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This decision authorizes Southern California Gas Company
(SeCal) to record up to $515,000 in a memorandum account for
certain hazardous waste cleanup projects. These expénses will not
be reflected in rates until a reasonableness review has been
completed.

The Commission concludes that the existing procedure
established for utility hazardous waste clecanup programs needs to
be modified in order to expedite theiprocess of authorizing the
booking of bazardous waste cleanup expenses. In order that
utilities may be made whole for any such expenses that are
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reasonably incurred, the Commission has adopted a new procedure
which allows to the utility to seek authorization. to book such
expenses in a memorandum account by filing an advice letter with
certain prescribed documentation.

Backgxound

The Commission first addressed the ratemaking for a
utility’s hazardous waste cleanup program in PG&E’s 1987 test year
general rate case application‘(Applicaticn (A.) 85-12-050). In
Decision (D.) 86~12-095 (PG&E decision) the Commission adopted
explicit criteria and procedures for PG&E’s hazardous waste c¢leanup
program. It should be noted that the PG4E decision draws an
important distinction between two general categories of expenses
related to hazardous waste cleanup programs. These two expense
categories are: “investigation and program development” and
#cleanup or remedial activities.”

Also, the DPGSE decision authorized $2 m;ll;on in base
rates for investigations and program development expense for PG&E’S
manufactured gas plant sites, including ongoing investigations at a
rate of at least 10 sites per_year. The PG&E decision authorized
additional amounts for compliance activities and capital
expenditures and established that actual site specific planning and
cleanup should be handled through a “special procedure”:

”PG&E should file a formal applicatxon for
approval of funding for a project or package of
projects. TFunding for approved projects should -
be entered into a memorandum account, to be
recovered following review in ECAC
proceedings...” (P. 65¢, D.86~12-095.)

In addition, the PGSE decision required PGSE to file, by

" March 1, 1987, a report outlining the company‘’s proposed 1987
nanufactured gas program which should present program priorities
and how they mesh with government-funded programs.

Shortly after the PG&E decision was issued, SoCal and the
Division of Ratepayer Advocates (DRA) entered into 2 stipulation to
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postpone Solal’s next general rate case from test year 1988 to test
year 1990. The stipulation established for SoCal a special
ratemaking procedure for its hazardous waste cleanup program. In
particular, DRA and SoCal agreed that ”SocCal will be bound by all
the terms, conditions, and reporting requirements with regard o
Hazardous Waste Costs/Manufactured Gas Plant Sites” as set forth in
the PG&E decision.

The Commission issued D.87-05=027 (SoCal decision) in May
1987, incorxporating fully the terms and conditions of the
stipulation. As a result of this decision, SoCal continued to
recover in base rates the approximate same level ¢f funding

established in the 1985 Test Year general rate case. The SoCal
decision became effective on June 12, 1987.

The Commission readdressed the issue of ratemaking
treatment of hazardous waste cleanup programs in Southern
California Edison Company’s (Edison) general rate case
(A.86=-12-047). 1In that proceeding Edison and DRA (then the Public
Staff Division - PSD) were the only two parties that addressed this
issue. Edison stipulated to DRA’s proposed ratemaking treatment.
In D.87-12=-066 (Edison decision) the Commission c¢oncluded that :

#1. Edison should file an application for
funding prior to expending funds when its
hazardous waste program for the sites it
owns is more definite. Applications under
this procedure are only intended for
hazardous waste cleanup at sites included
in Edison’s general rate case filing and/or
in its annual hazardous waste management
report.

For hazardous waste sites that Edison dees
not currently own, it should file an
appllcatxon.to receive prospect;ve funding
for remed;al investigations or work when
Edison is ordered by a regulatory agency or
& court to perform such work or is notified
by a regulateory agency that it is
considered a potentially respons;ble party
for these costs.
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Upon approval Edison should be allowed to
place actual program costs inte a
memorandum account for recovery in a
subsequent ECAC or general rate case
proceeding. This account should accrue
interest at the ECAC interest rate.

No retroactive recovery of hazardous waste

costs incurxed prior to 1988 should be
authorized.

Edison should file with the Executive
Director and the PSD’s Resources Branch a
comprehensive overview of Edison’s
hazardous waste management effort,
including its underground storage program,
by March 31, 1988 and update it annually by
January 31 until ordered otherwise.”

(P. 106, D.87-12-066.) -

-

Therefore it will be noted from the PG&E and Edison
decisions, that aside from broviding nominal amounts included in
base rates to cover the utility’s ongeing administrative costs and
costs of preliminary investigations, the Commission required the
utilities to submit new applications requesting authorization to
record site specific -expenses before incurring those expenses.
SoCal’s Application

on June 12, 1987, SoCal filed A.87-06-021 requesting
approval of its hazardous waste cleanup program and associated rate
relief. SoCal sought authority to immediately increase its rates
by $2.926 million to recover the costs of its hazardous waste
cleanup program for the period Janwvary 1, 1985 through May 31,
1988. Also, SoCal requested authority to charge futurxe costs
associated with the program to a balancing account for
implementation in rates in subsequent proceedings subject to refund
following periodic reasonableness reviews.

Later, SocCal decided to forego an immediate increase in
rates and revised its request for authorization to book up to
$2.424 million of cost related to certain hazardous waste cleanup
pProjects in a memorandum account which would be incorporated in
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rates after a reasonableness review. This included $1.062 millien
of costs incurred during Januaxy 1, 1985 through May 31, 1987.

On August 31, 1987, SocCal filed a motion requesting
authorization to create an interim memorandum account to book up to
$2 million of ongoing expenses for its hazardous waste cleanup
program. D.87-09-078, dated September 23, 1987, authorized SoCal
to establish an interim memorandum account to record up to $390,000
in expenses for conﬁinuing Phase IIX investigations at the Olympic
Base, El Centro and Dinuba sites. The decision further authorized
SoCal to record up to $550,000 in expenses for new Phase IIX
investigations at the Colton IX, Santa Barbara IXI, and Ventura IX
sites, effective upon submission to the Commission of a preliminary
risk analysis for each site, a detailed budget and - a workplan foxr
each site investigation. '

Hearings were held on December 14, 15, 17, and 18, 1987
before Administrative Law Judge Garde. The matter was submitted on’
February 16, 1988 upon receipt of reply briefs.

. Hazaxdous Waste Cleanup Proogxam ,

' The Hazardous Waste Cleanup Program is deéigned to
investigate sites potentially subject to federal, state, and local
requirements that mandate the assessment and mitigation of risks
posed by hazardous waste disposal sites, and to take remedial
action required at such sites. SoCal’s hazardous waste cleanup
efforts .are carried out under the following twe programs:

1. Superfund Program

2. Towne Gas or Manufactured Gas Progrim‘

1. gSupexfund Proqram .

The Superfund program was developed in response to the

Comprehensive Environmental Response, Compensation and Liability

~ Act (Superfund). Superfund is the federal statute enacted in 1980
- and amended in 1986 that generally provides for the cleanup of
hazardous substance releases into the environment. Those
responsible for the release are liable for the financial burden of
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. the cleanup. California has a companion state -Superfunci law that
addresses the issue of financial responsibility in a similar
fashion. '

An essential provision of the Superfund law is that waste
generators remain potentially liable for cleanup and other costs
associated with such sites even though waste generation‘and
disposal may have occurred many years age and despite the fact that
the waste may not have been deemed hazardous at the time of its
disposal.’ No public funds are available in cases where the
enforcing agency can identify responsible parties or a potentially
responsible party (PRP) with the abkility to pay these costs.

The Superfund program deals specifically with sites that
have been identified by the Environmental Protection Agency (EPA),
the Califormia Department of Health Services (DHS), other local
agencies with cleanup jurisdiction or another PRP as requiring
investigation or cleanup action. Under the Superfund and other
federal laws, EPA can require any PRP(s) to provide documentation
and information regarding past waste disposal practices. EPA can

e _...2ls0 require the PRP(s) invelved to proceed with investigative
and/or remedial work at a contaminated site. As discussed later in
this decision, SoCal is presently involved in one such site, the
Operating Industries Inc. landfill in Monterey Park, in which EPA
has identified 50Cal as cone of many PRPs and has required SoCal te
provide EPA with documentation and information regarding past waste
disposal practices.

2. Iowpe Gas RProgranm

The Towne Gas progranm involves a systematic investigation
of potential problems at SoCal’s former manufacturxed gas plant
sites. Prior to the widespread availability of natural gas in the
1920s, synthetic gas was manufactured from fossil fuel
(predominantly coal and oil) for heating, cooking, and lighting.
Typically, each town had its own gas manufacturing plant. These
early Towne Gas plants were the :orerunners of the natural gas
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. industry as we know it today. In addition to manufacturing gas
from coal, Towne Gas plants produced by=-products including tars,
oils, and lampblack. Most of the by-products had commercial value
and were commonly sold. However, residues of these materials may
still be present in the soil at former Towne Gas plant sites. The
technical name for the chemical constituents of greatest concern in
Towne Gas residues is “polycyclic aromatic hydrocarbons” (PAHs).
Other chemicals that may be present at Towne Gas sites include non-
PAH organic compounds, asbestos, cyanides, and traces of heavy
metals. ‘ :

In recent years, Towne Gas sites have become a focus of
environmental concern, because they may pose public and employee
health risks and may be subject to the previously described

- Superfund laws. Accordingly, the current owner of a former Towne
Gas site as well as the owner or operator of a Towne Gas facility
at the time of disposal of any residues are potentially liable.

The Towne Gas program has four phases. The first two
phases involve preliminary site screening, data gathering, and
ranking of sites for future, more comprehensive investigations.
These activities would come under the investigation and progranm _
development expense category mentioned earlier. Phase III involves
a detailed field investigation, also known as remedial
investigation, to assess the nature and extent of site
contamination. If necessary, action plans to mitigate health and
environmental risks are also developed in Phase III. Phase IV
involves the implementation of the remedial action plans developed
in Phase III. Phase III and IV activities would come under the
remedial activities category mentioned earlier.

The Towne Gas program alse involves sites where two or
more utilities shared past ownership and/or responsibilities for
cleanup efforts. These sites are designated as Mutual Interest
Sites. SoCal and Edison have recognized that they may both have
past‘involvement in a number of Mutual Interest Sites. To assure
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that the two utilities appreach such sites in a ¢oordinated manner,
the utilities have agreed to share certain information to avoid
performing duplicative work, to keep each other advised of
developments at these sites, and to pursue a more comprehensive,
generic agreement regarding how the two utilities will fully
address the Mutual Interest sites.
SocCal’s Schedule and Plan

SoCal’s current schedule allows ten years (from 1985
through 1994) for the completion of its hazardous waste cleanup
- progranm.

SoCal completed Phase I activities in June 1986. Most of
Phase IX activities are completed. The primary future efforts will
be for Phase III and Phase IV activities.

According to SoCal’s plan, it would give prioxity to
projects or sites where one or more of the following cond;tlons
apply:

An order from a government agency or court

. of law requiring SoCal to perform work.
A demand by a third party coupled with
SoCal’s own assessment that there is a-
substantial degree of liability exposure
undex the law.

A situation where immediate action is
advisable to avert higher costs at a later
date that will result from delay.

Awareness of activities by third parties
that are likely to result in a release or in

exposure of the public to hazardous
substances.

