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Summary of Decision

We concludé that Southern California Gas Company (SoCal)
has failed to demonstrate by clear and convincing evidence the
réasonablenéss of hazardous waste (Hazwaste) cleanup é¥penses under
review for raté recovery in this procéeding. We do not disallow
recovery of the expénses, but rather defér récovery at this time.

We also conclude that the reasonablénéss reviéw procedure
may not be appropriate for récovery of Hazwaste eéexpénses. We
invite comments from interestéd parties and potential interested
parties on thé appropriaté ratemaking treatment for Hazwaste
cleanup expenses. We particularly welcomé comments on potential
alternatives to6 reasonableéness review, including but not limiteéd to
proposals based upon incentive méchanisms or which contain éléménts
of ¢ost sharing. We anticipate that the Commission will then-
establish a suitablé vehicle for récovery of Hazwaste cléeanup
expenses, and if necessary, order évidentiary hearings baséd on
that procedure to determine what expensés, if any, should be l.
recovered fronm ratepayérs. A final decision will address actual
récovery. Partiées should bé on notice that the standard adoptéd in
this proceeding may be used in similar cases. Our goal is to -
fashion a pragmatic, manageable mechanism for dealing with Hazwaste
cleanup expenses, one fair both to ratépayers and utility ,
shareholders and fully consistent with our duties of regulatory

oversight,
We authorize SoCal to book into a subaccount up to

$50,000 in imminént éndangérment cleanup éxpénses. The inminent
endangerment cleanup expénses shall be subjéct to review béfore
beéing allowed in rateés.

We find that SocCal’s polychlorinatéd biphenyls (PCBs)
cleanup expenses through Decenber 31, 1988 were reasonablé and
prudent. We also find that SoCal’s séttlement with Transwestern
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Pipeline Company (Transwestern) regarding récovery of PCBs ¢leanup
expensés was reasonable,

Background
On Septémber 23, 1987, the Commission issued Decis1on

(D.) 87-09-078 which adopted, among other things, a procédure to
allow SoCal to book its Hazwaste cleanup program expenses in a
mémorandum account. D.87-08-078 réquired SoCal to filé an annual
report by March 1 of each year starting in 1989, describing its
Hazwasteé cleéanup activities during thé previous caléndar year as
well as projected activities for the next 12 months. D.87-09-078
also required SocCal to file an application for a reasonabléness
review of Hazwaste cleanup éxpénseés incurred during the prévious
year no later than 60 days after the filing of its annual report.

The Comnission later modified D.87-09-078 by D.83%-09-032
which revised the schedule for £iling applications for
reasonableness review. bD.89-09-032 required Socal to file an
application for a reasonableness réviéw of its Hazwasté cleanup
expenses when the balance in the memorandum account éxceéeded $5
million and to file such an application at least every three years
regardless of the balancé in the mémorandum account.

The procedure for recovery of Hazwaste cleéanup éxpenses
was further modified in D.90-01-016 in SoCal’s Test Year 1990
general rate case. D.90-01-016 providéd for base raté funding of
Hazwaste investigatory éxpénses as of January 15, 1990 and éxcluded
any investigatory expenses from theé memorandum account on or after
that date.

in accqrdéﬁce with the modifiéd procédure, SoCal, on
April 30, 1991, filed its first reasonabléness review application
(Application (A.) 91-04-044). A.91-04-044 seeks reasonableéness
review of SoCal’s Hazwaste remediation expénses from Séptember 23,
1987 through December 1990, and Hazwaste investigatory éexpénses
from September 23, 1987 through January 15, 1990.
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A.91-04-044 also seeks récovéry of eéxpénses related to
the handling and cleanup of PCBs in SoCal’s pipeline Systém, The
PCBs issué, which is discussed in detail in this order, also '
involves a reviéw of SoCal’s arbitration and settlement with
Transwesteérn regarding recovéry of PCBs expénses.

Specifically, A.91-04-044 seeks a Commission order which
would!

1. Find SoCal’s Hazwaste cleanup éxpenseés
booked in the memorandum account to be
prudently incurred and réasonable;

Authorize soCal to récover in rates
effectlve January 1, 1993, expénses booked
in thé Hazwasté memorandum account in the
amount of $1,067,090 plus interest and
allowance for franchlse feés and
uncollectiblesi

Find SoCal's PCBs expenses incurréd through
the réview périod ending Décémber 31, 1988,
to bé réasonablé and prudent, and find
SoCal’s settlemént of PCBs arbitration with
Transwestérn to be reasonable and prudent.

_ In addition A.91-04-044 seeks certain modifications to
the procedure for recovery of its Hazwaste cleanup éxpénses.
Hearings :
Hearings in A.91-04-044 were held in Los Angéles on
April 7 and 8, 1992 beforé Adnministrative Law Judge (ALJ) Garde.
The matter was submitted on June 5, 1992 upon réceipt of concurrént
reply briefs.
comments on the ALJ’s Proposed
Decision

The ALJ‘s proposed decision was filed and mailed to the
parties on September 3, 1992. The proposed décision récommends an
incentive mechanism which contains élénénts of the Division of '
Rateépayer Advocatés’ (DRA) cost sharing proposal but attempts to
correct def1c1enc1es, which in the ALJ’s view, cause that proposal
to be flawed. SocCal, Pacific Gas and Electric Company (PG&E), an
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piego Gas & Eléctric Company (SDG&E), and Southern California
Edison Company (Edison) have filéd comments on the proposed
decision.

- We aré persuaded by the comments that additional
information is réquired to make a final determination on the
recovery of Hazwaste cléeanup expenses.

Summary of Parties’! Proposals

DRA’s report, prepared in response to SoCal’s
application, proposés a cost sharing mechanism by which 90% of all
prudently incurred and reasonable Hazwaste cleanup éxpenses be
charged to ratépayers and 10% to SoCal’s shareholders. DRA also
proposes a ratemaking adjustment for récovery of Hazwasté cleanup
expenses at certain Towne gas sites, whéré SoCal no longér owns the
entiré site but has sold a portion for a gain-on-sale to its
shareholders. 1In addition to these two major policy proposals, DRA
has expresséd certain other disagreements with SoCal’s requést.

