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Background

-

On October 17,‘1989 at 5 04 p n., the San Franc1sco Bay
Area was struck by an earthquake neasuring 7. 1 on the Rlchter ;~‘
scale. The earthquake caused deaths and wldespread personal 1n]ury
and property danage. Portlons of the geoqraphlcal area affected by
the earthquake are 1n Pa01f1c Gas and Electrlc Company s (PG&E)
service terrltory.: PG&E 1mmed1ate1y 1nvoked 1ts establlshed

earthquake energency plan to:

1

1. Restore utility service to 1ts custoners.

2. Repalr, replace, or restore damaged ut111ty
, fac111t1es, and, . ,

3. cComply with.government agency orders.
resulting fron the energency.
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-, On_Ogtober 25, 1989,, PG&E fxled an emergency motxon
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requestlpg the establlshment of a gas and electrlc Earthquake

:| )’.-

and electric expenses and revenues for potent1a1 recoVery 1n theai};
future, - We granted thls request with speoiflc instructlbns.
(Decisién (D.) 89+ £11- -029, as modlfled by D.89 11 066 ) I

Oon May 1, 1990, PG&E" f11ed thlS applicat1on seeklng fj?fff
recovery in rates of earthquake—related expenses recorded in the::ig
gas and electric ERA,

on August 14, 1990, Prehearlng Cconference was held.
Attorneys appeared’ representing PG&E, Toward Util1ty Rate
Normalization (TURN), DlVlSlon of RatepaYer Advocates (DRA), and
the Department of the Navy (Navy). DRA dlsttibuted its written
audit report whlch recommended that two d1sallowances in the
requested recovery be made. PG&E indicated that settlement of
DRA’s recommendations was possible and requested time for further
discussions. TURN requested time to review DRA recommendations
before taking a position. Navy 1nd1cated an interest in monitoring
the proceedings without partlclpatloﬁ Parties requested that a
schedule be set to accomnodate both a settlement, should one be
reached, and evidentiary hearings based upon PG&E’s request to
increase ratés efféctive January 1, 1991. This requést was
granted. ‘ '

On August 28, 1990, a Second Prehearing Conférence was
held to comply with notice requiréménts in thé Commission’s
settlément rulés.  (Rulés of Practice and Proceduré; Rule 51, et
seq.) No additional partieés appéaréd. PGS&E and DRA distributéd a
draft settlement agreement. TURN indicatéd that it may not sign
the agreement.

on September 4, 1990, three events occurred. At 9 a.m. a
duly noticed Settlement Conference was héld. No additional parties
appeared. TURN indicated it would not sign the proposed settlement
agreecent based upon its dispute over the proposed allocation of
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instrance ﬁ?&ééédséijPafEiéé*ééféedfté'shéftéﬁftéfzoidays thes-csxant
30-day period for coniénts ‘G thé'ssttlénent agreeméntiand o waivée::
the right to file ¥éply éomménts.: (Rulé 51i4.) "7 Atul0 aini, even
though Public Participation Héarings-wére duly noticed;: no members- o
of the publié appeared.’ 'Evidéntidry Hearing wasihéldion- the
1imitea'iésué*6f‘ailocatiéﬁ‘6f‘Eﬁe*iﬂsuranéé‘procéeas;=“priot €O 7o
5 p.h., PGLE ‘and DRA flled L ]oxnt motién to accépt its sSettlementi.:
agreement.- D S NI T A A L R

fiiéd?by PGLE and TURN: - % . -0 8 onEDocdiace o nii o S

on 6étobef~16;f1990;?TURn<aékéd tOﬁbé?found“eligible?tb?«~
receivé coOmpénsation in this procéeding, citing D.90-09-024-as the -
decision finding financial hardship for the caléndar‘yeéar 19%0. No
opposition to this requést was réceived. ‘- We concludeée that TURN has
met theé redquiréments it Rule 76.54(a): g T T s T

The Proposéd Décision 6f Administrative’ Law Judgé Bennett
was mailed on Décénber 19, 1990, Weé makeé revisions sugdgested in
parties’ comments that do not alter the ultlmate conc1u51ons11n the::
decision. ‘ ' o '
The Application : ‘ S :