A situation in which, by negotiating SoCal’s
share of obligation for site cleanup with
another potentially responsible party, SoCal
can avoid higher costs associated with legal
defense at a later date.
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This proceeding involves the followihg issues:

1. Whicp costse included in SoCal’s current
application should be booked into a
nemorandum account?

Should SoCal be authorized to recover the
hazardous waste cleanup costs incurred

during January 1, 1985 through May 31,
19872

3. What is the appropriate ratemaking
procedure for SoCal’s hazardous waste
cleanup program?

4. Miscellaneous issues.

A DICIHIOL ATICILIN A AR A

foxth SoCal’s request, DRA‘’s recommendation
and the amounts adopted by the Commission for inclusion in a
memerandum account:




TABLE A
Page 1

SOCAL’S BAZARDOUS SITE CLEANUP PROGRAM
COMPARISON OF REQUESTED, RECOMMENDED, AND ADOPTED AMOUNTS
B-87-06-02]

SoCal SoCal
Iten 1 Initial Revised
(a) {b]

Haz. Waste Cleanup Prog. ' o
1/1./85=6/12/87 $1ﬂ062,500 $2,062,500 $

TOWNE GAS PROGRAM : ,
Olympic Base 185,000 © 136,000 185,000 185,000
Dinuba 120,000 127,000 127,000 127,000
Venice N.A. 203,000 203,000 203,000
El Centro 85,000 55,000
New Site I N.A. 65,000
New Site IX N.A. 35,000
Santa Barbara II 150,000 47,000
Ventura IX 150,000 13,000
Colton II 250,000 .0
Aliso (Los Angeles IIX) 250,000 , 1,000

SUPERFUND SITES PROGRAM '
Monterey Park Landfill 240,000 290,000

COMPANY LABOR 250,000 200,000

COMPANY NON=LABOR 50,000 40,000

MISCELLANECUS o .
(Including program 70,000 98,000
development and :
completion of
Phase II)

UNCOLLECTIBLES AND . |
FRANCHISE FEES 63,000 ____ 52,000 0 0

$2,925,500 $2,424,500 $515,000 $515,000
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TABLE A
Page 2

SoCal’s initial request, A.87-06~021, Tab B, Table 1, for
expenses to be incurred between 6/12/87 and 5/3L1/88; and
A.87-06-021, Tab A, Exhibit GES=3 for expenses incurred
between 1/1/85 and 6/12/87. SoCal proposed that these

costs be placed in rates subject to refund after
reasonableness review.

SoCal’s revised request as presented in Exhibit 6,

P. A=l. According to this revision, as clarified by
witness Strang, SeCal requests that these costs be
recorded in a memorandum account, teé be incorporated in
rates after a reasonableness review.

DRA recommends that these costs be placed in a memorandum

account, to be recovered in rates after a reasonableness
review.

Costs authorized to be booked in a memorandum account.
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At the beginning of hearings in this proceeding in
December, 1987, SoCal revised its budget for the period June 1,
1987 through May 31, 1988. According to SoCal the need for such
changes in the budget demonstrate the uncertainties that will
always be associated with accurately forecasting costs, schedules,
and the scope of site investigations and cleanups. The budget
changes also reflect actual expenditures for the first six months
of this period that were of necessity, estimated in the forecast
SoCal presented in June. SoCal maintains that many of the
reductions in expenditures between the initial budget and the
revised budget were simply 2 matter of SoCal finding opportunities
to defer expenditures to future periods, and to modify the
estimated overall expense assocliated with certain sites.

SoCal completed Phase IXI of the Towne Gas program in
June, 1987. The expenses that SoCal seeks authority to record in a
memorandum account for the period June 1, 1987 to May 31, 1988
would be used primarily for Phase IXI remedia; investigations at
seven manufactured gas sites. At three of the seven sites the
funds would be used for ongoing remedial investigations, and at the
other four sites SoCal would use the funds to initiate new
investigations.

. In addition to the amounts shown in Table A, SoCal
requests that an appropriate component for uncellectibles and
franchise fee expenses be authorized when the related rate change
is implemented. Based on the current uncollectibles and franchise
fee rates approved for SoCal and the amounts requested in this
application, SoCal estimates the the amount for uncollectibles and
franchise fee expense to be $52,000. ‘

SeoCal contends that the level of detail that it has
provided with respect to each portion of its budget meets or
exceeds the quidelines for forecast purposes that SoCal has
proposed for Commission adoption set forth in Exhibit 12. With
regards to the past expenditures, SoCal states that it bhas provided
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DRA with all of the information that has been provided to
government environmental agencies. This information includes a
detailed breakdown of the expenditures themselves and the
associated activities. SoCal contends that the only questions that
remain are whether the past expenditures were prudently incurred,
and whether their recovery is legally permissible or whether it is
prohibited as retroactive ratemaking. According to SoCal, the
question of prudence should be addressed in the reasonableness
proceedings and the question of retroactive ratemaking should be
addressed in this procee@ing.
i c rs Positi

DRA recommends that the Commission authorize SocCal to
book into a memorandum account up to $515,000 of costs related to
its hazardous waste cleanup program for the following three sites:

‘a. Up to $185,000 for the OIymplc Base Towne

Gas Site.

b. Tp to.$127,000 for the Dinuba Towne Gas
Site. ! . B '

c. Up to $203,000 for the Venice Towne Gas
Site.
‘According to DRA, for each of these sites SoCal has
provided the requisite information consisting of a reasonably
detailed budget, a workplan and just;t:cat;on for the need to

© investigate each site.

DRA opposes SoCal’s request to book expenses for other
sites and projects included in Table A.

Following is a discussion of the major items of SoCal’s
budget: '
A. Qlvmpic Base Towne Gas Site

The Olympic Base site investigation was initiated in
September 1983 at the request of the Los Angeles Regional Water
Quality Control Board (LARWQCB). All investigation activities
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. conducted to date at the site have heen directed by LARWQCB and/or
- the California Department of Health Services (DHS).

A Consent Order was issued by DHS to SoCal in Decenmber,
1986 which specifies the key activities and schedules for
additional work requested at the site. SoCal estimates that
$136,000 is needed to comply with the Consent Order requirements
through May 31, 1983.

DRA recommends that SoCal be authorized to record up to
$185,000 for the Olympic Base site. DRA’s recommended funding
exceeds the amounts requested in SoCal’s revised budget, because
DRA does not believe it to be necessary to artificially terminate
the funding for these projects in the middle of the calendar yeaxr.
Therefore, DRA recommends that SoCal should be permitted to book up
to the authorized amount, even if such expenditures are incurred
after June 1, 1988. '

B.  Rinuba_Towpe Gas Site

‘ This site investigation began in 1985 when SoCal’s
research of historical records revealed evidence of a 'gas plant
foperation at the present location of SoCal’s Dinuba Base.
Sﬁbsequently, an inspection of the base followed by a review of
propexrty ownership records revealed that contiguous property
occupied by a church/day-caie center with an unpaved playground
area was once part of the Towne Gas plant site. SoCal conducted
limited sampling of surface and shallow subsurface scils at the
church property and SoCal’s base in November, 198S5S.

On January 26, 1986, after learning of the contamination
situation, the Tulare County Health Department ordered the day caxe
center closed indefinitely. Subsurface soil contamination was
independently verified by the Fresno District Office of DHS.

In March 1986, the Central Valley Regional Water Quality Control
Boaxd (CVRWQCB) directed SoCal to submit a workplan for
gectechnical investigations at the church and Dinuba base
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properties to assess the-effects on groundwater of prior disposal
of waste. .

Since that time, SoCal has been conducting investigations
at the site under the direction of CVRWQCB, and responding to DHS’
and Tulare County Health Department’s concerns as well. SoCal
estimated that $127,000 will be needed for investigative work at
this site through May 31, 1988.

DRA agrees with SoCal’s request.

Yenige YTowne Gag Site

This site is a Mutual Interest Site. Towne Gas residues
were discovered during a 1986 redevelopment project at this former
gas plant site which SoCal and its predecessor owned for over SO
years. Edison performed the initial remedial investigation and
remediation of the site. Site characterization and remediation.
costs incurred by Edison as of the time of SoCal’s filing of its
application were in excess of $1 million. SoCal was approached as
a PRP by Edison. Edison has filed A.88-03=013 requesting approval
to record in a memorandum account certain costs associated with
cleanup efforts at the Venice Towne Gas Site.

" Due to events occurring after the filing of the

' application, SoCal’s involvement at this site has increased
substantially. On June 23, 1987, SoCal, Edison, and four other
parties received a summons naming SoCal and the other parties as
defendants. The plaintiffs are Mitra Farokhpaj—Sadeghi and Ali

Sadeghi in Case No. WEC 114575, fiied in L.A. County Superior
court.

On July 8, 1987, DHS issued Remedial Action Order naming
SoCal and Edison as ‘respondents in - Docket No.HSA 87/88=~001RA -
Venice Manufacturing Gas Plant. SoCal has been working with Edison
to meet the requirements of the order. On August 31, 1987, the
Technical Work Plan for Remedial Investigation/Feasibility Study
(RI/FS) work at one of the parcels of the Venice site was submitted
to DHS for approval. Upon the receipt of DHS appreoval, SoCal and
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Edison were required to implement a workplan within ten months,
including preparation and submittal of a remedial investigation
report within four months and a feasibility study within ten
months. As of the close of the hearings in this proceeding, DHS
- has not granted approval for the RI/FS subnmitted.

According to SoCal, the foregoing events make clear that
previously unanticipated expenditures will be required to comply
with DHES’ Remedial Action Order. Solal estimates its share of this
additional Investigative Costs for this site to be $300,000, of
which SocCal expects to spend approximately $200,000 through May 31,
1988. '

DRA agrees and recommends that SoCal be allowed to book
in the memorandum account up to $203,000 as set forth in Table A.

Although DRA agrees with SoCal’s recuest for costs at the
Venice site, it does not accept SoCal’s argument that:-D.87-09-078
granted SoCal authority to begin booking Venice costs into the
interim memorandum account. D.87-09-058_authorized SoCal to record
expenses in a memorandum account for-new Phase XXI investigations

at three specific sites, Colton II, Santa Barbara II, and Ventura
IX, effective upon submission of certain data. DRA contends that
since Venice was not named in that order, even though SoCal
submitted data on the Venice site, SoCal was not authorized to
begin booking Venice costs. However, DRA agrees that SoCal may
begin booking Venice costs from the effective date of this order.
D. El_Centxo Base

In early 1986, odorous residues were unearthed during a
routine underground gasoline storage tank retrofit excavation at
SoCal’s El Centro base, a site not previously known to be a Towne
Gas plant site. Analyses of several soil samples combined with
.additional historical research site revealed that the site was a
former gas manufacturing plant location. SoCal took the
precautions that were necessary for the disposal of the small
amounts of material that were in the hole needed to bury the
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underground tank. After putting the underground tank back in the
ground with clean soil, SoCal then recognized-that something more
would have to be done with the Towne Gas residues found at

El Centro bhase.

