
APPENDIX A

PROPOSED CHANGES TO FINDINGS OF FACT AND

CONCLUSIONS OF LAW

Findings of Fact

1. On August 26, 2011, PG&E filed and served its Implementation Plan 

required by D.11-06-017.

2. PG&E's Implementation Plan is comprised of: (A) ^Pipeline 

Modernization Program that provides for testing or replacing pipelines, reducing 

their operating pressure, conducting in-line inspections as well as retrofitting to 

allow for in-line inspection, and adding automatic or remotely-controlled shut 

off-valves; and (B) a Pipeline Records Integration Program where PG&E will 

finish its records review and establish complete pipeline features data for the gas 

transmission pipelines and pipeline system components, and the Gas 

Transmission Asset Management Project, a substantially enhanced and improved 

electronic records system.

3. PG&E's Implementation Plan uses- a consistent methodology to 

identify and prioritize recommended actions based on pipeline threat categories

-into a decision tree to identifyand-which PG&E organized feH0 

actions such as performing pressure tests, replacement of pipe, and in-line 

inspection, to address specific risks-.
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3t5. Natural gas pipelines carry explosive and flammable gas under pressure 

and are typically located in public rights-of-way, at times amidst dense 

populations. These facilities must be carefully operated and regulated to protect 

public safety.

6. The Independent Review Panel found numerous deficiencies in PG&E's 

operations, including data management and pipeline Integrity Management, and 

recommended improvements that included modifying its corporate culture and 

engaging in a progression of activities to address pipeline safety using the image 

of a journey to a new destination.

PG&E's Decision Tree analysis 4s a promising beginning at a

comprehensive decision-making process
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ensi: based on safety concerns related to historical pipeline manufacturing,

fabrication, and testing practices.

PG&E must improve the safety of its gas system operations, specifically 

but not only in the areas quality control and field oversight.

7 1, The Implementation Plan calls for pressure testing 783 miles of pipeline 

and replacing 185.5 miles of pipeline in Phase 1.

PG&E's Decision Tree identifies and prioritizes three unique threats to 

pipeline integrity - manufacturing threats, fabrication and construction threats, 

and corrosion and latent mechanical damage threats.

The Implementation Plan calls for replacing, automating and upgrading 

228 gas shut-off valves.

The Implementation Plan calls for retrofitting 199 miles of pipeline for 

in-line inspection and inspecting 234 miles of pipeline with in-line inspection 

tools.

D i ' The Implementation Plan calls for pressure reductions and increased 

leak inspections and patrols.

In D.11-06-017, the Commission required PG&E to include in its 

Implementation Plan a proposed cost allocation between shareholders and 

ratepayers, and PG&E's Implementation Plan included a discussion of costs to be 

absorbed by PG&E's shareholders.
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PG&E's proposed cost allocation between shareholders and ratepayers 

reflects existing ratemaking policies . -h I - a , • ' 1 ' -i - n

and includes no material voluntary cost allocation to shareholders.

44420. Generally, post-test year ratemaking is disfavored when a forecasted 

test year revenue requirement is used to set rates.

Adopted in 1955, the American Standard Association Code for 

Pressure Pipeline (ASA B31.8) required pre-service pressure testing for natural 

gas pipelines.

44r22. PG&E admits that it voluntarily complied with American Standard 

Association Code for Pressure Pipeline (ASA B31.8), beginning in 1955.

^December 31, 1955, PG&E complied 

with or stated that it complied with industry standards to pressure test pipeline 

prior to placing it in service. PG&E is unable to produce the records for certain 

pressure tests that would have been performed in accord with industry 

standards from January 1,1956, or for pipeline of unknown installation date.

The lack of pressure test records for pipeline placed into service after Jar”0™7

, or with an unknown installation date, reflect an

in PG&E's operation of

its natural gas system. No evidence was presented that PG&E excluded the costs 

of pressure testing pipeline from its regulated revenue requirement from 

47495&>cember 31. 1955.