In its application; PG&E réquests authority éffective
January 1, 1991 to increase electric ratés by $11.1 million and gas
rates by $3.6 million, on an annualized basis,  from rates'in efféct -
on January i, 1920. This proposed increase will recover -
earthquake-related expenses nét présently funded in rates. ' The '
recovery of these expenses is based upon actual expenses and
projected 1990 year-end balanceés of exkpenses and insurance proceeds
recorded in the ERA. ' ‘

PG&E also requests authority effective January 1, 1992 to
reduce its then existing rates to allow approximately $4.0 million
of electric rates and $0.9 million of gas rates from the 1991
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increase -to remain:zin effegt,.. This adjustue¢nt .will.recover ongeing,:
additional cap1tal costs caused by the earthquake., e hw;?¢3

T

electric- and gas- revenues by less than 1 percept.~~;),_ cr

- PGSE indicates in the application that.its.total - o
earthquake-related  expéenditures are $76 million..: However, from ;
this -amount PG&E:excluded certain items pursuant toour: otders_;ndz
D.89-11-029 and D.89-11-066. PG4E excluded: $15.7 million ...
in costs hooked prior- to November 3, 1989; the effectlve date of
thé ERA} $7 million - in costs already funded in authorizeéed ratesi
and $30 million in capitalized costs. To the remaining costs, . PG&E
applied-insuranceé recovery and-tax credits related to. the
earthquake losses to arrive at its total request for recovery of .
$14;7 million for 1991.. Ce _

PG&E- proposés to allocate thé increase to both gas and
electric customers baseéd upon the rate design authorized in the
most recent Annual:Cost Allocation Proceeding (ACAP) decision
effective at the time the requested changes in rates occur.

The Evidentiary Hearing , o .

At the evidentiary hearing, PG&E introduced its “Report
on Costs Resulting From the October 17, 1989 Earthquake” and a .-
Draft Settlement Agreement. (Exhibit 1 and Exhibit 3.) DRA
introduced its “Results of Examination of PG&E’s Application for -
Earthquake Costs Recovery”. (Exhibit 2.) TURN cross-exanined -
PG&E’s witnesses on the issue of allocation of insurance procéeds.
(Exhibit 4.) TURN does not challénge the reasonableness of the
proposed earthquake-related expenses. ,

PG&E’s report documénts the events surroundlng the
aftermath of the earthquake and the ensuing costs itenizeéd by
facility. The report indicates that PG4(E has $175 million in
property insurance with a $25 million deductible. .-The policy
insures against all risks of physical loss or damage to insured
property. However, certain major itéms, such as underground gas

A A S
SR £1:
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and electric dystehy!” atd nét indlirea: hnder the'polldy ! Ths' pasis ™
for recovery under the policy is the ‘Tost tb! rEpéir‘orrreplhceithé-u
danaged property with new naterials of like kind or ﬁuallty‘li: Do
wlthout deductlng for depreoiation.:“ R

Based UPOD nOrmal accountiné procedures, PG&E éllocates\iﬁ

The 1nsurahce proceeds ‘EXon the 1989'
earthquake ate’ not’ suff1c1ent t6 recover Al earthquake’felated
expenseés, theréfore, no allocation to cap1ta1 ekpeﬂdltdres”is
proposed. PG&E asserts that its proposed 1nsuradce ‘Hllecation ™
method has been con51stent1y followed by ‘the Comm1551on, ‘citing the
allocatlon of’ HacDonald Island insuraﬁce proceeds 1n PGEE’S 1947
Genéral Rate Proceedzng, 'D.86~12-095., Sl

PGSE allocates estinmated earthquake damagé insurance
proceeds ($2% million) on a month- to—month basis beglnnlng ‘With'©
expenses 1ncurred 6n October 17, 1989, the date of thé earthqﬁake.“'
Insurance proceeds of $15 2 m11110n are applléd to off ‘set ‘the-

- 1989, - the -
effectlve date of the ERA. Thereforé $9.3 ‘million of estlmated'
insurance proceeds ($25 million - $15.7 million) aré allécatéd to -
ERA aftér November 2, 1989, PG&E beliéves this ‘d1location méthed
conplies wlth the intent of D.89=11-066, Whlch it adserts ‘is thei“‘
full recovery in rates of earthquake-reélated expénsés.