Thereafter, SoCal retained an environmental consultant to
conduct a limited Phase II/IIX investigation for the gas plant
residue contamination at the site. The investigation began in
July, 1986 and was completed in January, 1987. This preliminary
investigation provided additional historical background on the gas
plant operation, information on local hydrogeologic conditions, the
extent of soil contamination as the result of gas plant residues
and the depth and quality of groundwater. A final report on the
preliminary investigation was submitted to the Colorado River
Regional Water Quality Control Board (CR-RWQCB), DHS and Imperial
County Department of Health Services in February 1987.
Consequently, CR-RWQCB directed SoCal to conduct additional field
investigations prioxr to developing a remedial action plan for the
-gas plant residues and associated contamination. According to
SoCal, plans are presently being completed for the additional
studies required to meet CR-RWQCB’s concerns pertaining to the gas
plant residués in the soil; and the source, nature, and extent of
groundwater contamination at the site. SoCal projects that $55,000
is needed for Investigative Costs to comply with the agencies’
requirements through May 31, 1988. _ ,

DRA opposes the request to book expenses at this site in
a memorandum account. According to DRA, unlike the Olympic Base
and Dinuba sites, SoCal has shown no evidence that it is currently
conducting or plans to.conduct Phase III work at this site. DRA
maintains that SoCal’s own investigation surve& indicates that the
problem at the site appears to be gasoline or a similar fuel in the
ground rather than Town Gas residue. DRA believes that the costs
of investigating or cleaning fuel spills and other related
operating activities should not be charged to the Towne Gas
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Program. DRA contends that the Commission has already authorized
SoCal funds in base rates to cover costs related to fuel spills and
natural gas lines. According to DRA, these types of expenses do
not belong in a memorandum account.

E. New Sites 1 and 2 :

New sites are potential sites not identified at this
time. SoCal expects to be required to perform investigative work
at two such sites in the near future. In making its requests for
booking costs for the potential sites identified as New Sites I and
IX in a memorandum account, SoCal claims the following:

On April 1, 1987, SoCal received a letter from DHS
requiring it to provide the location and other information on all
formex Towne Gas sites. DHS is currently reviewing the
notification packages and other information it has received fron
SoCal on these sites. DHS’s plan is'to do some preliminary site
screening and investigation. Results of this activity will be used
as the basis for developing a program to address Towne Gas sites.
I£ during the preliminary investigation,-infbrmatioq is obtained
that indicates an immediate concern for public health or the
environment at a site, DHS indicated it will address that site
immediately. As a result of this activity by DHS, SoCal estimates
that two new sites may start during this'périod. SoCal does not
have specific sites identified, but understands that DHS is looking
at a variety of factors as part of its preliminary investigation.
SoCal’s experience indicates that DHS is likely to request SoCal to
perform certain work in support of DHS’s efforts. SoCal expects
some work at twe such sites and has budgeted $100,000 for the these
activities through May 31, 1988. )

DRA opposes booking of expenses related to any sites that
have not been positively identified (New Sites 1 and 2). According
to DRA, SoCal has provided abseclutely no information by which the
Commission may monitor the costs, benefits or necessity of
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investigation or cleanup at these sites. DRA points out that Socal
at this time does not even know where these sites are.
F. Santa Barbara IX, Ventura II,'

At the time of filing A.87-06-021, SoCal anticipated
initiating Phase III investigations at the above sites during 1987.
However, SoCal also explained that circumstances could cause the
schedule for a particular site to be advanced or delayed and the
scope of Phase III investigations to be either expanded ox reduced.

While SoCal’s termtative plans for the sites it owned
(Ventura II and Santa Barbara II) together with third party
contacts at the other two sites (Aliso II and Colton II) indicated
expenditures might be required at those sites prior to May 31,
1988, SoCal has not yet received any.governmental agency or court
orders or third party demands requiring immediate action'at any of
these sites. As a result; Phase III investigation work has not
been initiated at the lLos Angeles II site, Colton II site, and
those portions of the Ventura II sites not presently owned by
SoCal. However, SoCal has received letters from both Califormia
Department of Transportation (CalTrans) and Southern Califormia
Rapid Transit District (RTD) indicating their intent to seek cost
recovery from SoCal at the Los Angeles II site. Socal has reviewed
and responded to those requests as appropriate and has taken no
other action to date. SoCal’s liability is unknown at this time.
However, SoCal believes that it is most likely that claims by
CalTrans and RTD may be settled through negotiations; otherwise
they will be decided by courts of law. )

A linmited amount of Phase III work has been performed at
the Santa Barbara II site and SoCal’s portion of Ventura II site.
However, investigations conducted to date have been focused on
those portions of the site owned by SeCal that were or would be
directly affected by construction orxr excavation activities
resulting from -SoCal’s ongoing operations. Those investigations
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have entailed work necessary to determine appropriate safety
precautions for field personnel and to assure safe handling and
disposal of gas plant residues, if encountered, during the
excavation. These are limited investigative activities as compared
to the full scale remedial investigations that are on-going at
Towne Gas sites such as the Olympic Base, Dinuba Base and Venice,
pursuant to regulatory agency requirements. While SoCal expects it
will ultimately incur costs at some or all of these sites, SoCal
has been successful in deferring work to future budget periods.

DRA contends that SoCal has identified the locations of
these projects, but little more. Accoxding to DRA, none of these
four sites were described in the "application and despite persistent
inquiry from SoCal, DRA was able to obtain only a minimal amount of
information regarding these projects. DRA points out that SocCal
has no immediate plans to conduct investigations at any of these
four sites. The absence of any actual plan to conduct any
investigation at these sites in the foreseeable future is confirmed
by SoCal’s revised budget. This revised budget reduced SoCal’s
request to nothing for the Colton site, $1,000 for Los Angeles II
(Alise), $13,000 for Ventura, and $47,000 for Santa Barbara, with
no explanation of why it was necessary to expend even these meager
anounts.

G. Supexfund Site = Montexey Park Fill

As mentioned earlier, SoCal has been identified as a
potentially rxesponsible paxty (PRP) at one Superfund site - the
Monterey Park Fill site. SoCal is a member of the Steering
Committee which consists of the the other PRPs for this site. The
Steering Committee is conducting negeotiations with EPA that would
have the PRPs conduct the cleanup instead of EPA.

SoCal contends that its 1987 Plan & Budget for the
Superfund Site was based in part on the assumption the Steering
Committee would sign a Consent Orxder with EPA in September, 1987,
and begin conducting Remedial Investigation/Feasibility Study

. AN
AN
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. (RI/FS) work at the site on or about October 1, 1987. SecCal
assumes that the Steering Committee members would have te pay some
portion of the $8 million of EPA’s past costs incurred at the site
soon after signing the Consent Order.

SoCal states that while some of the assumptions have
changed, the estimate of éxpenditures.for Monterey Park Fill from
June 1, 1987 through May 31, 1988 reflected in its 1987 Plan and
Budget remains valid. Since the time of that estimate it has
become clear that the Steering Committee will be unable to reach an
agreement ‘with EPA to conduct RI/FS. Accoxrdingly, SoCal agrees
that the costs associated with supporting that study will not be
incurred during this period. SoCal contends that the Steering
Committee may undertake a less extensive study to assist with the
PRP’s defense, which includes SoCal, in anticipated litigation. In
addition, EPA has advised the Steering Committee that it will issue
special notices pursuant to Section 122 (e) of CERCLA, 42 U.S.C.
§9622(e), wherein EPA will invite the Steering Committee members to
negotiate an agreement to perform certain tasks at the site, some
of which may become part of the EPA approved remediation plan..
SoCal argues that costs previously unplanned for will need to ke
incurred in order to support these negotiations. According to
SoCal, if such an agreement is reached, it is possible that some
remedial costs such as leachate management will be incurred during
the budget period. If no agreement is reached, it is likely that _
EPA will initiate litigation in this matter, which will cause SoCal
to incur defense costs. For these reasons, SoCal contends that
although the original aésumptions underlying the budget numbers
have changed, it is likely that actual expenditures will
approximate ‘the amounts contained in the original budget estimate
during this period. . o

DRA recommends that no Mohterey Park Fill expenses be
booked to the proposed memorandum account. According to DRA, Socal
has provided only the minimum level of detail in support of this
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request. DRA contends that these costs primarily support ongoing
negotiations. According to DRA, these types of costs have been a
normal part of SoCal’s operating budget, they have been in base
rates and they should be in base rates. DRA contends that SocCal
has offered not a shred of proof to support its claim that these
expenses are “unfunded”

H. Company Labor, Non-labox

DRA opposes these requested budget items because (1) they
are not related to specific projects, (2) SoCal has provided no
explanation of the nature, purpose or necessity of these costs, and
(3) these costs are probably duplicative of costs already covered
by base rates.

.. .

. We reaffirm our concexrns previocusly expressed in the PG&E
and Edison decisions. The Commission-is convinced that hazardous
waste cleanup effort is an increasingly important public health
matter. While encouraging and supporting sound waste c¢leanup
programs, it has clearly indicated its wish to balance its concern
for environmental protection with the protection of utility
‘ratepayers, who should not be required to fund unneceésary'or
inefficient cleanup efforts. In particular, the Commission has
stated that it will not allow ratepayers to be used as a source of
readily available “deep-pocket” financing of ¢leanup projects that
fall within the intended scope of taxpayer funded cleanup«progfams.

Turning to SoCal’s request for project funding, we agree
with DRA there is no need to terminate the funding for the Olympic
Base site in the middle of the calendar year. Therefore, we will
authorize SoCal to record up to $185,000 of expenses incurred at
the Olympic Base site in the memo:andum,accbunt, even if such
expenses are incurred after June 1, 1988. We will also authorize
SoCal to book up to $127,000 of expenses incurred at the Dinuba
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Base site and up to $203,000 of expensés at the Venice Towne Gas
site.

With regard to El Centro Base site, we note that in its
February 1987 letter to DHS, SoCal did state that the problem at
the El Centro Base site appeared to be gasoline or similar fuel in
the ground rather than Towne Gas residue. Therefore, we conclude
that these costs should not be recovered as part of the Towne Gas
progranm.

At the close of the hearings, the ALY requested SoCal and
DRA to file a late filed comparison exhibit (Exhibit 11) outlining
the parties’ positions regarding the amounts to be included in the
memorandum account. SoCal refused to participate in the
preparation of such an exhibit. The ALY informed SoCal that he
will have.to rely on DRA’s figures in making his recommendations to
‘the Commission. Table A shows the information included in Exhibit
1l.

SoCal bas not demonstrated that it has provided all the
necessary information regarding the work to be performed at Santa
Barbara II, Ventura II, Colton IIX, and Los Angeles II sites..
Therefore, we will not authorize memorandum account treatment for
expenses at these sites because of the lack of certainty of the
liability and the precise cost of remedial measures.

We note that the PC&E decision authorized PG&E $2 millien
in base rates for Investigative Costs related to new Towne Gas
sites at a rate of at least 10 new sites per yvear (p. 65c,
D.86~-12-095). SoCal’s request for funds for New Sites I and II
would fall under the same category. SoCal did not request any
funds in base rates when it stipulated to the rate making treatment
for its hazardous waste cleanup program. By requesting
authorization for a memorandum account treatment for the expénses
at New Sites I and II SoCal is circumventing the terms of the
stipulation. We will hold SoCal te the terms of the stipulation
and deny SoCal’s request related to New Sites I and II.
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Turning to SoCal’s request for authorization to book inte
a memorandum account the expenses incurred at the Monterey Park
Fill site, we believe that there are too many uncertainties
asscciated with the work to beperformed. Before SoCal is
authorized to book any expenses incurred at the Monterey Park Fill
site or any other Superfund Site, it will have to provide specific
information regarding each such project. Such information should
conform with the requirements detailed later in this decision in
the section covering “Ratemaking Mechanism” which addresses the
utility’s need to promptly respond to such matters. We believe
that if SoCal provides all the required information with its
£iling, it will receive timely approval to book its costs related
to the projects covered by the Superfund Program, thus enabling it
to be responsive to the demands of EPFA.