Central to the position DRA has developed is its view
that unique circumstances surrounding Hazwaste cléanup support’
cost sharing between ratepayers and shareholders. According to
DRA, where cleanup sités involvé several Poténtially Responsible
Partiés (PRPs), as do sites under the Compréhensivée Environméntal
Response, Compénsation and Liability Act (CERCLA or Superfund), it
is very difficult for the commission to assess SoCal’s negotiation
strategy and efforts to minimize the utility’s share of cleanup
expénsés. DRA argues that if socal’s shareholders have a monetary
stake in the responsibility for the outcome of the négotiations,
Socal will have an incentivé to minimize its share of éxpensés.

Further, DRA points out that under CERCLA, waste
generators rémain potentially liable for cleanup and other
associated costs éven though wasté generation and disposal may have
occurred many yéars ago, and despitée the fact thée waste may not
have beén deémed hazardous at the time of thé disposal. The
enforcing agéncy, such as the United States Environméntal
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Protection Agéncy, can réquire theée résponsiblé parties or PRPs to
share in the cost of cléanup. Liability under CERCLA is joint and
several} thérefore, evéen if a PRP contributed only 2% of the
wastes, it can bé required to pay for 100% of the costs of cleéanup
if no other silent PRPs are locatéd and obliged to contribute.

Following the issuance of DRA’s réport, SocCal filed its
rebuttal testimony opposing DRA’s policy proposals. SoCal argues
that the cost sharing proposal is wholly unjustified, is totally in
conflict with regulatory principlés and is unfair. SoCal has
characterized DRA’s proposal as an automatic 10% disallowance or
penalty. With respéct to the Towné gas siteées, SoCal argues that
cost sharing between ratépayers and shareholders would violate the
rule against retroactivé ratemaking, sincé reténtion of thé gain-
on-salé for shareholders did not violaté any Commission ‘décision or
rule at the time of sale and was consistent with the then existing
accounting procedureés., »

PGLE and SDG&LE also filed testimony which opposés DRA’s
policy proposals on éssentially theée same grounds alléged by SocCal.
In addition, PG&E argues that to theé éxtént DRA’s cost sharing
proposal has béen characterized as an incentivé méchanism to
encourage SoCal to pursue insurancé recovery, its design is flawead.
PG4E points out that the DRA proposal lacks a méans to maké SoCal -
whole and réefund the shareholders’ 10% résponsibility even if, in
fact, SoCal diligently pursues its insurance carriers and other
liable third parties. |
Réasonablénéss

The first issue at hand, which has not beéén squarely
addressed in the record, is whether SoCal has met its burdeéen to
denonstrate through cléar and convincing evidence thé
réasonablenéss of all expénsés it séeéeks to recover in
proceeding. SoCal’s evidence consists of a description of how the
cleanup effort was performed and the amounts expéended in the
In essence, it appéars to beée SoCal’s claim that, because

rates in this

process.
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it has properly followed Commission-adépted procedures for booking
to a memorandum account expénses attributablé to various categorieés
of Hazwaste cleanup activities, thé expénses aré reasonable and
thus aré récoverable in rates. SoCal has not offered évidence as
to the réasonablenéss of its wastée genération, storage,
transportation or disposal practices in light of standards
applicable at thé time. SoCal also has not offered Adequaté
evidence as to thée reéasonablénéss of any acts or omissions with
respect to remedial action to mitigate the environméntal damage
during the interveéning years. SoCal has not adéquately
demonstrated that it has borné only its fair share of thée cléanup
expenses or that it has adequately pursuéd claims against insurance
policies to recover cléanup costs. SoCal has not demonstrated that
it took the léast-cost approach to cleanup, nor has it shown that
it took all reasonable steéps to minimize legal and économic
liability for thé cleanup costs. A réasonabléness réview is not
linitéd to an exercise in accounting: it nécessarily entails
consideration of the underlying actions which gave rise to the
expensés. SoCal has failed to demonstrate the reasonabléness of
the expensés at issue.

In support of its claim that the éxpénsés undér réview
are reasonablée, SoCal points out that DRA has not challenged any
expensé booked to the memorandum account as being unréasonablé or
imprudént. Socal‘’s contention is misplaced. As discussed above,
the nére recording of expénses in a memorandum account does not
denonstrate thé reasonablénéss of the expénsés nor does it imply
that ratépayers aré automatically liable for those éxpenses. The
jinescapablé fact is that, without an affirmative showing by the
applicant of thé reasonablenéss of the éxpenses under réview, even
in the absence of a showing to thé contrary by DRA or any othér
party, thé expenses cannot bé recoveréd in ratés, (Southérn
Counties Gas Co., 51 Cal. P.U.C. 533, 534 (1952); Application of
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-

P.T. & T« CO., 2 Cal. P.U.C. 24 89, 98-99 (1979); In_ré Pacific -
Bell, 27 Cal. P.U.C. 2d 1, 21, 22 (1987).)

While we find that SoCal has failed to make an
affirmative showing of reasonableness, we reéalize that this burden
may be very difficult given the time frame iavolved, the fact that
the sites typically take yeéars to cleéan up, and the difficulty in
assessing whether SoCal has adequately pursued other PRPs or
insurance coverage, among other things. We believe it would be
unfair to dény récovéry of all expenses booked in the Hazwaste
memorandum account because SoCal has madeée an insufficient showing.
However, it would be equally unfair to require ratepayers to assume
that SoCal acted prudently at all times and pay for such expénseés.

