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Decision 88 09 020 ------- SfP 14 1988 
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Application of ) 
PACIFIC GAS AND ELECTRIC COMPAN'l for) 
authority, among other things,. to ) 
accrue the costs of certain ) 
environmental compliance projects ) 
tor subsequent review and recovery, ) 
as appropriate, in future ECAC.or ) 
GAC (or successor) proceedings. ) 

-------------------------------) 

Application 87-10-019 
(Filed october 12, 1987) 

Roqer J. Peters, Kenneth D. Oleson, and 
~;ck E. Brown, Attorneys at Law, for 
pacific Gas and Electric Company, a~plieant. 

Pat Gileau, Attorney at Law, Willi~ p.etri~h, and 
Donna Orebic, for Division of Ratepayer Advocates. 

OPXNION 

$Wgmary 2t Peeisism 
This decision authorizes Pacific Gas and Electric Company , 

(PG&E) to record up to $8,28l,500 in a memorandum account tor 
certain hazardous waste management projects. These expenses 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 management programs needs ' 
to be modified in order to' expedite the process of project 

. \ 
authorization so that utilities may initiate cleanup measures 
promptly. In order that utilities may be made whole for any. such 
expenses that are 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 eertain prescribed documentation • 

- 1 -



• 

• 

• 

A.S7-10-019 AlJjAVGjrsr 

~ground 

The Commission first addressed the ratemaking for a 
utility's hazardous waste ~agement proqr~ in PG&E's test year 
1987 general rate ease (GRC) application. (Application 
CA.) 85-12-050). In Decision (D.) 8-6-12-095· (PG&E decision) the 
commission adopted explicit criteria and procedures for PG&E's 
hazardous waste management program. 

The PG&E deciSion authorized $35.5 million in base rates 
for PG&E's environmental proqr~. This budget covered various 
routine environmental compliance expenses and hazardous waste 
management plant additions under four major accounts. The budget 
also- covered a n~er of special projects related to former 
manufactured gas plant $i tes, underqround storage tanks, and 
surface impounClments. Given below is a breakdown of the $35.5 

million budget into the three major categories of PG&E's hazardous 
waste management program. 

Adopted Expenditures 
Hazardous waste Pr2Sram 

Compliance Activities 
capital Projects 
Special Projects 

$10,984,000 
$20,78-8,000 
$ 3,700,000 

In addition to adopting a budget for the types of 
'projects identified above, the Commission authorized PG&E to seek 
special relief in the future for certain types of hazardous waste 
management costs. The main faetor influencing. the adoption of the 
new ratemakinq procedure was PG&E's inability to accurately predict 
certain of its hazardous waste management expenses at the time of 
its. rate ease filing. Therefore, the commission created an avenue 
~or recovery o~ hazardous wast~ management program expenses, 
outside of the GRC process, by adopting a wspecial proced.ureoN': 

wPG&E should tile a formal application for 
approval of funding for a project or package of 
projects. FUnding for approved projects should. 
be entered into a memorandum account, to be 
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recovered following review in ECAC 
proceedings ••• " (P. 6Sc, the PG&E decision.) 

The components of PG&E's environmental progr~ for which 
it may seek memorandum account treatment are: 

(1) Manufactured gas plant cleanups - Account 
CO-al, 

(2) Plant additions for Miscellaneous 
Environmental Compliance Work - Account 
CO-S2, and 

(3) certain other, non-capital compliance 
efforts. 

The PG&E decision draws an important distinction ~etween 
two general categories of expenses related to hazardous waste 
management program expenses. These two categories are: 
*investigation and program development" and "mitigation or remedial 
activities*. The Commission believed that "investigation and 
progr~ development" expenses are fairly predictable and should be 

·:recovered through base rates. Therefore, the PG&E decision also 
authorized $2 million in base rates for investigations and progr~ 
development expense for PG&E's manufactured gas plant Sites, 
including ongoing investigations at a rate of at least 10 sites per 
year. 

In addition, the PG&E decision :re~ired PG&E to file, by 
March 1, 1987, a report outlining the company's proposed 1987 
manu~actured gas progr~ which should present proqr~ priorities 
and how they mesh with government-funded proqr~. 

Shortly atter the PG&E decision was issued, SOuthern 
california Gas Company (SoCal) and the Division of RAtepayer 
Advocates (ORA) entered into a stipulation to postpone Socal's next. 
GRC from test. year 1988. to test year 1990. The stipulation 
established tor Socal a special ratemaking procedure tor its 
hazardous waste eleanup program.. In partieular,. ORA. and SOcal 
agreed that "Socal will be bound by all the terms, conditions, and 
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reporting requirements with regard to Hazardous Waste 
Costs/Manufactured Gas Plant SitesN as set forth in the PG&E 
decision. 

The Commission issued 0.87-05-027 in May 1987, 
incorporatihq fully the terms and conditions o·f the stipulation. 
As a result of this decision, the ratemaking aspects of the 
hazardous waste management program adopted in the PG&E decision 
were applicable to SOCal. 
PGiE's Application 

As required by the PG&E decision, on October 12, 1987, 
PG&E fi~ed A.87-10-019 requesting commission approval to accrue in 
a memorandu:m account the cost of 2Z 
management projects. for future rate 
projects is included inAppend~ A. 
to cost approximately $19' million .. 

separate hazardous waste 
recovery.. A list of the 2Z 

'!bese projects are estimated 
PG&E proposes to recover the 

costs accrued for these projects in rates in Energy Cost Adjustment 
Clause (ECAC) or Gas Adjustment Clause (GAC) reasonable review 
proceedings. 

On December 2Z, 1987, PG&E filed a motion requesting 
interim relief authorizing it to establish amemorandu:maccount to 
accrue $15.44 million costs for environmental compliance project$ 
incurred in connection with A .. S7-10-0l9. The $15.44 million figure 
refleeted a reduction ofprojeets included in PG&E's original 
application. 0.88-03-017, dated March 9', 198'8, authorized PG&E to 
establish an interim memorandum account to, record up to $S.l 
million in expenses incurred· for certain specific proj.eets .. 

A prehearing conference was held before Administrative 
Law Judge (AIJ) Garde on December 30 ~ 1987.. Evidentiary hearings 
were held' on ,March 21, 22, and 23, 1988. The :matter was submitted 
on April 29, 19:88 upon receipt of. reply briefs. 

During the hearings,. PG&E withdrew from consic1.eration 
certain projects, (Proj.ects 1, 4, 8, 9, 10, 13, 1'6, la, 19, and 21) 
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which were within the class o·f activities which were partially or 
fully funded by the PG&E decision. 

with the withd.rawal of the 10 projects identified above, 
PG&E's request has been reduced to $14.2 million covering 12 
projects (Projects Nos. 2, 3, S, 6, 7, 11, 12, 14, lS, 17, 20, and 
22) .. 

Types 0' Hazardous WaGe EXpenses 

The Hazard.ous Waste Management Program is designed to 
investigate 'sites potentially subject to federal,:, state, and local 
requirements that mandate the assessment and mitiqation of risks 
posed by hazard.ous waste disposal sites, and. to take remedial 
action required at suCh sites. 

PG&E's hazardous waste management expenses vary in 
character.. These expenses can be separated into the following two 
categories: 

I. ~enses Related to Compliance with 
. Environmental Regulations: 

o Routine expenses to control and 
dispose or toxic substances: 

storing and keeping track of hazardous 
substances. 

Moving hazardous substances and wastes 
from central locations to distriet 
o:ftices.~ treatment, storage, and 
disposal :facilities. 

Laboratory analyses. 

Cleanups of small accid.ental spill.s. 

Tracking new legislation and 
regulations and communicating new 
requirements to, a:ffected departments 
of the company. (Admin .. & General). 

Monitoring company compliance with 
e~istinq and new regulations • 
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o Capital projects to meet new 
regulatory requirements: 

Retrofitting or replacing underground 
storage tanks. 

Retrofitting surface impoundments (at 
power plants), and evaporation ponds 
(at gas compressor stations). 

Retrofitting or replacing other types 
'of pollution control equipment. 

II. Expenses Related to Contaminated Sites: 

o Preliminary +nyestigatiQDs 0: contaminated 
sites: 

o 

o 

Preliminary review of sites, including 
title searches, and past and present 
land use surveys. 

Remedial Investigations 0: contaminated 
sites: 

. Geotechnical, hydroloqical, chemical 
studies, includinqborings, trenchinq, 
etc. 

Negotiations. 

Neqotiatio~with qovernmental 
aqencies such as the Environmental 
Protection· Aqency (EPA) and· the 
california Department of Health 
Services (OKS). 

Negotiations with other potentially 
responsible parties which may be 
liable for cleanups. 

o Remedial Actions CCleanwR or Containment): 

To meet the specificatio~ of Federal 
and state SUperfund, or other 
government Aqencyrequirements, for 
the tollowinq types. of utility sites.: 
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Manufactured gas plant 
sites, landfills, 
poleyards. 

Other treatment, storage 
or disposal facilities. 

This application seeks memorandum account treatment for 
category I type of expenses. The application'does not deal with 
expenses which would fall under Category II. 
Rateaakinq Issues 

This proceeding involves the following issues: 
1. Which projects' costs included in PG&E's 

application should be booked into a 
memorandum account? 

2. What is the appropriate ratemaking 
procedure tor PG&E's hazardous waste 
managelDent program?" . 

3. Miscellaneous Issues • 

Costs to be Booked· in the KemorMdum Account 

Table A sets forth PG&E's proposed request, DRA's 
recommendation and the amounts adopted by the Commission for 
inclusion in a memorandum account • 
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, . 
l'G&E'S ~ s:o:e o:FANJP ~ 

(.Q!]?'A'R.ISCN OF RtXlOESrEO ~, AND AWPl!EO »OlN'XS 
A~~-10--019 

--
lCE J\lIX:I:mt 

Egyise4 ~xt m. l4Qptt'd 

(aJ (~J (c) Cd) 

1. Project z - ell Sludge 
SI.IIrlp- Closu:teS at 6. l?oWer 
Plarrt: $ 1,300,000 $ 31,000 $1,300,000 $:1.,300,000 

2. Project 3 - Mo:O:O, Bay Waste 
~ Equipment ~ 49,000 40,000 9,000 " 3. Project: S - Mo:1it::r Olly water 
~tor at COn1::ra costa 900,000 79,000 821,000 821,000 

4. Project 6 - Cil:oJJ.at.:i.ng 
Water System I:mprovements 7,501,000 3,141,000 4,360,000 4,360,000 

• 5- P::Oject 7 - Pollution Aba~ 
l!lent EqJip. at Cont:ra COSta 2,300,000 359,500 1,440,500 1,440,.500· 

6. P.roject 11 -~ oily 
water Sepa:r:ator at Mess, 
I&'X:ling 225,000 90,000 135,000 135,.000 

7. Project 12 - :eest IWlagement 
Practice p~ 100,000 -

8. Project l4 - Baza.'rd.oIls Material. 
Storage Bldg'. at Pit:t.m:c:g 165·,000 99,000 66,000 66,000 

9. Project 15 - Modity stelsm 
eleanin; Pit at Pit:t.m:c:g 100,000 5,000 95,000 95,000 

10. Project 17 - AsOestos Insclatioof 
~ at 4 Power PlMl'cs. 900,.000 146,000 

11. Project' 20 - PCS Removal :eran 
'l%ansfot:me:r:S at 3 Power Plants 470,000 17,000 

12. Project 22 - Equipment ~ 
at CCmpre:ssor Sta~ons J.:2Q.QQQ 2:2.Q.QQ ~~IQQQ :2~.QOQ ' , 

'lO.rAt. $14,160,.000 $4 ,l02',500: $3,272,500 sa.,2Sl.,500.J':' " 
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The ditterences between PG&E's project budget and ORA's 
recommended amounts for inclusion in the memorandum account tall 
into, the tollowing categories: 

1. PG&E incurred expenses on the projects 
betore receiving Commission approval. 
Projects 2, 3, S, 6" 7, 11, 14, lS, and 22 
fall under this category. ORA believes 
that authorizing memorandum account 
treatment tor such expenses would 
constitute retroaetive ratemaking. 

2. PG&E furnished inadequate documentation in 
support of the project and/or the funding 
for the proj.ect was tunded in PG&E's last 
GRC. Projects 12, 17, ,and 20 fall under 
this category .. 

Note: Although PG&E has spent $31,.000 on 
Project 2, ORA believes that the documentation 
provided' by PG&E in support of the proj ect 
justifies expenditure of an additional 
$1,300,000. ORA had oriqinally objected to 
memorandum account treatment tor Project 3 • 
ORA. has since removed its objection because of 
additional information provided by PG&E. ' 

categoxy 1 ExpenseS 
Following is a discussion of each project falling in 

cateqory 1: 
Prgject 2; Oil Sludge Smm Closures 

peseription. This proj ect involves closure of oil sludge 
sumps and replacement with above ground storage tanks at six power 
plants: Pittsburg, Potrero, HUnter"s Point,' Oakland, Morro- Bay, 
and Moss Landinq_ PG&E: is requesting $1.3 million to conduct this 
work. This is an Account CO-$2 capital project. 

oil sludge ponds are used to collect oil and sludge that 
is separatec:l from plant c:lrainage water. To· close the POllc:lS, PG&E 
must bave formal closure plans approved. by the OHS.. Closure 
activities include 'emptying and decontaminating the sumps, and 
mitigating any contamination discovered at the site. After the 
ponds are closed,. above ground concrete tanks will be installed • 
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These tanks will perform the same function as the sumps, i.e., to 
contain 'the oily waste on a short-term basis. 