With regard to expenses under the category of company
labor, non-labor and miscellaneous, we agree with DRA that SoCal
has not provided an adequate explanation of the nature, pﬁrpose or
the necessity of such expenses. There is also a possibility that
these expenses are covered in SoCal’s base rates authorized in its
Test Year 1985 general rate case. It is SoCal’s responsibility to
show that this is not so. SoCal bas not met that responsibility.
Thexrefore, we will not authorize SoCal to book these expenses in
the memorandum account.

Franchise fees and uncollectibles expenses should be
added on when the memorandum account expenditﬁres are approved for
inclusion in rates following a reasonableness review. Since SoCal
has withdrawn its recquest for immediate rate relief, we will not
address these expenses in this proceeding.

E! !-vE! 1- | '

. SoCal requests authority to recover $1,062,500 in
hazardous waste cleanup program expenses from January L, 1985
through May 31, 1987. DRA argues that recovery of cer:ain past
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expenditures is barred by the rule against retroactive ratemaking.
SoCal disagrees.

According to SoCal, there is indeed a prohibition against
retroactive ratemaking, but the prohibition is limited in scope.
SoCal believes that while Public Utilities (PU) Code Section 728
vests the Commission with power to fix rates prospectively only,
the California Supreme Court has determined that it is not required
that each and every act of the Commission operate solely in the
future, and that the restriction is limited merely to the act of
promulgating “general rates” (Ragific Tel. & Tel. Co. v. Public
Ueilities Commission (1965) 62 Cal. 2d 634; Southern cCal. Edison
v, Public Utilities Commission (1978) 20 Cal. 34 813, 816). SocCal
contends that the Supreme Court found in Pacific Tel. and
reaffirmed in Edison that the rule in general ratemaking'is
1egi§lative'in character and loocks to the future. In Edison the
Supreme Court Zound that an oxder requiring a fuel cost adjustment
clause to operate on a recorded basis did not constitute
retroactive ratemaking because rates were being adjusted merely to
offset changed fuel costs. TRetroactive adjustmen£ of rates is not
prohibited in a case where the Commission, without waiting until
the utility’s next general rate case proceeding, determines that
7there had occurred a significant and not reasonably foreseeable
change in an item of expense or revenue that, unless taken account
of, would seriously affect the utility ox its ratepayers” (City and
Sounty of San Francisco v. Public Utilities Commission (1985) 39
Cal. 3d 523, 531). i

SoCal contends that in such a case, the‘Commissgon mneed
only determine the relevant extraordinary change and then take
account of it by adjusting the utility’s rates to offset the the
affect of such change, with all other items of expense and revenue
held constant as estimated in the utility’s most recent rate
proceeding.” (Id.)
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According to SoCal, that is precisely what has occurred
in the SoCal hazardous waste cleanup application. The hazardous
waste cleanup costs that were expended prior to the instant
application were not reasonably foreseeable, as this entire
proceeding has made clear. Furthermore, they were expended in
large part due to requirements imposed on SoCal by state and
federal government, and the expenditures could be neither delayed
nor avoided. SeoCal maintains that its hazardous waste cleanup
expenditures were absolutely necessary to begin the work to protect
the puklic at large and SoCal employees f£rom potential exposure to
hazardous substances, and to protect the utility and the ratepayer
from potential subsequent financial liability. According to Socal,
the amount expended was certainly significant, $1,062,500 by May
31, 1987, and the failure to expend this amount would have
seriously affected the ratepayers.

SoCal contends that DRA witness Dietrich made it clear
that DRA has not examined these costs to determine their prudence.
According to SoCal, DRA has not examined them at all peyond making
the recommendation that these costs be disallowed in rates because
their recovery would violate the prohibition against retroactive
ratemaking. '

SoCal maintains that the expenditure of these funds was
prudent and in the public interest and consistent with the
guidelines that the Commission is now developing for hazardous
waste cleanup activities. In fact, SoCal argues that it would have
been imprudent not to have engaged in the cleanup activities in
question and incurred the associated costs. Therefore, SocCal
contends that the Commission should allow the booking of all past

expenditures, for recovery in rates following a reasonableness
review. - ’

On the other hand, DRA arques that SoCal’s attempt to
receive a further rate increase to recover hazardous waste cleanup
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program expenses incurred during the 1985-87 rate case cycle is a
blatant exercise in retroactive ratemaking and double-recovery.

DRA agrees that the PGLE decision granted PG&E $2 millien
per year in base rates for investigations and program development,
including ongoing investigations of Towne Gas sites. "'However, DRA
maintains that in agreeing to defer the 1938 Test Year general rate
case, SoCal voluntarily waived its opportunity to request an
increase in base rates (as was granted PG&E) for increased costs,
if any, which it might incur for investigative work for the Towne
Gas Sites. According to DRA, the fact that SoCal did not recuest
an increase in base rates for hazardous waste expenses does not
mean that any or all such expenses are “unfunded’ either prior to
January 1, 1988 or thereafter. o :

DRA notes that D.84-12-~069 in SoCal’s 1985 Test Year
general rate case (A.84-02~025) adopted, within the overall
estimate of operating expenses, a figqure of $30.6 million for
Account 870, the Supervision and Engineering subaccount of SoCal’s
distribution expenses. It is DRA’s position that Account 870
includes both labor and nonlabor costs relating to SoCal’s
hazardous waste program. DRA contends that in its 1985 general
rate case SoCal specifically requested and received an increase in
Account 870 because of increased ‘costs in its hazardous waste
program. In support of its contention, DRA cites SeoCal witness
E.L. O’Rourke’s testimony in A.84-02-025% which describes one of
the reasons for the recquested increase in Account 870 to be:

“FTurther, higher costs associated with the
handling disposition of toxic substance have
been included in the 1985 estimate. These are

1 The testimony of E. L. O’Rourke is not in the record of this
proceeding. DRA has provided the testimony in full in Appendix B
to its opening brief with a request that the Commission take
.official notice of this testimony pursuant to Rule 73 of the

Commission’s Rules of Practice and Procedure.
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expected to result from increased governmental

concern and regulation related to toxic air

pollutants and hazardous waste.”

DRA contends that all expenses related to the increased
hazardous waste cleanup program have been and continue to be funded
at the levels authorized by D.84-12-069.

With regard to O’Rourke’s testimony, SoCal contends that
DRA is mistaken. According to SoCal, DRA neglected to examine the
entire record in its Test Year 1985'general rate case. Secal
arques that DRA based its opinion on the direct testimony of
O’Rourke regarding Account 870. SoCal maintains that it is clear
from the cross—examination on O’Rourke’s rebuttal testimeny that
hazardous waste cleanup cost were not included in Account 870 but
included in a balancing account established for cost of cleanup,
removal and disposal of poly chlorinated byphenols (PCB). Due to
an immediate health problem posed by PCBs, the Commission had
allowed utilities to recover PCB cleanup—costs through balanc;ng
accounts.

Returning to the issue of retroactive ratemaking,
according to DRA, the basic approach of the Commission in
ratemaking is to take a test year and to determine the revenues,
expenses, and investments for the test year. The test period
results may be prospectively adjusted in future years to allow for
reasonably anticipated changes in revenues, expenses or other
conditions (City of Los Angeles v. Public Utilities Commission
(1972) 7 C. 34 331, 346). DRA believes that the stipulation and
decision, which covers the test period 1988 to 1990, was
prospective.in application. DRA maintains that there is no
evidence that the Commission intended to authorize any retroactive
change in expenses or rates durlng any part of the 1985=1987 rate
cycle.

DRA asserts that even if the Commission had intended to
allow retroactive recovery of certain hazardous waste costs, it
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could not legally have denc so. According to DRA, it has long been
settled that the Commission is given the power to prescribe rates
prospectively only and that the Commission could not, even on
grounds of unreasonableness, retroactively adjust a rate that has
formally been found reasonable by the Commission. DRA is of the
opinion that SeCal’s regquest to increase rates to reimburse the
conpany for costs incurred back to 1985 is a classic example of
illegal, retroactive ratemaking.

It is DRA’s opinion that the effect of the stipulation
and D.87=05~027 is to continue the funding of all SoCal operations
at the levels established in the 1985 test year , adjusted for
attrition. DRA maintains that SoCal’s request for an immediate
rate increase for costs of its hazardous waste cleanup program in
this application dlrectly violated SoCal’s vow that the stipulated
settlement of the rate case would not result in a rate increase for
reasons other than attrition or adjustment in the rate of return.
o .

We agree with DRA that recovery of the $1.06 million for
hazardous waste cleanup project expensé‘incurréd during the period
January 1, 1985 through May 31, 1987 is barred by the rule against
retroactive rulemaking.

SoCal correctly points out that in Southern Cal. v.
Public Utilities Commission the Supreme Court found that an ordexr
- requiring fuel cost adjustment clause to operate on a recorded
basis did not constitute retroactive ratemaking. However, it is
important to note that the Commission had a ratemaking mechanism in
place for the recovery of fuel costs on a recorded basis. No such
ratemaking mechanism was in place for SoCal to recover hazardous
waste cleanup costs for the period January 1, 1985 through Ma& 31,
1987. Therefore, we cannot apply the fuel cost adjustment analogy
to retroactive recovery of SoCal’s hazardous waste cleanup costs.

SoCal may be justified in claiming that its hazardous
waste expenses were absclutely necessary. However, before
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. incurring the expenses SoCal should have sought Commission
authorization to establish a rate recovery procedure. It did not
do so. Therefore, since there was no ratemaking mechanism in
place, SoCal cannot now legally recover those expenses.

As requested by DRA, we will take official notice of the
testimony provided in SoCal’s Test Year 1985 general rate case
(A.84~02~075). We agree with DRA that it is not clear from the
review of the testimony whether or not the authorized base rates
did include funds for hazardous waste cleanup efforts. However, it
was SoCal’s responsibility to demonstrate convincingly that the
expenses were indeed unfunded. SoCal failed to do so. Therefore,
since it is possible that by authorizing SoCal to book in the
memorandum accounts for expenses incurred during January 1, 1985
and May 31, 1987, we would be allowing a double recovery of those
expenses.

! Xing Mechani
, During the hearing, the ALY suggested that the parties
explore the possibility of recovering costs of hazardous site
cleanup through base rates. Parties were asked to provide their
comments on this proposal in their opening briefs.

The ALJ also asked SoCal to propose a procedural schedule
for recovery of its hazardous waste cleanup Program costs.
Accordingly, SoCal submitted its Exhibit 12, setting forth a
proposed procedural schedule for the hazardous waste program.

As stated previously, the PG&E decision distinguishes
between twe general categories of hazardous waste cleanup program
activity. These categories are generally described as
¥investigative and program development” and “cleanup or remedial.”

SoCal believes that as a conceptual matter, it is
appropriate for investigative costs to be included in base rates.
According to SoCal, these costs are fairly predictable and fairly
controllable. Therefore, SoCal proposes to place the investigative
costs in base rates through its next general rate case.
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SoCal opposes applying base rate treatment to remediation
costs. SoCal points out that since under nearly all circumstances,
remediation activity will occur only after an order has been
received from a responsible governmental agency, these costs are
not appropriate for inclusion on base rates. In addition SoCal
cites two reasons: First, the need to incur remediation costs can
develop too quickly for recovery of such ceosts through the process
of authorizing base rates. SoCal contends that a three year rate
cycle, even with an annual attrition allowance, is simply not quick
enocugh to allow for the funding of a project that can neither be
avoided nor delayed when ordered by a governmental agency or courts
of law.