Because thé complexities associated with Hazwaste cleanup
activities may make it very difficult to establish, so many years
after the fact, that all expénses weré prudently or imprudently
incurred, the reasonableness reviéw procéduré may not be thé best
vehicle for detérmining rate récovery of Hazwaste cleanup éxpenses.
Accordingly, we inviteée comments on the appropriaténess of
reasonableness review and on alternative méthods of recovery of
Hazwaste cleanup expenses. We believe that consideration should bé
given to instituting a fair and balanced incentive méchanism (which
might include élements of cost sharing bétweéen rateépayérs and
shareholders) for récovery of Hazwasté cléanup expenses which would
eliminate the neéd for future reasonableness review proceedings.
An incentive and/or cost sharing mechanism may be an appropriate

cleanup éxpenses. Therefore, we ask that SoCal and DRA, as well as
other interested parties and potential interested parties (e.g.
pérsons and entities not now parties to this proceéding) file
writtéen comménts on these issues within 90 days of the effective
date of this order. 1f necessary, the Commission will conduct
hearings on the merits of the proposals put forward. The
Commission will thén issue a decision establishing thé appropriate
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ratemaking treatmént for récovéry of Hazwastée expensés. Finally,
rate recovery under this mechanism will be authorized, following
hearings to furthéer develop the record in this proceéding, as
necessary. )

In order to provide those not now parties to this
proceeding with an opportunity to participate, and pursuant to
Rules 54 and 87 of our Rulés of Practice and Procedure, we diréct
that potential interested parties filé a Notice of Participation
with our Docket Officé within 30 days from the effective date of -
this decision. The notice shall set forth the interest of the
person or entity in this proceeding, contain a brief, préliminary
statenéent of the issue or issues to be addressed in thé comments,
and shall identify the name, address, and telephoné number of the
person designated to acceépt service. The assignéd ALJ will compile
a new sérvice list for this proceeding and mail it to all parties
prior to the time comments are due.

The Towne Gas Siteés

Before the widespread availability of natural gas in the
1920s, synthetic gas was manufactured from fossil fuel
(predominantly coal and oil) for heéating, coeoking, and lighting.
Typically, each town had its own gas-manufacturing plant. Socal
had several of thése gas-manufacturing plants which were called:
Towne gas plants. These éarly Towneé gas plants weré the
forerunners of the npatural gas industry today. The formér Towné
gas plant sites contain residues of the gas-manufacturing proceéss,
and in recent yéars havé becomé a focus of énvironmeéntal concérn.

Socal has identified 42 Towne gas sites for which it may
have an obligation for Hazwaste cleanup. Of those 42 sites, Socal
has already sold all or portions of 38 sités over the course of
several décades. Thrée such sites arée at issue in this
application: Dinuba, Visalia, and ventura. SoCal requests
memorandum account recovery from ratepayers for cleanup coésts
réecorded for the three sites. In sélling these sites, SocCal
realized a gain-on-sale which was credited to its shareholders but
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vhich is dwarfed by thé améunt of the Hazwaste cléanup costs. With
respect to the vVentura Station Site (ventura Site), SoCal has sone
sharéd responsibility with Edison for Hazwasté cleanup. :

The fundamental issue raised here is whether ratemaking
treatment for Hazwaste éxpenses associated with these sites shoulad
bé the sameé as or different from the ratemaking treéatment
applicable to sites not sold for gain-on-sale to shareholders.
Since we do not propose to recoup or rédistribute thé gain-on-sale,
we are not peérsuaded that this issue is settled by thé rule against
retroactive ratemaking, as SoCal and certain other parties have
claiméd in their briefs and comments. Rather, the appropriate
analysis must squarély addréss whether sharéholders assumed any
risk concurrent with their retention of gain-on-sale in light of
the law and practice of the time. Wé ask that Socal and DRA as
well as other intereéestéd parties and potential intérested parties,
address this issue in written comménts. We also réquest comnents
on the appropriate ratémaking treatment for any Hazwaste éxpénses
appropriately récovérablée from ratepayers, including incentive -
and/or cost sharing proposals. ‘

Finally, we specifically consider rate recovery for the
Ventura Sité, As méntionéd above, SoCal and Edison both have
résponsibilitiés for cleanup of this site, a ”"mutual interest”
sité. As stated in the application (pp: 104-106), Socal and Edisen
intend to work together in a coordinatéd mannér to complete a cost-
éffective cleanup of mutual intérest sités.  Socal and Edison have
‘an agreement for another site, thé vénice Site, on how to sharé the
work and costs in a coordinatéd mannér, and éxpéct to reach a
similar agréemént for othér mutuil interést sités. In the past,
the Commission has authorized SoCal and Edison to récord certain
amounts associated with the Venicé Sité in a mémorandum account for
future recovéry once the overall cléanup costs are ”allocated
equitably between the two utilities.” (Seé Résolution G-2983.) It
is only logical that thé equitablé allocation of the costs be
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déetermined once all cléanup work is complete, and the total cost of
cleanup is known. Weé séé no reason to treat the Ventura siteé ,
differently than other mutual-interest sites. Accordingly, we will
défer rate recovery for the Ventura Site until all thé ¢leanup work
at the site is complete and the total cost of cléanup is known.
PCBs Cleanup Expenses

SoCal first détectéd PCBs contamination in its pipeline
system in 1981. SoCal informed thée Commission about thé PCBs
contamination and that the source of thé contamination was
Transwestern’s interstate pipeline which delivers natural gas to
SoCal at the california bordér. SoCal als6é provided thée Commission
a plan for handling, marking, storing, and disposing of the PCBs in
accordance with applicable régulations. Thé plan contained
detailéd procedures for removing poténtially contaminated liquids
and solids from the system, sampling for PCBs, témporary storage,
and labeling, transportation for disposal; and récordkeéping.

The rate récovery for PCBs cleanup activity was initially
authorized in SoCal’s Test Year 1983 géneral rate case. 1In that
proceeding, thé Comnission issued D.82-12-054 which authorized
$2.463 million in 1983, and $2.531 in 1984 to cover PCBs cléanup
expénsés for the reéspéctive years. Since it was difficult to
forecast PCBs cléanup expensés, D.82-12-054 also ordered SoCal to-

establish a balancing account for PCBs cleanup éxpénses.