In DRA’s audit report, DRA concludeés that PGLE’S
earthquake-rélated éxpénditurés bookéd in the ERA-4ré: redsonable
and in accordancé with D.89-11-0629 and D.89-11-066, with two
exceptions, straight timé labor éxpensés and tax deductiéns. DRA™
reconménds that $684,572 in labor éxpénsés be disalldwed because
thése costs réprésent a réallocation of company resourcés which are
already covered in rates. DRA recommends that tax deductiond in
the amount of §1,425,000 be flowéd through to the ratepayeér for
federal income tax purposés, requiring a reductidén in the proposed
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revepue; requirement of $817, 25;.‘,DRA does not. challenge PG&E's_
allocatjon: of, insurance -proceeds._ ..
The Settlenent Aqreenent o . . Ses oo i b D seeriopts

The settlement agreement indlcates that PG&E agrees to R
the two changes recommended, by DRA,. certain corrections to. DRA’S
calculatlons, and stipulates that total earthquake-related recovery .
in rates: should be $13.3 million for 1991.1 In addit1on, the'_; |
settlenent -agreéement 1nd1cates that the partles agree not t°-..4¢~,,
litigate in this proceedlng the 1ssue of approprlate earthquake-rut,
related depreciation ad)ustments. . Lo . L

<~ . In the joint motion to accept the settlement agreement, f
PG&E]DRA con51der the settlement agreement reasonable for a numberjf
of reasons. In PG&E’s oplnlon, PG&E has, 1ncurred and 1s 1ncurr1ng -
substant1a1 costs to restore ut111ty serv1ce and repalr fac111t1es
damaged in the 0ctober 17, 1989 earthquake._ The 301nt part1es _
contend that the total expendltures of $76 nllllon were 1ncurred onf
an emergency and extraordinary ba51s for the benef1t of the publlc
served by PG&E. They further helleVe that PG&E 1s obllgated by |
Public Ut111t1es Code § 451 to prov1de adequate, eff1c1ent, )ust
and reasonable service to -its custoners. Therefore, PG&E 1s _
compélled to exert all reasonable effort to restore serv1ce and
repair facilities after such an event. ‘They assert that the cost
of this effort was not forecast in PGLE’s base rates, nor 1ncluded‘
in existing rates. -

Earthquake expendltures sought to. be recovered, in PG&E’
opinion, are extraordinary costs. The joint partles assert that
such costs are not included in normal ratemaking estlmates, and
therefore, not included in. ex1st1ng rates. They empha31ze that
PG&E has excluded from its application amounts for programs already
funded in existing rates.

PG&E contends that PG&E was well prepared for and
responded effectively to the earthquake energency because PG&E ,
quickly restored service to the majority of 1.4 million electric

v - -
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and 160,Q00 gas.customers, , They bellieve it is appropriate, as a.
matter. of public policy, to proqide for rate recovery as;; %% n o
that effective and prowpt emergency action is reasonable publ ?‘:r:t
utility behavior ‘under, such clrcumstances.,& il i o

... .  PGGE urges the Conmission to adopt its settlement Of all
issues in _the. proceeding and re)ect any changes offered by any

. PG&§EB be11eves the . settlement agreement represents a,

reasonable balancing of the 1nterest of ratepayer and shareholder i_
since PG&E has substantlally reduced its request for recogery. "
PG&E requests that the COmm1351on con51der the 1ntent10n of

Gt s

D.89-11-066 and the entire record 1n the proceedlng 1n dellberat1ng
on this matter.

Retroactive Rateiaklna L

TURN concludes that the 1nsurance proceeds from the
pollcles paid for by ratepayers must be applled to offset only o
those expenses in the ERA. In TURN’s oplnlon, the allocatzon of_
proceeds to exXpenseés incurred prior to the effectlve date of the
ERA is retroactlve ratemaklng._ The 1mpact of TURN'S p051t10n is toJ
allocate the entlre $25 million in 1nsurance proceeds to post—___
Novenber 2 expenses, naking the net recovery 1n th1s appllcatlon
virtually zero. Thereby, TURN urges the Comm1551on to deny the ,.:i
application.