~. There are a number of requlations pertinent to 
this project, but the main requ1atory requirement for the projec~ 
results from the Toxic Pits Cleanup Act of 1984. The Toxic Pits 
Cleanup Act requires the closure of most surface impoundments 
(which includes waste sumps and ponds) unless they are retrofitted 
to meet new operating and monitoring requirements. PG&E's oil 
sludge sumps are not in compliance with the Act because they do not 
have adequate liners and monitoring systems. 

status. The sump closure projects at the six power 
plants are in different stages of development and completion. 'I'lle 

HUnter's Point and Potrero work was initiated in 1986, the Moss 
Landing, Pittsburg" and Morro Bay work began in 1981. , 

DBA Analysis and Recommendation. DRA finds that PG&E's 
approach ~f replacing oil sludge sumps with above qround tanks is 
reasonable. According to, ORA., the chief' advantage of using surface, 
tanks to contain waste is that it is. easier to detect and mitigate 
leaks. DRA believes that since PG&~ does not plan to. leave oil 
sludge in the tanks for more than 90 days, it will not have to 
acquire operating permits or install tank monitoring systems. On 
the other hand, bringing the oil sludge sumps into. compliance with 
the Toxic Pits Cleanup Act would involve both a one-time retrofit 
cost and an ongoing cost associated· with the necessary monitoring 
systems. 

DRA believes that the documentation which PG&E has 
submitted for five of- the six. oil sludge sump closure projects 
adequately describes the need for the projects, the alternatives 
considered, and the planned closure and replacement activities. 
PG&E bas not provided any information on proposed activities at the 
Oakland plant. 

PC&E has provided DRA with budget estilnates for the su:mp 
closure projects at all but the Oakland power plant. 'these 
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individual budgets amount to a total of over $1.3 million. In this 
situation, ORA believes it is reasonable to allow PG&E to record up 
to $l.l million in a memorandum account for the overall project. 
However, ORA recommends that PG&E not be authorized to record costs 
for work at the Oakland plant since the company has not provided 
any information on its proposed activities at this site. 
Project 3: Best KMagement Practices Work 

Description. This is a $49,000 project that involves 
waste handling equipment upqrades at the Morro Bay power plant. 
Project activities include installation of a pump and a containment 
structure,. and modification of the drains f:t:om the stack pad. area. 
PG&E has identified this as an Account CO-82 capital project. 

~.. PG&E initiated this proj ect as part of an effort ' 
to institute a Best Management Practices Plan (BMP) for the 
manaqement of hazardous. materials at the plant. The purpose of the 
BK? Plan is to identity potential s~urees of release of toxie ana 
hazardous pollutants,.· predict the direction,. flow, and quantity of . 
release,.. and to establish methods for the control of toxic and 
hazardous discharges. 

status- PG&E had spent more than SO percent of the 
project budget by January, 1988.: 

DBA Analysis and Reemgendation. 
ORA had oriqinally recommended no memorandum account 

trea'bnent for this. project. Accordinq to ORA, PGScE had not 
supplied adequate info~ation and dOcumentation to justify the need 
for the project. 

PG&E has since provided enough information to describe 
the project and how it relates to implementation of Best Management 
Practices Plan. Therefore,. DRA. noW' recommends memorandwn. account 
treatment for this proj ect.. However, ORA continues to oppose 
memorandum account treatment on the a:mount already spent .. 
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PG&E Project 5: Modify Oily 
Water separator system 

Description. This project involves upgrading the oily 
water separator system at the Contra Costa power plant. PG&E is 
installing a neutralization system to treat and prevent the 
discharge of hazardous wastes into the lagoon which receives 
demineralizer regeneration wastes. The neutralization system will 
con~rol the pH level of the waste stre~ so· that the waste will be 

classified as non-hazardous. PG&E's application includes a 
$900,000 budget for this project. Although PG&E considers this a 
capital project, it has not included it under the Miscellaneous 
Environmental Compliance, CO-S2 capital project account. 

~. The primary regulatory authority for this project 
results. from the Toxic Pits Cleanup A~ of 1984, which prevents the 
discharge of untreated hazardous wastes into, s~ace impoundments. 
PG&E's water demineralization system·has in the past allowed the 
release of hazardous waste into the receiving pond, making it 
necessary to modify the system. 

status. PG&E has completed the design phase and had 
spent $79,000 of the total project budget as of January, 198:S. 

DBA Analysis and Recommendation. Although PG&E has :lot 
designated this proj ect under Account Co-S2, ORA believes that this 
proj ect is an Account CO-S.Z proj ect, since the proj ect is similar 
to Project 11, which. .PG&E has classified as a Co-82 !)roject. ORA. 
finds it reasonable to. consider this project eligible for 
memorandum account treatment. 

According to ORA,. PG&E has supplied a level of 
doeu:mentation which tully descril:>es the need for the project, the 
project activities, the alternatives that were evaluated, and the 
costs associated with the proj ect. ORA. therefore supports 
memorandum account treatment for this project in the amount of 
$821,000. This amount represents the total project budget less the 
~ount already spent • 
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Project 6: Circulating water 
Systems IlD'p:C:OVements 

Description.. PG&E has undertaken this proj ect at the 
Pittsburg and Contra Costa power plants to, reduce the loss of fish 
caused by the plants' cooling water systems. The project includes 
the following activities: installation o,f variable speed drives on 
the cooling water pumps t~ reduce the volume of water that flows 
through the condenser, installation of vacuum priming systems to 
prevent air from collecting in the cooling water side of the 
condenser, and a nUlDber of other measures that will allow the 
company to monitor and reduce the level of fish loss caused by the 
Contra Costa and Pittsburg plants' cooling water systems~ This is· 
an Account CO-82 capital. project and has a budget of $7,501,000. 

~.. PG&E's current National Pollution Discharge 
Elilnination System (NPDES) permits for the contra Costa and 
Pittsburg plants set goals for reducing the loss of striped bass 
living in the Delta. PG&E, under ,the direCtion' of the San 

Francisc~ Bay and Central Valley Regional water Quality Control 
Boards (RWQCB), is seeking to· ilDprove the fish loss reduction 
performance standard for the two plants. 

. sta1:'wI. As of January, 1988. PG&E had spent $3,141,000 of 
the total project budget, and had completed a substantial portion 
of the project work. 

DBA Analysis and Reeomgendation. ORA. claims that it has 
been informed by both PGStE and the central Valley RWQCB that PG&E 

did not come close to meeting its fish loss reduction performance 
standard' for 1987. In 1987~ the company was supposed to achieve a 
79 percent reduction in the loss o,t striped bass, :but l?G&E achieved 
a reduction of only 44 percent. 

DRA recommends that the Commission authorize PG&E to book 
up to, $4,360,000 in a memorandwn: account for this. project. This 
amount excludes from the total project budget the costs incurred 
for the proj ect prior to January, 19'88. However, because there are 
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questions regarding the effectiveness of PG&E's fish loss reduction 
efforts, ORA recommends that this issue receive further scrutiny in 
the reasonableness review for this projeet. 
Project 7: Fallout 'l':YPe 
Partisculate Control 

Description. This project involves modifications to the 
Contra Costa power plant which will reduce the fallout of 
particulate emissions. These emissions occur when the plant burns 
fuel oil. The fallout ot particulate (emissions) results in damage 
to cars, boats, and other property. l?G&E has previously installed 
equipment to abate this problem at the Moss Landing and Pittsburg 
power plants. The main project activities include the installation 
ot stainless steel air preheater baskets and a fuel oil additive 
system. This is an Account CO-S2 capital project. 

~. In March, 1983 the Bay Area Air Quality Management 
~istrict requested PG&E to take action to cor:rect the particulate 
tallout problem at the Contra Costa power plant. PG&E initiated 
the proj ect in 1985 and plans to have the new equipment operational 
in 1988. PG&E has moved slowly on this project mainly because the 
plant has not generally been burning oil in recent yea~,. and also 
because the company has a single team. addressing this problem on a 
sequential basis at various power pl~ts. 

Stat:gs. PG&E has already installed. the tuel ad.d.itive 
system and has almost completed installation ot the air preheater 
baskets. As ot January, 1988, PG&E indicated. that it had spent 
$859,500 of the $2.3 million project bUdget. 

DBA Analysis ond RecOJllJReJldation.. ORA. believes that there 
does not now appear to- be an urgent need tor PG&E to install 
pollution abatement equipment at the Contra Costa plant due to the 
low reliance on tuel oil. However, ORA. recognizes that PG&E's 

current permit issued by the Bay Area Air Quality Management 
District does require PG&E to' reduce its tallout type particulate 
emissions. ORA. also recognizes the company had. to- pay more than $7 
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million in fines and property damaqe claims between 1979 and 1985 
as a result of the fallout particulate problem at the plant. ORA 
believes that this project should qreatly reduce, if not eliminate, 
expenses for property damage from FTP in the future. 

DRA recommends that PG&E be authorized to record up to 
$l,440,500 in a meJnorandum. account for this project. This amount 
reflects the total proj ect budget minus funds· spent as of January, 
1988. ORA also recommends that the reasonableness review for this 
project include a determination of whether the plant modifications 
made by the company led to a reduction in particulate emissions. 
Project 11: Hoc:i.Uy OUy Water 
separator at Moss Landing Plant 

Descriptign. This project involves increasing the oily 
water separator's capacity from 350 qpm to 500 gpm at the Moss 
Landinq Power Plant. 

~. According to PG&E', this proj ect is required by 
RWQCB Order a5-08 under NPOES Permit (CA006254). Order 8S-08 did 
not explicitly define the discharge limit for the oily water 
separator. However, if the capacity of the oily water separator 
does not increase from its current level, it may cause PG&E to· be 
in violation. of qualitative restrictions on discharges, such as 
floatinq particulates and visible qrease and oil on the water 
surface. 

status. A job estimate of $96,590 in 1984 dollars was 
authorized by PG&E for the upgrade on March 5, 1984. In the 
current application, PG&E is-requesting $2'2"50,000 for the upgrade of. 
the separator and has already spent $90,000 on materials and 
engineering c:lesiqn.. The remaininq work to be clone consists of 
reviewing and updating the desiqn and installing the material. 
Construction anc:l start-up is expected by October 1988. 

J)RA Analysis. ORA. recommends memorandum account 
treatment up to $ll5,000 for this ,project. This amount represents 
the unspent amount of the budqet • 
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Project 14: Hazarclous Material 
Sorage Building at Pittsburg Plan~ 

Description. The project involves constructing a 
hazardous material storage building which will centralize the 
Pittsburg Plant's hazardous matQrial in an Qnc1Qsed area. The 
storage facility is supposed to be in compliance with the local 
Uniform Fire Code (UFC) and the Unitorm Building Code (UBC) 
requirements for containerization ot hazardous materials. ' 

~. The UFC adopted by the Riverview Fire District 
requires toxic substances to be separated from other materials by 

placing the toxic substances in compartments or storing them 
outside. In PG&E"s assessment of plans to meet the'O'FC 
requirements, PG&E found an enclosed'storage building to be most 
cost-effective. 

To determine whether the Pittsburg Plant is in compliance 
with. WC with. regard to' the storage of hazardous material, the fire . , 

department needs information on the proposed methods of handling 
the generic types and amounts of hazardous material.' This 
~ormation is helpful in assessing. which method. is best in meeting '. ' 
the requirements of the 'O'FC. There is no written record that such 

" 
information was pr~vided to the tire department. Thus,. it is 
unclear if an enclosed: storage facility is really necessary to meet" 
the local 'tT.Fe reql.1irements. 

status. PG&E is requesting$16S,000 tor the material 
storage building and has spent $99,000 on the ,project .. 
construction began in November r 1987. 

J)RA Analysis. DRA commends PG&E's commitment to good. 
housekeeping procedures by' centralizing its hazardous material in, 
'an enclosed facility. As ' a capital addition under aCC01.mt Co-82, 
DRA recommends memorandum treatment for the balance of the project, 
$66,000. 
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Proj ect 15: Modify stea:m Cleaning' 
Pit at Pittsburg Plant . 

Desgi,ption. A pit that is currently being used for 
collecting cleaning washes from plant equipment is being modified 
in order to be in compliance with the construction and monitoring 
requirements for underground storage- tanks (US1'). Proj ect 15-
consists of cleaning the existing pit and installing an open tank 

inside the pit. 
~. The state Water Resources Control Board regards 

the pit as an underground storage tank. Enforcel!1ent of the UST 

monitoring program is at the local level under the auspices of the 
occupational Health Department tor Contra Costa County. In order 
to be in compliance with the' local. agency's requirements, all sides 
of the tank must be visible and the' tank must :be off the floor of 
the pit. However, the pit is not currently registered as an US1'" by 
PG&E. 

status. This pit was once classified' as an US1' and later . 
PG&E requested the pit no longer be registered as an US'!". The 
county granted this reclassification. currently r PG&E is 
requesting' $100,000 tor modifying the steam cleaning pit and has 
spent $5-,000 of the requested buclqet. '!'he jo:b estimate was 
authorized by PG&E management in December 1987. The design work 
has :been tinished. 

DBA Analysis. DRA has certain reservations classityinq 
Proj ect 15 as a CO-S2 account,. particularly because the proj ect is 
supposed to be undertaken to satisfy .Title 23 requirements for 
underground. tank construction and ,monitoring. However, DRA. accepts .' 
PG&E's assignment of Project 15 to account Co-82. ORA. recommends 
memorandu:m. treatment tor' the remaining budget amount ot $95,000.' 
Project 22: Upgrade compressor 
stations ADd ~ CleADq2 

Description. Project 22 involves upgrading 19 oil :bath 
air tilters at the Hinkley and TopcOek Compressor Stations and. 
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cleaning the contaminated soil beneath these leaking filters. The 
upqrade consists of dismantling, cleaning, inspecting, sealing, and 
reassembling the filters. The clean-up portion of this project 
requires excavating and disposal of the contaminated soil. 

Need. Project 22 is needed in order to ~e in compliance 
with certain sections of the He~lth and Safety Code which encouraqe 
the minimization of hazardous waste.cleanup of spills, 

Status. PG&E has finished upgrading the filters and is 
currently reviewing bids for the clean-up· process, To date PG&E 
has spent $97,476- of the total budget. The expected completion 
date is September 1, 1988. . 

