOS is consistent with current adopted 

planning methodologies for resource planning. The CEC 

uses VOS in practice for its resource planning. PG&E 

argues it is a logical extension for the CPUC to adopt VOS 

and to apply it to revenue allocation and rate design. Fi-

nally, PG&E points out that VOS methodology provides 

stable results. 
 
In addition to the concerns parties express that the studies 

or the customer surveys used to develop VOS are not yet 

sophisticated enough, there are other criticisms raised 

against adoption of the VOS methodology. CLECA in 

particular strongly disagrees with the use of the VOS ap-

proach for developing marginal costs and revenue alloca-

tion. CLECA disagrees that it is apparent that there is a link 

between resource planning and the other areas. The crux of 

CLECA's criticism of the VOS methodology for marginal 

cost and revenue allocation purposes is that there is no free 

marketplace for electric service. CLECA contends that 

because PG&E has no choice as to its provider of elec-

tricity that this concept of value, on which the VOS 

methodology is based, does not make sense in the context 

of a monopoly service. CLECA's witness dismissed value 

of service as intellectually interesting but fairly irrelevant. 

(RT 45:4281-4282.) 
 
The AECA, while supporting PG&E's VOS proposal, 

requests the Commission to go one step further and apply 

the VOS approach to class-specific marginal generation 

capacity costs. By doing so, AECA argues that the Com-

mission would correct the interclass subsidies that cur-

rently exist as a result of the use of system-wide averages 

to determine reliability needs. Presently, according to 

AECA, those classes demanding low generation reliability 

are subsidizing classes which require a higher level of 

generation reliability. AECA points out that PG&E's 

analysis makes it clear that the agricultural and residential 

classes have long been subsidizing the supply reliability of 

other customer classes. 
 
Finally, FEA believes that rather than an ERI-adjusted CT 

proxy, the full cost of the combustion turbine should be 

used for development of marginal generation capacity 

costs. 
 
While we are sympathetic with the nervousness expressed 

by the parties opposing the VOS methodology, we think 

overall that the arguments made by the parties in favor of 

the methodological changes have more merit. This is the 

case particularly in light of our concern that the ERI CT 

proxy is just that: a proxy until a better methodology is 

developed. 
 
DRA in particular recommended additional areas where 

VOS should be developed before adoption. However, the 

Farm Bureau and PG&E counter that there is nothing 

gained by waiting for progress in refinement because the 

end result will not change. We believe given the level of 

work done by PG&E in this area, combined with the sup-

port of other parties, that now is the time to proceed to 

adopt this methodological change. As for other changes we 

make today, we proceed on a trial basis, with workshops 

and a report back in the next GRC as to the success of these 

methodological changes. These caveats should relieve the 

concerns expressed by the parties that oppose the adoption 

of the VOS methodology. 
 
Finally as to AECA's proposal that PG&E's VOS approach 

should be applied on a class-specific basis, we believe that 

is not sufficiently developed at this time for adoption. This 

will be one of the areas that we will direct PG&E and other 

parties to address in workshops prior to the next GRC. 
 
26.3.6 Combustion Turbine Cost 
 
Despite our adoption of the VOS methodology, we also 

need to adopt a combustion turbine cost in this GRC. The 

Cogeneration Service Bureau has reached agreement with 

PG&E on a combustion turbine cost of $66.12 per kilo-

watt-year. The large industrial class representatives sup-

port this number and DRA has adopted it in its reply brief. 

Therefore, for the purpose of QF pricing, we will adopt 

$66.12 per kilowatt-year for the combustion turbine cost. 
 
26.4 Marginal Transmission Capacity Costs 
 
26.4.1 Splitting Transmission Costs into Bulk and Area 
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Components 
 
[63] All parties except CLECA, IU, and FEA agree that it 

is more appropriate to compute marginal costs separately 

for bulk and area transmission. PG&E has shown that bulk 

transmission expenditures are caused by system peak load, 

whereas area transmission expenditures are caused by peak 

load growth in a particular area. Therefore, the parties who 

support PG&E acknowledge that the splitting of these two 

components results in more accurate marginal costs by 

reflecting these different causative factors. 
 
CLECA developed two main arguments against this pro-

posal. First, CLECA argues that using a voltage distinction 

is arbitrary and not suitable for splitting transmission into 

bulk and area, and secondly, that load growth in one area 

on the transmission system may cause investment in an-

other area on the transmission system. PG&E successfully 

rebutted both of these points. 
 
We agree with PG&E and the majority of parties that 

system peak growth causes bulk transmission expenditures 

and area load growth causes area transmission investment. 

Therefore, it is more appropriate for PG&E to distinguish 

between bulk and area transmission for purposes of esti-

mating marginal cost. 
 
The AECA goes one step further and requests that the 

marginal cost of bulk transmission be set at zero. AECA 

argues that it is quite likely that all additional transmission 

capacity over the next ten years will be added to reduce 

energy costs. Given PG&E's capacity-rich situation, 

AECA believes it is extremely unlikely that new trans-

mission will be connecting to new generating plants as a 

means to garner additional capacity. As a result, AECA 

concludes that any such connections must be assumed to 

be energy-rather than capacity-related. Hence its conclu-

sion that the marginal cost of bulk transmission should be 

zero. 
 
PG&E disagrees with AECA's argument that there should 

be zero bulk marginal transmission capacity costs. PG&E 

points out that projects such as the Bulk System Reactive 

Support Project are caused by peak system load growth on 

the transmission system and are not related to generation 

tie facilities. Therefore, PG&E argues that its bulk trans-

mission costs, which properly reflect such bulk transmis-

sion investments, should be adopted in lieu of the zero cost 

figure advanced by AECA. 
 
We agree with PG&E that the zero cost figure is not ap-

propriate for adoption at this time. We will adopt PG&E's 

recommendation in this area. 
 
26.4.2 Generation Tie in Bulk Transmission 
 
Generation tie costs result from interconnecting generation 

sources to the transmission network. Unlike the expendi-

tures included by PG&E in estimating transmission costs, 

generation tie expenditures are only incurred when new 

generating resources are added to PG&E's system. As a 

result PG&E proposes to exclude generation tie expendi-

tures when estimating bulk transmission costs. Joining 

PG&E are AECA, the Farm Bureau, and ACWA. Not 

surprisingly, opposing PG&E on this issue are DRA, 

CLECA, IU, and FEA. 
 
By definition, generation tie-related transmission expend-

itures are only added when generation is added and a major 

factor determining the expenditure amounts is the location 

of the generation. Hence, PG&E argues that generation tie 

costs are generation-related and should be excluded when 

estimating marginal transmission costs, for which the 

causative factor is peak load growth on the transmission 

system. An argument already mentioned by AECA sup-

ports this position, stating that PG&E's current generation 

capacity-rich situation makes it unlikely that new trans-

mission will be connecting to new generating plants. 
 
The opposing parties all argue that generation tie costs are 

demand-related and therefore should be included in mar-

ginal transmission costs. Further, PG&E does not identify 

any future generation tie facilities currently projected. 
 
We agree with PG&E and its supporters that it more ap-

propriately prices marginal transmission costs by exclud-

ing generation tie costs. 
 
26.4.3 Area Transmission Costing Approach 
 
PG&E has identified 25 large load growth-related trans-

mission projects which are planned over a ten-year forecast 

horizon. PG&E proposes using these projects as part of the 

estimation of marginal transmission costs. In addition, 

PG&E proposes to allocate the cost of area transmission 

projects based on the substations where the load growth is 

forecast to occur for purposes of revenue allocation. 

Transmission planning projects (TPPs) are developed as a 

result of the identification of the specific problem to be 

solved by local area transmission planners. Each TPP has a 

distinct study area and PG&E's transmission planners 
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identify the substations which are experiencing the load 

growth and where the need to construct each of these TPPs 

is located. PG&E has estimated the marginal cost associ-

ated with TPPs by applying the present-worth method to 

the estimated installed future costs of these facilities. (Ex-

hibit 207.) 
 
Along with these identified TPPs, of which there are 25 in 

this GRC, a significant portion of load growth-related 

investment on the area transmission system is not specifi-

cally identified. These are generally projects which sepa-

rately cost less than $1 million and are referred to as 

background investment. PG&E's calculation procedure 

starts by forecasting these background investments from 

1990 to 2000. Then PG&E uses the present-worth method 

to estimate the marginal capacity costs. Although PG&E 

recognizes that area transmission nonspecific background 

investment varies by area, for this proceeding PG&E pre-

sents one background investment value for the whole 

PG&E system. This is a change from PG&E's original 

proposal of allocating annuals to the 110 transmission 

planning areas (TPAs). While PG&E still expects that this 

area-specific detail may result in more accurate marginal 

cost, it believes this level of detail was not necessary for 

use in this GRC. Therefore, PG&E has withdrawn that part 

of its proposal in an effort to relieve the burden from cer-

tain intervenors in analysis. 
 
PG&E's estimate of marginal area transmission cost is 

$10.10 per kilowatt-year on a system-average basis, which 

is the sum of the TPP-based marginal cost estimate of 

$6.29 per kilowatt-year and the background invest-

ment-based marginal cost estimate of $3.81 per kilo-

watt-year. 
 
On the other hand, DRA proposes estimating area trans-

mission costs on a system basis. Since DRA did not use the 

25 area transmission projects, it did not use this detail for 

purposes of its revenue allocation proposals. In addition, 

the DRA uses the regression/real economic carrying 

charge (RECC) method to arrive at its estimate of $17.82 

per kilowatt-year. The Farm Bureau, AECA, and Cal-SLA 

all support PG&E's original proposal. While PG&E points 

out that it still supports in principle its original disaggre-

gated costing proposal, PG&E points out that the impact of 

moving from PG&E's original proposal using TPAs and 

distribution planning areas (DPAs) to the current proposal 

for transmission and distribution (T&D) costs is small. In 

fact the largest impact is an increase in the allocated cost to 

the agricultural class of 1.8%. 
 

While our overall goal in changing marginal cost meth-

odology is to improve the accuracy of the numbers, in this 

instance, we will go with PG&E's altered proposal. How-

ever, we wish PG&E to continue to pursue its breakdown 

to the TPA levels for its next GRC. We find the objections 

raised to fail to outweigh the benefits set forth by PG&E. 
 
26.5 Marginal Primary Distribution Capacity Costs 
 
[64] PG&E proposes that marginal distribution capacity 

costs be based on its 13 old operating divisions. PG&E 

argues that at this level of disaggregation, the resulting 

marginal costs are significantly more accurate than they 

would have been using system marginal costs because 

substantial cost differences in each of these 13 geographic 

areas can be reflected, but are still manageable enough to 

be easily used by other parties and in revenue allocation. 
 
In its original showing, PG&E hoped to estimate marginal 

distribution capacity costs by its 201 distribution planning 

areas. This is because PG&E's distribution is planned and 

operated by these 201 relatively independent load centers. 
 
Much attention was spent in the hearing room developing 

the record that distribution planning and operation is 

clearly on a DPA basis and that constraints in one DPA 

cannot be permanently relieved by using distribution ca-

pacity in another area. Thus, this provides the conceptual 

basis for PG&E's area disaggregation of marginal distri-

bution costs. 
 
PG&E points out that in order to accommodate DRA and 

certain other intervenors' concerns about the amount of 

detailed data to be reviewed under its initial 201 DPA 

proposal, the reduction to its 13 former operating divisions 

already represents a substantial compromise. PG&E argues 

that its 13-division proposal yields a more accurate allo-

cation to the customer classes than does a single system 

average figure. PG&E argues that while its original 201 

DPA disaggregation yields more accurate results than the 

13-division proposal, in PG&E's view that additional ac-

curacy is probably not needed for the specific applications 

in this case. 
 