A. TURN's Arqpnent

TURN contends that the Comm18810n spe01f1ca11y prohlblted“
recovery of pre-Novenber 3 expenses because of the rule agalnst . ‘
retroactive ratemaking, citing D.89-11- 066, p. 3., TURN conSLders
PG&E’s method of allocation of insurance proceeds to be an unlawful
dlver510n of ratepayer benefits to shareholders, c1t1ng case law on
retroactive ratemaking. TURN contends that 51nce PG&E does not
include in the ERA all insurance proceeds, it v1olates our order in
D.89-11-066. TURN points out that ratepayers have pald all
preniuns on PG&E'S earthquake insurance pollc1es and the 31ze of
the deductible is irrelevant. TURN also rejects as 1rre1evant

HA
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posifs Totdréfdds t8"tnd tledtuddt lof "Inourarce Biudesss g4
HacDonald Island ‘damage. TURN ‘asSrts ‘that pdER! & maidHotive in'
filing this appiication is té ‘récoever' pre-NoVemBer 3 ekpéﬂses drat
; TURN believes PGLE’S proposed method 'of ‘alldéstion of’
1nsurance proceéds is unfair. “TURN cohtends” that “the Comnission’s
exclusion from the BRA of A1l pfe—Hovember 3 expenses ‘14 mo¥é than
fair 51nce ratepayers insulatée pdsE against all forédesable’ riskst“
and’ cover éxtraordlnary expénses on prospéctive baéls. A oo
B. PG&E's Arqunent o :
} PG&E belleves {ts propbsed allocation 6f 1héufaﬁ&é*” R
prOceéds is reasonablé f6r four reéaséns. A

First, the application of some insurance proéeedsftoftﬁe””
pre-November 3d period is normal accounting praétice.” Tnsukance' !
accrués when the ‘damage which" glves risé to the clalm occurs. In
this proceeding, the damage and sone eXpenses dccurréd befére ﬁ
NOVemher 3, 1989, therefore, the allocatlon of 1nsurance proceeds
to this perlod is’ reasonable.

Second, insurance is 1ntended to protect both ratepayers :
and sharehélders fronm éxtraord1nary l6sseés and division of
1nsurance proceeds in these c1rcumstances fairly balances the
interests’ of both. Ratepayers benefitéd from PG&E’s expendltures
both before and after November 3, 1989 &and ;n recovering such
expenditures through insurance prior to Novenbei 3, 1989} PG&E is
not unjustly enriched, but merely compensated for sone of'the costs
of prov1d1ng service to the publlc.

Third, ratepayers have received the benefit'of lower
rates associated with the level of insurance coverageé and préniuns
authorized in D.86-12-095, PG&R’s 1987 General Rate Case order. In
the 1987 proceeding, the Comnlss1on adopted insurance
recomnendations with lower premlums and a higher deductlble than
those proposed by PG&E. Also 1n the 1987 proceedlng, base rates

Ratepayers, having benefited by lower rates must now share the




A.90-05-003 ALJ/PAB/AK * COEBASATVTIA 00 20004

extraordinary éxpenses not” inoluded :inratesr-and not fully covered:;
bY insurance. Lo T g 1 vl JanYIo o bin ooadrr pnF Baboned
- ARd - lastly, in thei1987General Rate- Case,kthe Commission
found that sharehéldéers shéuld not be #thrust.i.into:theé.insuranceé::
businéss” by being required:to absorb:the deductible: in-théfévent:.:
of an uninsureédiléss (D.86-12=035, pp.216=218) = Should-TURN’s ¢ <=
position bé adopted; shareholders would absorb a’significant- --ua
portion 6f thé deductible in this- proceedlng,'contrary 1to .the
Comm13516n s finding N 1987.¢ ¢ ooy it Tore s seown e [
' PG&E ¢considérs. it séund-public pollcyato createéian: P
incéntive for prompt utility-actién to'repairifacilities:and to: -
restoré sérvice aftér an: extraordinary event until aiméchanism for: .
rate recovery is in place. PG&E argués that November 3 is an
arbitrary date, the first day a commission Conférénce was held
after the éarthiuake, and has no rélévancé to the: prudency of the
costs incurred. a SR Ly
‘ " PG&E - interpréts case law on: retroactlve ratémaklng as
allowing récovéry in ratés of ektraordinary:expenses-not set by or
in a general rate proceeding. PG&E argues that theré:is no ° - .
retrospective pronulgation of géneral rates to recover costs:
incurred before the ERA was effective.:
Discussion : = s o LT
" PG&E asserts that the: earthquake of Octobér 17, 1989 was .
an extraordinary event warranting récovery in future rates for ...
‘related expenses. Prior to the settlement agreement, DRA found all-
ERA recorded expenses reasonable and in- compliance with D.89-11-066
except straight-time labor and tax deductions. PG&E adopted DRA’s
reconmendations in the settlénent agréeement. TURN did not sign the
settlenent agreement because it challenges thé allocation of
insurance proceeds to earthquake-related expenses.: - However, no :
party disputes the fact that the earthuake of October 17, 1989 was