. Second, SoCal believes that the magnitude of remediation
costs is very difficult to predict. According to SoCal, cost of
remediation activity for a site may range from only a few thousand
dollars to up to several million dollars in costs during a l2-month
period depending on the type of remediation plan that is ordered
for the site, and the identification of PRPs. SoCal contends that
the unpredictability of remedial ¢osts makes recovery through base
rates a risKy proposition for the utility as well as the ratepayer.

SoCal notes that in the event that the Commission decides

" to have the utility recover all its costs through base rates,

rather than through a memorandum account outside the context of the
general rate case, the advice letter filings for forecasting costs
would, of course, have to be changed to applications for base rate
increases, with the necessary additions to the schedule of notice
and hearing as required by the Commission’s rules.

In its proposed procedural schedule, SoCal seeks
authority to book its hazardous waste prograh costs into a
memorandum account by filing a forecast of its planned expenditures
for the next six month periocd. SoCal’s proposed procedural

schedule is broken down into separate forecast f£ilings for

investigation costs and for remediation costs, in anticipatioen of
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the Commission placing investigation costs into base rates in
SoCal’s Test Year 1990 general rate case.

SoCal claims that its proposed procedural schedule is
intended to provide the Commission with an appropriate level of
information at all times, while allowing the program to proceed
with a minimal administrative burden for all parties. It is also
intended to provide a smooth transition to SoCal’s next general
rate case. TFurther, SoCal notes that, in the meantime, the
inclusion of investigative costs in base rates before its next
general case would necessitate implementing minor rate changes and
SoCal is willing to support any effort to accomplish the task
earlier. However, SoCal maintains that no gaps be allowed to
develop in the funding authorization between the decision that will
be issued in this proceeding and the decision the Commission may
issue in subsequent proceedings.

In its proposed procedural schedule Socal also requests
approval to book into a memorandum account any inves tzgatxve and
remediation costs at hazardous substance cleanup sites if one or
more of the following criteria are applicabie:

1. A court order or an enforceable demand from
a governmental agency with responsibility
for adminstration of hazardous waste,’

gazardous substance, or water pollution
aws.

A demand by a third party coupled with
SoCal’s own assessment that there is a
substantial degree of liability exposure
under the state or federal Superfund law or
common law.

A situation where immediate action is
advisable to avert higher costs at a later
date that will result fron delay.

Awareness of activities by third parties
that are likely to result in a release or
in exposure of the public to hazardous
substance.
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5. SoQal is identified as a PRP by a federal,

state or local environmental agency.

According to SoCal’s proposal, the recovery in rates of
these expenses that are booked in the memorandum account should be
achieved through an annual reasonableness proceeding.

DRA filed its proposed procedural schedule with its
opening brief. DRA agrees with SoCal that investigative costs
should be reviewed in general rate cases and recovered through base
rates. The major differences between DRA’s and SoCal’s proposals
are summarized below.

DRA believes that SoCal should file a formal application
foxr each project or a package of projects. According to DRA, at a
ninimam the application must contain sufficient information
regarding the project so that the Commission may (1) review the
filing for consistency with the guidelines established in the PGC&E
decision, and (2) monitor the need for the project, the costs of
the project and the benefits of the clean-up effort.

DRA recommends that for those projects where SoCal has
received a governmental order, the need for the investigation
should bhe presumed. According to DRA, SoCal should be required to
file the following information with its applications:

A. TFor projects that SoCal has been ordered to
undertake by a government agency, the
application shall include: '

® A copy of the order(s) to undertake site
work.

® A detailed work plan and schedule.
e A detailed budget.

For site investigation or cleanup projects
.that SoCal has not been ordered to
undertake, the application shall include:

e A comprehensive site history and site
description (to include chain-of~-

ownership, current and past land use,
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. dates of Manufactured Gas or Towne Gas
operation, hydrogeoclogy and other
physical characteristics of site).

A statement explaining why SoCal
believes it has potential liability for
site remediation.

A preliminary risk analysis

(demonstration of environmental and/or
health hazard at the site).

A detailed work plan and schedule.
A detailed budget.

Records of all communications with third
parties regarding site contamination.

DRA contends that this information will allow the
Commission to monitor the need for the investigation and ensure
that the project is consistent with the guidelines in the PG&E
decision. DRA believes that all of its informational requirements
. represent data which should be readily available to SoCal from its

preliminary investigations.

DRA proposes the :ollowmng procedure to process the
application:

1. Upon receipt of the appl;cat;on containing
- the necessary information, DRA will review
the application within 30 days.-

If DRA approves the application,
authorization to book the costs into a
memorandun account may be granted on an ex
parte basis.

If DRA opposes portions of the
applications, those disputed costs may be
set for hearing on an expedited basis.

Once funds have been booked into the
memorandum account, they may be reviewed
for reasonableness in the subsequent fuel
offset proceeding.
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DRA contends that its proposed schedule is consistent
with the guidelines established in the PG&E decision. With regard
to the procedures proposed by SoCal, DRA argues that these are
markedly inconsistent with the terms and conditions set forth in

SoCal D.87-05-027 particularly the stipulation which SoCal promised
would “conform precisely” to the PGLE decision.

DRA notes that the PG&E decision provides for recovery of
costs booked into the memorandum account, following review of
reasonableness in Energy Cost Adjustment Clause (ECAC) '‘proceedings.
According to DRA, the regqulatory equivalent to ECAC review for
SoCal is now the Annual Cost Allocation Proceedings (ACAP). DRA
recommends that the reasonableness reviews of SoCal’s hazardous
waste cleanup should be conducted in its ACAP. DRA believes that
SoCal’s first ACAP filing in March 1989 will be the appropriate
proceeding to review the reasonableness of hazardous waste cleanup
expenses booked into the memorandum account.

Dj .

In D.86-12-095 we established a special procedure for
bandling PG&E’s hazardous waste cleanup program costs. The special
procedure adopted recuired PGLE to file a formal application for
approval of funding for each project or a package of projects.
Funding foxr approved projects was to be bhooked into a nemorandum
account, te be recovered following review in ECAC proceeding. We
adopted a procedure requiring formal applications, which we
believed would not slow PG&E’s cleanup efforts.

*Based on ouxr experience with this procedure, we believe
that the procedure needs to be modified in order to expedite the
process of authorizing the booking of the hazardous waste cleanup
program expenses in a memorandum account. In this proceeding the
Commission was required to issue an interim decision to authorize
SoCal to book certain expenses in a memorandum account. The
evidentiary hearing in this proceeding dealt mainly with the
authorization to book in a memorandum account the expenses related
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to the same projects. We believe that this duplication of effort
should be aveoided. . ) -

We are also concerned with the slow progress of this
proceeding. This decision authorizes the booking in a memorandun
account of the expenses incurred through May 31, 1988; yet it will
not be effective until after May 31, 1988.

While we arxe interested‘in‘stxeamlining the process of
approving funding for hazardous waste projects, we do not wish to
provide utilities a “blank check” to book costs for any bazardous
program activity at any site. Ideally the process should be
expeditious and not undermine the ability of the Commission to
monitor the costs and the necessity of hazardous waste éleanup
projects. We believe our objectives could be achieved by adopting °
the modified procedure discussed below.

At the outset, before incurring any‘expenditures,'Socal
should file an advice letter for approval of a funding level and
establishment of a memorandum account which will allow future
recovery of expenses incurred for a hazardous waste project or
group of projects. The advice letter should contain the following
information:

A. For projects that SoCal has been ordered to
undertake by a government agency, the adviece
letter shall ;nclude-

e A copy of the orderx(s) ox dixective(s) to
undertake site work.

e A detailed work plan and schedule.
® A detailed budget.

B. For site investigation or cleanup projects that
SoCal has not been ordered to undertake, the
advice letter shall include:

e A comprehensive site history and site
description (to include chain-of-ownership,
current and past land use, dates of
Manufactured Gas or Towne Gas operation,
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. hydrogeology and other physical
characteristics of site).

A statement explaining why SoCal believes it
has potential liability for site
remediation.

A prel;mmnary risk analysis (demonstration
of e?vxronmental and/or health hazard at the
site).

A detailed work plan and schedule.
A detailed budget.

Records of all communications with third
parties regarding site contamination.

DRA should review the advice letter and provide comments
to the Director of the Commission Advisory and Compliance Division
(CACD) within 30 days. Based on DRA’s:comments and further revzew,
if CACD concludes that the advice letter is sat;s:actory,
authorization to book expenses in a memcrandum account would be
granted through a Commission resolution. If CACD rejects the

advice letter or portions of the adv;ce letter, those d¢sputed

s v —

items may be set for hearlng.

In its proposed schedule DRA proposes to review a
utility’s application within 30 days. We agree with DRA that it
will need 30 days to perform an adequate review of the any filing
related to hazardous waste cleanup program. In order to allow DRA,
based on its review, to file a timely protest to the advice letter,
the 20 day protest period for advice letters should be extended to
30 days for hazardous waste program advice letters.

We believe that this procedure will expedite the process
of project funding approval and will allow the Commission the
opportunity to screen the utility’s projects in order to ascerxtain
the magnitude of costs, the need for cleanup and the benefits to
the utility, its ratepayers and the general public. We reiterate
that in order to receive a swift approval of its advice letter, it
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would be in the utility’s interést to provide with its advice
letter all the necessary information regarding a project.

Turning to the question of the procedure for reflecting
these expenses in rates, the expenses booked in the memorandum
account will only ke recovered after a reasonableness review in a
separate proceeding. In the PG&E decision we proposed ©¢o review
the reasonableness of hazardous waste program ¢osts in ECAC
proceedings. However, based on experience in this proceeding we
now realize that review of hazardous waste cleanup programs and the
related expenses is a complex and time consuming process. A review
- of the reasonableness of hazardous waste cleanup efforts in an ECAC
proceeding would unnecessarily complicate and delay the proceeding.
Therefore, we believe that SoCal should file a separate application
requesting rate recovery of its hazardous waste cleanup progranm
expenses. Such applications shall neot be £iled more than once a
year. ' For recovery of expenses incurred at Mutual Interest Sites,
all utilities involved should file appl;catxons to allow
consolidated hearings. ' _

With regard to the question of recovery of hazardous
waste cleanup expenses through base rates, we note that both SocCal
‘and DRA agree that investigative expenses should be evaluzted in
general rate case review and included in base rates. We agree that
these costs are fairly predictable and should be included in base
rates after review in a general rate case prog¢eeding. For example,
in PG&E’s general rate case the cost of investigation at
manufactured gas plant sites was estimated and included in base
rates. Therefore, SoCal should request base rate recovery of its
investigative costs in its next general rate case.

Miscellaneous

The PG&E decision ordered PG&E to submit an annual report
describing all of its hazardous waste cleanup efforts. The first
such report was due on January 1, 1988. DRA contends that this is
one of the conditions of the PGSE decision\toawhich SoCal agreed to
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be bound, yet SocCal did not file such a report on January L, 1988.
According to DRA, SoCal does not intend to comply with the
requirement of an annual report, commencing January 1, 1988;
instead, SoCal proposes that its reasonableness report of the past
year and its forecast for the future year would be submitted in
lieu of the annual report. DRA contends that this is not
satisfactory because the purpose of the annual report is to ensure
a comprehensive, methodical, cooperative review of all of the
utility’s hazardous waste efforts, not jJust those efforts which are
reflected in the memorandum account.