PG&E argues that area detail for distribution is important 

to retain because marginal distribution costs comprise a 

large percentage of the total marginal costs attributable to 

capital expenditures. In fact, in PG&E's original 201 DPA 

analysis, costs ranging from zero in areas experiencing no 

load growth to over $100 per kilowatt-year in high-growth 

areas were observed. (RT 34:3030-3031.) PG&E points 
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out that the range is less under the 13-division proposal, 

but still shows substantial geographic differences in mar-

ginal costs across PG&E's service territory. 
 
The opponents to PG&E's overall program believe that 

marginal primary distribution capacity cost should still be 

determined on a systemwide basis. Likewise, the agricul-

tural class and ACWA would like the Commission to adopt 

PG&E's original proposal of disaggregation to the 201 

DPA level. We think PG&E's secondary proposal is a 

reasonable compromise at this time between the two ex-

tremes. As we stated regarding the 110 TPA disaggrega-

tion, we would like PG&E to continue to pursue this dis-

aggregation for its next GRC. Workshops will be held in 

the interim to allow intervening parties to develop a com-

fort level with this level of disaggregation. We believe that 

the increase in accuracy that has been indicated by the 

record developed in this proceeding makes the efforts 

which all parties will have to expend in this area worth-

while. For now, we will adopt PG&E's 13-division ap-

proach. 
 
26.5.1 Distribution Expenditures 
 
[65] PG&E proposes dividing distribution expenditures 

into large projects, as identified by distribution planners, 

and smaller background investments which remain rela-

tively constant from year to year (annuals). PG&E pro-

poses to use forecasts of upcoming large distribution pro-

jects, where the survey data from the distribution planners 

indicated that this was appropriate, while using historical 

accounting data to project the smaller and more stable 

annuals. PG&E argues that the use of forecasts for large 

projects reflects the location and magnitude of these costs 

much more accurately than historical accounting data 

alone. PG&E acknowledges that, while it is evident that 

investment plans are subject to revision, it is equally evi-

dent that area distribution planners can anticipate the tim-

ing and magnitude of large projects because of their 

knowledge of local distribution capability and local load 

growth. Because the development of marginal cost re-

quires a look into the future, PG&E believes its proposal 

using future plans forms a better basis for estimating future 

large project-related costs than would using simple ex-

trapolations derived from recorded accounting data. 
 
The opposition once again disagrees, arguing that aggre-

gate distribution expenditures are a better estimation 

mechanism. DRA argues that the current system of esti-

mating distribution expenditures by correlating system 

load-related costs over a 15-year period (10 years historical 

and 5 years forecasted) is a superior method to PG&E's 

recommended change. DRA argues that PG&E's proposal, 

based more heavily on forecasting, has a greater potential 

for inaccuracies and personal bias than already exists. 

DRA believes that large one-time-only transmission and 

distribution investments should not be closely associated 

with load growth over short time periods. 
 
We believe, in keeping with our overall commitment to 

give PG&E's proposed changes a trial in this GRC cycle, 

that its proposal is justified. We believe PG&E's fore-

ward-looking approach will have greater accuracy in es-

timating marginal primary distribution capacity costs. 
 
26.5.2 Number of Years of Historical Accounting Data for 

Estimate 
 
PG&E used seven years of historical data at the 

13-division level to forecast the marginal costs associated 

with the distribution annuals. (Once again, annuals are 

small investments in distribution capacity to meet load 

growth. They are not identified individually.) PG&E al-

tered its original proposal, where its forecast was based on 

only one year's worth of data. Still supporting the use of 

one year of data are AECA, ACWA, the Farm Bureau, and 

Cal-SLA. 
 
PG&E expanded its base to seven years in response to the 

criticism of the other parties that wanted to use the tradi-

tional ten years of historic data. 
 
We believe PG&E's use of seven years of data is a good 

compromise and yet is in keeping with its overall effort to 

make marginal costs more forward-looking. 
 
26.6 Marginal Secondary Distribution Capacity Costs 
 
Estimates for marginal secondary distribution capacity 

costs were not discussed at length in this proceeding; 

however, it's reasonable to assume that the parties have the 

same positions with respect to marginal secondary distri-

bution capacity costs as they do for marginal primary dis-

tribution capacity costs. PG&E proposes adoption of es-

timates of ongoing and new business secondary distribu-

tion marginal capacity costs calculated by division using 

the present-worth method. DRA appears to propose esti-

mates of ongoing secondary distribution marginal capacity 

costs as a system average using the currently adopted re-

gression or RECC method. As we did in the primary dis-

tribution capacity costs we will adopt PG&E's proposal. 
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26.7 Present Worth vs. Regression/Real Economic Car-

rying Charge (RECC) Methods 
 
This is an area of major contention between the two camps. 

PG&E proposes that marginal transmission and distribu-

tion capacity costs should be estimated using the present 

worth (PW) method instead of the currently adopted 

method. PG&E argues that the present worth method uses 

a resource plan to estimate the marginal capacity costs. 

This method calculates the difference in total cost of 

meeting a change in load that begins next year instead of 

this year. This means that if there is a reduction in demand 

that postpones the need for the next investment, it will 

postpone the need for all future investments as long as 

demand is reduced. (Exhibit 100.) 
 
PG&E argues that its proposed PW method represents a 

significantly more accurate method of capturing the actual 

value of capacity to PG&E's customers. The basis for using 

the PW method to estimate the value of T&D capacity is 

that it emulates the planning process that actually occurs in 

the development of distribution capacity expansion plans. 

PG&E plans for a level of capacity sufficient to meet ex-

pected load growth over a number of years. PG&E points 

out that to the extent that load is expected to grow, in-

vestments are often larger than necessary to meet 

short-term needs to take advantage of economies of scale. 

However changes in load generally result in deferral of 

planned investments. PG&E argues that the value of this 

deferral is captured directly by the PW method. This value 

changes from year to year as the opportunity to defer dif-

ferent levels of investment changes from year to year. 
 
On the other hand, the currently adopted method uses a 

regression approach to estimate the marginal investment 

per kilowatt of peak demand. It then amortizes the mar-

ginal investment by multiplying the marginal investment 

cost by the RECC. This approach is favored by DRA, 

CLECA, FEA, and IU. TURN takes no position on this 

issue. 
 
Under the current method, the marginal cost for each type 

of capacity is developed using the same regression method. 

First the annual cumulative investment for the portion of 

the T&D system under study for ten historical years and 

five forecasted years is identified. Then the cumulative 

change in loads during that same period of time is identi-

fied. The cumulative costs are regressed against cumula-

tive loads and the slope of the resulting line represents the 

marginal costs of capacity for the portion of the T&D 

system under study. The marginal cost in dollars per kil-

owatt is then levelized using the RECC factor. This method 

creates an annual amount in dollars per kilowatt-year that 

is equivalent in real terms to the investment in dollars per 

kilowatt. Ongoing expenses such as A&G and O&M are 

added to the annual amount. 
 
Thus, the existing RECC method captures the full cost, 

rather than the deferral value, of generation capacity costs 

amortized over each year of the life of the asset. PG&E 

argues that the full cost of an investment is equivalent to 

the permanent deferral value of an investment to perpetu-

ity. PG&E does not believe that the lifetime of changes in 

demand that are represented by typical consumer choices, 

like the purchase of efficient refrigerators, or the majority 

of end-use loads, have infinite lifetimes. PG&E argues that 

the PW method can be used to specify the number of de-

ferral years that is appropriate for the application. PG&E 

believes its choice of 11 years is closer to the variety of 

both long- and short-run changes in demand that are re-

flected in consumer choices of energy-using equipment. 
 
PG&E argues that the PW method produces a more accu-

rate estimate of the actual value of capacity at any specific 

point in time, or as an average over the course of the plan. 

PG&E believes it is clear that the PW method represents a 

significantly more accurate method for estimating the 

value of capacity for actual distribution plans in ar-

ea-serving loads where the duration of the change in de-

mand is finite. PG&E concludes that the PW method alone 

accounts for future replacement of investments and dis-

counts future investments to the present. 
 
The opposing parties are generally against what they view 

as more reliance on forecasting under PG&E's proposal 

than under the current methodology. Likewise, the oppo-

sition argues that the current methodology renders its re-

sults less sensitive to data errors. 
 
[66] We will adopt PG&E's present worth method for 

estimating marginal transmission and distribution costs. 

By doing so in this decision, we are not determining that 

this is necessarily the appropriate approach to use in our 

long-run marginal cost gas proceeding, because the records 

developed in these two cases are different. We agree with 

PG&E that the PW method captures the lumpiness of ca-

pacity additions to the T&D system. Secondly, the PW 

method does not assume the change in demand which 

drives capacity additions lasts forever. A third reason for 

adopting the PW method is that it makes use of data that is 

forward-looking. 
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We find that the record in support of the methodological 

change developed in this proceeding is full and complete 

and justifies our adoption of the present worth method. 
 
26.8 Marginal Customer Costs 
 
[67] PG&E proposes region-specific costs because they are 

more accurate than system-average costs for four reasons. 

First, region-specific costs better reflect regional variations 

in population and housing density. Second, they reflect the 

extent of overhead versus underground installations in 

such regions. Third, different transformer sizes, due to at 

least in part different climates in each region, are reflected. 

And fourth, for the residential class, the relative percent-

ages of single- versus multi-family dwellings in each of 

PG&E's six regions is a factor. 
 
Once again, the line-up of the parties on this issue is the 

same, with DRA, TURN, and the large industrial class 

representatives recommending that marginal customer 

costs stay on a system-average basis. 
 
The opposition states that the use of region-specific cus-

tomer costs are not necessary because the cost differences 

for many classes of customers are not that large. Further-

more, these cost differences are rendered minimal by the 

revenue allocation process. (Exhibit 330.) 
 
PG&E counters this argument by stating that for every 

customer class for which region-specific values are pro-

posed, significant variation is shown with the possible 

exception of CLECA's members (the E-20 class). 
 
In addition PG&E's proposal is criticized because for 

marginal customer costs six regions are proposed for dis-

aggregation, rather than 13 divisions. However, the pro-

ponents, in other areas, also object to the 13-division dis-

aggregations. 
 
We believe it is important to maintain consistency in our 

overall support of PG&E's move to more disaggregated 

data. However, we do not believe that this means that for 

each category or issue we must disaggregate the data to the 

same degree. PG&E's reasons for disaggregating marginal 

customer costs to region rather than division levels are 

justified. Likewise the criticisms raised by the opposition 

are not compelling. We will adopt PG&E's recommenda-

tion for marginal customer costs to be determined on a 

six-region basis. 

 
27. Revenue Allocation 
 
[68] Overall PG&E's revenue allocation proposals mirror 

the changes PG&E has made to marginal cost methodol-

ogy. PG&E's proposed revenue allocation continues to use 

the Commission's adopted equal percentage of marginal 

cost (EPMC) methodology for allocating PG&E's total 

revenue requirement among the various classes. PG&E 

argues that its proposal makes substantial advancements in 

calculating the marginal cost revenues which determine 

these allocations. Specifically PG&E proposes three major 

improvements in the determination of class marginal cost 

revenues: 
 
1) The use of the VOS-based generation capacity costs; 
 
2) The incorporation of area-specific costs and loads; and 
 
3) The calculation of marginal customer costs based on the 

incremental cost of providing customer access. 
 