In SoCal’s Test Year 1985 general raté casé proceeding,
the comnission issuéd D.84-12-069 which continued the PCBs 4
balancing account. Howéver, beéecausé of ovércolléction in the PCBs
balancing account, SoCal was ordered to refund $2.056 million to
ratéepayers and to use the rémaining $2.086 million to fund future
PCBs cleanup éXpénses.

In 1986, SoCal sought récovery for thé éxpenditures made
for rémoval and disposal of the matérial containing thé PCBs. The
Comnission directed SoCal to pursue the récovery of costs from
those responsible for thé contamination. Accordingly, SoCal sent
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Transwestern an invoicé for its éxpenses of $4.8 million. SoCal
also sent a demand for arbitration to Transwestern, since thé
service agreemént for the sale and purchase of natural gas bétween
SoCal and Transwestern specified that disputes arising under the
agreement wére to bé settled by arbitration.

The Commission subsequéntly addréssed thé PCBs cleanup
jissue in SoCal’s Test Year 1990 genéral rate case. In that
proceeding, thé Commission issued D.906-01-016 which deferred
amortization in ratés of the undercollection in the PCBs balancing
account, made that account nonintérest-béaring, and deferred
recovery of forecast expenses until résolution of SocCal’s pénding
arbitration against Transwestern for PCBs expenses.

D.90-01-016 also orderéd a Hazwasté reasonablénéss revieéw
procéeding aftér resolution of the Transwestern PCB$S arbitration.
We also directed SocCal to présent the results of thé arbitration
and recomménd a courseé of action with réspéct to the PCBs expenses
not covéred by the arbitration award.

Socal and Transwestérn négotiatéd a settlément for all of
SoCal’s PCBs damage claims from 1981 through 1988. The arbitratien
panel found that the settlement agreement betweéen SoCal and
Transwestern was fair and reasonable, and in the bést intérests of
the natural gas consumérs in SoCal’s sérvicé territory. Thé
agréemént addressed damages for the péeriod through Decémber 31,
1988, for PCBs eéntéring Transwéstérn’s system at Transwestern’s
Corona, New México compressor station. The agréément had no efféct
on any futuré claims for thé peéeriod béginning on January 1, 1989,
for damages attributablée to thé PCBs entéring Transwesteérn’s
pipeiiné system at its Corona, New Mexico compressor station.

The séttlemént agreement contained sevéral terms
including!

o Transwestern shall pay Socal $7,100,000 as

conplete payment for SoCal’s claims for
PCBs damages through Decémber 31, 1988}
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The entiré record of the r?c¢édiﬁg may be
used in any futuré PCBS claim$} an
SoCal shall have né résponsibility other
than reasonable c¢oopération with
Transwestérn’s effort to seek damagés from
any third party rélated to thé operation of
Transwestern’s compressor station.

since SoCal has résolved its arbitration with 7
Transwestern régarding PCBS cléanup expensés for the 1981 - 1988
period, SoCal in compliancé with D.91-01-012 has raised the PCBs
issue in this reasonabléness réview procééding.

SoCal’s total PCBs cléanup costs through Decembér 31,
1988 were $8,289,000. Thus, by recovery of $7,100,000 fron
Transwestern, SoCal was able to recover 86% of its total PCBs
cleanup costs from Transwestérn. SoCal is not seeking any rate
récovery for its PCBs cleanup program in this proceeding. However,
SoCal is seeking a finding from thé Commission that its settleément
with Transwestern regarding PCBs cleanup costs for the périod
ending Decémbér 31, 1988 was fair and reasonablé, and that its pcBs
cleanup expénses weéré réasonable. ‘

It should bée noted that in addition to the récovery of
the settlement amount, SoCal has récovered $2,983,000 in rates for
PCBs cleanup éxpenses. Accordingly, theée PCBs account has an
overcollection.

SoCal also requésts that the PCBs mémorandum account
which was made noninterest-bearing by D.91-01-016 be madée interest-
bearing hénceforth. According to SoCal, such accounts are
typically interest-bearing. SoCal argués that the Commission
removed interest coverage on thé account to give SoCal an incéntive
to quickly resolvé its claims against Transweésteéern. SoCal asserts
that since it has settled with Transwestern not only for the period
1981 - 1988, but for 1989 - 1990, the reason for keeping thé PCBs
memorandum account noninterest-bearing no longer éxists. In
addition, SoCal argues that the méemorandum account is currently
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overcollécted and thus it is the ratepayer who is being advérsely
affected by the noninterest-bearing féature of the PCBs mémorandum
account, _
While DRA is concernéed that SeCal was able toé récover
only 86% of its PCBs éxpénses from Transwestern, DRA récommends
that the Commission approve the séttlément bétween SoCal and
Transwestern and limit SéCal’s raté recovery for prée-198% PCBs
cleéanup expenses to $8,289,000. DRA, recommends, howevér, that the
commission defer ruling that the éxpenses incurréd for PCBs cléanup
through Decémber 31, 1988 weré prudent and reasonablé. DRA also-
opposes SoCal’s proposal to make thée PCBs mémorandum account
interéest-bearing hencéforth, alléging that to do so would rémove
any incentive for SoCal to pursue recovery of PCBs cleanup costs
fron Transwestérn. :

We apprové SoCal’s séttlement with Transweéesteéern. Weé note
that the settlement appropriatély permits SoCal to recover 86% of
its PCBs cleanup expénses for thé period 1981 - 1988 without
prejudice to résolution of recovery of subsequently incurréd costs
and that other provisions of the settlement also appear to be
reasonable,