an extraordinary event or that it is réasonable for PG&E to. recover
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inf future rates earthquake-related:expenses, if-any,-vwhich.are not..
funded in rates and not offset by insurance proceeds.

P ea it yd

shir i . PG&BYs month-to=month allocation:of:igsurance proceeds to
all earthquake-related.expenses not .in rates results.in:alleocating..
$15:7:million to éxpensesiprior to the effectiveness:of the ERA.and;
$9.3 million to expénseés after . the éffectivenéss of: the ERA:,..We ..
cannot agreeithat this method results in retroactive ratemakingi: .,

We required PG&E to-record in the ERA:any-earthquakes: ... .
rélated expenses and costs recovered as.a result of thé earthquake, .
including insurance procééds;:: ' (D:89-11-066, Ordering Paragraph 1
and 2.) : PG&E has compliéd .with this request by excluding. expénses.:
already funded in rates and recording:its estimate of earthquake-
related cost recovery.' _ . T R RN

- Wé prohibited PG4E from recordlng in the ERA costs
incurred prior to Novémber 3,-1989. (D.89-11-066, Ordering
Paragraph 3.) PG&E has complied with this order. . :

- Wé stated that the costs récorded in this account may be
subject to future récovery in rates following review by. the
Comnission of the réasonableness of incurred costs, verification
and approval of recording méthodology, idéntification of revenue
which offsets recorded costs and review of current funding for the -
purpose of system repair and maintenance. (D.82-11-066, Ordering. .
Paragraph 4.) Thus, We explicitly left for- future resolution the
amount of costs and methodology by which costs would be allocated
for recovery in future rates. Under our order in D.89-11-066, PG&E
will recover no more in future rates than authorized in the ERA.
There is no issué of retroactive ratemaking under these
circumstances. : _

- The earthquaké-related insurance proceeds in this
proceeding are not rates or revenue automatically generated by the
ratemaking process. 'The earthquake insurance proceeds in this . .
proceeding are generated by the damage and destruction to PG&E
property. In PG4E’s 1987 rate procéeding we faced a similar
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situation of ‘allocatidy' Thsurance procecds’: Theé 'dispute was

whééhé‘r‘ ‘thé ‘insurance ‘isir'bc‘e"edg' shioula £irst' be applied to eXpe‘ifs‘eS el
or té ‘capital accsouits’ based oii' the ‘éconcitic inpact ‘Gf each’ method:

on thé& Yitépayer and shareholder. i The “inslirande’ proceeds Were :
induffidient S recoup both éxpenses and ¢apital' e¥perditures. - We -7
concluded that the former method was preferred, applying préceéds = i
first to eéxpense accounts, because it preévented the sharéholder it »i':
from being placéd in 'thé position of absorbing the amount '6f an
insurancé déductiblé which' HMay vary. - We ‘féjected-‘étaff's’*’éfijumeﬁt St
that insurance proceeds helong to theée ratépayer who pays theé -
insurancé’ ‘prémiunsi’ (PG&E Rate Procésding (1987)''23 CPUC 248 149,
266-267.)

PGLE applles ‘to this pfocéédlng the methodology for -
allocating insurance proceeds that ‘We adopted in-1987. PG&E does -
not violaté our ERA ordér by using a néthédoloégy authorized in 1987
to record insurance proceeds in the ERA. We indicateéd in
D.89+11-066 that such methodology wWould bé vérifiéd and approved in
the futuré. We récdgnizé ‘that théré is no request for treatment of
capital expenditurés in this proceeding. ' Howéver, -TURN' Fequeésts .
that PG&E’s shareholders be required to’ &bsorb a largé portion of
the déductible: 1In 1987 wé reéjected this ratémakiny tréatmént and’
the sane arguments for this treatment that are asselted -in this
proceed1ng. ‘

Wé cannot évén agreé that PG&E’S proposeéed méthod o6f
allocating proceeds results in a sharing of proceééds with the :
shareholde?. The proceeds’ aré appliéd to thé accounts in which' thej‘
expenses are incurred: This is straightféorward réimbursenent.