PG&E argues that all three of these changes provide more 

accurate estimates of PG&E's costs to serve its various 

customer classes, thereby promoting a more accurate and 

equitable allocation scheme. PG&E argues that since 

marginal costs were first adopted more than a decade ago 

by this Commission, the estimating methodology has been 

constantly evolving. PG&E believes that the changes it has 

proposed in this proceeding produce accurate marginal 

costs which better reflect PG&E's true marginal cost of 

service and marginal cost revenue requirement than do 

prior methods. 
 
Overall, we agree with PG&E's representations and anal-

ysis that the changes we are adopting today to marginal 

cost methodologies as they relate to revenue allocation 

issues in fact create a more accurate picture. We note that 

by doing so the picture as to how close different customer 

classes are to EPMC has altered. The one customer class 

which receives the biggest impact from these changes is 

the agricultural class. In the past the agricultural class has 

disputed the old methodology's results concerning the 

agricultural class's distance from EPMC. The showing by 

PG&E, AECA, and the Farm Bureau in this proceeding 

indicates that the agricultural class's objections to the prior 

methodology were well founded. The agricultural class is 

far closer to EPMC using the more accurate and refined 

methodologies presented in this case than was ever thought 

before. 
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27.1 Marginal Energy Costs 
 
27.1.1 Residual Emission Adders 
 
[69] PG&E believes that emission adders should not be 

included in marginal costs used for revenue allocation. The 

lineup of other parties on this issue is different than on 

most issues. DRA, joined by the farm representatives, 

TURN, and the ACWA all believe that 25% of the residual 

emission adder should be used in marginal energy costs for 

revenue allocation purposes. 
 
PG&E and the industrial users' representatives oppose the 

inclusion of such social costs in its revenue allocation 

because it argues that the prices of customers' alternatives 

do not similarly reflect these costs. PG&E believes this is 

contrary to its stated policy that marginal costs should 

reflect a competitive market situation. The proponents of 

inclusion of emission adders point out that many aspects of 

rate-making lead to distortions in revenue allocation, the 

major one being the requirement to allow PG&E the op-

portunity to earn its full revenue requirement, since it is 

approximately twice marginal cost revenues. TURN and 

AECA argue that the Commission should take the neces-

sary steps to further its policies on externalities and include 

them in the calculation of marginal energy costs for pur-

poses of revenue allocation. 
 
We concur with PG&E, CLECA, IU, CMA, and FEA that 

it is inappropriate to include residual emission adders for 

revenue allocation purposes at this time. We agree with 

CLECA that emission adders have a potentially large im-

pact on the allocation of revenue requirement between the 

several customer classes. Further, we are concerned that 

the inclusion of adders in the marginal energy cost for 

revenue allocation purposes would substantially increase 

the risk of bypass. PG&E correctly points out that its cus-

tomers' alternatives do not include these costs. 
 
The subject of emission adders is one that is worthy of 

further study but not ready for implementation at this time. 
 
27.1.2 One- or Six-Year Average 
 
On this issue DRA stands alone in recommending a 

six-year average marginal energy cost. PG&E and all other 

parties who took a position on this issue agree that a 

one-year marginal energy cost allows marginal energy 

costs in the future to reflect changes in gas prices, the 

resource plan, and in the forecast of hydroelectric genera-

tion. These updated forecasts will result in more accurate 

marginal energy costs than DRA's methodology. We agree 

with the parties that the one-year marginal energy cost is a 

more accurate figure. 
 
27.1.3 Area-Specific Loss Factors 
 
PG&E argues that its area-specific loss factors are rea-

sonable and should be adopted. It points out that one of the 

primary advancements it has proposed in this proceeding is 

the incorporation of area-specific information to achieve 

greater accuracy in marginal costing. We note that we have 

agreed with this analysis in resolution of many other is-

sues, and intend to do so here. 
 
Once again the argument against disaggregation is that the 

benefits are small relative to the added complexity that 

area-specific loss factors create. Likewise, once again, we 

reject this as a reason to not attempt to improve our mar-

ginal cost revenue allocation analysis. We adopt PG&E's 

area-specific loss factors as an improvement to the current 

approach. 
 
27.2 Generation Capacity 
 
27.2.1 Class-Coincident Demands for Revenue Allocation 
 
[70] For revenue allocation purposes, PG&E argues that in 

order to be consistent with our adoption of value of service 

estimates in the marginal cost arena, a minor change needs 

to be made for revenue allocation purposes. PG&E argues 

that along with the adoption of the VOS methodology for 

calculating marginal generation capacity costs, the Com-

mission should also adopt PG&E's relative shortage value 

(RSVAL) weighting proposal. No party disagrees that 

weighted loads should be used to develop the coincident 

demands which are used to calculate generation capacity 

cost revenues. The only issue is whether the hourly weights 

should be based on RSVALs or loss-of-load probabilities 

(LOLPs). The lineup on this issue is similar to how the 

parties aligned themselves regarding the VOS method. 
 
PG&E argues that its RSVALs are superior to the currently 

used LOLPs because they assess the probability of each of 

the three types of emergency action included in Califor-

nia's electric emergency plan. Each of these probabilities is 

in turn weighted by the estimates of customer outage costs 

developed by PG&E's VOS methodology. The sum of 

these three weighted probabilities is the hourly RSVAL. In 
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contrast, PG&E argues that the LOLPs do not distinguish 

between the different types of outages. 
 
PG&E correctly points out that DRA has admitted that 

there is little difference between the two methods for the 

purpose of computing coincident loads. Further, DRA's 

witness acknowledged that if the Commission adopts 

PG&E's VOS methodology for calculating generation 

capacity costs, it makes sense for the Commission to also 

adopt the RSVAL weights. Therefore, we will adopt 

PG&E's proposal in this area to maintain consistency with 

our decisions regarding the VOS methodology. 
 
27.2.2 Six-Year Average for Revenue Allocation and Rate 

Design 
 
PG&E proposes that a six-year average generation cost be 

used for revenue allocation. PG&E believes, and the 

Commission concurred in its last GRC, that the six-year 

average provides a reasonable balance between the 

long-run and short-run assessments of the need for cost of 

generation capacity. (34 CPUC 2d 199, 317 (1989).) The 

Farm Bureau recommends a three-year average while the 

FEA suggests that no adjustment be made to the cost of a 

combustion turbine for short-term excess capacity. 
 
We disagree with the two proposed changes, believing 

there is not adequate evidence in the record to support 

elimination of the six-year average or to ignore resource 

planning assumptions. 
 
27.3 Area Loads vs. Past Load-Estimating Methods 
 
[71] PG&E has proposed the introduction of class geo-

graphic cost differences (area-costing) into revenue allo-

cation to more accurately reflect PG&E's costs and provide 

the basis for pricing options that better integrate demand- 

and supply-side planning. PG&E argues that this proposal 

is in line with the Commission's role of promoting equity 

and economic efficiency through more accurate costing 

estimation. 
 
To complement the development of area unit marginal 

costs previously discussed, PG&E proposes the estimation 

of geographic loads (AREALOADs) by customer class for 

revenue allocation. PG&E has developed the AREALOAD 

method of load estimation for this purpose. AREALOAD 

extends the current adopted CLASSKW method by using 

the same information on a more disaggregated level. 

PG&E points out that this feature allows AREALOAD to 

generate estimates of class share of area-specific peak 

demands. PG&E believes these area-specific demands are 

essential for the introduction of area costing in revenue 

allocation in order to provide more accurate price signals 

to PG&E's customers. (Exhibit 17.) 
 
Generally supportive of PG&E's proposal are DRA, 

ACWA, AECA, Cal-SLA, and the Farm Bureau. Not sur-

prisingly, other parties have opposed it, favoring instead 

the continued use of the CLASSKW method. The opposi-

tion claims that AREALOAD is too complex and da-

ta-intensive to be adequately tested and verified. PG&E 

points out that all parties agree that area-specific load 

estimates are a necessary improvement. PG&E argues that 

better utilization of existing disaggregated data allows 

direct estimation of TPA and DPA loads. In contrast, 

CLASSKW estimates system average class loads. AECA 

said it best: the AREALOAD study meets a clear and 

present need, and warrants immediate Commission ap-

proval. DRA also agrees that it is eager to incorporate 

direct estimates of distribution and transmission loads into 

its revenue allocation methodology. 
 
PG&E argues that, given this conceptual support and given 

what in its view is the accuracy of its area-load estimates, 

that they certainly should be used at the division level. We 

agree with PG&E that it has adequately shown the accu-

racy of its area-load estimates. (Exhibit 17.) Despite the 

fact that a level of accuracy has been achieved at a very 

disaggregated level, PG&E proposes to use this data only 

after it has been aggregated back to the 13 division levels. 
 
Finally, PG&E counters criticisms that AREALOAD and 

its other proposals form a ‘black box‘ that cannot be ade-

quately tested, by pointing out that the AREALOAD 

method uses the same voluminous data as CLASSKW, but 

at a more disaggregated level. 
 
Finally, PG&E responds to a continuing theme of its op-

position that a new methodology must pass a higher 

standard to replace an adopted methodology. The opposi-

tion parties argue that a new methodology must be shown 

to be clearly superior before it can replace an adopted 

methodology. While PG&E is confident that its changes 

recommended in this GRC, and specifically its AR-

EALOAD methodology, meet that test, it disagrees with 

the underlying premise that any new method must be 

judged clearly superior to the old method. PG&E argues 

that this is an excessive burden that would only hinder the 

evolution of regulatory improvements. 
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We agree with PG&E and note that the parties have given 

no citations for this theory other than the human desire to 

resist change generally. We find in this proceeding that the 

changes as promoted by PG&E are in fact in the best in-

terests of the ratepayers of California in moving forward 

towards more accurate marginal cost analysis. More ac-

curate marginal cost analysis will likewise result in fairer 

revenue allocation policies. 
 
27.4 Marginal Transmission Capacity Costs 
 
[72] PG&E proposes separating local from bulk transmis-

sion costs in revenue allocation. PG&E argues that this 

proposal is fully consistent with the way in which cus-

tomers cause PG&E to invest in capacity. When a cus-

tomer increases demand at the time of its generation sys-

tem peak, PG&E incurs an incremental capacity cost equal 

to the customer's change in load times the cost of genera-

tion capacity, plus any additional transmission investment 

incurred to transport the incremental load to local trans-

mission areas. PG&E identifies these additional costs as 

the costs of bulk transmission capacity. Following this 

reasoning, PG&E proposes to allocate the cost of genera-

tion capacity and bulk transmission together. 
 
Only in the very rare case where the peak on the local 

transmission system corresponds exactly with the time of 

the generation peak would a customer's peak on the gen-

eration system indicate the cost to PG&E of providing 

local T&D capacity for that customer. Consistent with the 

marginal cost positions of PG&E, causative factors should 

be used to develop marginal costs and assign them to 

customer classes. Therefore, in the case of local T&D 

systems, PG&E uses customer peaks on the local T&D 

systems to assign those local costs to customer classes. 
 
PG&E proposes to use the same loads for bulk transmis-

sion as were used for generation capacity: the 

RSVAL-weighted coincident demands. The parties who 

supported PG&E in the VOS area are in agreement with 

PG&E here. Likewise, PG&E acknowledges that if VOS 

was adopted for marginal cost purposes, PG&E's proposal 

for this area should also be adopted. 
 