We réject DRA’s recommendation that the commission not
issue a finding that SoCal’s PCBs cleanup expenses through
December 31, 1988 are prudent and reasonable, until SoCal submits
the expensés for raté recovery in a subseéequent reasonableness
proceéding. While DRA is corréct in asserting that SoCal is not
seéking rate recovery for its PCBs cléanup expénses, DRA has
overlooked the fact that Socal has providéd all the nécéssary
details about its PCBs cléanup expénsés. DRA has not provided any
reason to support its récommeéndation to delay réview of SoCal’s
PCBs cléanup costs. In addition, D.90-01-016 directed that both
the settlement with Transwestern and the PCBs cleanup cost not
recovered through the settlement bé résolved in this prOcéeding.
There is no good réason to delay the resolution of the matter.
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Socal has provided adéquate justification for the 14% of its PCBs
cleanup expenses it did not recover through the settlemént. We
find SoCal’s PCBs cleanup expénsés for the period 1981 through 1988
to be réasonable,

Finally, we will consider SoCal’s requést to make the
PCBs mémorandum account intérest-bearing henceforth. while DRA
opposés SoCal’s request, it demands that overcolléctions in the
PCBs memorandum account be creédited to ratépayérs with interest.
Thé only way to ensureée that ratepayérs receivée interest on the
overcollections is to make the PCBs memorandum account interest-
bearing. In addition, since the PCBs mémorandum account could be
over- or undercollécted, it would be fair to both shareholders and
ratépayers to maké the account interest-bearing. SoCal has séttled
with Transwestérn, and thé réason for kéeéping thé memorandum
account noninterest-bearing as an incentive for SoCal to négotiate
no longer exists. We will make the PCBs memorandum account
interest-bearing henceforth. The intéerest rate for thé PCBs
mémorandun account will bée the same raté which appliés toé SocCal’s
Consolidated Adjustment Mechanism Account.
Imminent Endangerment Cléanup Expenses ]

Oon occasion during thé investigation phase at a site,
SoCal may discover a condition that presents an immediate danger of
public exposuré to hazardous substances that must beée cléaned hp
immédiately. Such activities constituté remediation, the cost of
which can bé booked to thé memorandum account under the éexisting
procedure only after issuance of a resolution approving an advicé
letter. However, in imminent endangérment cases, SoCal is not able
to wait the 60 or moré days typically required for the procéssing
of an advice letter and must éxpend funds without an opportunity
for rate recovéry. In récént years, SoCal has had to conduct two
such imminént endangermént cleanups.

In its néxt genéral rate case for Test Year 1994, SoCal’
intends to request a forécast allowance in basé rates for imminént
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éndangermént costs that could supérsédé recovéry through the
memorandum account. In the interim, SoCal is sééking a practical
mechanism that would allow it to recover in rates the cost of
imminent endangerment cléanups. SoCal proposes the éstablishment
of an expedited advice létter process, SoCal believes the bést
approach would bé for the Commission to authorizé a special
subaccount of the hazardous substancé mémorandum account for
imminént endangermént cleéanups. According to thé proposal, SocCal
would not have to file an adviceée léttér and obtain a further
resolution relating to any spécific site béforé booking costs to
this subaccount. Rathér, SoCal would only bé required to réport to
the commission within 30 days that it had incurred and booked costs
for a particular imminent éndangerment site.

According to SoCal, this treatment is analégous to the
préapproval to book costs for nonspécific, govérnmental-declaréd
disaster costs (such as éarthquakes) authorized in Resolution
E-3238 issued in July 1991. SoCal argueées that the Commission would
not have to worry about ”"writing a blank check” for such activity.
SoCal would agree to capping the costs that could bé recovéred for
any imminént éndangérment occurrence to $50,000. Socal contends
the recovery of this cost would still be subject to reasonabléness
review béforé being reflected in rates.

Initially, DRA opposéd thé proposal. However, during thé
hearings, SoCal‘’s witness Madriaga clarified that the proposed '
amount of imminént éndangérmént cléanup expense is $50,000 per
site, not per occurrénce. In addition, Madriaga téstified that the
expedited procédure béing sought pertains only to Towne gas sites,
not all potential Hazwaste cleanup sites. According to Madriaga,
if Socal anticipates that cleanup éxpénses at a site will excéed
$50,000 during the time the emérgéncy cleanup is being performed,
Socal will file an advice lettér to capture éxpénsés in excéss of
$50,000. After receiving clarification of So6Cal’s proposal, DRA

withdrew its objections.
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] We adopt SoCal’s proposal té book up to $50,000 pér Towne
gas site in imminent endangerment cléanup expénses in a subaccount. -
We will require SoCal to réport to thée Commission within 30 days
that it has incurréd and bookéd éxpenses for a particular Towne gas
site. Theé imminent éndangermént cleanup éxpénses will not be
reflected in rates without a reasonable réview of the éxpenseés
unless we order an altérnative ratemaking tréatment for Hazwaste
expenses, as discusséd elsewhere in this decision.

In its comments on thé ALJ’s proposéd décision, Socal
contends that the proposed decision incorrectly states witnéss
Madriaga’s position. According to SocCal, while Madriaga
recommended that SoCal be allowed to book into thé subaccount up to
$50,000 per occurrence in imninent éndangérment cléanup éxpeénseés,
the proposed decision allows SoCal to book only $50,000 pér site
regardless of the nunmber of such occurrénces at a given site.

After reviéwing the récord, we find that Madriaga had
initially testified that thé $50,000 limit in imminent endangerment
cléanup expenses was per sité not per occurrence. In his rediréct
testimony hé modified his position to place the $50,000 limit per
occurrénce. DRA agréed to the $50,000 limit per site baseéd on
Madriaga’s original testimony. By this decision we authorize
SoCal to book into a subaccount up to $50,000 per site in imminent
éndangérment cleanup éxpénses.