DRA requests that SoCal be directed to file its first
annual report no later than July 1, 1988, and thereafter on
January 1 of 1589 and 1990. o N

DRA also proposes that the Commission order an
environmental audit of SoCal’s hazardous waste cleanup program as
part of the general management audit. DRA finds SoCal’s current
program to be inadequate and ill-defined. SocCal did not take a
position on the proposed audit during the course of these hearings.

e .. S0Cal . contends that while the PG&E decision ordered
annual reports for PG&E and while annual reports are an essential
part of the program, the Commission did not establish a January 1
£iling date for SoCal. SoCal believes that there is no logic in -
forcing SoCal into an identical filing date.

SoCal maintains that its reporting efforts to date have
in fact exceeded any Commission requirements, and SoCal’s proposed
procedural schedule for future implementation exceeds this
requirement. According to SoCal, DRA has ignored the extensive
report that was filed as part of this application, which described
SoCal’s hazardous waste cleanup progran in as much detail as any
regulator could possibly want. SoCal contends that DRA alse
ignored SoCal’s procedural recommendations that include, among
other things, that an annual reasonableness report on activities
which are covered by the special memorandum account for program
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costs will be filed on Maxrch 31 of each year, to cover the previous
calendar vear. SoCal claims that it chose the earliest date that
it could reascnably be expected to file a report on the previous
calendar year activities and as a resonable starting day for a
proceeding that would lead to a rate oxrder that could be
incorporated by reference in the utility’s annual attrition
allowance or general rate case for rate implementation. ,

SoCal disagrees with DRA’s recommendation that the annual
reports be filed with DRA rather than CACD. SoCal contends that
given the roles established for DRA and CACD the Commission
appropriately ordered PG&E to file its report with CACD. According
to SoCal, it should also be required to file its report with CACD.

In -its reply brief, SoCal disagrees with DRA‘’s proposal
that the Commission order an environmental audit of SoCal’s
hazardous waste cleanup program as part of the general management
audit. SoCal believes that the annual reasonableness review
Rroceeding will be adecquate for the Commission’s need to exanine
SeCal’s program without putting the ratepayers to the additional
expense of a separate independent audit.
DRiscussion

We agree with DRA that requiring SoCal to file an annual
report describing all of SoCal’s hazardous waste cleanup activities
will ensure a methedical approach to the cleanup program. However,
we believe that SoCal has furnished a reasonable level of
information regarding its hazardous waste cleanup program with this
application and that no useful purpose will be served by requiring
SoCal to file, at this time, an annual report by July 1, 1988.
However, for monitoring SoCal’s hazardous waste c¢leanup activities
in the future, we will require SoCal to file an annual report
describing all its hazardous waste cleanup activities during the
previous year as well as projected activities for the next 12
months. The report on projected activities should alse include a
budget for' planned activities. The annual reports shall be filed
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by March 1 of each year starting in 1989. The March 1 date will
give SoCal the opportunity to report on its activities for the
prior calendar year, instead of partial year as would be case if it
was required to file on January 1.

With regard to which Division should receive the report,
we note that such reports are routinely filed with the Director of
CACD. However, since DRA will be responsible for reviewing SoCal’s
hazardous waste cleanup efforts, a copy of the report should be
filed with the Director of DRA.

We think DRA’s proposal that an environmental audit of
SoCal’s hazardous waste cleanup activities be ordered has some
merit. However, it would be inappropriate to order such an audit
before determining if the annual reasconableness review proceeding
will provide the necessary examination of SoCal’s program.
Therefore, we will not adopt DRA’S proposal at this time.

Finally, we note that SoCal seeks approval of its
hazardous waste cleanup pregram. We note that SoCal’s schedule and
plan for cleanup of hazardous waste appears to be reasonable and in
general accord with the quidelines set forth in the PG&E decision
(p. 65¢, D.86-12-095):

7PGSE should give first priority, of course, to
projects which it is ordered to clean up by
government agencies and the courts. The
utility shall give second priority to sites
which pose a significant public health threat
and are in the utility’s rate base. Projects
which the utility does not own should not be
funded unless PG&E has been ordered by the
court or a government agency to cleanup such
sites because they pose a significant health
hazard to the public.”

Therefore, we approve SoCal’s hazardous waste cleanup
program.

c : the P 1 Decisi
SoCal, PG&E, and DRA have filed comments on the ALY’s
proposed decision. DRA has also filed a response to SoCal’s
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comments. Based on our review, we believe that the following

modification to the decision, other than correction of errors and
omissions shoeuld be made:

rexXminat) ate for Recordin ] X
The proposed decision states the following regarding the
budget at the Olympic Base site:

#(W]e agree with DRA there is no need to
terminate the funding for the Olympic Base site
in the middle ¢f the calendar year. Therefore,
we will authorize SeCal teo record up to
$185,000 of expenses incurred at the Olympic
Base site in the memorandum account, even if
such expenses are incurred after June 1, 1988.”

While the proposed decision adopts this pesition for the Olympic
Base site, it leaves open the question of whether this rule would
apply to other projects for which funding is authorized.

SoCal and DRA request that the Commission clarify that
for all three sites for which SoCal is authorized to book expenses,
SoCal may book such expenses up to the authorized amount, even if

such expenses are incurred after June 1, 1988.

We agree. Accordingly, authorize SoCal to record up to
$127,000 for the Dinuba Towne Gas Site and up to $203,000 for the
Venice Site in the memorandum account, even if such expenses are
incurred after June 1, 1988.

Interest on Memorxandum Account

SoCal points out that the decision does not discuss the
issue of interest on the memorandum account. SoCal recquests that
the same interest rate be adopted for amounts carried in this
nemorandum account as in the other accounts that the utility
carries on its books, i.e., the interest rate applicable to the
Consolidated Account Mechanism (CAM) accounts. SoCal contends that
its request for interest on the memorandum account is consistent
with Commission policy. In support of its position, SoCal cites
the Edison decision (D.87-12-66) which authorized Edison to accrue
ECAC interxest rates for Edison’s hazardous waste cleanup expense
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memorandunm account. SoCal also contends that DRA, through a
statement of counsel, supports the use of CAM interest rates for
the memorandun account.

Although the PG&E decision is silent on the subject of
interest on the memorandum account, it has been Commission policy
to allow utility to accrue ECAC or CAM interest rates on balancing
accounts. Our review of the record (Tr.-+4/330) also reveals that
both SoCal and DRA agree that CAM interest rates should be applied
to the memorandum. Therefore, we will allow SoCal’s memorandumnm
account to accrue interest .at the CAM interest rate.

Accordingly, we will modify Oxdering Paragraph 3 (new
Ordering Paragraph 4) as follows:'

#3. SoCal shall book its hazardous waste
cleanup costs in the memorandum account only
after receiving authorization to book such
expenses. Such authorization shall be
requested on a project-by-project basis. The
menporandum account shall acerue interest at
SoCal’s CAM interest rate.”

Ordexing Paragraph 6 reads as follows:

7Following the filing of SoCal’s annual report,
SoCal shall file an application for a
reasonableness review of expenditures on
projects that have been completed, and which
should be included in rates. SoCal shall file
this application no later than 60 days after
filing its report. The application shall be
filed annually commencing in 1989.”

SoCal raises two concerns regarding this ordering
paragraph. ‘

First, SoCal requests that the application for
reasonableness review should include a review of all expenditures
for the prioxr calendar year, not just the expenses for completed
project, and that approved expenses should be included in rates as
appropriate after the reasonableness review is completed. Socal
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contends that if this modification is not made, SoCal will have to
wait till each project is completed prior to the filing of the
reasonableness review application. SoCal believes that requesting
rate relief for a project only after it is completed would pose the
following problenms:

¢ It is likely that hazardous waste management
projects may last over several years, which
could lead to large amounts ‘of money being
acerued in the memorandum account.

It will be difficult to erfectlvely review
activities that have taken place several
yvears previously.

Most projects will not come to sudden halt
with an accompanying end to expenditures.
Some expenditures connected with remedial
projects may continue even after the major
work has been completed.

DRA has addressed this issue in its response to SoCal’s
comnments. While DRA agrees in principle with SoCal’s proposal for
annual reviews of all expenditures, it is concerned about SoCal’s
refusal to furnish complete information regarding expenses incurred
on grounds that disclosure to the Commission ”“would unduly
jeopaxdize the position of SoCal in pending and anticipated future
litigation and administrative proceedings.” Therefore, DRA
recommends that if SoCal wishes the benefit of annual
reasonableness review of on-going projects, it should be required
to provide the Commission with all the information relevant to the
costs under review.

We believe that SoCal has provided convincing reasons to
authorize annual reasonable review of costs of on-going projects.
However, we share DRA’s concern about SoCal’s refusal to furnish
conplete information regarding the expenses on whatever grounds.
Therefore, in order to qualify any expenses for rate relief, we
will require SoCal to furnish all the information necessarxy to
establish the reasonableness of the‘expenseg- Failure to provide
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the necessary information will result in denial of rate relief for
the expenses in question. On the other hand, if SoCal believes
that disclosure of information relating te an on-going project
could jeopardize its position in other pending proceedings, it
should request rate relief for such projects only after the
projects are completed and all alleged danger from disclosure has
passed. Theréfore, we will authorize SoCal to request reasonable
review and rate relief for expenses f£or on-geing projects. Such
authorization will be subject to conditions discussed above.

SeCal’s second comment regarding Ordering Paragraph 6
relates to the timing of the annual filings. SoCal contends that
while the filing of the reasonableness review application no later
than 60 days after the filing of the annual report poses ne
problem, there is a potential problem if the Commission adopts
SoCal’s recommendation for reasonableness reviews covering expenses
on an annual basis rather than on a project completion basis.
According to SoCal, as currently written the proposed decision
would create a time gap during which SoCal cannot file for rate
recovery. SoCal peoints out that it would be required to make its
first annual f£iling in 1989. SoCal contends that while this filing
would cover expenses for calendar year 1988, it would fail to cover
the expenses booked into the memorandum account authorized by this
decision. In order to address this problem, SoCal suggests that
the rate relief requested in its A.88-03=~070 (filed March 31, 1988)
which covers the period from June 1, 1987 through December 31,
1987, should be consolidated with the filings to be made in 1989.
SoCal believes that this course of action would be administratively
more efficient.

We believe that it would be prudent to consolidate the -
$1.6 million rate increase request in A.88-03-070 with SoCal’s 1989
application for reasonableness review. Therefore, we will defer
action on A.88-03=070 until Socal £iIes its 1989 application for

N
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reasonableness review. The two proceedings will be processed on 2
consolidated basis.

In order to address the above changes to the procedure
for filing an application for reasonableness review, we will modify
Ordering Paragraph 6 (new Ordering Paragraph 7) as follows:

6. Following the filing of SoCal’s annual
report, SoCal shall file an application for a
reasonableness review of expenditures incurred
during the previous year, and which should be
included in rates. SocCal shall file this
application no later than 60 days after filing
its report. The application shall be filed
annually commencing in 1989.

Utility’s Response to DRA’s
v

The proposed ratemaking procedure allows DRA a 20-day
period to provide comments on the advice letter to CACD. Accerding
to the procedure, based on DRA’s comments and further review, if
CACD concludes that the advice letter is satisfactory,
authorization to book expenses in a memorandum account would be
granted through a Commission resolution. If CACD xejects the
advice letter or portions of the advice letter, those disputed
items may be set for hearing.