CLECA, on the other hand, believes that bulk and area 

transmission capacity should be aggregated. PG&E argues 

that CLECA's proposal should be rejected because it would 

assign bulk transmission costs to customers based on local 

transmission system peaks which may or may not coincide 

with peaks on the bulk transmission or generation system. 

We note that TURN, while not supporting PG&E's pro-

posal, argues that it merits further study. 
 
Likewise, the farming interests in this proceeding, the 

Farm Bureau and AECA, would like to see bulk transmis-

sion costs set at zero due to their belief that the cost of bulk 

transmission is a function of the amount of energy that a 

customer uses. These parties argue that, absent the need for 

additional capacity, any bulk transmission additions would 

be for energy-related reasons. PG&E argues that the Farm 

Bureau and AECA's argument should be rejected based on 

the grounds that bulk transmission cost is in fact 

load-growth related. We agree with PG&E. 
 
27.5 Marginal Primary Distribution Capacity Costs 
 
[73] All parties that support the use of area loads agree that 

DPA loads should be used to allocate the distribution ex-

pansion plan-related project costs. 
 
The selection of loads for use in allocating the costs of 

small investments in distribution capacity due to load 

growth (annuals) has attracted much attention because the 

choice of loads can change the allocation target for the 

agricultural class by up to 11%. (Exhibit 233.) The annuals 

account for approximately 75% of the total primary dis-

tribution marginal costs. PG&E and AECA propose that 

the marginal cost revenue of the annuals be calculated 

using DPA loads. 
 
On the other hand, DRA proposes that the marginal cost 

revenues of the annuals be allocated using 50% DPA loads, 

and 50% final line transformer loads. CLECA proposes 

that the Commission use customer loads at the time of the 

individual feeder peaks. 
 
The parties acknowledge that using the correct loads for 

allocating annuals is difficult because of the lack of 

available data about the loads on the facilities which 

comprise the annuals. PG&E points out that reliance on 

final line transformer (FLT) load factors puts an unfair 

burden on the agricultural class. Because of the poor FLT 

load factors of the agricultural class, using FLT loads 

would assign a proportionally larger share of the costs for 

annuals to agriculture than it would on the other classes. 

Using DRA's proposal, the agricultural class's target would 

increase by 11% by using 50% FLT loads. Therefore, 

given the uncertainty surrounding the annuals issue, 

PG&E's position has been to exercise caution by using 

100% DPA and 0% FLT loads for the annuals. 
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CLECA has its own proposal, recommending that mar-

ginal cost for annuals be assigned based on class contri-

butions to feeder peaks. However, this proposal would be 

reasonable only if all investments in annuals were made for 

major feeder trunk lines. PG&E has pointed out that the 

greater share of load growth-related capital spending on 

the annuals is on smaller additions to distribution circuits 

and for primary feeders to serve new customers. Further, 

CLECA's desire to use feeder loads is even more dis-

aggregated than PG&E's use of 201 DPAs. PG&E testified 

that there are about 1500 transformers in PG&E's service 

territory with at least one feeder for every transformer. (RT 

40:3849.) 
 
We agree with PG&E and the parties supporting it that 

there is a lack of theoretical basis for CLECA's position. 

Likewise, we are unpersuaded by DRA's recommendation 

in this area. We will adopt PG&E's use of 100% DPA loads 

for marginal primary distribution capacity cost calculation. 
 
27.5.1 Exclusion of Dedicated Substations 
 
This is an issue on which many parties had no opinion. 

PG&E believes it is appropriate to exclude dedicated sub-

station customers from the calculation of marginal primary 

distribution capacity costs on the grounds that its planners 

do not include these customers in their area expansion 

plans. Customers excluded from an expansion plan cannot 

therefore affect the plan's load. 
 
Despite this, both DRA and CLECA believe that these 

dedicated substations should be included in developing 

marginal primary distribution capacity costs. PG&E argues 

that the position of DRA and CLECA ignores the fact that 

marginal capacity costs are meant to signal the incremental 

cost of a customer's increase or decrease in demand. In the 

case of dedicated substation customers, changes in their 

demand do not affect the DPA. Therefore, PG&E con-

cludes that their marginal cost should be zero. 
 
We agree with PG&E that if planners exclude dedicated 

substations from their determinations about growth needs, 

these dedicated substations are properly excluded for 

revenue allocation purposes. 
 
27.6 Marginal Secondary Distribution Capacity Costs 
 
In this area for revenue allocation purposes there is general 

agreement among the parties, or at least no active opposi-

tion to PG&E's proposal to use 100% final line transformer 

loads for development of these costs. Only PG&E pre-

sented area-specific FLT loads and no party opposes their 

adoption. However, the farming interests, AECA and the 

Farm Bureau, recommend that zero secondary capacity 

costs be assigned to the agricultural class. 
 
The farmers argue that currently the agricultural class is 

being misallocated approximately $3 million of marginal 

secondary costs. The farming interests rely on PG&E's 

own definition of marginal secondary distribution costs for 

the reason it should not apply to their class. Secondary 

distribution capacity costs are the secondary distribution 

system costs associated with load growth only, and not 

with providing customer access to the electric system; 

hence, PG&E's reasoning that they should continue to be 

based on FLT demand. AECA argues this definition shows 

the cost responsibility for these investments should be 

assigned to those classes where incremental upgrades to 

FLTs are needed because of load growth or from existing 

customers. 
 
While we are concerned about the issues raised by AECA, 

we believe the record does not yet reflect enough support 

for their adoption. We order this issue to be explored in the 

workshops arising out of this decision. 
 
27.7 Marginal Customer Costs 
 
[74] In support of PG&E's proposed changes to marginal 

customer costs for revenue allocation purposes, TURN 

joins PG&E's standard supporters. 
 
Marginal customer costs are the costs associated with 

providing customers with access to the electric system: 

hooking up a customer to the system, maintaining the 

hookup equipment, reading the meter, sending the monthly 

bill, and maintaining customer records. PG&E has pro-

posed two changes to the way marginal customer cost 

revenues are calculated. First, PG&E proposes to assess 

the cost of new hookups based on the number of new 

customers in each class because these are the very cus-

tomers that impose this cost on the utility. Secondly, 

PG&E proposes to assign the full cost of the hookup, rather 

than an annualized cost, since the investment is sunk once 

the facilities have been installed (Exhibit 17). 
 
DRA, joined by CLECA and other industrial customers, 

disagrees with PG&E's proposal to assign a portion of 

marginal customer costs associated with new customer 

hookups on the basis of new customer class rather than the 

total number of customers in the class. DRA believes that 
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allocating hookup costs only to new customers in a class 

results in more costs being allocated to classes which are 

growing more rapidly. DRA recommends that the status 

quo be maintained in this area. 
 
PG&E disputes DRA's objection to charging a 

fast-growing class more than a slow-growing class. PG&E 

says that it is exactly the growth in customers that causes 

PG&E to incur hookup costs and that the more hookups in 

the class, the more costly it is to PG&E. PG&E stresses 

that marginal costs should be based on causative factors, 

meaning that customer classes should be assigned costs 

based on how their usage imposes costs on the utility. 

PG&E concludes that since the costs associated with 

hooking up a new customer are driven by the number of 

new hookups, the marginal costs must be assigned based 

on the number of new hookups in a class. 
 
We agree with PG&E that its changes to the calculation of 

marginal customer costs are an improvement over our 

current methodology. We also note that it has wide support 

from both the farming community and TURN. 
 
27.8 Revenue Allocation for Standby Customers 
 
[75] PG&E and CLECA developed the two opposing po-

sitions on this issue. PG&E maintains contracts with 

standby customers to provide backup and maintenance 

power in case of outages. Because of these contracts, area 

planners must plan capacity sufficient to meet the erratic 

needs of the standby customer. The theory underlying 

PG&E's analysis is that the more standby customers there 

are in an area, the less likely it is that all customers will 

suffer generation outages at the same time. PG&E states 

that this lower likelihood could then be translated to the 

percentage of the total standby reservation capacity that the 

area should plan for. PG&E then adjusted the capacity 

downward to reflect the fact that some outages are already 

reflected in the historical data. PG&E believes that to 

neglect this adjustment would assign costs twice to the 

historic standby loads. PG&E applies the diversity and 

historical usage adjustment to generation and bulk, TPP, 

TPA, and DPA costs. (Exhibit 229.) On the other hand, 

CLECA's standby adjustments use the current coinci-

dent/noncoincident splits from the 1990 GRC. CLECA's 

adjustment factors do not take into effect the operating 

characteristics of standby customers nor the location of the 

standby customers throughout PG&E's service territory. 

CLECA's proposal is based on a load-splitting methodol-

ogy as follows: 100% of secondary distribution and FLT 

loads, 57% of primary distribution loads, and 6% of me-

dium light and power, E-19, and E-20 area transmission 

loads. 
 
We believe PG&E's proposal is more in keeping with our 

desire to make marginal cost and revenue allocation more 

area-specific in this GRC. We will adopt PG&E's recom-

mendation for revenue allocation for standby customers. 
 
27.9 EPMC Revenue Allocation with Appropriate Caps 

and Floors 
 
[76] No party disagrees with our continued and dedicated 

movement towards EPMC target allocations. However, all 

parties are in favor of some sort of combination of caps and 

floors to mitigate the rate impacts. In the last GRC, this 

took the form of a capped EPMC allocation. Almost all the 

parties to this GRC support continuation of this approach, 

with the exception of TURN. PG&E sees TURN's proposal 

for an interim system-average percentage change (SAPC) 

allocation as a backhanded way to reduce the revenue 

allocation to its constituents, the residential class, that is a 

result of PG&E's more refined area-specific load and cost 

estimates. 
 
PG&E, joined by its usual supporters in this area, believes 

the cap for all classes except streetlighting should be set at 

SAPC plus or minus 3%, striking a fair balance between 

movement towards EPMC and the prevention of overly 

large rate swings. However, PG&E notes that should the 

adopted system level increase be less than 5%, PG&E 

would recommend that the Commission adopt a cap of 

SAPC plus or minus 5% cap for class-level revenue allo-

cations. 
 
DRA believes that the appropriate cap should be of SAPC 

plus or minus 5%. The industrial customers as a group 

prefer a cap of SAPC plus 5% with no floor. Finally, 

Cal-SLA believes a cap of SAPC plus 3% is appropriate 

but with no floor to any decrease. 
 
Given the size of the rate increase that we are authorizing 

today, we believe PG&E's recommendation of SAPC plus 

or minus 3% is appropriate and will not result in onerous 

rate changes. 
 
28. Agricultural Class Drought Relief 
 
This issue was raised in this proceeding by the ALJ, re-

questing the parties to present ideas of what could be done 

to alleviate the undisputed negative impacts of the ongoing 
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drought on the agricultural class. 
 
In response to this request, AECA set forth four proposals: 
 
1) AECA recommends that the Commission should adopt a 

mechanism to address disruptions in the agricultural 

community related to surface water supply scarcity. Pos-

sible policies to address this problem include, but are not 

limited to, developing an agricultural class electricity 

balancing account similar to the ERAM or developing a 

payment deferral program. 
 
2) Until such policy is implemented the Commission, 

according to AECA, should order PG&E to develop better 

methods with which to forecast agricultural electricity use. 
 
3) During drought years in which the agricultural class is 

considered to be below its EPMC revenue allocation tar-

get, unless compelling reasons require otherwise, the 

Commission should adopt revenue allocation caps for the 

agricultural class that are system-average percentage 

change. 
 
4) The Commission should develop a special standby rate 

for farmers who, because of short-term surface water sup-

ply scarcity, are developing new well capacity. 
 