‘Based upon DRA’s investigation and vérification of
expenses and insurance proceeds in the ERA, PG&E’s agreément to
adopt DRA’S two adjustments to thesé éxpénsés and TURN’S lack of
challéngé to thé reasonablénéss of ERA récordéd éxpensés and
insurance proceéds, we find the anounts récorded in the ERA -
reasonable.
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‘Based .op our discussion above,. we find no.violation of ; ..
the prohibition ,of retroactive ratemaking in the PGLE, allocatlonlpfh
insurance procéeds to the total eéarthquake- related .éxpenses. , .He. ..
find this allocation consistent with our l9§7n@¢9i$4°ﬂ_£¢9§£d£"9n; a
MacDonald -Island insurance proceeds and reasonablé .to adopt in this .
proceeding... P : ’ ‘
Findings of Fact e s el e e N

1. PG&E: 1n1t1a11y requested recovery in rates of TP R
$14.7.million ‘in.revenue requirenments related to the Bay Area
earthquake of October: 17,..1989. - S i inmnae e arare c0 arais

. 2. :The earthquake at October-17, 1989 was an, extraord1nary,:;%
event. |

3. .PG&E-indicates in the application that its total
earthquake-rélatéd expenditures are $76 million. However; from . .. ..
this amount PG&E excluded cértain itenms pursuantitq,qur;prder;in_ £
D.89-11-029 and:D.89-11-066. PG&E excluded: $15.7 million in . .
costs booked prior to Novenmber:3, 1989, the effeetige:datevof_the;‘
ERA} $7 million in costs already funded in authorized rates; and.
$30 million in capitalized costs. To the. remaining .costs, PG&E.
applied insurance recovery and tax credlts .related to the

earthquake losses to arrive at its total requést: for recovery of
$14.7 million.

T IS AT T SO

4. DRA has audited the expenses and cost recoVery recorded_ry
in the ERA. DRA indicates that PG4E has cqmplled with our orders
regarding the ERA and that its recovery expenses are reasonable
with two exceptions. DRA recommends two adjustments to the ERA:.
reduce labhor expénse by $684,572 due to double recovery and flow
through tax benefits to the ratepayer, resulting in a reduction of
the revenue requirement of $817,251.

5. PG&E' and DRA subsequéntly entered into a settlement
agreement whereby PG&E adopts DRA’s recomménded reductlons and‘
reduces its requested recovery to $13.3 million for 1991.
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A

6. Thé séttlement ‘agrééient-"alsd indicates-aniagreémentinot
to litigate the” 1ésue 6f capltal depreclation ‘ddjustrenits-calsed -by«:
the eatthquaké‘ R Pt b ettt wtD Eobaer don ot o0 fGoass

“Thé séttlémént adréeémént adopts PG&E’s méthodology for ooy
allOcating $25 million in estinated earthquake—related.insurancea:vs?
proceéds:.’ This method i& to-allocate on a’ month=to-month basis:
$15:7 millioh Of thesé proceéds to eéxpensés:incurred frome: ~hiasn,.:
October 17, 1989 to November 2, 1989 and $9.3 million; theé cnixl -~ -1
remainder of" ihsurancé procéeds, toexpéendgeés: incurred - on’and after
Novémber 3, 1989. A P T AARC R SR CUNTS SRS S S SR TS

8. TURN is not a party to the settleémeént agreement and:; 7~
challéngés the insurancé allocation method proposéd:by: PGSE and!