Recovery of Long-Term Operation and
naintenance Expenses

SoCal proposes to transfér récovery of long-term
operation and maintenance (0O&M) expénses for rémediation of Towne
gas sites from memorandum account to base rates adopted in a
géneral rate case. According to the proposal, the initial o&M
expénses for rémediation that are incurred betweeén SoCal’s geéneral
raté casés will be recovered through thé advice lettér/mémorandum
account procédure. Aftér the primary cleanup is compléted, all
subsequent long-term O&M expénsés may be incurréd for activities
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such as monitoring conditions where the regulatory agéncy has
allowed somé wasté to rémain on the site, or where thére is long-
ternm groundwater monitoring or tréatment. So6Cal contends that such
expenses are likeély to be fairly predictable, and theréforeée aré
appropriaté to be included in base ratés. According to Socal, an
advantage of its proposal would bé that the exclusion of these
expenses from the memorandum account would make it less likely that
the $5 million trigger amount requiring filing of a reasonablenéss
review application would be réached.

DRA opposes SoCal’s request to place ongoéoing O&M expénses
in base rateés, contending that such action would drastically réduce
the protection available to ratepayers under the réasonabléness
review procéss. DRA arques that if the ongoing 0&M expenses aré
included in base rates, the Commission will not be able to review
the reasonableness of such expenses. According to DRA, the need
for a reasonablénéss réview becomé véery obvious when one considers.
the case of SoCal’s Olympic Site where thé Departmént of Health
Services has approved a plan which requires O&M activities for at
least 30 years. DRA argues that under the curréent procedurée, SoCal
will have to justify thesé costs in at least teén reasonableness
reviéws. DRA claims that the magnitude of dollars involved in such
ongoing O&M expensés makes it necéssary to continué thé current
réasonablenéss réview procéss. In addition, DRA asserts that the
current procedure is in ho way unfair to Socal.

While we agree with SoCal that including the ongoing O&M
expenses at a Towne gas site may réduce the number of filings for
reasonabléness reviews, we sharé DRA’s concern for protection for
ratépayers. Resolution of this issué must nécessarily be deférred
until we have determined whether reasonableness review, or some
other rate treatméent, is appropriate for détéermining raté recovery
of Hazwaste expenses. In the interim, we reject SoCal’s proposal
and authorize the continuation of the current advice
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lettér/memorandum account proceduré for recovery of ongoing O&M
expenses at SoCal’s Towne gas sites.,

Rate Recovery .
We defer authorization of rate recovéry for the Hazwaste

expenses at issue in this proceeding until further Commission
order, as describéd hereéin.
Findings of Fact

1. SocCal filed A.91-04-044 séeéking a reasonabléness review
of cértain Hazwaste cleanup program expénses.

2. SoCal seeks to recover in rates effective January 1,
1993, expensés booked in the Hazwasté mémorandum account in the
amount of $1,067,090 plus interest and allowance for franchisé fees

and uncollectibles.

3. DRA recommends that SoCal be allowed to récovér in rates
$729,639 plus interest and allowance for franchise fees and
uncolleéctibleés. -

4. DRA’s cost sharing proposal doés not adequately balancé

the risks faced by sharéholdérs and rateépayers.

5. SoCal has failed to demonstraté through clear and
convincing evidénce theé reasonabléness of the éxpenses it seeks to
recover in rates.

6. It would not be fair to dény SoCal récovery of all
expenses bookéd in the Hazwastée memorandum account on the basis of
its insufficient showing becausé it may be difficult if not
impossible for SoCal to demonstraté the réasonableness of the
Hazwasté expénses and the actions which 1léd to the incurring of
those expeénses, and thereforé réasonabléness réview may not be theé
most appropriate ratemaking tréatment for such éxpénses. | ‘

7. It would also bée unfair to assume that SoCal acted
prudently at all timés and to require ratepayers to pay for all
Hazwaste cleéanup expenses.
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8. Reécovery of Hazwasté éxpenses through incentive
mechanisms or other ratemaking treatment baséd on cost sharing may
be more appropriaté than reasonableness reéview.

9. An incentive and/or cost sharing mechanism may be
appropriate in light of the compléxities associated with the burden
of proof of reasonablénéss and to assure that SoCal will have a
stake in minimizing Hazwasté cléanup expenses and pursuing recovery
fron othér PRPs and insurance carriers.

10. The record in this proceeding does not provide a ba51s
for adopting a specific incentivée or cost sharing méchanism.

11. Any ratemaking alternative to reasonablenéss review
should be developed after parties and interésted persons are
allowed an opportunity for comment.

12. SoCal has sold sevéral Towne gas sites or portions of
Towné gas sités and rétained the gain-on-salée for its shareholders.

13. When SoCal sold its Towne gas sites, the éx1st1ng
accounting proceédures allowed it to retain theé gain-on-sale for 1ts
sharéholders.

14. For the thrée sites at issué in this procéeding, theé
réetained gain-on-sale is dwarfed by thé amount of the Hazwaste
cleanup costs.

15. Socal has a mutual interest with Edison for cleéanup of
the Ventura Site. '

16. Rate recovery for other mutual-interést sites has béen
deferred until cléanup at thése sités is complete and thé total
cost of cleanup is known.

17. Socal has incurred $8,289,000 in PCBs cléanup éxpenses
through Decémber 31, 1988.

18. Socal has negotiatéed a settlément with Transwesteéern whlch
requires Transwestern to pay SocCal $7,100,000 for PCBs cleanup
costs through December 31, 1988.
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19. The provisions of the settlement between Socal and
Transwestern are fair and reasonablé and in the best interest of
ratepayers. - _

20. SoCal has provided adéguate justification of its PCBs
cléanup éxpenses incurred through bécembér 31, 1988,

21. SoCal proposes a procédure for récovery of imminént
endangerment cleanup éxpensés which will allow SoCal to béok up to
$50,00 per Townée gas sité in rémedial cleanup expenses in a
subaccount without seeking prior Commission approval through an
advice letter filing. The proceduré will require SoCal to report
to the Commission that it has incurréd and booked the expénses in
the subaccount for a particular imminent endangéerment site.

22. D.91-01-016 orderéd that SoCal’s PCBs memorandum account
be made noninterest-bearing as an incéntive for SocCal to négotiate
a settlement with Transwestern for récovéry of PCBs cleanup
expénses.