DBA ADalysi§-- ORA. does not recommend memorandum 
treatment for upgrading the filters for two- reasons. First of all, 
the upgrade of the filters has been completed and to give relief 
would be retroactive ratem.aking. Second,. contrary to PG&E's claim 
that the project is a ca})ital item,. ORA. considers dismantling, 
insPecting, sealing, and reassembling ·of filters 'as part of nomal 
O«K expense, for which relief was given in base rates. 

Since the PG&:E decision (pp-.. 67, '69) allows for 
memorandum account treatment for clean-up of sites unidentified in 
the GRC,. DRA. recommends memorandum account treatment for' the' 
cleanup portion of the project in the amount of· $5S.,000.. This is 
the unspent amount of the original budget. 
Booking of EXpenses Related to categorY :r Prgjects 

As is evident from the 'discUssion Of each of the above 
projects, the only issue which needs to- be resolved for these 
category 1 proj ccts is whether PG&E slloulcl De aJ.lowed to book into 
the memorandum account expenses which were. incurred before the 
project was approved for memorandwn account treatment. DRA. 
believes that the booking into- the :memoranclum. account of expenses 
incurred before Commission approval ~ould.constitute retroactive, 
ratemaking • 
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It should be noted that the projects discussed above are 
either improvement projects requiring capital expenditures or they 
are projects involving expenses for hazardous· waste management. 
The revenue requirements associated with these two types of 
projects are different. The retroactive ratemaking issue applies 
to- both types o~ pro:) ects. At this juncture in the d.ecision we are 
only considering whether or not the expenses incurred prior to 
Commission authorization, for either type of project~ should be 
allowed ,to be booked into the memorandum account. The revenue 
requirelllents associated with the two types of proj ects will be 
considered under miscellaneous issues. 

ORA contends that § 728 of the Public Utilities Code 
mandates that the Commission set rates prospectively and thus 
precludes booking into- the memorandu:m.. account of the expenses that 
were incurred prior to· the project being· approved for memorandum 
account treat:m~nt. ORA cites certain. court· orders in support of 
its position that the· commission is-prohibited' from setting rates 
retroactively. DRA contends that in 0.84-12-060 (SONGS-2 PHASE I 
Interim opinion), the Commission held that the rule against 
retroactive ratemaking precluded it from authorizing utilities to 
record in a debit account~ for eventual recovery1n rates, costs 
incurred prior to the date of the decision authorizing the debit 
account. . ORA maintains that this is the precise situation here 
since a portion of the expenses were incurred prior to approval of 
the memorandum account.. ORA opines that· the Interim Opinion 
(0 .. 8a-03--0'-7) in this proceeding recoqnized. this problem when it 
held that no costs or expenses paid or incurred prior to the date 
of the interim order should' be included .. in the account. ORA. 
contends that the holdinq should be reiterated in the tinal 
decision. 

PG&E disagrees with ORA. According to- PG&E, retroactive 
ratemakinq'is not prohibited in a case where the Commission, 
without waiting until the utility'S next GRC proceeding, determines 
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that "there had occurred a siqnificant and not reasonably 
foreseeable change in an item of expense or revenue that, unless 
taken account of, would seriously affect the utility or its 
ratepayers" (City and County of San Francisco v. Public Utilities 
cOl1ll\\issi~ (1985) 39 cal. 3d 523,531). 

PG&E contends that in such a case, the Commission "need 
only determine the relevant extraordinary change and then take 
account of it by adjusting the utility'S rates to offset the affect 
of such change, with all other items of expense and revenue held 
constant as estimated in the utility'S most recent general rate 
proceeding." (lsi.) 

PG&E maintains that the present application is the result 
of a commission determination that certain components of its 
hazardous waste management proqr~, while worthwhile in nature, 
could not be adequately forecast t~ allow their recovery through 
base rates. PG&~ believes that the Commission considered these . . 

extraordinary expenses and as such could authorize their recovery • 
PG&E argues that given the limited time available t~ PG&E 

to respond. t~ unanticipated environmental problems, denial of 
utility recovery of expenses immediately incurred in response to 

those unanticipated. occurrences is, from a policy perspective, 
contrary to the Commission's expressed support for rapid and 
efficient utility action in this area. PG&E believes that DRA's 

arguments, in applying principles of retroactive ratemaking t~ . 
restrict commission authority in this area, attempt to. use this 
principle to erect a penalty barrier on utility recovery of 
prudently-incurred expenses. 
DiscussiOD 

PG&E contends that the commission is not prohibited from 
. ' 

retroactive ratemakinq in certain instances where the Commission, 
without waiting for the utility'S next GoRe proceeding determines 
that "there has occurred a siqnificant and not reasonably 
foreseeable change in an item of expense or revenue that, unless 
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taken account of, would seriously affect the utility or its 
ratepayersN• In support of its position PG&E cites a California 
SUpreme Court opinion. 

We disagree with PG&E that the expenses for the projects 
under consideration here fall under the category of Nnot reasonably 
foreseeableN • In fact, the Commission clearly anticipated such 
expenses in PG&E's 1987 GRC and set up a mechanism for dealing with 
them. Therefore, we,cannot apply the analogy cited by PG&E to allow 
retroaeti ve recovery of expenses incurred prior to Commission 
authorization. 

We believe that the'issue here is stmilar to the one 
cited by ORA, where the commission did ,not allow the utility 
recovery of the expenses incurred before the date of decision 
authorizinq the de))it account. Using- this analoc;y the booking of 
expenses incurred before commission authorization would constitute 
retroactive ratemaking. 

In considering PG&E's request to· book in~o the memorandum 
account expenses'incurred before Commission approval of the 
project, it is important to evaluate PG&E"'s compliance with the 
special procedure. The PG&E decision clearly described how the 
special procedure using- the memorandum; account was to function: 

'PG&E should file a formal application for 
approval of funding.tor a project or package of 
proj'eets. FUnding for the approved projects 
should be entered into memorandum account, to 
be recovered following review in ECAC 
proceedings.N . 

It is elear from the above that the procedure adopted in 
the PG&E decision allowed funding for only the approved proj ects to 
be booked into memorandum account and required PG&E to seek 
commission approval for any additional projeet before incurring the 
expenses. since PG&Echose to proceed with the project at issue 
without waiting for co:tmnission approval,: it did so at its own'risk. 
While we d~ not fmply that PG&E's expenses were incurred on 
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unnecessary projects, we believe that they were incurred outside 
the framework of the adopted ratemaking procedure. Therefore, 
their inclusion in the memorandum account is not justified. 

Turning to the subject of establishing a date for 
determining what was retroactive ratemaking and what was not, we 
note that ORA has used the date January 1, 1988. ORA selected that 
date because in response to its data request, it had received 
intormation regarding expenses related to various projects through 
January 1, 1988. However, if the concept of retroactive ratemaking 
is to be applied correctly only those expenses incurred after the 
commission approved the projects should be recorded in the 
memorandum account. The Commission granted the first such approval 
on March 9, 1988 in the interim decision in this proceeding CO.88-

03-017). All the projects being considered here were granted 
interim memorandUlll account treatment in 0.88-03-017. Therefore, we 
wil'l use March 9, J.988- the effective date ot 
D.88-03-017 as the date for determininq what was retroactive 
ratemaking and what was not. We will not allow any expenses 
incurred prior to March 9-, 1988 to be booked into the ltlemorandum 
account. 

Based on ORA's recommended cut-off date the a:mount of 

disal.lowance is $4.4 m.illion. This amount will have to- be adjusted 
to- reflect the March 9, 1988 cut-off date established by interi:m. 
decision (D.88-03-017). 

While this section deals with the retroactive ratemaking 
issue for category 1 projects, we believe that it is important to 
note that PG&E has not provided any information regarding Project 2 
work pertomed at the Oakland plant. ORA. recommends that no, 
expenses for Project Z work perfomed at the Oakland plant be 
booked into, the memorandum account.. We agree.. . 
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category 2 PJ:9jexts 
F9llowing is a discussion of each pr9ject in Category Z: 

Project 12: Best Kanaqement Practice 
Plan at Moss Landing Plant 

Description. As mentioned earlier the purpose of the 
BMP Plan is to identify potential sources of release 9f toxic and 
hazardous pollutants, predict the direction, flow, and quantity 9f 
release, and to establish methods for the control 9f toxic and 
hazard9US discharges. According to. PG&E's original testimony, the 
pr9j ect seems to consist of containment changes, such as erection 
of berms to-prevent hazard.ous waste spillage. However, through its 
data request and discussions with plant personnel, DRA has learned 
that Project 12 inv9l ves the use of outside contraeto.rs to. design 
the o.peratio.n procedures to be used to.- prevent chemical spills and 
to. .respond to. those spills. PG&E has provided sparse documentatio.n, 
and inconsistent ~o.r.mation on how this project is related. to. the 
BMP plan • 

Need. ~e:aMP Plan is require~ under the sa:me RWCQB
Order 85-08 as Project 11 and and is subject to modifications if 
there are co.nditio.ns which create a potential fo.r a significant 
level of hazard.ous discharges. 

status. The current Moss Landing BMl? Plan as of May 1987' 
includ.es a Spill Prevention and Countermeasure (SPCC) Plan, 
Hazardous Waste contingency Plan, oil Spill contingency Plan, and 
Plant operating Procedures. PG&E is requesting $100,000 fo.r the 
development 9f operating procedures to. revise the May 1987 BMP 
Plan. The project is expected to begin in March 9f 1988 and end in 
November •. No. money has been spent to' date. 

DBA Analysis. Accord.ing to' ORA, d.uring the 1987 GRC, DRA 
has analyzed PG&E's proposal that outside consultants be hired. to 
review, revise, and write SPCC plans and develop' various hazardous 
waste management plan requirements. ORA contends that although it 
opposed full funding' of outside consultants" the Commission 
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authorized lOO% funding for outside consultants for at least the 
1987 GRC cycle. Therefore, ORA recommends no money for the 
development of procedures for the BMP plan since tunding for the 
consultants was already granted in base rates in the 1987 GRC. 

ORA considers that it is even 'more important to note that 
PG&E clearly tailed to furnish adequate documentation tor the 

project. According' to ORA, PG&E's total documentation in support 
of this project consists of the following response to, a data 
request: 

If'This project will consist of development of 
operation procedures to be used to- pre,vent 
Chemical spills and emergency response actions 
needed to prevent chemicals from reaching waters 
of the State. These emergency procedures will 
take into-account various conditions such as 
earthquake, floocl and fire. The proj ect will 
start in March 1988 and be finished in November. 
A contractor will be hired to:develo~ these 
procedures. If' 

Therefore, ORA believes that funding for Project 12 
Should also be denied for lack of support. 
PGiE's Position 

PG&E disagrees with ORA'S analysis and contends that 
expenditures relating' to BMP Plans at PG&E's power plants were not 
contemplated as part of the 1987 GRC tunding for outside 
consultants. According to PG&E's witness Furtado, all BMP 
activities funded in the 1987 GRC were clearly identified •. Furtado 
contends that funding for Proj ect 12, which involves BMP Plan 
activities at the Moss Landing Plant, was not included in the 1987 

GRC. Therefore, PG&E requests that expenses :for Project 12 :be 

allowed to be booked into· the memorandum account. 
Diseg,ssion 

PG&E's main arqu:m.ent in support of this BMP Plan 
project's inclusion in the memorandum account is that it was not 
!Unclecl in the 1987 eRC. Other than a claim by its witness Furtado, 
PG&E and has provided no conclusive evidence in support of its 

- 24 -



• 
A.S7-10-019 ALJ/AVG/rsr 

claim. By making this type of showing, PG&E falls clearly short of 
meeting its burden of proof~ 

Even more important is PG&E's failure to provide 
" 

adequate documentation in support of the project. PG&E's response 
to DRA's data request lacks any justification for the project. 'I'lle 
response does not even mention a project budget let alone provide a 
detailed breakdown of the budget. Therefore, with this scant 
Showing we will not include expenses for Project 12 in the 
memorandum account. 
Project 17: Asbestos Insulation Removal, 
Repair. and/or Encapsulation 

Description. Project 17 involves removing, repairing, 
and/or encapsulating with metal sheeting the deteriorating asbestos 
insulation at, the HUnters Point, Contra Costa, Pittsburg, and 
Morrow Bay power plants. 

Need. Project 17 is needed in order to be in compliance 
with Title 22 and OSHA requirements which prohibit asbestos 
emissions in the work place. 

status. PG&E requested a total of $900,000 in expenses 
tor Project l7 for all four plants. Removal, repairs and/or 
encapsulation are performed on an on-qoing basis. PG&E has spent 
$146,000 of the requested budget. 

J)RA Analysis. DRA- recommends no money for the removal of 
asbes,,?os insulation" repairs and/or encapsulation, since these 
expenses are predictable. DRA contends that in seeking 
justification for the project at Hunters Point plant PG&E 
indicated: -approximately $200,000 was spent in 1987 to clean-up 
and repair this insulation. This $200,000 is an annual recurring 
cost.- DRA argues that since the repairs are recurring, it follows 
the costs associated with removal and repairs are also predictable 
and should have been funded in the last GRC., 
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In support of its position, DRA cites its Data Request 
CPOC-PG&E-HW2-024A and PG&E's response to it: 

*What wa's the estimated budget for asbestos 
insulation/removal in the last two GRCs and the 
adopted revenue requirement for the HUnter's 
Point, Contra costa,. Pittsburg,. and Morrow Bay 
power plants~ Please provide the overall 
budgets for asbestos insulation/removal 
submitted by PG&E in the last two GRCs.~ 

PG&:E response: 

NWe do not budget for asbestos. insulation,. it is 
embedded in the normal cost of 'maintenance. 
Revenue requirements'for ,specific plants,. as
requested are not calculated unless there is a 
speeifie rate ease regarding the plant.~ 

DRA concludes that therefore,. expenses for asbestos insulation 
removal, repair and/or, encapsulation have already been funded 
through base rates in the last GRe. 
PGiB's'Eositioft 

PG&:E disagrees' with ,DRA'~ c::lailn that funding' for asbestos 
insulation/removal was included in base rates estaDlished in 198.7 
G'Re.. In support of its position PG&E cites the testimony of its 
witness Long who was the project manager for PG&E's 198.7' GRC. 