PG&E believes that prior to CACD’s determination of
acceptance or rejection of the advice letter in whole or in part,
the proposed procedure should provide a mechanism for a limited
response by the utility to issues raised by the DRA in any protest
filed. Therefore, PG&E requests that a utility be granted a l0-day
period following DRA’s submission of comments for submission of a
response, primarily to clarify potential documentation problems or
other issues. PG&E contends that under the new advice letter
approach with predetermined informational requirements, the
potential for prompt resolution of issues raised by DRA or other
parties regarding the advice letter filing is greatly enhanced.
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We agree that allowing a utility to respond to DRA's
comments would facilitate the resolution of issues raised by DRA.
Therefore, we will require DRA to provide its comments to the
utility and will allow the utility 10 days to provide CACD its
response to DRA’S comments. Such response shall be confined to
addressing factual or legal issues raised by DRA’s comments, and
shall not address new issues. This matter is addressed in our
oxder. |

indi ¢ Fact

1. SoCal seeks to book $2.424 million costs of cextain
hazardous waste cleanup projects in a memorandum account.

2. DRA recommends that SoCal be allowed to book up to
$515,000 for investigative costs incurred for three specific
projects = Olympic Base Towne Gas site, Dinuba Towne Gas site, and
the Venice site.

3. In order to nonitor the costs and review the necessity of
hazardous waste projects a utility needs to provide the Commission

with a certain minimum information.

4. SoCal has provided the necessary information for the
three projects recommended by DRA.

5. SoCal has not provided the necessary information for the
other projects it seeks funding for.

6. SoCal recquests to book in the memorandum account the
hazardous cleanup c¢osts incurred by SoCal during January 1, 1985
through May 31, 1987.

7. SoCal has failed to demonstrate that it has not already
received allowance in rates granted in its Test Year 1985 general
rate proceeding to cover administrative and preliminary
investigation costs related to hazardous waste cleanup progran.

8. No ratemaking mechanism was in place for recovery of
hazardous waste cleanup costs during the perzod January 1, 1985
through May 31, 1987.




A.87=06-021 ALJ/AVG/tcy

9. The PG&E decision established a special procedure for
handling PG&E‘’s hazardous waste cleanup program costs.

10. D.87-05-027 made applicable to SoCal the special
ratemaking procedure for handling of hazardous waste cleanup
program costs adopted in the PG&E decision.

11. The special procedure adopted required PG&E to file a
formal application for approval of fundimg for each project or
package of projects. Funding for the approved projects was to be
booked into a memorandum account, to be recovered following a
reasonableness review in its ECAC proceeding.

12. The special procedure adopted- in the PG&E decision needs
to be modified to make it moxe efficient.

13. The modified proceduré set forth in this order will
achieve the objective of streamlining the process of handling
hazardous waste cleanup program costs.

14. A separate hazardous waste cleanup program cost
reasonableness review proceeding will relieve ECAC proceedings from
having to deal with an additional complex issue.

15. The PG&E decision ordered PG&E to submit an annual report
describing all of its hazardous waste cleanup efforts. The first
such report was due on January 1, 1988.

16. DRA recommends that SoCal be directed to file its first
annual report no later than July 1, 1988, and thereafter on
January 1 of 1989 and 1990.

17. SoCal)l proposes that its annual report on hazardous waste
cleanup activities covering previous calendar year be filed on
March 31 of each year so that it can include the activities for a
full prior calendar year.

18. SoCal has furnished a reasonable level of information
regarding its hazardous waste cleanup»prograﬁ activities to satisfy
the requirements of the annual report ordered for PGS&E.

19. No useful purpose will be served by requiring SoCal to
file an annual report by July 1, 1988.
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20. Requiring SoCal to file an annual report describing its
hazaxdous waste cleanup activities during the previous year as well
as projected activities for the next 12 months by March 1 of each
yvear starting in 1989 will allow the Commission to monitor the
program. S ”
conclusions of Law : :

1. For hazardous waste cleanup program expense, $o¢al should
be allowed to book up to $185,000 for the Olympic Base site,
$127,000 for the Dinuba Base site, and $203 000 for the Venice
site.

2. SoCal should not book any hazardous waste cleanup costs
incurred during the peried January 1, 1985 through May 31, 1987.

3. The modified ratemaking procedure for handling hazardous
waste cleanup program costs set forth in this decision should be
adopted. , ‘ .

4. Recovery of the hazardous waste expenses incurred during
January 1, 1985 through May 31, 1987 would constitute retroactive
ratemaking.

S. SoCal should file an annual report describing its
hazardous waste cleanup activities during the previous year by
March 31 of each year starting in 1989.

6. SoCal should file an application for an annual reasonable
review of completed projects so that expenses that are reasonably
incurred may be reflected in rates.

7. SocCal should not receive in rates additional expenses to

cover prelinminary investigations since such recovery would result
in retroactive ratemaking.
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QRDETR
IT XIS ORDERED that: :

1. Southern California Gas Company (S$oCal) is authorized to
book in the memorandum account established by D.87-09-078 the
expenses related to the following hazardous waste cleanup projects:

a. Up to $185,000 for the 01ymp1c Base Towne
Gas site.

b. Up to $127, 000 for the Dinuba Towne Gas
Site.

c. Up to $203,000 for the Venice site.

2. Before incurring any expenditures, SoCal shall file an
advice letter for approval of funding for a hazardous waste cleanup

project ox group of projects. The advice letter ;hall contain the
following information:

A. TFor projects that SoCal has heen ordered to

undertake by a government agency,. the advice
letter shall include:

® A copy of the order(s) ok directive(s) to
undertake site work.

e A detailed work plan and schedule.
e 1A detailed budget.

For site investigation or c¢leanup projects
that SoCal has not heen ordered to undertake,
the advice letter shall includer

e A comprehensive site history and site
description (to include chain-of-ownexship,
current and past land use, dates of
Manufactured Gas or Towne Gas operation,
hydrogeology and other physical
characteristics of site).

A statement explaining why SoCal believes
it has potential liability for site ‘
remediation.
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A preliminary xisk analysis (demonstration
of environmental and/eor health hazard at
the site).

A detailed work plan and schedule.

A detailed bhudget.

Records of all communications with third
parties regarding site contamination.

3. DRA shall review the advice letter and file comments on
it with the Director of CACD within 30 days of the filing of the
advice letter. DRA shall provide a copy of its comments to SoCal
and to anyone who requested servzce of SoCal’s advice letter. Any
responses to DRA’s comments shall be Tiled within 10 days of the
£iling of DRA’s comments. The responses.to DRA’s comments shall be
filed with the Director of CACD and shall be confined to addressing
factual or legal issues raised by DRA’s comments, and shall not
address new issues.

4. SoCal shall book its hazardous waste cleanup costs in the
memorandum account only after receiving authorization to book such
expenses. Such authorization shall be requested on a project-by-
project basis. The memorandum account shall accrue interest at
SoCal’s CAM interest rate.

5. By March 1 of each year starting in 1989, SoCal shall
file an annual report describing its hazardous waste cleanup
activities during the previous calendar year as well as projected
activities for the next 12 months. The report should be filed with
the Director of CACD and a copy should be filed with the Director
of DRA. :

6. Until such time as its next general rate case, SoCal
shall not be awarded revenue increases in base rates to cover
administrative and preliminary investigation expenses for its
hazardous waste Cleanup program.

7. Following the filing of SoCal’s annual report, SocCal
shall file an application for a reasonableness review of
expendztures incurred during the prevzous year, and which should be

\ o \
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included in rates. SoCal shall file this application no later than

60 days after filing its report. The application shall be filed
annually commencing in 1989.

8. This proceeding is texminated.

This order is effective today.

Dated \ 2 1988 , at San Francisco, California.

STANLEY ‘W. HULETT
, ‘President

DONALD VIAL -
FREDERICK-R. DUDA
G. MITCHELL WILK
JOHN B. OHANIAN
Commissioners.
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have entailed work necessary to determine appropriaye safety
precautions for field persomnel and to assure saf¢’ handling and
disposal of gas plant residues, if encountered,

excavation. These are limited investigative activities as compared
to the full scale remedial investigations thay are on-going at
Towne Gas sites such as the Olympic Base, Difluba Base and Venice,
pursuant to regulatory agency requirementsds While SoCal expects it
will ultimately incur costs at some or a of these sites, SocCal
has been successful in deferring work tg future budget perieds.

DRA contends that SoCal has Jdentified the locations of
these projects, but little more. Acglrding to DRA, none of these
four sites were described in the application and despite persistent
inquiry from SoCal, DRA was able 40 obtain only a minimal amount of
information regarding these projgcts. DRA points out that SocCal
has no immediate plans to condylt investigations at any of these
fouxr sites. The absence of actual plan to conduct ‘any’
investigation at these sitesfin the foreseeable future is confirmed
bf'SoCal's revised budget. / This revised budget reduced SoCal’s
request to nothing for the¢’ Colton site, $1,000 for Los Angeles II
(Aliso), $13,000 for Ventura, and $47,000 for Santa Barbara, with

no explanation of why it was necessary to expend even these meager
anounts.

G-

As mentiofied e&rlier, SoCal has been identified as a
potentially responbSible party (PRP) at one Superfund site - the
Monterey Park Filldl site. SoCal is a member of the Steering
Committee which Lonsists of the the other PRPs for this site. The
Steering Commithtee is conducting negotiations with EPA that would
have the PRPs fonduct the cleanup instead of EPA. ,

' contends that its 1987 Plan & Budget for the
Superfund Sife was based in part on the assumption the Steering
Committee dealing would sign a Consent Order with EPA in September,
1987, and begin conducting Remedial Investigation/Feasibility Study
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to the same projects. We believe that this duplication/of effort
should be avoided.

We are also concerned with the slow progress of this
proceeding. This decision authorizes the booking/in a memorandum
account of the expenses incurred through May 31/ 1988; yet it will
not be effective until after May 31, 1988.

While we are interested in streamlining the process of
approving funding for hazardous waste projééts, we do net wish to
provide utilities a ”blank check” to boog/;osts for any hazardous
program activity at any site. Ideally the process should be
expeditious and not undermine the akility of the Commission to
monitor the costs and the necessity ¢f hazardous waste cleanup
projects. We believe our objectived/could be achieved by adopting
the modified procedure discussed bé&ow. |

At the outset, before incurring any expenditures, SoCal
should file an advice letter for/approval of a funding level and
establishment of a memorandum account which will allow future
recovery of expenses incurre:/éor a hazardous waste project or
group of projects. The advice letter should contain the following
information:

A. For projects that Socil has been oxdered to

undertake by A government agency, the advice
letter shalﬁ/gnclude:

e A copy of the order(s) to undertake site
work. :

e A detailed work plan and schedule.
e A detailed budget.

B. For sitle investigation or cleanup projects that
SoCal has not been ordered to undertake, the
advice letter shall include:

] comprehensive site history and site
description (to include chain~of-ownership,

current and past land use, dates of
Manufactured Gas or Towne Gas operation,
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by March 1 of each year starting in 1989. The March‘/ date will
give SoCal the opportunity to report on its activities for the
prior calendar year, instead of partial year as woﬁid be case if it

was required to file on January 1. @///
with regard to which Division shoul ceive the report,

we note that such reports are routinely f;led with the Director of
CACD. However, since DRA will be responsi ie for reviewing SoCal’s
hazardous waste cleanup efforts, a2 copy ¢f the report should be
filed with the Director of DRA. t/// :

We think DRA‘’s proposal th%, an environmental audit of
SoCal’s hazardous waste cleanup activities be ordered has some
merit. However, it would be inappropriate to oxder such an audit

" before determining if the annual reasonableness review proceed;ng
wxll provide the necessary exam;natzon of SoCal’s progran.
There:ore, we will not adopt DRA’s proposal at this time.