No participant in this case has challenged the evidence 

presented by AECA and the Farm Bureau that California's 

agricultural sector is currently coping with steep reductions 

in water supplies which have in turn significantly increased 

agricultural electricity expenditures. For those with long 

memories, we began this decision with a discussion of the 

comments by farmers at our public witness hearings setting 

forth their dilemma. The farmers point out that this eco-

nomic hardship is unique to the agricultural class in part 

because this increase in electric usage is a result of natural 

events and State water policies beyond their control. State 

conjunctive use policies depend on increased agricultural 

groundwater pumping during water-scarce periods so that 

scarce surface water supplies can be delivered to urban 

areas and used to benefit the environment. 
 
Higher electricity costs disrupt farmers' ability to switch 

from surface to groundwater. 
 
Secondly, since water and electricity uses are intimately 

tied in the agricultural community, water scarcity increases 

the variability in agricultural electrical use. AECA argues 

this makes it particularly difficult to forecast agricultural 

electricity usage on an annual basis. As a result, AECA 

believes that agricultural sales forecasts tend to over- or 

underestimate agricultural revenue responsibility in any 

given year. AECA concludes that this type of variation can 

lead to interclass subsidization. 
 
While other parties do not dispute the hardships facing the 

agricultural class, which show no sign of abatement, no 

one is enthusiastic about AECA's proposed ERAM rec-

ommendation. AECA acknowledges that while that in 

particular it may not be the appropriate method, it does 

request very strongly that the Commission develop some 

policy to address the effects of drought on their constitu-

ency. 
 
AECA requests the Commission to develop some mecha-

nism to address drought-related disruptions and to order 

PG&E to hold workshops to develop an appropriate 

mechanism and to address implementation issues. AECA 

urges that this be fully implemented if possible by the end 

of 1993. 
 
[77] We agree with AECA that all of its four points men-

tioned above deserve further consideration. It also seems to 

us that a better forum to address these concerns would be in 

a workshop format. Therefore, we will order CACD to 

hold workshops on the areas set forth by AECA. We are 

not endorsing an ERAM-type mechanism at this time. 

What we are endorsing is the principle that the agricultural 

class deserves some assistance from this Commission in 

dealing with the drought and we should try to mitigate the 

mixed signals it is receiving from State water agencies and 

this Commission vis-a-vis its electric rates. Unfortunately, 

it is likely the drought will continue into 1993. Therefore, 

we direct CACD to submit a report to the Commission in 

this docket by July 30, 1993 after workshops have been 

held. 
 
29. Transcript Corrections 
 
By letter dated July 17, 1992, PG&E requested certain 

corrections to the transcript. We accept these corrected 

changes. They will be made in the Commission's official 

transcript. 
 
30. Comments on Proposed Decision 
 
The ALJ's proposed decision was mailed on November 13, 

1992. Opening comments were filed by the following 

parties on December 3, 1992: PG&E, DRA, AECA, 
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CAL-SLA, CFBF, CLECA, IU, FEA, CEC, CEERT, 

NRDC, CSB, County of Lake, and TURN. A one-day 

extension was granted for the filing of reply comments. On 

December 9, 1992, the following parties submitted reply 

comments: DRA, PG&E, AECA, CFBF, CAL-SLA, 

CLECA, and TURN. 
 
We have reviewed and carefully considered all the com-

ments filed by the parties which did not merely reargue 

positions. We have made certain changes throughout the 

decision as appropriate. 
 
31. TURN's Petition To Set Aside Submission 
 
On November 19, 1992, TURN filed a Petition to Set 

Aside Submission of Phase 1 of this proceeding and reopen 

the case for the taking of additional evidence. TURN re-

quests that the Commission take as a late-filed exhibit 

evidence that PG&E has instituted a hiring freeze of in-

determinate length. TURN states that the freeze took effect 

on October 1, 1992, long after hearings were concluded. 

TURN argues that the hiring freeze constitutes a material 

change of fact and the financial impact of the hiring freeze 

will be unknown until PG&E is required to present evi-

dence about the extent of the savings expected to result 

from the freeze. TURN believes PG&E's actions are sim-

ilar to those that occurred in 1986, when shortly before a 

issuance of a GRC decision, PG&E announced layoffs and 

early retirements. 
 
Therefore, TURN requests the Commission to reopen the 

proceeding to take additional evidence on the hiring freeze; 

direct PG&E to file a detailed description of the proposed 

hiring freeze, including the expected financial impact of 

such a freeze; and put PG&E on notice that a penalty may 

be assessed if the Commission ultimately finds that 

PG&E's actions constitute obstruction of the irate case 

process. 
 
DRA joins TURN in its request to obtain further evidence 

on the financial impact of this hiring freeze. 
 
On December 4, 1992, PG&E filed a timely response in 

opposition to TURN's position. PG&E argues that its hir-

ing freeze is not a material change of fact because it is 

merely an interim measure, and its effect is only to increase 

management control of outside hiring. PG&E points out 

that while its interim hiring freeze may limit employee 

growth, this is only one aspect of overall costs examined 

by a GRC, and its effects may be offset by other factors, 

including employee turnover rates, outside services, 

nonlabor expense, or capital expenditures. 
 
PG&E states the record in this proceeding is replete with 

discussions of PG&E's initiatives in restructuring and 

‘right sizing,‘ cost savings through a more productive work 

force, and labor productivity and the fact that each PG&E 

worker now handles more customers than previously. 
 
In addition, PG&E points out that the proposed decision 

rejected increased staffing levels because of the assumed 

productivity and efficiency of PG&E's employees in most 

accounts where it was an issue. 
 
Finally, PG&E argues that TURN and the Commission 

should applaud its cost-management efforts rather than 

complain about them. PG&E contends that the Commis-

sion has stated numerous times its desire not to engage in 

micromanagement or interference in utilities personnel 

policies. PG&E urges the Commission to deny TURN's 

petition and proceed with a final decision on all Phase 1 

issues as scheduled by the Rate Case Plan. 
 
We concur with PG&E that TURN's petition sets forth 

inadequate grounds for reopening what was a lengthy and 

thorough record on compensation and staffing levels for 

innumerable individual accounts. We disagree with 

TURN's characterization that the circumstances of this 

hiring freeze are the same as the program of layoffs and 

early retirements begun in 1986. We note that we have 

reduced overall compensation authorization from that 

which was proposed by the ALJ. We believe the record 

before us on compensation and staffing levels fully sup-

ports the decision we issue today. We construe PG&E's 

temporary hiring freeze as part of its ongoing 

cost-management in personnel practices in which we have 

no desire to micromanage. 
 
Findings of Fact 
 
1. PG&E's compensation strategy of paying slightly above 

market wage is worthy of further study. 
 
2. Compensation surveys are subject to a 5% to 10% error 

rate, assuming the surveys are conductged properly in the 

first place. However, a 5% error rate is more likely for the 

type of surveys in which PG&E participated. 
 
3. PG&E's pay at approximately 5% above market wage is 

reasonable given survey error rates, the size of the firm, the 

geographic location, the unionization, seniority and overall 
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productivity of PG&E's workforce. 
 
4. It is undeniable that PG&E has experienced substantial 

productivity gains in the past few years. It is undisputed 

that PG&E has laid off or reduced its work force by some 

3,000 workers in the 1980s. It is also undisputed that each 

worker now handles more customers than previously. 

PG&E's productivity gains rate very favorably with na-

tional standards. 
 
5. PG&E's total factor productivity modeling figures for 

productivity are reasonable. 
 
6. Productivity gains are embedded in Test Year 1993 

figures. 
 
7. The primary difference between PG&E's and DRA's 

recommendations for labor escalation is the DRA zero 

escalation for labor as a noncompliance penalty for com-

pliance with the last GRC decision. 
 
8. The attrition year forecasts of the Consumer Price Index 

Workers (CPI-W) should be updated. 
 
9. The agreed upon non-labor escalation factors are rea-

sonable. 
 
10. The only O&M expenses associated with nuclear 

production in this GRC are for the Humboldt Bay Unit 3 

plant which is in the process of being decommissioned. 
 
11. Prior to the final dismantlement and decontamination 

of the plant, O&M expenses will include the costs of 

monitoring and surveillance activities as well as mainte-

nance of the security systems required by the Nuclear 

Regulatory Commission. 
 
12. PG&E did not make an adequate showing that in-

creasing expenses should be expected in the future for 

electric expenses in CPUC account 505. 
 
13. Labor expenses will continue to decline for miscella-

neous steam power expenses in CPUC account 506. 
 
14. A more appropriate approach for structures is to base 

the expenses on a five-year average in CPUC account 511. 
 
15. A certain portion of PG&E's asbestos mitigation pro-

gram is appropriate to remove from boilers and related 

apparatus in CPUC account 512.2. 
 
16. The five-year average gives a more accurate and real-

istic reflection of what boiler plant auxiliaries expenses 

will be in Test Year 1993 in CPUC account 512.3. 
 
17. DRA's recommended disallowance for CPUC Account 

512.4 regarding turbo blade replacement is reasonable. 
 
18. The 1990 recorded expenses are more appropriate and 

accurate base for Test Year 1993 due to the declining trend 

that the main turbo-generator auxiliaries account has 

shown in CPUC account 513.5. 
 
19. It is more appropriate to use 1990 recorded figures in 

order to capture the savings associated with the installation 

and operation of the OHMS in CPUC account 535. 
 
20. It is more reasonable to include as one of the five years 

of experience a year, 1986, with heavy rainfall in various 

accounts that weather-dependent. 
 
21. For hydraulic expenses, it is reasonable to use a 

five-year average to calculate labor and it is reasonable to 

use two workers instead of three for vegetation control. 
 
22. The 1990 recorded expenses for labor more accurately 

forecast the expenses for electric expenses in 1993 by 

recognizing the declining trend since 1988 in CPUC ac-

count 538. 
 
23. There is a declining trend in CPUC account 539 for 

miscellaneous hydraulic power generation expenses. 
 
24. Our usual handling of accounts such as CPUC account 

545.5 with such dramatic increases in a particular year is to 

average rather than take 1990 recorded year. 
 
25. It is reasonable to use a five-year average as a base 

estimate for both labor and M&S expenses in the recrea-

tion facilities account CPUC account 548.5. 
 
26. It is reasonable to use the two-year average to calculate 

base estimates for both labor and M&S to reflect the de-

cline in the recorded expenses since 1989 in the miscella-

neous other power generation account CPUC account 549. 
 
27. It is reasonable to use 1990 recorded figures for su-

pervision and engineering for both labor and M&S because 
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CPUC account 551 has shown a declining trend. 
 
28. The swings observed in operations supervision and 

engineering CPUC account 560 are best handled by use of 

a five-year average. 
 
29. The way of supplying EMF information packets at the 

levels that have occurred in the past should not require the 

number of additional employees that PG&E seeks. 
 
30. PG&E does not know what any given EMF reading 

actually means when done for the customer nor does the 

literature provide guidance on this point. 
 
31. PG&E should be able to meet its increasing workload 

with four rather than seven additional positions in CPUC 

account 561. 
 
32. It is reasonable to use the five-year average to calculate 

both the materials and services portion and the labor por-

tion of the expenses for maintenance of station equipment 

in CPUC account. 
 
33. It is reasonable to calculate the cost of tree trimming 

and the cost of tree removal together for the tree trimming 

account. 
 
34. DRA's estimate of 6.25 positions is more than adequate 

to deal with EMF issues in CPUC account 580. 
 