According to Long's testimony, it is PG&E's practice to 
use recorded costs. for ongoing projects to- forecast future 
expenses. Long·testified·thatsincethe asbestos removal work 
covered by Project 17 began in 1987,. ~ ••• it·doesn't seem likely or 
doesn't seem possible. to me that 'it could have been included in' the 
1937 rates by occasion of it being spent in prior years.~ 
Discussion 

We note that in responding to ORA.'s request for 
information PG&E has elearly conveyed the' following two points: 

a. '!'he asbestos'insulation removal cost is an 
annual recurring cost • 
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b. PG&E does not normally budget for this 
activity, however, the funds for this 
activity are embedded in the normal cost of 
maintenance. 

Both these points indicate that these costs were probably 
tunded in the 1987 GRe. 

We are also faced with a situation where PG&E's testimony 
is inconsistent with its response to DRA's data request. It was 
Pe&E's responsibility to re.eoncile the two statements regarding the 
insulation tunding. PG&E has not done so and consequently not met 
its burden to· prove that. funding for Project 17 was not included in 
base rates under the 1987 GoRC. 
Project 20; PCB Removal 'in Transformers 

DescriptioD. This project consi~ts of removing 
PolychlorinAted Biphenyls (PCBs) trom electrical transformers 
containing PC~ concentrations in excess ofSOO parts per million 
(ppm) by replacinq' or retrOfitting the transformers at the West 
Geysers, Contra.' Costa,. and HUnters Point power plants. 

Need. State and· federal laws as well as PG&E's own 
policy require it to· minimize the use of PCB-. 

status.. PG&E has, already s)?ent $17,000 ot theoriqinal 
budget request of $470,000 for the removal of PCB-contaminated . . 
transformers at all three power plants. Since the oriqinal 
applicat!on, DRA. has found, based on site inspe,ction and 
discussions with. Pe&E staff, there are no PCB· transtormers at the 
Contra Costa and HUnters Point plants. 

DBA Analysis, . DRA recommends no· tunelinq for PCB' removal 
at any of the plants. 'According tO'DRA, the primary reason for 
rej action of memorandum trea'bnent for this expense is because it is .'. 
part of normal maintenance. In support of its position ORA. cites 
its Data Request CPOC-PG&E-HW2';"OZA anel PG&E.'s response to it: 

27-



• 

• 

• 

A.87-10-019 ALJ/AVG/rsr 

HWhat was the estimated budget for PCB removal 
in the last two GRCs and the adopted revenue 
requirement for the Geysers, Contra Costa, and 
Hunter's Point power plants? Please provide 
the overall budgets for PCB removal submitted 
~y PG&E in the last two GRCs." 

PG&E response: 

WIn the 1984 GRC the company filed Applieation 
No. 82-12-48., Exhibit No. (PG&E-204). This 
was in regard to the Underground PC~ 
Transformer Replacement ProC]raltl in the cities 
of san Francisco and Oaklanct ••• 'A:n.y other PCB 
removal in transformers was part of· normal 
ma-intenance ••• " 

DRA argues that since it has ~een PG&E's policy tor a 
number of years to m.inimize the use of PCBs by replacing or 
retro:fi ttinq PCB contamirulted transformers, PG&E must have been. 
aware o~ the cost assoc:iated with reduc::inq the PCB. concentration 

level. DRA maintains that because of PG&E's long-standing policy 
Pen removal is part of normal maintenance cost" it has been funded 
throu9hthe 1987 GRC in base·rates. 
PGiE's PQf(itism 

PG&E disasrees with. 'ORA's recommendation. PG&E contends 
that Pea transformer activities covered by Project 20 di:ffer 
significantly from routine operations 'and 'maintenance work 
performed on distribution transformers fundinq for which is 
included in bas~ rates •. Accordinqto· PG&E, normal transformer work; 
which is. performed as a result of identifiable transform.er 
deterioration entails the following step~: 

<> A maintenance examination is performed on 
thetransform.ers. 

<> Based upon this examination, oil is' drained 
and tested. 

o If the oil contains PCBs it is discarded and 
the transformer is retilledwith clean oil • 
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PG&E contends the work activities under Project 20 are 
performed on transformers that are functioning normally but are 
known to contain PCBs. According to· PG&E, the oil in these 
transformers is replaced to- m.inimize the risk of oil spills. PG&E 
claims that this type of replacement is performed on large power 
plant transformers and has to- be undertaken in the field rather 
than in a maintenance shop. Therefore, PG&E contends that it is 
not part of the routine PCB removal work performed on small 
distribution ,transformers and is not included in base rates under 
1987 GRC~ 
Discussion 

In its Data Request CPOC-PG&E-HWZ-02A~ ORA had requested 
PG&E to furniSh estimated budgets for PCB removal for the Geyser, 
Contra Costa and HUnters, 'Point power plants. PG&E"s response 
stated that w ••• other than onderground pca Transformer Replacement 
Prog'ralll in the cities o-t San Francisco- and Oakland ..... any other PCB. 

removal in transformers was part of normal maintenance ... " 
We note that PG&E has had ,a PCB. removal proqram in ,place 

for a n1JlJlber of years and in faet was funded for this aeti vi ty in 

its 1984 GRC. It is diffieult to ~qine that in its effort t~ 
minimize pes contamination, PG&E would. not include funds for 
replacement of o-il from large transformers known to contain ~. . . 

Also" we note that PG&E now claims .that the PCB-removal 
for transformers at power plants' is not part of the routine 
maintenance but something special requiring additional funding. 

We d~ not find PG&E·" s claim to~be convincing- and 
therefore ~ will not allow the expenses for Proj eet 20· t~ be booked: 
in the memorandum account.' 
Batepaking Mechanism. 

DUring the hearings in SoCal's Application CA.) 87-06-019 
for recovery of hazardous waste cleanup cost, the ALJ asked parties 
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to consiQer the benefits of a ratemaking mechanism which would 
alloW the recovery of hazardous waste cleanup costs through base 

rates. 
The ALJ also requesteQ parties in this proceedinq to 

~ explore a similar ratemakinq mechanism. Accordingly, PG&E filed 
Exhibit 1 settinq forth its proposed ratemakinq mechanism for 
hazardous waste cleanup costs. 

In makinq its proposal PG&E considered the following cost 

cateqories of 
1. 

its hazardous waste management program: 
Investigation and Mitigation Activities 
Associated with current and Hi§~oI1c 
Hazardous Waste Site Cleanups 

Cleanups of environmental contamination 
caused by past utility activities, which 
have been identified ~y either utility 
investigation or qovern:mental agency 
notification. 

2. Investigation and Mitigation Activities 
At Manufactured Gas Pl~Dt Sites 

Investigation and remediation activities at 
sites where gas was ~anufactured~ 

3. Major unanticipated &nviI2nme~al Incidents 

Major environmental incidents requiring 
~ediate utility attention and generating 
compliance/eleanup costs in excess of 
$500,.000. 

4. HazardouS Waste Management Costs 

Costs associated with (a) environmental 
management and staff for coordination of 
Company compliance with governmental agency 
regulations and. (b) employee training in 
hazardous waste area. 

s. Hazard2us Waste pisposal Activities 

costs associated with movement of hazardous 
waste .from sites to treatment, storage, and' 
dis:posal facilities • 
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-. -

6. Underground Tank Progr~ 

7. 

Tank testing and replacement program 
required. by Title 23 of California 
Ad.ministrative Code_ Efforts include 
underqround tank precision leak testing, 
and repair and replacement as needed • 

Miscellaneous Environmental 
CQ.mpliance Work 

Work required to comply with various 
environmental requlations or to correct 
noncompliance situations. 

PG&E believes that costs associated with investigative 
activities under Categories 1 and 2 are fairly predictable i~ 
nature and. should. be recovered through ba.=;c rates. PG&E points out 
that, therefore, investigative costs associated with the eleanup of 
manufactured gas plant sites were included in )jase rates. unaer the 
PG&E aecision. 

However, PG&E contenas that unlike investigative costs, 
remediation costs associatea with activities unaer categories 1, 2, 
ana 3 are unpredict~le as: to· the timing, scope,. and cost and 
therefore shoula remain s~jectto the special memoranaum account 
treatment. 

According to PG&E,. costs associated with activities. under 
Categories 4, 5., and 6· were funded in base rates in the PG&E 1987 
GRC d.ecision and continue to· remain appropriate for recovery 
through base rates. 

PG&E contenas that, in the miscellaneous environmental 
compliance area unaer Category 7, base rate treatment is. the more 
appropriate mechanism for the recovery of.these expend.itures. 
According to PG&E , its experience in the area auring the period 
subsequent to its test year 19S7 GEC' decision indicates that 
activities in this area may have stab·ilized. to· the extent that base 
rate treatment is now warranted. Accordingly, PG&E plans to· 
propose that the commission also consiaer, duringPG&E 1990 GRC, 
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inclusion in base rates of PG&E expenditures in the Category 7 

miscellaneous environmental compliance area. PG&E requests that 
during 1988 and 1989, however, these costs remain subject to 
memorandum account treatment. 

Beyond making recommendations on the types of projects 
which should be given special ratemaking treatment, PG&E also makes 
recommendations on the nature of prior review appropriate for this 
ratemaking format. Specifically, PG&E contends that the Commission 
must clarify whether it intended that a detailed advance review of 
the cost-effectiveness of PG&E's mitigation and compliance projects 
must occur prior to allowance of memorandum account treatment for 
these expendit~es. According to- PG&E, its experience in this 
application suggests strongly that the approach currently being 
applied constitute$ a costly, excessive, time-consuming, and 
unworkable *dual revie~ procedure for the recordation and 
subsequent recovery of environmental compliance costs. 

PG&E's claims that its environmental compliance costs 
consist of a variety of capital and expense activities .for which. 
coordination into *packaqes* of projects prior to utility 
expenditures is rarely possible. PG&E asserts that it is, 
therefore, forced to choose between constantly filing applications 
to cover each project as it reaches an aetion point in order to 
insure cost recovery, or trying to package projeCts tor less 
frequent filings with the inevitable result that· it will.incur. 
significant costs before receiving memorandum account treatment. 
PG&E does not believe it should be required to choose between 
burdening th~ commission's administrative process with multiple 
filings or tor fortietinq cost recovery by packaging projects. 

In order to alleviate the above problem, PGStE reconunends 
that the COllll'llission ad.opt a system which would allow it t~ 
ilIrmediately record a predefined category of costs in a special 
account without prior review. According to PG&E, this approach. 
would rely on the reasonableness review proceeding to provide the 
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necessary regulatory oversight, as is done in ECAC proceedings. 
PG&E suggests that the current requirement of filing an application 
to receive authorization to book costs in a memorandum account be 
abolished. PG&E argues that such an approach would recognize the 
fact that projects which are undertaken in the environmental area 
are driven primarily by mandates from federal and state agencies 
with regulatory authority in the environmental area, and that the 
standards applied in these compliance activities are determined by 

the utility, in conjunction with these agencies. PG&E submits that 
the Commission's possible concern over the scope and extent of 
these projects need not be addressed in advance of actual 
reasonableness review proceedings. 

PG&E turther contends that the Commission's 
reasonableness review of these costs will serve as the paramount, 
and ultimately, the only practical deterrent to inefficient ane'!. 

excessive environmental program costs. For these reasons, PG&E 

~lieves that the prior review procedure for special account 
treatment of hazardous waste management progra:m costs should be 

abolished. 
If the commission believes that a prior review procedure 

for memorandum. account treatment is necessary, PG&E recommends that 
the review process be limited to considerations of whether the 
projects are proper for inclusion within the special procedure and: 

whether the utility has provided SUfficient information outlining 
the scope, need for, and estimated cost of specific project. 

In order to achieve, the above obj ecti ve PG&E proposes the 
following procedure for seeking commission approval to book its 
hazardous waste management costs into- a memorandum. account: 

1. Application Phase 
Upon identification of an environmental proj ect or group 

" of projects appropriate for special account treatment under the 
terms of the PG&E decision', PG&E will file an application ~",ith the 
Commission requesting creation of a special account to record 
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expenditures associated with the projects. PG&E proposes that as 
of the date of the application, all projects included within the 
application should receive automatic in~erim special account 
treatment provided materials contained in the application meet the 
following requirements: 

(1) Where PG&E has received an order from a 
~ederal or state agency requiring utility 
action, the application would include, in 
addition to a general description of each 
project: 

(2) 

(a) A copy of the agency order; 

(b) A preliminary work plan and scbeclulei 

(c) A :budget. 

Where PG&E is engaged in ongoing 
negotiations wi~ governmental agencies, 
:but no agency order mandating utility 
compliance has yet been issued,. the 
application would include: 

(a) A description of each projecti 

(b) A site history; 

(c) A statement of potential regulatory 
liability; 

Cd) A preliminary work plan and schedule; 

(e) A preliminary budqet. 

2. Anal~is Phase 
Within a predetermined period' (two weeks) from. the date 

of a PG&E application requestinq special account treatment for a 
project or projects, ORA would be required to file a notice of 
protest or nonopposition to Commission approval of the application 
on an ex parte basis. 

Any DRA protest to- special account treatment should be 

based upon the inappropriatenes~ of special account treatment for 
specific projects based on the failure to meet the guidelines 
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outlined in Section 1. In the event ORA determines that it will 
not oppose special account treatment, and absent any other protest, 
the application would then proceed to an expeditious ex parte 
decision approving continuation of the special aecount established 
on an interim basis. 