DRA. ' N I T e S I 1T

9. TURN alleges that the PG&E insurance allocation methodi::.:::
constitutes rétroactive ratemaking: TURN proposes to allécate all
insurance proceeds to expenses incurred on Novémbér 3,-1989 and .
thereaftér. TURN basés its position on the fact that: the effective

date of the Earthguake Recovery Account authorized by the
Connission is:Novenbér 3, 1989 ' : -

10. Thé PG&E insurance allocation method reimburses expénse: : :
accounts to which earthquaké éxpensés are charged. ~This method is
reasonable and consistent w1th past allocatlon of insurance
proceeds. ‘ : A e

11. TURKN does not dispute the reasonableness of total
earthquake-related expenses PG&E -récords in the ERA.

12. TURN’s proposed method of allocation doés not spread the
insurance proceéeds to all earthquake-related éxpenges.” : This method
allocates no proceeds to ekpenses prior to November 3, 1989. = For
this reason, this method is unreasonable. : :

13. PG&B’sS earthquake relatéed expenses, as adjusted by DRA -in
the settlement agreement, are reasonable.  The settlement agreement’’
should be adopted. ' ' .
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tel4en-There:is: no-dispute between-the parties-.that.thg,

earthquake of.Qctober:17,-1989 was-extraordinary,;that-the.ensving ...
expenses aré not funded in rates and that it is reasonable .to:allow:.
recovery in-rates of unfunded and uninsured-expenses:reasonably
incurred to-ré¢store:service: i, T R SN TECE & S DU PP SIS P

15 . Insurancé proceéeds récovered as a result;of earthquake :
insurance are not~rates;0r;revenues:automaticgllyrqenera;edA;n'the;;;
ratenaklng process;r;-~~ SR Ces o .«:»,v¢; o g;m?

<16, e S
January 1, 1991, in order to comblne rate adjustment WLth those of ..
other pending .proceéedings: .(::-: - : ¢ PRI T S PP :

17:- The:increasés in ratés and charges authorlzed by thls :
decision are justified, and are just and reasonable.
Cconclusions of Law. ¢

1. The appllcatlon should be granted to the extent set forth .
in the Findings. of Fact.

\?

. 2i: - The prohibition agalnst retroactlve ratemaklng does not
apply to the allocation of insurance: proceéeds recovered from i
earthquake insurance based on the damage and destruction of. utlllty
property. ' : o L ,

3. PG&E’s method of allocating insurance proceeds should be
adopted.

4. This decision should be effective immediately.

ORDER

- IT IS ORDERED that! _ , , ,

1. PG&E is authorized an increase in electric base rates
effective January 1, 1991, of $9,865,000, representing:- (a) the
1990 year-énd balance in the EBarthquake Recovery Account for the
Electric Department ($5,643,000): and (b). the 1991 revenue
requirement ($4,222,000) associated with earthquake-related -
expenses and capital additions of the Electric Department. The
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increase will ‘bé:allocatedito electrio, custonmer:-glagses .on the,
basis as the attrition-related:changés effegtive.on:that.date;-

1990 year-end balance in the-Earthquake Recgvery. Account: shall . be
transferred to the Electric Revenue Adjustment Account on. January
1, 1991, and the 1991: révenue requirement shall be-reflected in the
base revenue anount.

2. PG&E is authorized an increase in gas base rates,
representing the 1991 réVenue réquirement ($928,000) associated
with earthquake related expénses and capital additions of the Gas
Departnent, This increase wlil be allocated to gas customer
classes in proport1on to fhe amount of Gas Department base revenue
requirements allécatéd to éach gas customer class in
Decision 90-04-021. The allocation will be adjusted when the
Annual Cost Allocation Procéeding (ACAP) decision resulting from
PG&E’s Application (A.) 90-08-029 becomes effective.

3. PG&E is authorized to transfer $2,533,000, representing
the 1990 year-end balance in the Earthquake Recovery Account for
the Gas Departmént, to theé coré and noncoreé Gas Pixed Cost Accounts
on January 1, 1991, for amortization in rates when the rates are
adjusted pursuant to the ACAP decision resulting from Pacific Gas
and Electric Company’s A.90-08-029.

4. PG&E is authorized to adjust its base reévenue amounts and
base rates on January 1, 1992 to réflect 1992 revenue requirements
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as§otiatéd dith thé (1989 "éavthqitdké 6£-$4712870001 [eledtri¢) andz1nus
$876,000°(4as) ¢ ThéséViigures are subjectrtorchangéitérreflect thesd
commigsidnaddptéd-dostoof -capitalt £8¥ 119921 ai wonnisd o neay G0
v This order {s'effeéctiVé todayiit i lT oan o aaens
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