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Pursuant to Rule 8.4 of the Commission’s Rules of Practice and Procedure, The

Utility Reform Network (TURN) gives notice of the following ex. parte communication.

On June 26, s Legal Director, Thomas Long, TURN Energy

Attorney, Marcel Hawiger, met with Commissioner Florio and his advisor Scpideh

Khosrowjah. The meeting took place at the Commission’s office in San Francisco from

approximately 4:15 p.m. to .m. The communication consisted of an oral

presentation accompanied by a written handout, a copy of which is attached.

In the meeting, Mr. Long and Mr. Hawiger discussed the attached handout, which

summarizes TURN’S view of the main issues that should be addressed in the decision on

the Phase 1 Pipeline Safety Enhancement Plan (PSEP) proposed by Pacific Gas &

Electric Company (PG&E), and TURN’S recommendations on those issue

Respectfully submitted,June 29, 2012
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Legal Director
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TURN j Ex Parte Meeting 
! R.l 1-02-019: PG&E PSEP 
; June 26, 2012

i
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the Case

10 explosion: 8 dead, 58 injured, 38 homes destroyed, another 70
3

(|){|)i Key NTSR fitndinaw
o
o
o
o

te of 
:s other

o

(|x|)i Key Independent Review Panel findings:
o PG&E’s top management was focused on financial performance and corporate 

image and insufficiently attentive to public safety, 
o PG&E had erroneous pipeline records because of the lack of: robust data and 

document management systems, and processes to capture emerging
tnfnrmsitinn piKrnif fhr- c\/ctpm

ability to identify threatso

! ■!" in : ion project was set in motion 1 ' I , “justifiable alarm” at
PG'&E’s inaccurate pipeline records (p. 17)
Curing PG&E’s unreliable pipeline records was the “obvious goal” of the 
NTSB’s recommendation to obtain traceable, verifiable and complete records 
and with reliably accurate data, create a dependable

o
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s of the PSEP be apportioned between shareholders and
iciicpayci^:

o To what extent is the PSEP remedying PG&E’s serious mismanagement of its 
pipeline records and overall transmission system (i.e, the result of PG&E’s 
imprudence)

o In light of PG&E management’s excessive focus on profits and insufficient 
attention to safety, what other ratemaking adjustments are appropriate (e.g., 
rate of return reductions, use of other sources of funding) 

o In light of the pending enforcement investigations that are likely to further 
illuminate the scope of PG&E’s past mismanagement, when should the 
Commission make a final cost responsibility determination9 

{|x|)i How should the proposed scope of the PSEP be modified to achieve the necessary 
safety improvements in the most cost effective manner9 
Are PG&E’s cost estimates reliable? (DRA)

(|x|)i What ratemaking accounting mechanisms (e.g., memorandum accounts, balancing 
accounts, aftcr-thc-fact reasonableness review) should be used to ensure that, for any 
of the costs apportioned to ratepayers, only reasonably incurred costs are recovered in 
rates9

(|x|)i For any costs apportioned to ratepayers, what cost allocation methodology should be 
used9
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#1 TURN: Under PU Code Sections 45 i, 463 and general prudence principles, the 
Commission must disallow costs resulting 'from PG&E’s imprudence.

(|){|)i PG&E’s “incremental” prineif >-007 had never been issued, would
PG&E have been obligated to do the work9

o Applied too narrowly by PG&E, which ignores Section 451 and prudence 
principles in assessing what it was “obligated” to do. (However, PG&E’s 
SVP Bottorf acknowledged at hearing that its obligations for this purpose
should include Section 451 requirements..PG&E retracted this position in its
reply brief)

o Federal regulations and GO 112 established minimum requirements; as the 
operator of pipelines transport combustible gas, PG&E was
entrusted with exercising its informed judgment to go beyond those 
regulations as necessary to ensure safety of the system.

(|x|)i PG&E bears the burden of proof to demonstrate that PSEP costs are not the result of 
its imprudence.

(|x|)i The Commission has made clear that fines and disallowances for the same behavior 
are appropriate..fines are paid to the general fund and do not mitigate the harm to
ratepayers.

(|x|)i Other principles:
Ratepayers should not be made to pay twice for the same work (deferred 
maintenance)
As a matter of basic fairness and in light of PG&E’s past emphasis on profits 
over safety, the PSEP should not become a profit center for PG&E

o

o

af Prudence Po

(|xj)i A full disallowance is warranted: because the PSEP is the result of PG&E’s 
imprudence — or, put another way, remedial in nature.