If ORA opposes special account treatment for submitted 
projects, in Whole or in part, PG&:E would be granted a 14-day 
period from the date of the filed protest to respond to the issues 
raised in a ORA protest.. ORA would then be granted an additional 
period of seven days from the date of reeeipt of PG&:E's response, 
to submit a reply to PG&:E's response and its final recommendations 
regarding ex parte treatment. the Commission would then decide 
whether to proceed to decision or to schedule formal hearings 
immediately thereafter. The purpose of those hearings would be 
solely to. determine whether the proposed projects satisfy the 
Commission guidelines for special memorandum aecount treatment. 
Detailed review of the'need for and costs associated with the 
projects,proposed for memorandum account treatment would be 

deferred. 
PG&:E maintains that its proposed schedule is designed to 

provide the Commission, as required by the PG&:E decision, with a 
level of infor.mation necessary to' judge hazardous waste management 
activities at each stage of the cost. recovery process. According 
to PG&E, adoption of this. process. will also- allow it to comply with 

necessary government agency orders or reconcile other 
considerations compelling it to take immediate action. 
DBA's Position 

ORA shares ~&E's opinion that expenses for certain 
projects covered by this application, i.e., miscellaneous 
environmental compliance projects (Account CO-SZ) should be 
recovered through base rates in PG&E's, next GRC~ As mentioned 
earlier the PG&E decision authorized base rate recovery for certain 
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hazardous waste management expenses. ORA believes that base rate 
recovery for those items· should continue. 

ORA supports the continuation of the ~urrent application 
procedure for categories of projects which are too- uncertain to ~ 
forecast and included in base rates. ORA believes that 
pre screening of the projects is necessary to achieve certain policy 
goals. ORA argues that PG&E's proposal to· eliminate prescreening 
deprives the Commission the opportunity to meet its dual 
responsibility of setting just and reasonable rates and of 
protecting the health and safety of the public. 

ORA. believes that the necessity of prescreening was'mad.e 
quite apparent in this proceeding when PGStE,. as a result of ORA's 
investigation, decided to drop requests for fUXlding for, 10 of the' 
original'22 projects. 

According to· ORA, the absence of pre screening will 
require the commission to meet' its respo~ibility of setting just 
and reasonable rates only through retrospective reasonableness .. 
review. ORA.' believ~s that this method WOUld, be inadequate because 
it generally ocCurs long after the expenses have been' incurred and 
the work done. ORA. contends that the prescreeninq process provides 
an opportunity for discovery when memories are fresh and thus it 
may even shorten the reasonableness review process. 'I'herefore, ORA: 

recommenclsthAt the the requirement of. filing application under the 
special procedure should continue. 
Discussion 

In the PG&Edecision we established a special procedure 
for handlinq PG&E's hazardous waste cleanup program costs. '!'he 
specia~ procedure adopted required PG&E to·file a formal 
application for'approval of funding for each project or a ~ckaqe 
of projects. Funding for approved projects Was to be booked into a 
memorandUlll account,. to be recovered ,following review inECAc 
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proceedinq. As mentioned earlier, this special procedure was also 
made applicable to Socal's hazardous waste cleanup program. 

We adopted the memorandum account approach to balance two 
legitimate concerns. On the one hand, we sought to facilitate 
rapid utility action for its hazardous waste management program. 
On the other hand we intended to ensure that a utility's activities 
in this area are properly monitored and the ratepayers are not 
burdened with unnecessary expenses. We believed that our adopted 
special procedure would address both these concerns. 

It has been our experience in this proceeding that while 
the special procedure has provided us the opportunity to monitor 
the utility's hazardous waste management projects, it has not 
provided the intended swift approval of utility's planned projects. 
Therefore, we conclude that the special procedure adopted in the 
1987 GRCdecision needs to' be modified in order to expedite the 
process of authoriz;ng the booking of hazardous waste program 
expenses into a memorandum. account. We reached a similar 
conclusion in Socal's hazardous waste program application, ' 
(A. 87-06-021) and in D.88-07-059, adopted the following modified 
procedure to correct the above problem: 

"'2. Before incurring MY expenditures, Socal shall file an 
advice letter tor approval ,of funding tor a hazarcious waste cleanup 
project or group of projects. The ' advice letter'shall contain the 
followinq information: 

"A. For projects that socal has been ordered to 
unciertake by a gove%1'llllent agency, the advice 
letter shall inclucie: 

"0 A copy of the order(s) or directiveCs) to 
undertake' site work. 

"0 A detailed work,plan and schedule. 

Iro A detailed budget~ 

Ira. For site investigation or cleanup projeets 
that Socal has. nQt. been· ordered to· undertake, 
the advice letter shall include: 
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--

"0 A comprehensive s.ite history and site 
description (to include chain-of-ownership, 
current and past land use, dates of 
Manufactured Gas or ~owne Gas operation, 
hydrogeology and other physical 
charaeteristics of site). 

"0 A statement explaining why SoCal believes 
it has potential liability tor site 
remediation. 

"0 A preliminary risk analysis (demonstration 
of environmental and/or health hazard at 
the site). 

"0 A detailed work plan and schedule. 

"0 A detailed budget. 

"0 Records of all communications. with third 
parties regarding site contamination. 

"3. ORA shall review the advice letter and tile comments on 
it with the Director of CACD within :30 days of the filing of the 
advice letter. ORA shall provide a copy of its comments t~ Socal 
and to anyone who- requested service of socal's advice letter. 1.:t1y 
responses to· DRA.'s comments shall be filed within 10 days of the 
filing of ORA's comments. The responses to ORA's comments shall ~ 
filed. with the Director of CACO and shall be confined to- add.ressins 
faetual or legal issues raised. :by DRA's com:o.ents, and shall not 
address neW issues." 

It should be noted that this new procedure extended the 
20-day protest period for advice letters to 30- days for Socal's 
hazardous waste program advise letters, to allow DRA sufficient 
time t~ review the advice letters. We conclude that a similar 
extension should also be applied to PG&E's advice letters for 
hazardous waste management. proqr~. 

We believe the procedure adopted !o~ Socal addresses the 
concerns raised by both PG&E and DRA. It a~dresses PG&E's concern 
for an expedited approval of memorandum account treatment for its 
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hazareous waste ~anaqement project costs. At the same time~ as 
recommended by ORA, it allows the Commission the opportunity to 
screen the utility's projects in order to ascertain the magnitude 
of costs, the need for cleanup and the benefits to the utility, its 
ratepayers and. the general pul:llic. 'I':b.erefore, we will adopt it for 
PG&E. It is important to note that this procedure makes it 
necessary for the utility to provide, with its advice letter, all 
the necessary information regarding the project. SWitt approval of 
the advice letter will not be possible in the absence of such. 
information. 

TUrning to the question of the proced.ure tor reflecting 
these expenses in rates, the expenses booked in the'melD.orand'Ul:l 
account will only be reeov~red after a reasonableness review in. a 
separate proceeding. In the PG&E decision we proposed t~ review 
the reasonableness of hazardous waste proqr~ costs in ECAC 
proceedings. However,:based on experience in t:c.is proceedinq, we 
now realize that review of hazardous- waste cleanup programs and the 
related expenses is a comple~ and t.ilD.e consuming process. A review 
of the reasonableness of hazardous waste cleanup etto~s in an ECAC 
proceeding would unnecessarily complicate and delay the proceeding. . 
Therefore, we conclude that PG&E should file a separate application 
requesting rate recovery of its hazardous waste cleanup- pro~ 
expenses. Such applications shall not be filed more than once a 
year. In 0.Sa-07-059 we required.: Socal to· tile its application tor 
reasonableness review no later than 60 days after filing its annuaJ. 
report on hazardous waste proqraIll activities.. Since we are, 
applying SoCal's ratemaking treatment to' PG&E, we will require PG&E 
to file its application for reasonableness review no later ~an 60 

days after the tiling of its annual report. 

With regard to the question of recovery of hazardous 
waste manageIC.ent progrmn. expenses in ~ase rates, we note that both 
PG&E and ORA. agree that expenses for miscellaneous environme-"ltal 
compliance projects should be recovered through :base rates in the 
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next GRe. PG&E and ORA also agree that until PG&E's ne~ GRC these 
expenses should continue to ~e recovered through the special 
procedure. We agree that with the experience gainea :by PGScE in the 
field of environmental compliance it should be fairly easy to -ptbdict the costs for environmental compliance projects. 
~herefore, PG&E should request :base rate recovery for such proje~vS 
in its next GRC. Until then, the special procedure established in 
PG&E 1987 GRC will remain effective for environmental compliance 
projects. ~he PG&E decision also authorized :base rate recovery for 
certain other hazardous waste management progra:m i telllS. PG&:E and 

DRA agree that base rate recovery for those items should continue. 
We agree and will expect PG&E to request recovery of those items 
through :base rates in its next GRC. 

Miscellaneous Xs§Ye§ 
Treatment 0: capital Projects in HexqoXjmd\'ap Accou;nt 
Xhis application deals with memorandum account treatment 

for expense items. (such as the PCB: removal project) and capital 
projects or plant additions (such as the fish loss reduction 
project). The overall revenue requirements associated with these 
two types 0:1: expenses is d.ifferent. Since the memorand'lm account 
is intended to- operate as a holding account :l:or expenses which will. 
be eventually recovered (if reasonable) in rates, it is important 
to consider how entries rela.ted to· these two types 0:1: expenses are 
to be made in the mexa.orandu:m account. 

The revenue requirement associated with the expense items 
is on a dollar for dollar basis. Therefore,. PG&E should book only 
the actual expenditure· in the 1D.emorand'lJlll. account to· a.llow full cost 
recover.( tor the project. ~h1s type of recovery is in contO:r:l:1allce 
with the traditional ratemakinq procedures. 

The revenue re~irement associated with capital projects 
is recovered over the useful lite of the proj ect. Once the proj ect. 
becomes operational,. the capital investment plus the accrued· 
allowance ot funds used durinq construction (AFO'DC) becomes part ot 
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the utility's rate base. The utility is then allowed to earn a 
return on that investlnent. In addition to the return on invescent. 
the utility'S revenue requirement associated with the project also 
includes depreciation expense and an allow~~ces tor taxes. 
T~refore, the memorandum account treatment for capital projects 
allows a utility to book into the memorandum account the total 
revenue requirement associated with the project trom the date the 
project becomes used and usetul. Consequently the utility starts 
receivinq interest on the total revenue requirement for the project 
from the date it becomes used and usetul. 

DRA. contends that under tracUtional ratemaking, there is 
a delay between the used and useful date of a cap,ital project and 
the beginning of rate reeovery. According' to, DRA, a typical 
capital project whiCh becomes used and usetul during the middle of 
a GRC cycle is not allowed rate recovery until the tollowing GRC, 
however, the AFO'DC on capital proj ect ceases to accrue on the day 
the proj ect becomes used and usetul. DRA maintains that the 
utility does not receive" any type of return (AFO'DC, interest or 
rate of return) on its investment from the date it beeomes used and 
useful and the effective date of rates in the following- GRC. 

DRA. believes that under the memorandum aceount procedure 
the utility is allowed additional rate recovery over the 
traditional ratemaking method throug'h the interest co~ponent of the 
memorandum account. DRA is opposed to such additional rate 
recovery and therefore, recommends that PGScE be allowed to :book 
only the construction cost ot a capital project plus AF'tJ'DC into- the 
memorandUIll account, i.e. XlO' acerualof inte:est on capital 
proj ects. DRA. also recommends that the co:r:mission reconsider its 

decision to allow memorandum account treatment tor PG«E's capital 
proj ects and move these proj ects back to into- GRC <:me. attrition 
proceedings as soon as possible. 

PG&E disagrees with ORA and contends that DRA's proposed 
method of handling capital projects deviates with traditional 
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ratemakinq treatment for special projects~ Therefore, PG&E 
believes that DRA's proposal is unnecessary and unwarrantce~ 
Qj.~CUSSi92) 

DRA raises an important ratemaking issue by reco~e~aing 
~t for capital projects the memorandum account only includes the 
construction cost of the project plus the AFODC, i~e., no inte=est 
accrual for revenue requirements associated with capital projec-~. 
DRA's contention is that when an it~ of plant becomes used ana 
useful, and the AFODC ceases, the utility does not earn a return on 
that item of plant until it is recognized in rate ~ase in the next 
GRC. Therefore, ORA believes that in this inter~ period 
ratepayers are enjoying the benefit of the plant item at no cost, 
and according to ORA, ratepayers will be losing this bene~it it 
interest is allowed on capital projects included in the me=orandu:m 
account. 

We believe that ORA's ar.qument is tlawed because under 
the traditional ratemaking concept the utility does not cease to
earn a return on a project from. ~e moment it becomes used and 
usetul and AFODC stops. The traditional ratemaking procedure 
recognizes that a streaXtl of projects will be coming on line during 
the test year and accordingly allows the use ot weighted average 
rate base to· compute a utility's investment. The weighted average 
rate base includes projects that will come on line during the test 
year. This is achieved by conside:ing plant balances ~y month for 
the. test ye.ar perioc!'_ Therefore,. the weiqhtecl average rate ~ase 
concept theoretically does not leave a time gap ~etween the 
cessation of AYO'OC and the plant receiving a rate ot retuo.. Also, 
it should be noted that the rate of return is generally hiqher than 
the interest rates allowed fo~ ~alancing accounts.. Therefore, with 
a lllelllOrandUlll. account procedure the ratepayers,. in tact, provide a 
lower rate of return on capital proj·eets than they would ~e 
required to. provide under traditicnal ratemaking • 
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Base~ on the above discussion we conclude that the basis 
of ORA's recommendation is flawed and therefore, we will not a~opt 
it. 