35. PG&E's supervisory control and data acquisition sys-

tem (SCADA) provides supervisory controls of substation 

and gathers and displaying data about transformers, circuit 

loading, and voltage profiles. 
 
36. Since SCADA is designed to save time and money, the 

most recent recorded year, 1990, best illustrates what will 

be needed for Test Year 1993. 
 
37. The record is still unclear as to whether all distribution 

employees truly need to be trained in SCADA during Test 

Year 1993. 
 
38. Only three additional workers are required to support 

strategic technology because of PG&E's inadequate 

showing. 
 
39. The three-year average is more appropriate to reflect 

the substantial fluctuations occurring in CPUC account 

591 for maintenance of structures. 
 
40. A five-year average is reasonable to calculate the base 

estimate for labor and M&S expenses in CPUC account 

593.62 for cleaning insulators and bushings. 
 
41. It is reasonable to use a three-year average to reflect a 

declining trend in the labor expenses associated with CPUc 

account 593.65 for moving and relocating poles and guys. 
 
42. It is reasonable to use a five-year average for base 

estimate of labor and a four-year average for base estimate 

of materials expenses in CPUC account 593.68 for recon-

ditioning conductors. 
 
43. In CPUC account 593.72 for overhead line mainte-

nance, it is reasonable to use a three-year average to esti-

mate labor expenses. As to M&S expenses, it is reasonable 

to use a five-year average because it is unrealistic to ex-

clude a nondrought year from the estimates. 
 
44. The removal of drought-damaged trees will reduce tree 

trimming thereby offsetting the increase in tree removal 

costs. 
 
45. PG&E has been using the system of competitive bid-

ding for tree removal, resulting in decreasing costs. 
 
46. It is reasonable to use a two-year average as a base 

estimate for both labor and M&S expenses in CPUC ac-

count 593.74. 
 
47. The work schedule for maintenance of underground 

lines to be done in 1993 is in fact routine maintenance of 

underground distribution lines and therefore is properly 

charged to expense. 
 
48. A five-year average for both labor and materials and 

supplies is more accurate because CPUC account 595 for 

line transformers tends to fluctuate substantially. 
 
49. In CPUC account 593 for maintenance of overhead 

services, inclusion of 1986 with the following mild 

weather-drought years is appropriate for estimating Test 

Year 1993. 
 
50. For maintenance of street lighting and signal systems, a 

three-year estimate is more appropriate for both labor and 

material and supplies due to the declining trend in recorded 

data. 
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51. It is reasonable to use 1990 recorded data for both labor 

and M&S estimates in order to reflect the declining trend in 

both portions of the maintenance of meters account. 
 
52. It is reasonable to use 1990 recorded data for both labor 

and M&S estimates in order to reflect the declining trend in 

both portions of the miscellaneous distribution plant CPUc 

account 598. 
 
53. PG&E's requested increases based on customer growth 

are unjustified given PG&E's expected productivity gains. 
 
54. It is reasonable for PG&E to change its accounting 

procedures for conservation costs inquiries. 
 
55. Additional dollars for the customer information com-

puter program (CIS) rewrite are not necessary at this time. 
 
56. There is already adequate money being spent regarding 

the customer payment option program. 
 
57. The 13.52% allocation factor is the proper representa-

tion of the overall aggregate effect of the Use Study and is 

the appropriate factor to use when assigning 1990 base 

costs to Diablo Canyon. 
 
58. PG&E has met its burden of proof in justifying its 

handling all Performance Incentive Plan (PIP) costs in 

various accounts. 
 
59. PG&E and staff have agreed on PG&E's estimates for 

several accounts in the equal opportunity purchasing pro-

gram. 
 
60. It is appropriate to exclude a position for family bene-

fits coordinator position for ratemaking purposes. 
 
61. It is inappropriate to make an incentive pay adjustment 

based on 1989 data instead of basing an adjustment on 

specific 1990 base year data. 
 
62. There is no plan in place to track an improvement in 

employee productivity because of the presence of a child 

care center, but a grant has been received from the De-

partment of Labor. 
 
63. Ratepayers are already providing an operational sub-

sidy to the child care center by providing the space for the 

center at no rental fee within PG&E's headquarters build-

ing at 77 Beale Street in downtown San Francisco. 
 
64. The allocation to construction credit represented by 

Account 922 should be developed by multiplying the total 

of Accounts 920 and 921 by a factor of 18.2%. 
 
65. The actual case loads and work of PG&E's legal de-

partment cannot lead us to the conclusion that the proposed 

increase for outside legal services from 1990 levels is 

justified. 
 
66. Funding of third-party litigation could lead to lower 

rates and should be allowed as a reasonable expense. 
 
67. The direct benefit for maintaining investor lists is 

clearly with the shareholders and that any benefit that 

come to the ratepayers is clearly two or three steps re-

moved from the expenditure of the funds. 
 
68. PG&E developed its medical cost escalation trend by 

separating the major components of cost, and escalating 

those components based on the best available data, in-

cluding PG&E's specific experience. 
 
69. Pre-funding of PBOPs expenses alleviates problems of 

intergenerational inequity, and is in the ratepayers' best 

long-term interest. 
 
70. PG&E has until January 1, 1993 to demonstrate to 

CACD that its PBOP expense amounts incorporated into 

this GRC are in compliance with Ordering Paragraph 1 of 

D.92-12-015. 
 
71. Diablo Canyon is in fact a regulated entity, not unreg-

ulated. 
 
72. There has been no demonstrated need for a new train-

ing program called ‘Blueprint for Learning‘ separate for its 

on-going training that is a part of its day-to-day operations. 
 
73. Current commitment line of credit fee contracts will 

expire in 1993 and the reluctance of banks to commit at 

this time to a definite rate suggests that they certainly will 

not entertain keeping the rate as it currently is. 
 
74. In cost of service ratemaking, a legitimate cost of ser-

vice must be included in rates. 
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75. It is reasonable to assign a 4.87% allocation factor of 

computer center expenses to Diablo Canyon using 1990 

recorded use data to calculate use factors. 
 
76. The property tax settlement described in Exhibit 220, 

including the resulting prospective reductions in property 

taxes and associated expenses for ratemaking purposes, as 

is the waiver of claims for any period before the May 1, 

1992 effective date of the settlement, is reasonable and the 

terms of the settlement have been incorporated into the 

property tax related revenue determination for Test Year 

1993 and attrition years 1994 and 1995. 
 
77. Under cost of service ratemaking, it is reasonable and 

fair to allow PG&E to pass through increased sales tax 

voted in by the ratepayers of California. 
 
78. PG&E and staff have agreed to comply with the capi-

talization of construction period interest and real property 

taxes resulting from the tax equity and fiscal responsibility 

act of 1982 (TEFRA) and a memorandum account was 

developed in response to that act. 
 
79. It is reasonable to allow PG&E to request recovery of 

Geysers 21 costs in its next general rate case if the Com-

mission does not approve the settlement in A.92-07-051. 
 
80. If PG&E is successful in obtaining funds from the COT 

project participants, then an adjustment will be made to the 

ERAM balancing account at that time in order to flow any 

payments through to ratepayers. 
 
81. PG&E has met our criteria for recovery of abandoned 

projects as has been set forth in prior Commission deci-

sions. 
 
82. Utility relicensing efforts prior to FERC approval are 

similar to construction work in progress, and should be 

treated as such for ratemaking purposes. 
 
83. Seismic safety is of great concern and an important 

effort for PG&E to pursue. 
 
84. The potential failure of the Echo Lake Dam could 

potentially cost PG&E's ratepayers many more millions of 

dollars than have been requested. 
 
85. Language in our September Mokelumne settlement 

decision, D.92-9-022, clearly indicates that the ratepayers 

have been benefited by the settlement agreement. 

 
86. For allocation purposes, it is reasonable to assume that 

the sale of PG&E's steam system will occur before January 

1, 1993. 
 
87. Since PIP is part of PG&E's overall total cash com-

pensation program like other wage expenses, it is appro-

priate for inclusion in rate base. 
 
88. The headquarter buildings of PG&E in San Francisco 

should be removed from rate base during their retrofit, but 

be allowed to accrue AFUDC and capitalzed property 

taxes for inclusion in ratebase when the retrofit is com-

plete. 
 
89. The savings promised in the PGE/MCI application are 

in fact mere cost avoidances. 
 
90. M&S turnover is a better indicator of the effectiveness 

of M&S handling policies and procedures than the plant to 

M&S ratios. 
 
91. The stipulated agreement on customer advances is 

reasonable. 
 
92. The issues raised by Utility Design, Inc. are better 

heard in its complaint case or R.92-03-050. 
 
93. The estimates of fossil plant decommissioning should 

be included in rates as reasonable estimates of costs re-

quired to provide service in a manner consistent with pro-

tection and enhancement of the environment of California. 
 
94. PG&E's amount of nuclear decommissioning expenses 

for ratemaking purposes of $54,574,000, based on current 

cost estimates and consistent with the requirements of the 

Nuclear Facilities Decommissioning Act, is reasonable for 

the rate case cycle 1993 to 1995. 
 
95. It is reasonable to continue the treatment approved in 

PG&E's last GRC of allowing revenues and costs associ-

ated with discounted sales to remain in the CPUC juris-

diction. 
 
96. It is reasonable to use 1990 recorded costs for pur-

chased gas measuring account CPUC account 807.2. 
 
97. The gas restructuring program which we have insti-

tuted has increased the workload in certain areas of 
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PG&E's Gas Department. 
 
98. For other purchased gas accounts, it is reasonable to 

use 1990 recorded data to derive a base estimate for labor, 

and materials and services. 
 
99. The failure of the levees around McDonald Island in 

1982 led to the formation of a Reclamation District to 

undertake repairs to the levee system. Five property own-

ers and PG&E make up the Reclamation District and 

PG&E currently holds one of the three seats on the Rec-

lamation District's board of directors. 
 
100. The McDonald Island levee repair work was the 

subject of testimony in PG&E's last general rate case in 

which PG&E's witness testified that the work should be 

completed by 1991. 
 
101. In the last GRC, PG&E share of the assessments to the 

Reclamation District was 79%; in the 1990-91 fiscal year 

that share was increased to 95%. None of the other prop-

erty owners on McDonald Island have, at any time since 

the project begin, contributed any cash to the assessment 

district. Instead, all the other participants have made their 

payments in ‘dirt.‘ 
 
102. Twice as much soil will have to be shifted as origi-

nally predicted, due in part to subsidence and in part to the 

nature of the soil being used. 
 
103. The other property owners of the Reclamation Dis-

trict, who are only paying in dirt, should increase their 

share since the subsidence of the dirt has been one of the 

problems with the project. 
 
104. PG&E's share of the McDonald Island levee repair 

work is unreasonable and not in the ratepayer's interest. 
 
105. Given the changes that have occured due to industry 

restructuring, the workload must have increased for PG&E 

staff in the areas of system control and load dispatching. 
 
106. It is important and necessary to move forward with 

the gas pipeline replacement program as quickly as possi-

ble. 
 
107. PG&E has overcollected for the work it has per-

formed relocating, replacing, and protecting meters. 
 
108. It is reasonable to use a five-year average for both 

labor and materials expenses, given the fluctuations in 

CPUC account 880 for distribution maps and records. 
 
109. The improved productivity that comes from the CIS 

rewrite should more than make up for the customer growth 

request in customer billing and accounting. 
 
110. Membership in the American Gas Association is a 

legitimate cost of service which under a regulatory scheme 

should be a recoverable cost for PG&E. 
 