Finally, we note thd% SoCal seeks approval of its
hazardous waste cleanup prog:am. We note that SoCal’s schedule and
plan for cleanup of hazardgus waste appears to be reasonable and' in

- 'general accord with the guidelines set forth in the PGLE decision
(p. 65¢, D.86-~12-098):

¥PG&E should grve Lirst priority, of course, to
projects which it is ordered te clean.up by
government agencies and the courts. The
utlllty shall give second priority to sites
which pose a significant public health threat
and are zn/the utility’s rate base. Projects
which the /utility does not own should not be
funded unless PG&E has been ordered by the
court or/a government agency to cleanup such
sites because they pose a significant health
hazard to the public.”

Therefore, we approve SoCal’s hazardous waste cleanup
program.
Findi f Fact
1. SoCal seeks to book $2.424 million costs of certain
hazardous was@e cleanup projects in a memorandum account.

o /
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2. DRA recommends that SoCal be allowed to book upypd
$515,000 for investigative costs incurred for three specific
projects - Olympic Base Towne Gas site, Dinuba Towne Gas site, and
the Venice site.

3. In oxder to monitor the costs and review/the necessity of
hazardous waste projects a utility needs to provide the Commission
with a certain minimum information. //%

4. SoCal has provided the necessary information for the
three projects recommended by DRA.

5. SoCal has not provided the necessary informatien for the
other projects it seeks funding for.

6. SoCal requests to book in the memorandum account the
hazardous cleanup costs incurred by Sd&al during January 1, 1985
through May 31, 1987. . )

7. SoCal has failed to demgpstrate that it has not already
received allowance in rates gran%ed in its Test Year 1985 general
rate’ proceeding to cover adminigtrative and preliminary
investigation costs.related to/hazardous waste cleanup program.

8. No ratemaking mechgpism was in place for recovery of
hazardous waste cleanup costs during the period January 1, 198S
through May 31, 1987.

9. The PG&E decision established a special procedure for
handling PG&E’s hazardous/waste Cleanup program costs.

10. D.87-05-027 md&e applicable to SoCal the special
ratemaking procedure for handling of hazardous waste cleanup
program costs adopted/in the PG&E decision.

' 1l. The special procedure adopted required PGSE to file a
formal application for approval of funding for each project or
package of projec?;- Funding for the approved projects was to be
booked inte a memorandum account, to be recovered following a
reasonableness xeview in its ECAC proceeding.

12. The spécial procedure adopted in the PG&E decision needs
to be modified o make it more efficient.

.

/
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+ 13. The modified procedure set forth in this order will
achieve the oijective of streamlining the process of handling
hazardous waste cleanup program ¢osts.

14. A separate hazardous waste cleanup program ¢ost
reasonableness review proceeding will relieve ECAC proceedings from
having to deal with an additional complex issue. n///

15. The PG&E decision oxdered PG&E to submit an/annual report
describing all of its hazardous waste cleanup etforté. The first
such report was due on January 1, 1988. t//

16. DRA recommends that SoCal be directed file its first
annual report ne later than July 1, 1988, and thereafter on January
1 of 1989 and 1990.,

17. SoCal proposes that its annual report on hazardous waste
Cleanup activities covering previous calendar Yéar be filed on
‘March 31 .0f.each year so that it can incluée the activities for a
full prior calendar year.

18. SeCal has furnished a reasonable level of information
regarding its hazardous waste cleanup rogran dctivities to satisfy
--the requirements of the annual report ordered for PG&E.

19. No useful purpose will be/served by requiriné SoCal to
file an annual report by July 1, 1988. '

20. Requiring SoCal to file/ an annual report describing its
hazardous waste cleanup activitiés during the previous year as well
"as projected activities for the next 12 months by March 1 of each
year starting in 1989 will alxgw the Commission t¢ monitor the
progran.
conclusions of Law

1. For hazardous waste cleanup program expense, Solal should
be allowed to book up to-$135 000 for the Olympic Base site,
$127,000 for the Dinuba Base site, and $203,000 for the Venice
site.

2. SoCal should mot book any hazardous waste cleanup costs
incurred during the p?riod January 1, 1985 through May 31, 1987.
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3. The modified ratemaking procedure for handling hazardous
waste cleanup program costs set forth in this decision should be
adopted.

4. Recovery of the hazardous waste expenses incwrred during
January 1, 1985 through May 31, 1987 would constitute/retroactive

ratemaking. :///

S. SoCal should file an annual report desg ibing its
hazardous waste cleanup activities during the previous year by
March 31 of each year starting in 1989.

6. SoCal should file an application for an annual reasonable
review of completed projects so that expenséé that are reascnably
incurred may be reflected in rates. _

7. SoCal should not receive in rates additional expenses to
cover preliminary investigations since such recovery would result

in retroactive ratemaking. . '

QRDER

IT IS ORDERED that:
1. Southern California Gas Company (SoCal) is authorized to
book in the memorandum account/established by D.87-09-078 the
expenses related to the following hazardous waste cleanup projects:

a. Up to $185,000/for the QOlympic Base Towne
Gas site.

b. Up to $127,000 for the Dinuba Towne Gas

Site. //
c. Up to 3203,000 for the Venice site.

2. Before incurring any expenditures, SoCal shall file an
advice letter for approval of funding for a hazardous waste cleanup
project or group of g:ajects. The advice letter shall contain the
following information:

A. TFor pfbjects.that SoCal has heen ordered to
undertake by a government agency, the
application shall inelude:
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3.

® A copy of the orxder(s) to undertake site
work.

e A detailed work plan and schedule.
e A detailed budget.

For site investigation or cleanup projects
that SoCal has not been ordered to undertake,
the application shall include:

e A comprehensive site history and site
description (to include chain-of-otmership,
current and past land use, dates of
Manufactured Gas or Towne Gas opé?ation,
hydrogeology and other physical
characteristics of site). S//

A statement explaining why SoCal believes
it has potential liability/for site
remediation.

A preliminary risk analysis (demonstration
of environmental and/oxr health hazard at

the site). . n//
A detailed work plan/and schedule.
A detailed budget./ -

Records of all communications with third
. parties regarding site contamination.-

SoCal shall book its hazardous waste cleanup costs in the

memorandum account only after/receiving authorization to book such

expenses.

Such authorization shall be requested on a project-by-

project basis.

4.

By March 1 of each year starting in 1989, SecCal shall

file an annual report deséribing its hazardous waste cleanup
activities during the pr@vious calendar year as well as projected
activities for the nexé 12 months. The report should be filed with
the Director of CACD d%d a copy should be filed with the Director

of DRA.
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the necessary information will result in demial of rate relief for
the expenses in question. On the other hand, if SoCal believes
that disclosure of information relating/to an on-going project
could jeopardize its position in othe pending proceedings, it
should reguest rate relief for such projects only atter the
projects are completed and all al;zééd danger from disclosure has
passed. Therefore, we will authorize SoCal to request reasonable
review and rate relief for expenges for on-going projects. Such
authorization will be subject tf conditions discussed above.

SoCal’s second commeAit regarding Ordering Paragraph 6
relates to the timing of the Annual filings. SoCal contends that
while the filing of the reaspnableness review application no later
than 60 days after the filifig of the annual report poses no
problem, there is a potential problem if the Commission adopts
SoCal’s recommendation fof reasonableness reviews covering expenses
on an annual basis rathef than on a project completion basis.
According to SoCal, as gurrently written the proposed decision
would create a time gay during which SoCal cannot file for rate
recovery. SoCal peintfs ocut that .it would be required to make its
first annual filing ih 1989. SocCal contends tht while this rfiling
would cover expenses/ for calendar year 1988, it would fail to cover
the expenses booked/into the memorandum account authorized by this
decision. In oxdey to address this problem, SoCal suggests that
the rate relief rgdquested in its A.88-03-070 (filed March 31, 1988)
which covers the period from June 1, 1987 through December 31,
1987, should be fonsolidated with the filings to be made in 1989.
SoCal believes fhat this course of action would be administratively
more efficient '

We Yelieve that it would be prudent to consolidate the
$1.6 million/rate increase request in A.88=03-070 with SoCal’s 1989
application/for reasonableness review. Therefore, we will defer
action on A.88-03-070 until SoCal files its 1989 application for-
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”

e

5. Until such time as its next general rate case/’SoCal
shall not be awarded revenue increases in base rates tb cover
administrative and preliminary investigation expenses for 1ts
hazardous waste cleanup program. ///

6. TFollowing the filing of SoCal’s annggl report, SocCal
shall file an application for a reasona.blenese review of
expenditures on projects that have been completed and which should
be included in rates. SoCal shall file thls application no later
than 60 days after rillng its report. The application shall be
filed annually commencing in 1989. '

7. This proceeding is terminated.

. This order is effective stoday. .

Dated , At San Francisco, Califormia.
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A preliminary risk analysis (demonstxpfion
of environmental and/or health hazard at
the site’.

A detailed woxk plan and schedulefs
A detailed budget.

Records of all communicatio
parties regarding site ton

3. DRA shall review the advice letyer and file comments on
it with the Director of CACD within 30 §dys of the filing of the
advice letter. DRA shall provide a copy of its comments to SoCal.
SoCal may file its response to DRA’s Lomments within 10 days of the
filing of DRA’s comments. The respohse to DRA’s comments shall be
filed with the Director of CACD amibshall be confined to addressing
factual or legal issues raised by DRA’s comments, and shall not
address new issues. Si,f

4. SoCal shall book itsfhazardous waste cleanup costs in the
menorandum account only aztenfreceiving authorization to book such
expenses. Such authorization shall be requested on a project-by-
project basis. The memoraﬁ@um account shall accrue interest at
SoCal’s CAM interest rate

5. By March 1 of g&ach year starting in 1989, SoCal shall
file an annual report %escribing its hazardous waste cleanup
activities during the previous calendar year as well as projected
activities for the n 12 months. The report should be filed with
the Director of CAcdfand a copy should be filed with the Director
of DRA. - '

6. Until ch time as its next general rate case, SoCal
shall net be aw?tded revenue increases in base rates to cover
administrative/and prelininarxy investigation expenses for its
hazardous waiﬁe cleanup program.

7. F?&lowing the filing of SoCal’s annual report, SoCal
shall file an application for a reasonableness review of
expendituné:nincurred during the previous year, and which should be

v

v
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TABLE A
Page 1

SOCAL’S HAZARDOUS SITE CLEANUP, PROGRAM
COMPARISON OF REQUESTED, RECOMMENDED, AND ADOPTED AMOUNTS

A-87=06=021

Jtem 1

Haz. Waste Cleanup Prog.
1/1/85-6/12/87

TOWNE GAS PROGRAM
Olynpic: Base
Dinuba
Venice
El Centro

.New Site I

New Site II

Santa Barbara II
Ventura II

Colton IX

Aliso (Los Angeles II)

SUPERFUND SITES PROGRAM
Monterey Park Landfill

COMPANY LABOR
COMPANY NON~-LABOR

MISCELLANEOQUS
(Including program
development and
completion of
Phase II)

UNCOLLECTIBLES AND
FRANCHISE FEES

socal Socal
Initial Revised
(a] [(b]

~+062,500 $1,062,500

185,000 136,000

120,000 127,000
N.A. - 203,000
85,000 55,00
N.A. 65,000
N.A. 35,000
150,000 . 47,000
250,000 ¥3,000
250,000 . 0
250,000 - 1,000

e

240,000 290,000
200,000
40,000

98,000

—53.000 ___ 252,000
$2,925,500 $2,424,500

185,000 185,000
127,000 127,000
203,000 203,000

Q 0

$515,000 $515,000