Since no later than Janu r% w t7
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24227. Requiring pressure tests of existing pipeline to attain pressures of 90% 

SMYS for each pipeline component is impractical, and the margin of safety 

attained in the 49 CFR subpart J pressure test specifications is calculated based 

on the maximum allowable operating pressure for the pipeline.

22t28. A valid pressure test record need only comply with the regulations in 

effect at the time the test was performed, not later adopted regulations.

2rh29. Cost and engineering efficiency may be achieved by pressure testing 

pipeline segments adjacent to high priority segments.

30. PG&E's cost forecast for replacing pipeline is higher than DRA's, but i o
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34231. PG&E's cost forecast for replacing pipeline considered specific 

locations, PG&E
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San Francisco peninsula.
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2433, Pipeline segments that end up in the M2 box of the Decision tree have 

substandard welds and will be operated at a high pressure.

2^34 In-line inspection is a useful means to obtain data on pipeline 

conditions including indentations, wall loss, pipe strain, metallurgical variations, 

and certain types of cracks.

2435. PG&E's in-line inspection proposal expands its existing in-line 

inspection program, focuses on segments operating at high pressure, and is 

consistent with D.11-06-017.

2436. PG&E's valve automation proposal will automate and upgrade 228 

valves.

31437. Transmission main pipeline installed pursuant to the Implementation 

Plan will be manufactured to higher standards than pipe installed 40 or more 

years ago and will be pressure tested prior to being placed in service.

3438. The Commission has not authorized a memorandum account into

which PG&E may record its Implementation Plan costs incurred prior to the 

effective date of today's decision.

3439. The record shows that

PG&E retained these amounts in excess of its authorized rate of return

during years when it did not spend its full authorized budget for gas pipeline 

improvements.

Improvements, efficiencies, and adjustments based on sound engineering 

practice to the Implementation Plan in furtherance of the objectives of the Plan
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are within the scope of the Plan. Such, changes a»d-do not

require further Commission review

From the date installed, PG&E was responsible for creating and 

maintaining accurate and accessible records of its natural gas system equipment 

and facilities.

43. PG&E's failure to possess accurate and accessible records of its gas system

caused the NTSB

and this Commission to direct PG&E to correct these deficiencies.

transmissi- i tai i lib.'- 1 1

[PD at 951

47
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50. PG&E's historic gas system revenue requirement has included costs for 

maintaining gas system records.

QQ

52. PG&E's imprudent management decisions to delay pipeline pressure 

testing and replacement

contributed to the need for and timing of the projects needed pursuant to 

the Implementation Plan, which led to increased risk of cost overruns on 

projects.

s}

An escalation rate tied to the overall inflation rate, as proposed by 

DRA, is a reasonable escalation factor for Implementation Plan projects.
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■S4r55. The scope of and timing for the extraordinary capital investment needs 

of the Implementation Plan were caused, in part, by PG&E's imprudent 

management decisions regarding pipeline records and pressure testing older 

pipeline.

56. PG&E has been inefficient and

ineffective in its management of it natural gas system 1 gas

60. The amounts in Attachment E are program-based upper limits on expense 

and capital costs to be recovered from ratepayers for the specific projects 

authorized through the Implementation Plan. To the extent specific authorized 

Phase 1 projects are not completed by the end of 2014 and not replaced with 

other higher priority projects

9

SB GT&S 0549353



, the expense and capital cost limit of the balancing 

account is reduced by the amounts associated with the project not completed.

61

certain threats.

67
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Conclusions of Law

1. In D.11-06-017, the Commission declared an end to historic exemptions 

from pressure testing for natural gas pipeline and ordered all California natural 

gas system operators to file Natural Gas Transmission Pipeline Testing 

Implementation Plans.
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ii«.>n 451 requires that all rates and charges collected by 

a public utility must be "just and reasonable/' and a public utility may not 

change any rate "except upon a showing before the commission and a finding by 

the commission that the new rate is justified/' as provided in § 454.