~pital V~rsUS Expense Qetermination -- ~his application deals with memorandum account treatment 
for t~o separate classifications of expenditure: (1) expense ite~ 
(such as the PCB removal project), and (2) capital items or plant 
additions (such as the fish loss reduction project). Since the 
revenue requirement associated with these two types of expenditu:e 
is different, it is important to· make a determination whether a 
project coul~ be classified as a capital project or expense 
project. PG&E and ORA agre~ on how most projects should be 
classified. However, there is a disagreement between PG&E a.~d ORA 
reg-arding- the classification ot certain proj,ects. OM believes 
that the determination be made in this proceeding-. PG&E believes 
that such determination properly belongs in the reasonableness 
review proceeding • 
Discussion 

In establishing the speCial procedure in the 1987 (iRC 
decision, we were trying to ensure that a utility'S hazardous waste 
lD.aIlage:nent program expenses are subj ect to co:m:mission scrutiny for 
their appropriateness. ~he t·,.,o important criteria for judging the 
appropriateness of any project are: 

o The nee~ for the project to ascertain that 
the ratepayers are not paying for 
unnecessary projects. 

o The overall cost esttmate which will allow 
the Commission to put a cap· on the total 
money to be spent on the project. 

We conclude that the above two criteria c~~ be adequately 
met without 'making a deter.:r.ination whether a project is a capital 
projee-; or an expense projee:. Therefore, although i-e is importa:lt 
to determine .. the classification of the project, it cioes not have to 
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te eone a~ the ti~e of approving the project for me~orandu: acco~~~ 
~reat~ent. 

Since the special procedure was inteneed to provide a 
s~i!~ approval of projects for memorand~ acco~nt trea~ent, it i~ 
i~o~ant to keep the iss~es to a ~ini~um at the project ap~rQval 
s~a;e. Oeter:nination of the classification of the project in t1:.e 
reasonableness proceeding will achieve this goal. We will 
therefore, consider the issue of whether a project is a capi~l 
project or an expense project in the reasonableness review 
proceeding. 
Comemcs ~n the Proposed 'Of:g,sion 

PG&E and ORA have filed co~~ents on the ALJ's proposee 
decision. ORA has also filed a response to PG&Z'S cc~ents. Based 
on our review, we believe that the following modi!ication to the 
decision, other than correction of e:=:ors and oltissions shou.ld l:le 
~de: 

Retroac;ti.ve Ra'!remaking 
ORA requests clarification of the rationale for the 

denial to book into the memorandum account either expense it~ or 
capital costs incurred prior to· project approval. According to 
OR..~, while the rule against retroactive rate:naking prohibits the 
booking into the memorand~ account of non capital expenses 
incurred l:lefore project approv~l, policy considerations, and not 
t.~e prohibition a;ainst retroactive ratemaking, dictate si~ilar 
result for capital related cost. 

I 
t 
• , 

·1 
! 

i 
t 

I 
[ 

capital costs incurred l:letween general rate cases it such costs ~e i 
dete~ined to be reasonal:lly incurred. However, our denial of I 

We agree w1th DRk's conten~ion that r in general, ~e 
prohibition against -retroactive ratemaking does not apply to 

retroactive recovery of capital costs for PG&E's haza:c.ous was'te 
manage~ent projects is Qased on the me~orand~ account procedu:e 
adop-:ed in the PG&E decision. The PG&E o.ecision requires the 
utility to obtain project approval prior to expending tuno.s it it 
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wishes to recover the cos~s through the memor~ne~ ~ceo~nt 
trea"::lent. 

In set":ing up the memoraneum ~ccount proce~ure the 
co~ission expressly require~ t.~e utility to: 

" .•• file a for:nal application for approval of· 
funeinq for a project or packet of projects. 
Funding for approved projects shoul~ ~e entered 
into a meI:lorandum account." (0.86-12-095, 
p. 65c.) 
As mentioned. e~rlier, PG~E chose to expenc1 fu.'"lds for 

capital projects outside of this procedure and accordingly, ~~ot 
recover ~e costs. 

It should ~e clear from the above explanation that while 
the rule against retroactive ratemaking rulemaking prohiOit$ the 
~ooking into the me:lorand~ account of non-capi -:~l exper.s~s 
incurrec1 ~efore project approval, ~t is our policy adopted L'"l the 
PG&E decision that dictates similar results for capital cos~s for 
hazar~ous waste ~anagement projects. 
Bqs1en 0: PX:09t 

~he A!J's proposed decision disallows memorand~ account 
treatlnent for three proj ects (12, 17, and 2'0) on the basis that 
PG&E has not met its ~urden of proof in establish.ing that the cost.s 
included were not previously included. in ~ase r~tes, or that 
documentation provided for the proj·ects was adeqUate. PG&Z 

, 
disagrees with the disallowance~ PG&E contends that, to the ex-:ent 
necessary at this stage of the review process, it has provided 
adequate documentation ~nd/or met the burden of proof which should 
~e appropriate to ac,crue expenses for memorandun account pu...-poses. 
According to PG&E, the burden of proof and the level of 
dOC'l.Ullentation necessary to support the recovery e! exper.ses 
rates would be m.uch highe:- than imposed at this preli::linary 
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proposed project and seeking in effect a summary denial of cost 

recovery. 
Based on our review of PG&E's argument regarding burden 

of proof ~estion, we conclude that PG&E misplaces the burden of 
proof for the situation under consideration. ORA has challenged 
PG&E's request to include the cost of the projects in the 
memoraneum account on the basis that the costs were included in 
base rates and/or PG&E has not provided adequate documentation to 
justify the projects. We believe that in this instance ORA has the 
burden of producing evidence to raise reasonable do~t regarding 
the double recovery of costs and lack of doomentation. ':this 
burden of producinq evidence is distinct from the ultimate burden 
of proof of reasonableness that the utility must bear. ORA has 
provided evidence to cause a reasonable doubt reqarding both 
issues. PG&E on the other hand has not provided evidence to 
overcome this doul:lt. ':therefore, we believe that the disallowances 

are justified-
• d" 4' l),XLtnq5 9" Fact 

~. PG&E seeks to book $14.4 million costs of 10 (Projects 2, 

3, 5, 6, 7,. 11, 12, 14, 15, 17, 20, and 22) hazardous waste 
~anagement projects in a memorandum account. 

2. ORA recommends that PG&E be allowed to book up to $3.3 . 

million for investigative costs incurred for 9 specific projects -
Projects 2, 3, 5,. 6, 7,. 11,- 14,. 150,. and 22 •. ) 

3. In order t~ monitor the costs and review the necessity of 
hazardous waste projects PC&E. needs to- provide the commission with 
a certain minimum information and est~lish that these expenses 
were not :funded in the 19S7 GRC. 

4. PG&E bas provided the necessary info~tion tor the nine 

projects recommended by ORA. 
S. PG&:E has tailed to- establish that funding tor the 

remaining three projects (Project 12., 17, and 20) was not il'lcluded 

in base rates under 1.987 GRC_ 

- 46 -

lit. 
.1 



A.S7-10-01~ ALJ/AVG/rsr * 

• 

• 

• - 4.7 -



A.87-10-019 ALJ/AVG/rsr * 

~ 1$. ORA opposes the concept of a utility receiving more 
revenues for capital projects through me~orandum account treatment 
than it would receive under traditional ratemaking and therefore, 
recommends that capital projects ~ooked into the memorandum acco~~t 

• 

• 

-sh~uld not receive any interest. 
19. ORA's recommendation that capital projects booked into 

memorandum account not receive any interest is based on false 
argument. 

20. ORA recommends that rate recovery for capital projects 
should be through base rate. 

21. PG&E has agreed to request base rate treatment for its 
capital proj ects for Miscellaneous Environmental compliance work in 

its next GRC. 
conclusions 0:: LaW' 

1. For future hazardous waste cleanup, program expenses, PG&E 
should be allowed to book: 

Project 2 - oil Sludge Sump Closures at 5 Power 
Plant up to. $1,300·,000.. No
expenses incurred at the Oakland 
plant should be booked into. the 
memorandum account. 

Project 3 - Morro Bay waste Handling E~ipment 
Upgrade up to $9,000. 

Project 5 - Modify Oily Water Separator at 
Contra Costa up to, $821,000. 

Project 6 - Circulating Water System 
Improvements-up· to $4,30.0,000. 

Project 7 - Pollution Abatement Equipment at 
. Contra Costa up to $l,440,500. 

Project 11 - Modify Oily Water Separator at 
Moss Landing up, to. $13S,OOO. 

Project 14 - Hazardous Material Storage Bldg., 
at Pittsburg ~ to. $66,000 • 
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Project 15 - Modify Steam Cleaning- Pit at 
Pitts~urg up to $95,000 

Project 22 - Equipment opgrade at Compressor 
Stations up to $55,000. 

-- 2. PG&E snould not book into the memorandum account any 
expenses ineurred prior to March 9, 1988, the effective date of the 

interim decision in this proceeding. 
3. ~he modified ratemaking procedure for handling hazardous 

waste cleanup program costs set forth in this decision should be 

adopted. 
4 _ PC;&E should file an application for an annual reasonal::lle 

review of completed projects so that expenses that are reasonably 
.incurred may be reflected in rates. 

s. ORA~s recommendation that capital projects cooked into 
memorandum account not receive ~y interest should ~e rejected. 

6. PG&E should request case rate treatment for its capital 
project in connection· with Miscellaneous Environmental Compliance 

work. 

9R.DEJt 

IT l:S ORDERED that: 
1. Pacific Gas and Electric company (PG&E) is authorized to 

~ook in the memorandum account established cy 0.88-03-017 the 
expenses related to the following hazardous waste ~gement 

projects: 
Project 2 - oil Sludge S'UlIlp" Closures at 

5 Power Plant up to $1,300,000. 
No expenses tor work performed 
at the oakland plant shall :be. 
booked into the me'morand'Ulll. 
account. 

P:roj ect 3 - Morro Bay waste Handling 
Equipment Upgrade up to $9,000 • 
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Project 5 - Modify oily Water Separator at 
Contra Cos~a up to $821,000. 

Project 6 - circulating Water System 
Improvements up to $4,:) GO, 000 . 

project 7 - Pollution ~atement Equipment at Contra Costa 
up to $l,440,500. 

Project 11 -Modify Oily Water Separo=.tor at 
Moss Land.ing' up to, $135,.000. 

Project 14 -Hazardous Material storage Bldg. at Pittsburg 
up to $66, 000,. 

Project 15, -Modify Stea~ Cleaning pit at 
Pittsburg up to $95,000. 

Project Z2 -Equipment c~qrade at 
Compressor Stations up to $55,000. 

2. Before incurring any eX?enditures for hazardous waste 
management projects, PG&E shall file an advice letter for approval 
of funding. ~he advice letter shall contain the following 

information: 
a. For projects that PG&E has ~een ordered to 

undertaJt:e ~y a goverruc.ent agency, the 
advice letter shall include: 

0- A copy of the order(s) or directive(s) 
to undertake 5i te work. 

0, A dctailedwork plan and schedule. 

o A detailed ~udqet. 

b. For site investigation or cleanup-projects 
that,PG&E has not been ordered to
undertake, the advice letter shall include: 

o A com~rehensive site history and site 
descr~ption (to- include chain-of
ownership, current and past land use, 
dates of Manufa~ured Gas operation, 
hydrogeology and o~er physical 
characteristics o! site) • 
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o A statement explaining why PG&E believes 
it has potential liability for site 
remed.ia't.ion. 

o A preliminary risk analysis 
(demonstration of environmental and/or 
health hazard at the site). 

o A detailed work plan and schedule. 

o A detailed. bu~ge't.. 

o Record of all com:munications wi til. third 
parties regarding site contamination. 

3. ORA 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 provid.e a copy o·r its COIOl:1ents to PG&E 

and to anyone who requested service of PG&E'S advice letter. A.~y 

responses to ORA's comments shall be filed within·10 days of the 
filing of ORA's comments. ~he responses. to· ORA's comments shall be 
filed with the Director of CAeD and shall be. confined to addressing 
ractual or legal issues raised by DRA's comments,' and shall not 
address new issues. 

4. PG&E shall book its hazardous waste cleanup costs in the 
memorandum account only after receiving authorization to book such 
expenses. Such authorization shall be requested ona project-by
project basis. 

5. PG&E· shall file an application for a reasonableness 
review of expenditures on projects that have been completed, and 
which it wishes inclUded in rates. PG&E shall file this 
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application no later than 60 days after filing its annual report 
~ue on March 1 of each year. The application shall be tile~ 
annually commencin9 in 1989. 