The NTSB’s January 2011 urgent recommendations and the Commission’s 
follow-on directives in D.l 1-06-017 were necessitated by PG&E’s inaccurate 
pipeline records and the grave doubts created by those records about whether 
PG&E’s MAOPs and its integrity management practices were reliable.
The record shows that, if D.l 1-06-017 had not been issued, to remedy its 
pipeline system, PG&E would have moved ahead with its “Pipeline 2020” 
program, a program that is virtually identical to the Pipeline Modernization 
and Valve Automation programs proposed in the PSEP.
When asked at hearing what steps PG&E would have taken if D. 11 -06-017 
had never been issi &E’s Stavropoulos evaded the question, claiming 
PG&E had never given any thought to that question.

o

o

o
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#1 Issue-by-issue disallowances supported by the incomplete record to date

The costs of the Matron project should be disallowed in full ($162
million expense)

xhxhM D.l 1 -06-017 states, this project is the result < alarm at
PG&E’s incorrect records and the need to ensure that PG&E’s MAOPs 
are based on accurate information

xTxfMntxary to PG&E’s contention, the obligation to have “traceable, 
verifiable, and complete” records is not a new standard but rather a 
more precise articulation of the requirement to maintain accurate and 
reliable records

Pipeline testing or replacement costs for pipeline installed from 1955 on 
should be disallowed ($241 million capital, $94 million expense)

XlxlMlustry standards (later adopted by GO 112 and federal regulations) 
required pre-service pressure testing of all pipeline installed from 1955 
on, and retention of test records for the life of the pipeline. PG&E 
helped formulate the 1955 standard and voluntarily followed the 
standard.

o

o

& t

o Pipeli' terly
inspec 
($89-5.

xfxfifij&E used the wrong — and less costly — method (external corrosion 
direct assessment, instead of in-line inspection or pressure testing) to 
assess manufacturing threats

XfxPMi&E should have conducted a pressure test on segments with 
manufacturing threats where PG&E spiked the pressure 

o Pipeline testing or replacement costs for PSEP pipeline that was negligently 
constructed or installed should be disallowed (unknown $ amount at this time) 

XfxlfrTSB found PG&E’s inadequate quality control allowed defective 
Segment 180 to be installed.

XfxltHis likely that other PSEP pipeline was defective and should never 
have been installed. Ratepayers should not pay to remedy such 
imprudence.

xfixTlc Commission should direct PG&E to have independent inspectors 
at excavation sites to assess whether pipe segments were defective, 

o The costs of the Gas Transmission Asset Managcme !) project
should be disallowed in full ($95 million capital, $21 million expense)

XfxTMe record shows that the GTAM is needed to remedy PG&E’s 
serious record-keeping deficiencies, as identified by the outside PwC 
report commissioned by PG&E, as well as tf id the
Independent Review Panel
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jx|)i It is premature to make any final decision that costs should be assigned to ratepayers. 
If any cost recovery is approved based on this limited record, rate increases should be 
interim and subject to refund.

o
id
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#1 Prioritization: Delay work in Class 2 non areas until later phase. Impacts about 
500 miles of pipeline.

4
t will
line

4 n

4 mt for

Gas T

(f)([)i Independent Audit: The Commission should independently audit the GTAM project 
to ensure that it is meeting all objectives and requirements before allowing any rate 
recovery.
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before
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mechanism.
PG&E shareholders should match, via PSEP offsets, the approximately $23 
million per year included ii rates to fund bonuses for top managers and 
executives.

o

The Commission should adopt a longer depreciable life of 60 years for PSEP pipeline 
replacements.

The current 45-year service life was adopted in 1996 and does not reflect new 
testing standards or newer data.
A longer service life reduces first-year capital-related revenue requirements 
by 4.2%, thus reducing near term rate shock without impacting total cost

o

o

recovery.

mi.

(included in labor loaders).

?
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#1 The Commission should disallow costs in recognition of deferred or ineffective
maintenance.

illion in
eating a

o

integrityo

miles) ino

• final 
word.

o

4»({)i If the i
should

o

o

iiwcii mitgj at) i*v\,„ve>e>€4i y .

The Commission should reserve the option of conducting a future reasonableness 
review of PG&E’s recorded costs for PSEP work. Such a reasonableness review 
would be in addition to the retrospective prudence review (for a different purpose) 
that has already begun in this proceeding. The review should specifically analyze 
potential impacts on contractor costs of the need to conduct an expedited “crash 
program.”
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#1 The Commission should reject attempts by large noncore customers to allocate costs 
using the Equal Percent of Base Margin.

This method includes costs for distribution lines, service lines and customer 
services which are wholly unconnected to the work being done in the PS'EP 
and thus have no basis in cost causation.
This method results in an unfair and arbitrary shift to core customers of $120 
million in just the first three years of revenue requirements.
The proposal is based on the false premise that the goal of the PS'EP is 
preventing property destruction rather than saving lives.

o

o

o

(|x|)i However, any costs for the GTftM project should be allocated separately based on 
total pipeline mileage.

The GTAM is a separate project wholly unrelated to the Pipeline 
Modernization, Valve Automation or dictation projects.
The GTAM adds IT capabilities to store data on all pipelines, not just the 

Defines addressed in Phase 1 of the PSEP. Its costs should thus be 
functionalized differently to reflect the scope of the work performed.

o

o
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