111. The funding range for research, development and 

demonstration (RD&D) should be set at a range from 0.6% 

to 1.0% of gross operating revenues (GOR) for PG&E's 

1996 GRC showing. 
 
112. It is appropriate that each utility be dealt with con-

sistently regarding shifting of funds in their RD&D pro-

grams. 
 
113. It is only reasonable to fund Phase 1 and Phase 2 of 

the solar trough project because they are expected to be 

incurred in 1993 and 1994. 
 
114. Wind turbine technology, based in part on prior re-

search and development dollars, is now at a level of 

commercial viability that no longer needs the infusion of 

RD&D dollars by PG&E's ratepayers. 
 
115. Ratepayer funds must not be used to promote research 

which favors utility services at the expense of the compet-

itive market. 
 
116. For the photovoltaics for utility scale applications, 

funding at a 30% level for Test Year 1993 is clearly a 

reasonable amount for one utility to be expected to fund. 
 
117. PG&E's planned schedule for moving forward with 

smaller fuel cell research is overly optimistic. 
 
118. It is unreasonable for PG&E to fund energy storage 

research at levels given that the technology has little pro-

spect of being built by PG&E given the Commission's 

resource bidding process. 
 
119. Funding for strategic studies should be reduced be-

cause ratepayers should not be funding an attempt to refine 

research costs when it is actually the market which will 

determine which products are eventually built. 
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120. An additional increase in RD&D research at Geysers 

is not necessary in the context of PG&E's RD&D accounts. 
 
121. This is the inappropriate form for issues involving 

customer system programs to be resolved. 
 
122. For commercial energy efficiency, it is reasonable to 

use a funding level half-way between the funding average 

for 1990 through 1992 and the 1993 through 1995 re-

quested amount. 
 
123. Research into industrial systems is less likely to yield 

lessons applicable to a large number of other industrial 

customers. 
 
124. For residential energy efficiency programs, the po-

tential ratepayer benefits from additional utility RD&D 

expenses are uncertain. 
 
125. PG&E's RD&D efforts in the areas of power quality, 

power electronics, and motors and systems are not lever-

aged with other organizations. 
 
126. The Gas Cold Reactor Associates are more akin to an 

advocacy group than a research organization. 
 
127. For clean air vehicles, it is inappropriate in this GRC 

to move forward at the pace which PG&E requests. 
 
128. It is reasonable to defer significant increases in clean 

air vehicle funding until resolution of our low-emission 

vehicle investigation. 
 
129. A Joint Recommendation on demand-side manage-

ment issues has been submitted by DRA, PG&E, CMA, 

CLECA, and the California State Department of General 

Services (DGS). 
 
130. The Joint Recommendation (Exhibit 214) is a rea-

sonable compromise of the parties' positions and in the 

public interest. 
 
131. The shared savings incentive mechanism as agreed to 

in the Joint Recommendation is fair, reasonable, and is in 

the best interest of PG&E's ratepayers. 
 
132. It would be inappropriate for the CPUC to limit the 

refrigerator rebate program as requested by TURN. 

 
133. The issue of further funding for TT&D programs has 

been adequately addressed by the Joint Recommendation. 
 
134. Thermal energy storage should be treated as a ‘re-

source program‘ and DRA's recommended funding level is 

the most reasonable. 
 
135. There is no reason at this time to continue the re-

porting requirements which we set up some time ago for 

conservation voltage reduction. 
 
136. The Geysers 15 plant is retired and nonfunctional and 

therefore requires the Commission adopt ratemaking 

treatment of removing it from rate base. 
 
137. Shareholders should only earn a return on used and 

useful plant. 
 
138. Since Geysers 15 was not in operation, ratepayers 

should not pay for costs estimated to be associated with 

that plant because they were never incurred. 
 
139. The steam offset payments were not a necessary part 

of the cost of obtaining steam to operate Unit 15. 
 
140. The Lake County Wastewater Pipeline Project Pro-

posal is the kind of public-private partnership that has 

every hope of preserving and enhancing the very valuable 

renewable resource of The Geysers. 
 
141. PG&E is faced with NOx retrofit of several of its 

powerplants during this rate case cycle in order to comply 

with the California Clear Air Act. 
 
142. The uncertainty of final NOx retrofit regulations 

makes it impossible for PG&E to fully develop the scope, 

cost, and schedule for various NOx reduction projects. 
 
143. It is reasonable for PG&E to plan to schedule NOx 

retrofit projects during scheduled maintenance outages 

because it will save ratepayers money. 
 
144. PG&E's proposed AQAC is a reasonable ratemaking 

mechanism because the exact timing and final cost of these 

NOx retrofit projects can be forecasted at this time. 
 
145. It is reasonable to review PG&E's NOx retrofit pro-

jects after the fact because PG&E carries the burden of 
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proof that all costs were reasonably incurred. 
 
146. The current attrition rate adjustment mechanism is 

working well, therefore, the changes proposed by PG&E 

and DRA are not appropriate. 
 
147. Health care costs are escalating more rapidly than 

other costs. 
 
148. It is reasonable to allow PG&E to attribute health care 

costs which it can identify separately in its A&G accounts 

as nonlabor costs for attrition purposes only in order to 

allow these expenses to receive some escalation. 
 
149. PG&E does not need to make any changes to its ac-

counting system other than that stipulated to with DRA. 
 
150. PG&E's GRC was the appropriate forum for PG&E to 

propose changes to its current marginal cost methodology. 
 
151. In adopting PG&E overall proposal, our goal is to 

continue to improve our marginal cost methodology in 

order to send the most accurate price signals to PG&E's 

customers. 
 
152. It is reasonable that marginal cost components be 

based on the design and operation of PG&E's system, 

accurately signal the cost of providing electrical service, be 

forward-looking, capture the timing and magnitude of 

future investments, reflect geographic differences where 

significant, reflect the value that PG&E's customers place 

on electric service, only include those costs actually in-

curred by PG&E for revenue allocation purposes, and 

finally, provide consistent signals in the evaluation of 

supply and demand resources for planning purposes. 
 
153. Our goal of more fairly and equitably allocating re-

sponsibility for PG&E's revenue requirement to the several 

customer classes is reasonable. 
 
154. PG&E accurately characterizes its changes to its 

current marginal cost methodology as advancements. 
 
155. PG&E's VOS approach for estimating marginal gen-

eration capacity costs is more economically efficient be-

cause it takes into account both supply and demand. 
 
156. PG&E's proposal to compute separate bulk versus 

area marginal transmission costs is reasonable because this 

results in more accurate marginal costs by reflecting the 

differing causes of investment for each. 
 
157. PG&E's proposal to take into account large trans-

mission projects in certain geographic areas is reasonable. 
 
158. It is reasonable for PG&E to estimate marginal dis-

tribution costs on a 13-division basis because it substan-

tially increase accuracy, thus sending price signals which 

better reflect the differing costs customers cause PG&E to 

incur, and furthermore, provides the area-specific data 

necessary for future targeting of CEE programs. 
 
159. It is reasonable to direct PG&E to refine its original 

proposal of breaking down its area study to the TPA and 

DPA levels in its next GRC because we endorse the con-

cept that more disaggregated data yields better and more 

equitable marginal costs for different customer classes. 
 
160. The present worth costing methodology is reasonable 

to use because it is the only method which estimates the 

opportunity cost of deferring transmission and distribution 

investments due to a change in load growth, taking into 

account both the timing and magnitude of such changes. 
 
161. It is reasonable for PG&E to use regionally dis-

aggregated marginal costs in order to reflect the different 

costs caused by new versus ongoing customers. 
 
162. It is reasonable to exclude residual emission adders 

from marginal energy costs for purposes of revenue allo-

cation in order to avoid bypass. 
 
163. We are not suggesting by our adoption of PG&E's 

proposed changes that the current methodology may not be 

appropriate in other arenas, particularly LRMC for gas. 
 
164. By bringing marginal costs down to a divi-

sion-specific level, and adopting present worth and value 

of service methodologies, the agricultural class is much 

closer to its EPMC target than previously indicated. 
 
165. The agricultural class is deserving of some special 

relief during drought years. 
 
166. It is reasonable to convene workshops to explore 

mechanisms to assist the agricultural class in coping with 

the effects of the drought. 
 
Conclusions of Law 
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1. The increase in rates authorized by this decision is just 

and reasonable and should be adopted. 
 
2. We should conclude that PG&E has complied with the 

ordering paragraphs set forth in its last GRC decision at 34 

CPUC2d 199, 438 et seq. 
 
3. We should adopt the transcript corrections that have 

been submitted by PG&E. 
 
4. PG&E should continue to use its TFP analysis. 
 
5. PG&E should not be required to file an update to its 

Diablo Canyon Use Studies report until its Test Year 1999 

GRC. 
 
6. We should adopt all the adjustments made to PG&E's 

O&M expenses and A&G expenses set forth in this deci-

sion. 
 
7. The ratepayers should not fund PG&E's child care cen-

ter. 
 
8. We should adopt PG&E's showing on total cash com-

pensation. 
 
9. We should require that PG&E's showing regarding 

PBOPs be consistent with our decisions in I.90-07-037, 

and to the extent that it is not, the related revenue re-

quirement should be subject to refund as provided in this 

decision. 
 
10. We should authorize PG&E to recover its nuclear 

decommissioning costs in rates pursuant to PU Code § 

8321 et seq. 
 
11. PG&E should be allowed to establish a funding range 

for RD&D programs of 0.6% to 1.0% in its next GRC. 
 
12. We should adopt the Joint Recommendation on DSM 

issues because it is in the public interest as required by 

Rule 51 of our Rules of Practice and Procedure. 
 
13. By following past Commission precedents, we should 

remove Geysers Unit 15 from rate base because it is no 

longer used and useful. 
 
14. We should allow PG&E to establish an AQAC for NOx 

retrofit projects scheduled for 1994 and 1995 with mech-

anisms for recovery as set forth in the ordering paragraphs 

below. 
 
15. We should adopt funding levels for CAV that allow a 

continuation of funding pending a decision in our inves-

tigation. 
 
16. PG&E should be allowed to submit attrition filings in 

1994 and 1995. 
 
17. We should adopt the marginal costs set forth in the 

appendices attached to this decision. 
 
18. We should convene workshops for the purposes set 

forth in the ordering paragraphs below. 
 

FIRST INTERIM ORDER 
 
IT IS ORDERED that: 
 
1. Pacific Gas and Electric Company (PG&E) shall, on or 

before December 23, 1992, file with this Commission 

revised tariff sheets which: 
 
a. Comply with the appendices attached to this decision. 
 
b. Make other revisions as necessary to comply with this 

interim order. 
 
2. The revised tariff pages shall become effective January 

1, 1993 and shall comply with General Order 96-A. The 

revised tariffs shall apply to service rendered on or after 

their effective date. 
 
3. All transcript corrections received are incorporated in 

the record. 
 
4. PG&E is authorized to file attrition adjustments for 1994 

and 1995 based on the results of operation adopted in these 

appendices. 
 
5. PG&E shall continue to use the Total Factor Productiv-

ity analysis in its next general rate case (GRC). 
 
6. PG&E shall update its report on its progress to rewrite its 

Customer Information System program in its next GRC. 
 
7. PG&E shall not file a Diablo Canyon Use Studies report 
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in its next GRC, rather a report is due in the Test Year 1999 

rate case. 
 
8. PG&E shall provide testimony in its next GRC on: (a) a 

combined wages, including incentive pay, and benefits 

analysis, with a particular focus on executive pay and 

benefits; (b) the link between its compensation strategy 

and productivity gains within the company; (c) the impact 

of our reduction of compensation levels for ratemaking 

purposes from 8.5% to 5% above market. 
 