6. This proceeQinq is closeQ. 
This order is effective toQay. 
Oate~ SEP 1"4 1988· , at San Francisco, Calitornia. 

- 52 -

·STA."'1.E'l W. m.J""....E'IT 
Pr~ide:lt 

DONAIJ)V1.IU.. 
FREDERICK a. DUDA 
c. MITCBEI I WILK 

. 'JOHN B. O~'1AN 
Co~0neJ3 



A.87-10-019 AI.J/AVG/tcq 

• APPENDIX A 
Pa9c 1 

PG&E'S HAZARDOOS WA.S'l"E MANAGEMENT' EXPENSE 
BO'DGEX 

Project Project Project 
m!!!!her Title Budget 

1 Morro Bay Compliance Work $. 175,000 

2 Oil Sludge Sump Closures at 
~ Power Plants 1,300,000 

Morro Bay Waste Handling 
Equipment Upgrade 49,000 

4 Waste Facility upgrades at 
4 Power Plants 440,000 

5 Modify Oily Water separator 
at Contra Costa 900,000 

• Circulating Water system 
Improvements 7,501,000 

7 Pollution Abatement Equipment 
at'Contra Costa 2,300,000 

Hydr0geoloq. Assessment tor 
Contra Costa 150,000 

9 Chlorination System Modifications 
at Moss Landing Power Plant 100,000 . " 10 Groundwater Investigation at 
Moss Landing 231,000 

11 Modity Oily Water Separator 
at Moss Landing 225,000 

12 Best Management Practice Plan 
at Moss Landing', 100,000 

13 Modity Boiler Chemical Cleaning 
and Boiler Washing waste Surface 
Impoundments at 3. Power Plants 3,100,000 

14 Hazard. Material Storage Building 
at Pittsburg 1~5,000 

• 
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15 

1.& 

l7 

l8 

19 

2'0 

2l 

22 

APPENDIX A 
Page 2 

Project 
Title 

Modify Steam Cleaning Pit at 
Pittsburg' 

Hydrogeologic and Groundwater 
wMonitorinq Study, Pittsburg Power 
Plant 

Asbestos Insulation/Removal at 
4 Power Plants ' 

Boiler cleaninq Portable Tank Lay 
Down Area, Hunters Point 

Boiler Chemical Cleaning Waste 
Portable Tank Lay Down Area, 
Portrero Power Plant 

pca Removal from Transformer at 
3 Power Plants 

Groundwater Protection at 
H\UDl:)oldt Bay 

Equipment Upgrade at Compressor 
Stations 

lOO,OOO 

350,000 

900,000 

200,000 

200,000 

470,000 

1.00,000 

150,000 

$19,206,000 
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• TABtEA /' 

IQiE'S B'AZ2\RDXS .s:r:I£ c::tl'AMJP ~ / 
~ OF RtXJ,'IES"lE).~, AND AJX)~ 

l. Project 2 - Oil Sl\1dge 
SUmp ClO'Slll:eS at 0. Power 
Pl.mlt 

2. Project:) - Morro Bay Waste 
~ Equi).:lDent Opgrade 

3. P.tcject S - Mcc:l.i:ty. Oily water 

A_W-10=0l.9 / 

/ 
EC&E 2\m:XIDt 

~!~ 
$ 1,300,00 $ 31,000 

4ior> 4() ,000 

$ 
(c) 

$1,300,000 

l.dcpt:ed 
(elJ 

$l,300 ,000' 

~tor at contra CQst:a 79,000 821,000 82l,000 

4. Project 6 - c:i.%oJJ.at:in; 
water System. :tmp:r:ovement: '7,501,000 3,14l,000 

•
5. . Project·? - Pollution ~ 

lDeIlt Equip- at C'o1':I:tra 

6. P.rojec:t: ll. - Moc:1.i.fy our 
Water Sepo:I:atcr at Moss 
Ian:Unq 

7.. Project 12 - Best Management 
P.rac:t:ice Plml . / . 

S. Project. 14 -~ Mater.i.al 
storage BJ.c:lg. at 7'tt:!;;b.;Jrg 

2,.300,.000 

225,000 

lOO,OOO 

1.65,000 

9. Project l5 - Mod:I..fy StQm 

Cl.~ Pit ~'tt:!;;b.;Jrg 100,000 

Project l7 -, . :tnsulation/ lO. 
Removal at 4 r Plants 900,000 

Projeet~O - ~ :O:om 
~ at 3 ~ PlMts 470,.000 

l?rOject:22" Equipment 'O'J?9l'.'ade 
at CCIIp r stations 

11 .. 

12. 
150,000 

$l4,160,000 

-8-

90,,000 

99,.000 

5,000, 

146,000 

1.7,000' 

95,000 

$4,l02,500 

4,360,000' 4,360,000 

1,440,500 1.,440,500 . 

135,000 135,000 

66,.000 66,000' 

95,.000 95,000 

55,000 55,000 

$8,272,500 $8.,272,SOO 
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to consider the benefits of a ratemaking meChan~ch would 
allow. the recovery of hazardous waste cleanup osts through base 
rates. 

The ALJ also requested parties' this proceeding to 
explore a similar ratemaking mechanism. Accordingly, PG&E filed 
Exhibit 1 setting forth its propose~atemaking mechanism for 
hazardous waste cleanup costs~ I' 

In making its proposal &E considered the following cost 
categories of its hazardous was e management program: 

I 

.I 

(1) Investigation and tigation Activities 
Associated with ~ent and Historic Hazardous 
Waste Site Clean~ 

(2) 

(3) 

Cleanups of e~y{ronmental contamination caused 
by past utili,...y activities,. which have been 
identified b either utility investigation or 
governmenta agency notification. 

Investiga Ion and M1tigatio~ Activities 

Invest~ation and remediation activities at 
sites here gas was manufactured. 

Majpr environmental incidents requiring, 
ilD}C1ediate utility attention and generating 
compliance/cleanup costs in excess of 
$500,000. 

Waste Management Costs 

Costs associated.with (a) environmental 
management and staff for coordination of 
Company compliance With governmental a9'ency 
regulations and (b) employee training l.n 
hazardous waste area.' 

Hazardous Waste pisposal Activities 

Costs associated with movement of hazardous 
waste from sites to treatment,. storage, and 
disposal facilities • 
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underground Tank Program / 
'rank testing and. replacement program required 
by 'ritle 23 of California Administrative Code. 
Efforts include underground tank prec1sion 
leak testing, and repair and replacement as 
needed. / 

(7) Miscellaneous Environmental 
Compl iance Work j' 
work required to comply with v~ious 
environmental regulations or to· correct 
noncompliance situations. ~ 

PG&E believes that costs associated with investigative 
activities under categories 1 and 2 ~e fairly predictable in 

. I 
nature and should be recovered through base rates. PG&E points out 
that, therefore~ investigative coais associated with the cleanu~ of 
manufactured gas plant sites wert! included in base rates under the 
PG&E d.ecision. . / .. 

However, PG&Econtends that unlike investigative costs, 
remediation. costs ~ssociated/~ith aCtivitie~ under categories 1, 2, 
and 3 are unpredictable as/t!o the timing, scope', and cost and . 
therefore should remain subj.ect .to the special memorandum account 
treatment. /. . 

According to PG&E, costs associated with activities under. 
catoqorioll 4, ~, I1n4r~ woro tun404 in ])4GO rato.s in thA pe,"z 1~g7 " 
GRC 4ecision and cont 'ue to. remain appropriate for recovery . 
through base rates. . 

PG&E contends that,. in the miscellaneous environmental . 
compliance area ~er category 7, base rate treatment is the more 
appropriate me~ism for the recovery of these. expenditures. 
According to PG~, its experience in the area during the period 
subsequent to ~s test year 1987 GRC decision indicates that 
activities in~s area may have stabilized to the extent that base 
rate treatm is now warranted.. Accordingly,' PGScE plans to 
propose consider, during PG&E 1990 GRC, 
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NO A comprehensive site history and site 
description (to include chain-of-ownership, 
current and past land use,. d.ates Of2:'" 
Manufactured Gas or Towne Gas operation, 
hydrogeology and other physical 
characteristics of site). 

NO A statement explaining why SoCal b~ ieves 
it has potential liability fozr. e 
remediation. 

HO A preliminary risk analysis ~ emonstration 
of environmental and/or hea~ hazard at 
the site). . I _ 

*0 A detailed work plan znd chedule. 

HO A detailed budget. 

*0 Records of all commun cations with third 
parties regarding site' contamination • 

.... 3. ORA shall review the advi!e letter and. file comments on 
it with the Director of CACD withiri 30 days of the filing of the 
advice letter'. DRA shall provide! a cop~ 'Of its comments to Socal 
and to anyone who requested: 'se~ce .of . socal's advice letter. Any 
responses to DRA's comments. shalll be filed within 10 days of the . I . . 
tilinq of ORA's comments. The responses to ORA's comments shall be 

tiled with the Director of cico and shall be confined to addressing 
'. • I factual or legal ~ssues, ra~sed by ORA's comments, and shall not . 

address new· issues..* / 
It should be n~ted that this llew procedure- extended the 

20-day protest period for advice letters to 30 days fo~ SoCal's 
hazardous waste program/adVise letters" to allow ORA sufficient 

t • . 
time to review the advfLce letters _ We conclude that a similar 
extension should also/be applied to PG&E's advice letters for , , 

hazardous waste management programs. 
I . . 

We believe the procedure adopted for Socal addresses the 
concerns raised. b;I'~Oth PG&E and. DRA. ,It addresses PG«E's concern 
for an expe4i~pproval of memoran4um account treatment for its 
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/~ 

hazarQous waste management projeot oosts. At the sam~ime, as 
reoommenaeQ by ORA, it allows the Commission the opportunity to 
screen the utility'S projeots in oraer to asoerta~~the maqnituae 
of costs, the neea for cleanup anQ the benefit~o the utility, its 
ratepayers and the qeneral publie. Thereforz:~~~ will adopt it for 
PG&'E. It is important to- note that this prooedure makes it 
necessary for the utility to provide, wi~its advice letter, all 
the necessary information regarding theJP~oject. SWift approval of 
the advice letter wil,l not be possible! in the absenee of such 
information. ;I 

Turning to the question 0;' the procedure for reflectinq 
these expenses in rates, the expenSes booked., in the mcm.oran<iwc. 

r , 
account will only be recovered after a reasonableness review in a 
separate proceeding. In the PG&'l: decision we proposed to- review 
the reasonableness. of hazardouS' waste program costs in ECAC 

proceedings... However, based,tn experience ',in this proceeding, we 
now realize that review of )lazarclous waste cleanup programs and the 
rel~tedexpenses is a com~iex and time consuming process. A review . ' 

of the reasonableness of rzardous waste cleanup efforts in an ECAC' 

proceeding would unnecessarily complicate and delay the proceeding. 
Therefore, we conclUde/tllat PG&E should file a separate application 
requesting rate recovery of its hazardous waste cleanup pr~ 

I 
expenses. SUch app~ications shall not be tiled more than once a 
year. In 0.88-07"';059 we required Socal to. file its. application for 

. / I 

reasonableness rev,iew no later than 60-days after filing its annual 
report on h.aZard~,~, waste program a.ctivi ties. Since weare 

I 

applyinq socal'~lratemakinq treatment to PG&E~ we will require PG&E 
to file its a.pplication for reasonableness review no later than 60' 

days after the/tiling ot its annual report. ' 
, With regard to, the question of re~overy o.f hazardous 

I : 
waste management program expenses in base rates, we note that bQtb.' 

PG&E and oRi agree that expenses for miscellaneous environmental COZPl1roj ects shOUlci 1><> 'rec:overecl 'thrOU9h ~ .. "" rates in the : 

/ ' , 
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next GoRC. PG&E and DRA also a9ree that until PG&E's next GRC these 
expenses should continue to be recovered throu9h the special 
procedure. We agree that with the experience 9ained by PG&E in the 
field of environmental compliance it should be fairly easy to 
predict the costs for environmental compliance projects. 
Therefore, PG&E should request base rate recovery for such projects 
in its next GRe. Until then, the special procedure establiSh,d in 
PG&E 1987 GRC will remain effective for environmental compl~ance 
projects. The PG&E decision also, authorized base rat~covery for . . ./ certal.n other hazardous waste xnana9em.ent program. J.te'Jns.. PG&E and 
DRA agree that base rate recovery for those items' should continue .. 
We agree and will expect PG&E to request reco~ry of those items 
throuqh base rates in its next GRC'. / 
Xisc:ellaueous Issues 

Treatment· 0: capital ProjSs in Heaonndum Account 
This application deals,~th memorandum account treatment 

for expense items (such' as th~~ removal project) and capital 
projects or plant addi,tions /(JSUeh as the :fish loss reduction 
project). The overall re~nue requirements associated with these . 
two types of expenses is/different. Since the memorandum account " 
is intended to operat/as a holdin9 account for expenses which will 
be eventually reco/~ed (if reasonable) in rates, it is important 
to consider how entries related. to these two types of expenses are 

/ . 

to- be made in the memorandum. account. 
. T.n~evenue ~equirement associated with the expense items 
J.s on a dollar for dollar basis.. Therefore, PG&E should book only , 
the actua?!expenditure in the memorandum account to allow full cost 
recovery~or the project. This type of recovery is in conformance 
with the traditional ratemakin9 procedures. • 

~ The revenue requirement associated with capital projects 
is recovered over the useful life of the project .. Once the project: 
beco~es operational, the capital investment'plus the accrued 

/ 
allowance of funds used during construction (AFtTOC) becomes part. o~, 

- 40 -

.' :. 



• 

• 

A.S7-06-02l ALJ/AVG/tcg 

./ 

the utility's rate ~ase. The utility is then allOw.e~o earn a 
/ 

return on that investment.. In addition to the return on investment 
the utility's revenue requirement associated w~ the project also 
includes depreciation expense and an allow~s for taxes. ' 
Therefore, the memorandUlll. account treatmex;rt for capital projects 
allows a utility t~ book into the memoraridum account the total 
revenue requirement associated with ~ project from the date the 
project becomes used and useful. co~equentlY the utility start$ 
receiving interest on, the total rev,~nue requirement for the projeCt 
from the date it becomes. used and.~seful. 

ORA contends that unde:i traditional ratemaking, there is 
a delay between the used and. U~fuJ. date of a capital project and 
the beginning of rate recover/. According to ORA, a typical 

I 

capital project which becomes used and useful during the middle of 
a GRC cycle is not allowed fate recovery ,until the following GRC, 
however, the AFO'DC on capital project ceases to accrue on' the day 
the project becomes used;land useful. ORA maintains that the 
utility does not receive any type of return (AFUDC" interest or 
rate of return) on itS/investment from the date it becomes used and. 
useful and the effective date of rates. in the following GoRC. 

I ' 
ORA. believ,6s. that under the memorandum account procedure 

I 

the utility is. allowed additional rate recovery over the 
I ' 

" traditional ratemalcing method through the interest component of the 
/. . . . 

memorandum account. ORA ~s. opposed to- such add.~t~onal rate 
/. " 

recovery and therefore, recommends that PG&E be allowed to book 
I 

only the const;ruction cost of a capital proj ect plus AFODC into the, 
memorandum account, i.e. no accrual of interest on capital 

, f 

projects. DRA also recommends that the Commission reconsider its 
! 

decision to'allow memorandu:m account treatment for PG&E'S capital" 
projects ~d move these projects backt~ into GRC and attrition 
proceedinqs as soon as possible. 