23. Sinceé SoCal has négotiated a settlemént with
Transwestern, the need to kéep the PCBs mémorandum account
noninterest-béaring no longer eéxits.. :
Conclusions of lLaw

1. Partiés and intervénors should addréss in writteén
comnents thé appropriaténéess of reasonabléness réeview and
alternativé méthods of recovéry of Hazwaste ¢léanup éxpeénses,
including but not limitéd to cost sharing and incentivé mechanisms.

2. Parties and intérvenors should address in written .
conménts whether shareholdérs assumed any risk concurrént with
their reténtion of gain-on-sale for Towné gas sites, in light of
the law and practicée at thé time of salé. ,

3. Parties and intervenors should propose in written
comments the appropriate ratemaking treatmént for recovéry from
ratépayers of any Hazwaste éxpensés associated with Towne gas
sites, including incentive and/or cost sharing proposals.
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4. Rate récovery of thé Hazwaste expeénses at issué- in this

proceeding should be déféerred until further order.

5. Rate recovery for thée Ventura Site should be déferred
until the cleanup at the site is compléte and the total cost of
cleanup is known.

6. SoCal’s settlement with Transwestern regarding’récOVery

of PCBs cleanup éxpensés is reasonable.
7. SoCal’s PCBs cleanup éxpenseés through Décember 31, 1988

were reasonablé and prudent.

8. SoCal’s PCBs memorandum account should bé made interest-
bearing hencefoérth. _

9. SoCal’s proposed éxpedited proceduré for récovery of
imminent endangerment cleanup éxpensés should bé adoptéd.

10. Résolution of SoCal’s request to reécover long-téerm O&M
expénses for remediation through base rates should bé déferréd
pending resolution of the appropriate ratemaking treatment for
Hazwaste expensés, and in the interim, theé current advice
letter/memorandum account procedure should be continued.

ORDER

IT IS ORDERED that: ,

1. Within 90 days of the éffective daté of this order,
Southérn California Gas Company (SoCal) and the pivision of
Ratepayer Advocates (DRA) shall addreéess in wrltten comments the
appropriaténess of reasonabléness reévieéew aud{alternate méthods of
recovéry of hazardous wasté (Hazwasté) cleanup expensés, and shall )
proposé any alternative recovery méthods, including but not llmited
to incentive mechanisms and/or cost sharing. Other interésted
parties and poténtial interestéd parties are urged to filé written
comments on these issues. : »

2. Within 90 days of thé efféctive daté of this order, Socal
and DRA shall propose in written comménts whéther shareholders
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assuméd any risk concurrent with their retention of gain-on-sale of
Towne gas sites, in light of thé law and practice at the time of
sale. SoCal and DRA also should propose the appropriate ratemaking
treatment for récovéry from ratépayers of any Hazwaste éxpenses
associated with thesé sites. Proposals may include, but néed not
be limited to incéntive mechanisms andfor cost sharing. Other
interested parties and potential interested parties are urged to
file writtén commeéents on thése issues.

3. SoCal is authorized to book into a subaccoéunt up to
$50,000 in imminent endangermént cleéeanup expénses at éach of its
Towné gas sites. Within 30 days after incurring such expenses,
SoCal shall reéport to the Commission that it has incurred and
bookéd such éxpensés for a particular Towné gas site. The imminent
endangérmént cleanup expenses in the subaccount shall be subject to
a reasonablé review or other authorized rulemaking procedure,
before récovery is allowed in rates.

4. Socal is authorizéd to accrue interest on the amounts
booked into the polychlorinated biphenyls cléanup éxpeénse
memorandum account. The interést accrual shall not bégin until the
effective date of this order, and shall be at the interest rate
applicable to SoCal’s Consolidated Adjustment Mechanism Account.

5. We direct the Executive Diréctor to servé a copy of this
decision upon the servicé list established for this proceeding
(Application (A.) 91-04-004), and upon the service 1ists in the
following docketst Pacific Gas and Eléctric Conpany’s pending
general raté case (A.91-11-036), San Diégo Gas & Electric Company'’s
pending general rate case (A.91-11-024), and Southern cCalifeérnia
Edison Company’s most recent general rate casé (A.90-12-018),

6. Potential interested parties (é.g. persons or éntities
not now partiés to this proceeding) shall file a Noticé of
Participation with our Docket Office at 505 van Ness Avenueé, San
Francisco, CA 94102, within 30 days from the effectivé date of this
decision. The notice shall set forth the interéest of the pérson or
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entity in this proceeding, céntain a brief, preliminary statement
of the issue or issues to be addressed in the comments, and shali
identify the name, address, and telephoné number of the pérson’
designated to accept sérvice. The assigned administrative law
judge will compilé a new sérviceé 1ist for this proceeding and mail
it to all partiés prior to thé time comments are due,
7. This order bécomes éffective 30 days from today.
Dated November 23, 1992, at San Francisco, California.

DANIEL Wm. FESSLER
Préesident
JOHN B. OHANIAN
PATRICIA M. ECKERT
NORMAN D. SHUMWAY
Commissioners
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DESCRIPTION OF HAZARDOUS WASTE CLEANUP
SITES UNDER REVIEW IN THIS PROCEEDING

Olympic Base Towné Gas Site

The site is approximately four acres in size and is part
of a 14-acre property owned by Southern California Gas Company
(SoCal) at 2424 E. Olympic Boulévard, Los Angéles, California.
Currently most of the site is undeveloped, but thé northern portion
is partially covered with asphalt and leased to the City of Los
Angelés’ Road Départment for its asphalt plant operatieéns. Socal
also has buildings and pavéd roadways on thé site which are used
for a variety of SoCal’s distribution and transmission Opératioﬁéa

The Olympic Base Site investigation was initiateéd in
Séptémbeéer 1983 at the request of the Los Angelés Régional Water
Quality Control Board and the California Department of Health

Sservices (DHS).