9. For its next GRC, PG&E shall provide to DRA the re-

sults of its various compensation surveys including, but not 

limited to, all applicable benchmarks and job matches, 

total employee cash contributions for benefit coverage as 

well as average bonus payments per employee. 
 
10. PG&E shall provide a report on its progress in 

third-party litigation recovery for hazardous waste clean-

up. 
 
11. The decisions in Investigation 90-07-037 shall be 

controlling regarding post-retirement benefits other than 

pensions: (a) PG&E's showing in its next GRC shall be 

consistent with those decision; (b) PG&E's PBOP revenue 

requirement incorporated into this GRC shall be subject to 

refund as provided in this decision. 
 
12. PG&E shall report on the status of Geysers 21 in its 

next GRC and if necessary, may request recovery of 

Geysers 21 costs. 
 
13. PG&E shall provide testimony in its next GRC on the 

costs of its seismic retrofitting of its 215 and 245 Market 

Street building for our consideration as to their reasona-

bleness. 
 
14. PG&E is authorized to include its nuclear decommis-

sioning cost estimates in rates, subject to review and up-

dating in its next GRC. 
 
15. PG&E shall provide testimony in its next GRC on the 

status of its Gas Pipeline Replacement Program particu-

larly as to whether spending occurred at levels authorized 

for this rate case cycle. 
 
16. PG&E is authorized to set a funding range of 0.6% to 

1.0% for research, development, and demonstration 

(RD&D) programs for its next GRC showing. 
 

17. PG&E is authorized to shift RD&D program funding 

by 20% without further Commission, 20% to 50% if the 

Commission grants an advice letter request, and above 

50% if the Commission grants a request by application. 
 
18. PG&E is authorized to implement the agreements set 

forth in the Joint Recommendation on demand-side man-

agement issues. 
 
19. PG&E shall remove $30.2 million from rate base to 

reflect Geysers Unit 15 retirement. 
 
20. PG&E shall refund the Geysers Unit 15 memorandum 

account, approximately $36 million, to ratepayers over the 

next 5 years. 
 
21. PG&E shall be allowed to recover the Geysers Unit 15 

steam offset payments, $5,028,865, from its subaccount of 

the Energy Cost Adjustment Clause balancing account. 
 
22. PG&E is authorized to seek recovery of up to $2 mil-

lion in its 1994 and 1995 attrition filings for the southeast 

Geysers effluent pipeline project. 
 
23. PG&E shall report, in its next GRC filing, on the status 

of the southeast Geysers effluent pipeline project. 
 
24. PG&E is authorized to set up its air quality adjustment 

clause (AQAC) to begin recording revenue requirement, 

including maintenance and operating expenses, for each of 

its NOx retrofit projects tentatively scheduled for 1994 and 

1995. 
 
25. Interim rates for each operative NOx retrofit project 

shall be implemented through advice letter filings con-

current with the annual attrition rate adjustment mecha-

nism subject to later reasonableness review. 
 
26. For NOx retrofit projects over $50 million, PG&E shall 

file an application for reasonableness review of the rec-

orded costs of the project as accumulated in the AQAC. 
 
27. For NOx retrofit projects under $50 million, PG&E 

shall provide a report in its next GRC filing. 
 
28. PG&E shall submit a cost-effectiveness compliance 

filing 6 months prior to the start of the NOx retrofit project 

in this docket with comments by other parties 45 days 

after. 
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29. PG&E is authorized to include in its 1994 and 1995 

attrition filings separately identifiable administrative and 

general health care costs in the nonlabor costs category for 

attrition purposes only. 
 
30. PG&E shall make the changes to its accounting system 

in the areas where PG&E reached agreement with Division 

of Ratepayer Advocates. 
 
31. PG&E is authorized to implement its proposed meth-

odological changes to marginal cost and revenue allocation 

as set forth in this decision. 
 
32. The Commission Advisory and Compliance Division 

shall conclude workshops by July 30, 1993, submit a report 

in the Docket Office by September 1, 1993 addressing the 

following issues: 
 
a. Tracking mechanisms to capture the results of the use of 

the methodological changes approved in this decision. 
 
b. Approaches for further disaggregation of data for area 

specific marginal cost development in the next GRC that 

allows for intervenor participation without undue burden. 
 
c. Mechanisms to address drought-related disruption faced 

by the agricultural community, including, but not limited 

to, improving agricultural sales forecasts and developing 

drought-related standby rates. 
 
This order is effective today. 
 
Dated December 16, 1992, at San Francisco, California. 
 
DANIEL Wm. FESSLERPresidentJOHN B. OHA-

NIANPATRICIA M. ECKERTNORMAN D. SHUM-

WAYCommissioners 
 

APPENDIX A 
 

List of Appearances 
 
Applicants: Kermit Kubitz, Robert McLennan, and Gail 

Slocum, Attorneys at Law, for Pacific Gas and Electric 

Company; and John D. Quinley, for Cogeneration Service 

Bureau. 
 
Interested Parties: Barbara R. Barkovich, for Barkovich & 

Yap; Patrick J. Bittner, Attorney at Law, for California 

Energy Commission; Messrs. Morrison & Foerster, by 

Lynn Haug and Jerry Bloom, Attorneys at Law, for Cali-

fornia Cogeneration Council; Michael Boccadoro, for 

Agricultural Energy Consumers; Messrs. Jackson, Tufts, 

Cole & Black, by William H. Booth and Evelyn Elsesser, 

for California Large Energy Consumers Association; 

Thomas R. Brill, Attorney at Law, for Southern California 

Gas Company; Maurice Brubaker, for Drazen-Brubaker & 

Associates; Messrs. McCracken, Byers & Martin, by Da-

vid J. Byers, Attorney at Law, for the California 

City-County Street Light Association; Ralph Cavanagh, 

Attorney at Law, for Natural Resources Defense Council; 

Tom Dalzell, Attorney at Law, for Local 1245, IBEW; 

Messrs. Brobeck, Phleger & Harrison, by Gordon E. Da-

vis, Attorney at Law, for California Manufacturers Asso-

ciation; Sam De Frawi, for the Department of the Navy; 

Mark Dellinger, for the County of Lake; Marc Estrada, for 

City of Palo Alto; Norman Furuta, Attorney at Law, for 

Federal Executive Agencies; Steven Geringer, Attorney at 

Law, for California Farm Bureau Federation; Marco 

Gomez, for Bay Area Rapid Transit District; Messrs. 

Skadden, Arps, Slate, Meagher & Flom, by Steven F. 

Greenwald, Attorney at Law, for various clients; Messrs. 

Grueneich, Ellison & Schneider, by Dian M. Grueneich, 

Attorney at Law, for California Department of General 

Services; Messrs. Biddle & Hamilton, by Richard L. 

Hamilton, Attorney at Law, for Western Mobilehome 

Association; Messrs. Graham & James, by Peter W. 

Hanschen, Attorney at Law, for Agricultural Energy 

Consumers Association; Steve Harris by Lisa Danyluk, for 

Transwestern Pipeline; Phyllis Huckabee and Phillip D. 

Endom, for El Paso Natural Gas Company; Yvonne Lad-

son, for Los Angeles Department of Water and Power; 

Donald H. Maynor, Attorney at Law, for Northern Cali-

fornia Power Agency; Patrick McGuire, for Sierra Energy 

and Risk Assessment, Inc.; Melissa Metzler, for Barakat & 

Chamberlin; Joseph G. Meyer, for Joseph Meyer Associ-

ates; Sara Steck Myers, Attorney at Law, for Coalition for 

Energy Efficiency and Renewable Technologies; Julie 

Miller, Attorney at Law, for Southern California Edison 

Company; Jeff Nahigian, for JBS Energy; Thomas J. 

O'Rourke, for O'Rourke & Company; Patrick Power, At-

torney at Law, for Sacramento Municipal Utility District; 

Roger L. Poynts, for Utility Design, Inc.; Justin K. 

Reidhead and Michel Peter Florio, Attorneys at Law, for 

Toward Utility Rate Normalization; Donald G. Salow, for 

the Association of California Water Agencies; Lee 

Shavrien and C. Richard Swanson, for San Diego Gas & 

Electric Company; Reed V. Schmidt, for Main Street Light 

Authority; Victoria Simmons, for Edson & Modisette; 

Messrs. Downey, Brand, Seymour & Rohwer, by Philip A. 
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Stohr, Attorney at Law, for Industrial Users; John C. 

Walley, Attorney at Law, for Southwest Gas Corporation; 

Morse, Richard, Weisenmiller & Associates, by Robert B. 

Weisenmiller, for MRW & Associates; Ron Knecht, for the 

Economic & Technical Analysis Group; and Sesto F. 

Lucchi, for himself. 
 
Division of Ratepayer Advocates: Robert Cagen and Laura 

Tudisco, Attorneys at Law, and B. Y. Lee. 
 

(END OF APPENDIX A) 
 
TABLETABULAR OR GRAPHIC MATERIAL SET 

FORTH AT THIS POINT IS NOT DISPLAYABLE 
 

FOOTNOTES 
 

FN1 Additionally, we wish to acknowledge the 

fine job done by the project managers for both 

PG&E and DRA in their efforts to be cooperative 

and produce excellent comparative exhibits for 

our use. Winifred Walters from PG&E and Bill Y. 

Lee from DRA are both to be commended. 
 

FN2 Local 1245 of the International Brotherhood 

of Electrical Workers, AFL-CIO, represents 

3,910 clerical employees and 12,427 physical 

employees. The Engineers and Scientists of Cal-

ifornia, MEBA, AFL-CIO, represent 1,622 pro-

fessional and technical employees. These unions 

shall be collectively referred to in this decision as 

Unions. 
 

FN3 Pursuant to an agreement with DRA, the 

PG&E productivity study includes only the var-

iable factors of production: labor, fuel, and ma-

terials. Since the fixed factors are excluded, this 

approach is described in the economics literature 

as an analysis of multifactor productivity. 
 

FN4 The expense adjustment of $138,000 due to 

DRA's recommendation regarding how to treat 

PG&E's Steam Department will be dealt with in 

the section dealing with all Steam Department 

issues. 
 

FN5 CACD auditors took the lead on the EOPP 

review in this GRC rather than DRA staff. 
 

FN6 The Comparison Exhibit (Exhibit 235) 

shows DRA's number as 5.86%. 
 

FN7 These numbers do not reflect the EOPP 

stipulation reached during the Update hearings. 
 

FN8 PU Code Section 740.1 provides: 
 

FNconsiders the following guidelines in evalu-

ating the research, development, and demonstra-

tion programs proposed by electric and gas cor-

poration. 
‘(a) Projects should offer a reasonable probability 

of providing benefits to ratepayers. 
‘(b) Expenditures on projects which have a low 

probability for success should be minimized. 
‘(c) Projects should be consistent with the cor-

poration's resource plan. 
‘(d) Projects should not unnecessarily duplicate 

research currently, previously, or intelligently 

undertaken by other electrical or gas corporations 

or research organizations. 
‘(e) Each project should also support one or more 

of the following objectives: 
‘(1) Environmental improvement. 
‘(2) Public and employee safety. 
‘(3) Conservation by efficient resource use or by 

reducing or shifting system load. 
‘(4) Development of new resources and process-

es, particularly renewable resources and pro-

cesses which further supply technologies. 
‘(5) Improve operating efficiency and reliability 

or otherwise reduce operating costs.‘ 
 
END OF DOCUMENT 
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