/ PG&E disagrees with ORA. and contend.s that DRA"s proposed" 
method of handling cap-ital projects deviates with traditional 
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/" 

ratemaking treatment for special projects. TherefOr~&E 

believes that ORA's proposal is unnecessary anQ unw~anted. 
Discgssiqn ~ 

ORA raises an important ratemaking issue by recommending 
that for capital projects the memorandum aee~t only includes the 

/ 
construction cost of the project plus the AFUDC, i.e., no interest 
accrual for revenue requirements associatea with capital projects. 
ORA's contention is that when an item o~plant becomes used and 
useful, and the AFODC ceases, the utility Qoes not earn a return on 
that item of plant until it is recognized in rate base in the next 

I 
GRC. Therefore,. DRA. believes that i'n this interim period 
ratepayers are enjoying the benef~{ of the plant item at no cost, 
ancl according to ORA, ratepayers /will be losing this benefit if 
interest is allowed on capital projects included in the memorand.u:n 
account. .I 

We believe that DRA/s argument is flawed because under 
i 

the traditional ratemaking concept the utility does not cease to 
, I 

earn 'a return on a pro,ject/from. the m.oment it becomes used and 
uSeful and .AF1Jt)C stops. '!'he traditional ratemakinq procedure 
rec091tizes that a stream./~t proj eats will be coming on line during 

i 

the test year and accordinqly allows the use of weighted average 
( 

rate base to- compute a/ utility's inves'bnent. The weighted average 
rate base includes projects that will come on line during the test, 

I ' 
year. 'rhis is achieved by considering plant balances by month tor', 
the test year period. Therefore,. the weighted average rate base ' 

I 

concept theoretically does not leave a time qa~ between the 
I 

cessation of AF'C1DC and the plant receiving- a rate of return. Also,. 
I' ... 

it should be noted that the rate of return ~s generally higher than 
I . 

the ,interest rates allowed tor balancinq accounts. Therefore r with 
a memorandum 1ccount procedure the ratepayers, in tact, provide a 

I 
lower rate of return' on capital projects than they would be 
required' to/provide UDder trad"i tional ratemakinq. 

I 

/ 
I 
/ 

/ 
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Based on the above discussion we conC1Ud~that the basis 
of ORA's recommendation is flawed and therefore,~e will not adopt 
it. ~ 

capital versus Expense Determinatt6n 
~his application deals with memofandum account treatment 

for two separate classifications of expe£diture: (1) expense items 
(such as the PCS removal project), and/(2) capital items or plant 
additions (such as the fish loss rewtction project). Since the 
revenue requirement associated witbfthese two types of expenditure 
is different, it is important to ~e a determination whether a 
project could :be classified as Icapital project or expense 

, I . 
project. PG&:E and ORA. agree on how most projects should :be 
classified. However, there Is a disagreement between PG&E and ORA 
reqardinq the classificatiori of certain projects. ORA believes 
that the determination be }ade in this proeeedinq. PG&E believes 
that such determination properly belongs in the' reasonableness 
review proceeding. ./ 
Discussion ' 

In establishing the special procedure in the 1987 GRC 
decision, we were trjinq to ensure that a utility's hazardous waste 
management pr09'%'alIl /expenses are subj ect to Commission scrutiny for 
their appropriateness.. The two- iInportant criteria for judging the 

I 
appropriateness of any project are: 

o '!!he! need for the project to ascertain" that 
, the ratepayers are not paying for 

urinecessary projects. 
/ . 

0jThe overall cost estimate which will allow 
the Commission to- put a cap on the total 

/ money to be spent on the project. 

re concluc1e that the al:>ove two criteria can be adequately . 
met with~l1t making a determination whether a proj.ect is a capital 
project or an expense project. 'I'herefore, although it is ilnportant 
to dete~e the classification of the proj.ect, it does not have to 

/ 
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be done at the time of approving the project for memorandum aocount 
treatment. ~ 

Sinoe the special procedure was intended to provide a 
swift approval of projects for memorandUltl. adount treatment, it is 
important to keep the issues to a minimUltl.~t the project approval 
stage. Determination of the classification of the project in the 
reasonableness proceeding will aehiev~thiS goal. We will 
therefore, consider the issue of whether a proj ect is a capital 
projeet or an expense project in tn' reasonableness review 
proceeding. I 
lindings of Faet 

1. PG&E seeks to book $14.4 million costs of 10 (Projects 2, 
3, 5, 6, 7, 11, 12, 14, 15, 1-1, 20, and 22) hazardous waste 

j 
. I management pro ects ~n a memorandum account. 

/ . 
2. ORA recommends that PG&E be allowed to book up to, $8.3 

million for investigative/~osts incurred for 9 specific projects -
Projects 2, 3,. 5, 6, 7, 11,14,. 15, and 2'2.) 

. I • It. 

3. In order to,mon~tor the costs and rev~ewthe necess~ty of ( . 

hazardous waste projects PG&E needs to provide the Commission with 
a certain minimum i~rmation and establish that these expenses 

I 
were not funded in the 1987 GRC. 

I • 
4. PG&E has/prov~ded the necessary information for the nine 

projects recommended by ORA. 
I 

S. PG&E has failed to establish that funding for the 
remaining three/projects (Project 12, 17, and' 20) was not inc1ud.ed. 
in :base rates /mder 1987 GRC. 

&. PG&.E has not furnished the necessary intormation and 
• I . j 

documentat~on Jon support of Pro ect 12. 
I 

7. PG&E has not provided any information regarding the 
. I k ProJect 2 wor to be pe~ormed at the Oakland plant. 

8. lORA recommends that no expenses for Project :2 work at the 
Oakland ~iant be booked into the· memorandum account. 
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,// 

9. PG&E seeks tc bock into the memcrandum acco~~ses 
incurred prior to the commission approving the proje~. 

10. '!he Commission authorized interim memoran'Cium account 
treatment for the projects under consideration u( this proceeding 
on March 9, 1988, in 0.88-03-017. ~ 

11. The PG&E decision established a special procedure which 
allowed funding tor only the projects appro~ed tor booking into 
memorandum account. - -/ 

12. The special procedure adoptealln the PG&E decision 
I 

required PG&E to file a formal application for approval of funding 
for each project or package of projeCts. Funding for the approved 
projects was to be booked into a m~orandum account, to be 
recovered following a reaSOnablen'ss review in its ECAC proceeding. 

/ 
13. PG&E has. not prOVi~dd ;my information -regarding the 

Project 2 work to be performed at the Oakland plant. 
14. ORA recommends that no expenses for Project 2 work at the 

oakland plant be booked. into the memorandUlD. account • 
/ 

15. The special proce<1ure adopted in the PG&E decision needs 
I 

to be modified to make it;more efficient. 
16. The modified procedure set forth in this order will 

I 

streamline the process of handling hazardous waste cleanup program 
/ . . 

costs. / 
17. A separate hazardous waste cleanup program cost 

I • 
reasonableness review proceeding will remove an additional . / 

complicated issue from ECAC proceedings. 
18. '!he special procedure adopted in the PG&E decision allows 

memorandum accou;t treatment for capital projects as well as for 
expense proj eotsr 

19. Memorandum account treatment for capital projects may 
allow a uti17't/ to· receive more revenues than under traditional 
ratemaking. 

! 
I 
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/ 

20. DRA opposes the concept of a utility recel.vl.ng mor/ 
.. d / revenues for capl.tal projects through memo ran um account treatment 

/ 
than it would receive under traditional ratemaking and ~erefore, 
recommends that capital proj ects booked into. the me~ndum ac'count 
should not receive any interest. ~ 

21. DRA's recommendation that capital pro~cts booked into. . . . / memorandum account not recel.ve any l.nterest ~ based on false 
argument.. / 

22. DRA recommends that rate recovtjtry for 'capital projects 

/ should be through base rate. 
23. PG&E has agreed to, request;base rate tre~tment fer its 

capital projects for MiSCellaneo7s nvironmental Compliance work in, 
its next GRC. 

COUc(luSions of LaX ' 

, 1. For tuture hazardous;waste cleanup prograln expenses, PG&E 
should be allowed to book: ;' 

/ 

Preject 2 - Oil Sl~dge Sump Closures at S Power 
Plant' up, to- $1,.300,000. No 
expenses. incurred at the Oakland 
pla.nt " should. be booked. into- the 
memorandum account. 
/ 

Proj ect 3 - Morro 'Bay Waste Handling' Equipment 
~ade up to $9,000. 

Project 5/- Modity.Oilywater Separator at 
/ Contra Costa up' to· $82'1,000. 

Proj ect/6 - cireula~ing water' System ' 
/ Improvements up: to' $4,360,000~ 

Project 7 Pollution Abatement Equipment at 
/ Contra Costa up to $1,440,500. 

/ 
Project 11 - Modify Oily Water Separator at 

/ Moss Landing up' to $135-,000:. 
I . 

~oJect 14 Hazardous Material Storage Bldg., 
at PittSburg up· to $66,000 • 
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" Project 15 - Modify Steam Cleaning Pit at/ 
Pittsl:>urg up to $95,000 

Project 22 - Equipment Upgrade at Compressor 
Stations up to $55,000. / 

2. PG&E should not book into the memorandum account any 
expenses incurred prior to March 9, 1988·, t.b.i effective date of· the 
interim decision in this proceeding. ;I 

3. The modified ratemaking procedufe for handling hazardous 
waste cleanup"program costs set forth ~ this decision should be 
adopted. ;I 

4. PG&E should file an appli~tion for an annual reasonable 
review of completed projects so· tha"t expenses that are reasonabl~t". 
incurred may ):)e reflected in ratls. . . . 

5. ORA's recommendation Pat capital projects booked into 
memoran~um account ~ot receive/any interest should"}:)e rejected. 

6. PG&E should request" ):)ase rate treatJnent for itS: capital. 
I . 

proj~ct in connection with Miscellaneou$ Environmental Compliance 
work. 

ORDER 

XT J:S ORDERED that: 
1. Pacific~. and Electric company (PG&E) is authorized to I 

• I 
book in the memorandum account established ):)'1 0.88-03-017 the 

I expenses related to the following hazardous waste management 
projects.: ,/ 

/ 

/ 
I 
! 
'v 

i , 

, . , 

;' 
I 

/ 

~oject 2 -Oil Sludge SUlDp Closures at 
/ 5.Power Plant up. to. $-1,300,000. 

No· expenses. for work performed 
at the Oakland' plant shall be 
):)ooked into-the memorandum 
account. 

Project 3 - Morro Bay Waste Handling 
Equipment Upgrade up to $9,000. 
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/ 
Project 5 - Modify Oily Water Separato~at 

Contra Costa up to $821,00'0. 

, , 1 ' S / Project 6 - C~rcu at~nq Water ystcm 
Improvements up to $~/360,000. 

Projeet 7 - Pollution AbatementiEquipment 
at Contra Costa up' to 
$1,440,500. ;I 

Project l.l. -Modi:ey Oily wafer Separator at 
Moss Landin9'/p, to $l35',000. 

Project l4 -Hazardous Material Storage 
Bldg. atlttsburg up to 
$66,000,. 

Project l5 -Modify ptea:m. Cleaning Pit at 
Pittsbnrq up to' $95,000. 

Project 22 -Equ~ent 'O'pqrade at 
Compressor Station~ up to 
$55,000. 

2. Before incurring "!any expenditures for. hazardous waste 
management projects,. . PG&:E!shall file an advice letter for. approval 
of funding. The advice fetter shall contain the following 
information: / . 

/ 
I 

a. For projects that PG&E has been ordered to 
undertake by a government .. aqeney, the 
advice! letter shall include: 

o A~OPY of the order(s) or direeti~e(s) 
~~undertake site work. 

o /A detallecl w?rl< plan and schedule. 

o A detailed budget. 
I ' 

b. /For site investigation or'cleanup projects 
/' thatPG&E has not been ordered to· 

I undertaKe, the advice letter shall include: 

o A compreh.ensi ve site history and site . 
description (to' include cha.in-of
ownership" current and past land use, 
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dates of Manufactured Gas operation, / 
hydrogeology and other physical 
characteristics of site). ~ 

o A statement explainin~ why PG&E believes 
it has potential liab~lity for site 
remediation. / 

o A preliminary risk analysis 
(demonstration of enviro~ntal and/or 
health hazard at the sit~. 

o A detailed work plan ~ schedule. 

o A detailed bUdget.~ 
o ' Record of all comxnunications with third 

parties regarding site contamination. 

3. ORA- shall review the~ViCe letter and file comments on 
it with the Oirector of CACO ~ithin 30 days of the filing of the 
ad.vice letter. ORA shall p:c6vide a copy of its ,comments to PG&E 
and to anyone who requestei service of PG&E's advice letter. ;.,ny 
responses to ORA's comment's shall De filed within lO days of the 
filing of ORA's comment~ The responses to ORA's comments shall be' 

filed with the Directo:z! of CACD and shall be confined to· addressing> 
factual or legal issue"s raised by ORA's comments, and shall not 
address new issues. / 

4. PG&E sha~ book its hazardous waste cleanup costs in the 

memorandum account! only after receiving authorization to book such 
expenses. Such a<,.thorization shall be requested on a project-by-
project basis. / ' 

s. PG&E/shall file an application for a rea~onableness 
review of expenditures on projects that have been completed, and 
which it wis~es included in rates. PG&E shall file this 
application/no later than 60 days after filing'its annual' report 
due on Mar~ 1 of each year. The application shall be tiled 

=al.llO>1lJ1lenCing in l.989. 
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6. This proceeding is closeQ. 
This order is effective,today. 
Dated , at San 
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/ 

,/ l'f ' Franc~co, Ca ~ orn~a. 