A Consent Order was issuéd by DHS in Décémber 1986 which
specifies the key activitiés and schedules for the work required at
the site. ’

In addition, SoCal préparéed a Remedial Action Plan for
the site which was approvéd by DHS on April 25, 1991. Socal has
since requested commission approval to book up to $1,191,000 for
remediation activities at the site. Not all of the expénses for
renedial activities are béing recovered in this proceeding. Socal
is seeking to recover $222,532 hazardous waste (Hazwasté) cléanup
éexpenses at the site for the périod Séptember 23, 1987 through
December 31, 1990. SocCal was authorized to book up to $229,000 in
Hazwaste program expenses for the period in question.
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Dinuba Base Towné Gas Site

Dinuba Base Towne Gas Site (Dinuba site) is located on
Kern Street in Dinuba, California. SoCal sold the southern portion
of the property in 1971 and currently uses the northérn portion of

the site.
The siteée investigation bégan in 1985 when SoCal‘’s

research of historical records révealed evidencé of a gas plant
operation at the present location of the binuba Site.
Subséquently, an inspection of the base followed by a review of
propérty ownérship récords révealed that contiquous propérty
occupied by a church/day-care center with an unpaved playground
area was once part of the Towne gas plant site. SoCal conducted
limited sampling of surfaceé and shallow subsurface soils at the
church propérty and SoCal’s base in November 1985.

Oon January 26, 1986, aftér learning of contamination at.
the site, the Tulare County Health Department orderéd the day-care
center closéd indefinitely. Subsurface soil contamination was
indéependéntly verified by the Fresno District Office of DHS. In
March 1986, the Central valley Regional Water Quality Control Board
(CVRWQCB) directed SoCal to submit a workplan for géotechnical
investigations at the church and Dinuba Site propertiés to asséss
the effects on groundwater of prior disposal of wasté.

Since that time, SoCal has béen conducting investigations
at the siteée under the direction of CVRWQCB, and résponding to DHS’
and Tularé County Health Department’s concerns as well.

SoCal is seeking to recover $283,385 for its Hazwaste

program for this site.
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visalia Towne Gas Site
This site is located at 300 North Tipton Stréet, visalia,

california. SoCal acquired the site in 1927 and has since sold
parts of it to KB Management Company and to Pacific Bell.

The first evidencé of contamination was found in 1987
when Pacific Bell discovéred a leak in somé machinery. Subseguent
groundwater analyses showed soil contamination. A formal
investigation into thé so6il contamination showed pollutants
comnonly associated with gas-manufacturing, and discovéred an
undérground vault of unknown origin. Thé vault was circular, 25
feet in diameter and six-feet déep.

The Tulare County Department of Héalth Sérvicées then
directed the property owner to providée additional information and
to comply with the California regulations for undérground storage

tanks. However, thé ownér refused to comply and reférréd the
mattér to SoCal. SoCal agreed to comply with the directive, but
spécified that any future remediation not associated with the vault
would be discussed as a new matter because SoCal was not accepting -

responsibility for it.

soCal is seeking to recover $3,905 of its Hazwaste
progran expénses which it incurred through Decembér 31, 1990.
Operating Industrieés, Inc.
Compensation and Liability Act

The sité is located néar Los Angeles and was operated by
operating Industriés, Inc. It was used for disposal of municipal
and industrial wastes fron 1948 to 1984. It was listed on the
Environmental Protection Agency’s (EPA) National Priority List in
May 1986: it was ranked number 71 out of a total of 1,250 sites
nationwide.
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SoCal was identified by EPA as & potentially reéesponsible
party (PRP) that had disposed of wastes at the site. The site
operating récords show that SoCal disposeéd of approximately
4,000,000 gallons of waste at the site. SoCal requested
authorization to book $445,393 in cleanup costs to a memorandum
account through becembér 31, 1990. SoCal is seeking to recover
this amount in rates.

SoCal joined the other parties in an organization named
the Operating Industries, Inc. Sité Stééring Committee to négotiate
with EPA and to develop site information relevant to theé cléanup
and other matteérs. The first formal acknowlédgment of liability
for the site cleanup was madé in a partial consént decrée in a
United States Distriet court case, United States v, Chevron
Chemical Company, ét al. Then, the éntities acknowledging
liability formed a new working group named the Coalition
Undertaking Remédial Efforts, Inc. to pérform the necessary
remedial work.

The United States District Court for the cCentral District
of california issued a Partial Consént Décree in United States v.
Chévron Chémical Company, ét al., on May 11, 1989. SoCal was one
of 115 PRPs signing thé decree. Theé EPA began negotiations on
another partial consent decree for further necéssary site work.

Ventura Station Site

This 8.5 acré sité is located within the city of San’
Buénaventura in California at Olive Stréet and McFarlané Drive.
The portion of theé sité that the manufactured gas plant was on was
owned by SocCal, Vetco Offshore Industries, Inc., U.S.A. Properties
Corp., thé State of California, and the City of San Buenaventura
when the advicé lettér was submittéd in 1988. SocCal’s portion of
the site is about half of the original gas-manufacturing plant
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site. The remainder of the site is used for industrial and highway

purposes,
soCal sold 52% of thé Ventura Station siteée (ventura site)
in 1953, while maintaining ownership of theé eéastern portion for a
transnission compréssor station. SoCal has requested $111,875 for
cleanup of the portion of the site it currently owns. SoCal is not
requésting recovery of any cléanup éxpenses for the portion of the
site which was sold. Howévéer, in January 1991, the Reglonal Water
Quality control Board (RWQCB) directed SocCal to 1nvest1gate the
entiré Ventura Site for contamination. SocCal has 1nformed RWQCB
that Southern california Edison Company  and other buyers of theé
westérn portion of thé Ventura Sitée aré PRPs for cléanup of the
site. .

Recovery of any expensés at this site are being deférréd
since therée are other PRPs for cleanup at the site,

(END OF APPENDIX A)