3

4-r7. The burden of proof is on PG&E to demonstrate that it is entitled to the 

relief sought in this proceeding, including affirmatively establishing the 

reasonableness of all aspects of the application.
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14. PG&E's decision tree for the evaluating manufacturing threats, fabrication 

and construction threats, and corrosion and latent mechanical damage threats 

should be approved

• Eliminate outcome M2

PG&E's proposal to retrofit 199 miles of pipeline for in-line inspection 

and inspect 234 miles of pipeline with in-line inspection tools should be 

approved.

PG&E's proposal for pressure reductions and increased leak 

inspections and patrols should be approved.

PG&E's proposal to replace, automate and upgrade 228 gas shut-off 

valves in Phase 1 of the Implementation Plan should be approved, and PG&E 

should continue to monitor industry experience with automated shut-off valves 

for possible revisions to its plans.

It is reasonable for PG&E's shareholders to absorb the portion of the 

Implementation Plan costs which were caused by 

imprudent management.

Because PG&E's proposed cost allocation between shareholders and 

ratepayers reflects existing ratemaking policies

and includes no material voluntary cost allocation to shareholders, 

notwithstanding the Commission's directive to do so, and due to the scope and

4
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consequences of PG&E's errors, omissions, and imprudent management actions, 

it is reasonable to use exceptional ratemaking measures when considering 

shareholders' return on equity.

0. It is reasonable for shareholders to absorb the costs of pressure testing 

pipeline placed into service I . t --1 ■ after January 1, 1 uP- i

1955, or for which PG&E has no known installation date, and for which PG&E is 

unable to produce pressure test records.

It is reasonable to impose an equitable adjustment to the replacement cost 

of pipeline installed ft 7 "1 5jTlTlI -|TrtxtTo!"

fn T,,i" 1 1 Q64-, for which pressure test records are not available, but which 

require replacement rather than pressure testing. Such an equitable adjustment 

shall be equal to the-an accurate forecasted- cost of pipeline pressure testing tbe 

ine-and shall reduce the cost of the pipeline replacement included in 

rate base and revenue requirement.

t w J Ci l J X , X

a! icosts pip-

PG&E's cost forecast for pressure testing pipeline is much higher than 

any other forecast in the record feu-Par is reasonable.

m-24

P9r-A valid record of a pipeline pressure test must include all elements 

required by regulations in effect at the time the test was conducted.
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It is reasonable to require pressure tests of existing pipeline

to comply with 49 CFR subpart J pressure

test specifications.

'H-'J PG&E has not justified '.I it . » .r cl

pipeline segments located in Class 1 or 2 locations withou

t~i r-’! 11 d i -rt f y
A 1 Vi. U.W4J.1 to
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©f-with economic or engineering
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supporting rationale?^ within Phasi

SS332. PG&E's cost forecast for replacing pipeline is substantially higher than

and isi_/ iVi i. jy '''iLZ'CiL't jl
01 -s Kt r cin-rntf-mo-nf I4-i-r-% r\ v» m f'w/ -r\ rw'-i r^r\Gj.n jp>' ~ r^^'7tXX'A^'CX\I. i t v’J jJ'xJJ!XrtTvTxTCfT r^x. JLV—X t%„%_

unreasonable.

23t33. The request by TURN and the City and County of San Francisco to 

disallow pipeline replacement costs for alleged Integrity Management failures

&

2434. PG&E's proposal to replace by default, rather than pressure test, 

pipeline installed prior to 1970, with welds that do not meet current standards, 

operated at over 30% SMYS and located in high population areas is not 

reasonable.

21285. PG&E's proposal to capitalize replacement pipe less than 50 feet in 

length is not reasonable and is denied. Such pipe must be expensed, consistent 

with current accounting practice.

24r38. It is reasonable to conclude that pipe installed pursuant to the 

Implementation Plan will have a longer service life than pipe installed over 40

years ago.

17

SB GT&S 0549361



5r£39. TURN'S proposal to adopt a 65-year service life for transmission main 

pipe installed pursuant to the Implementation Plan is reasonable, and should be 

adopted.

PG&E has not justified recovering from ratepayers its Implementation 

Plan costs incurred prior to the effective date of today's decision.

Absent extraordinary circumstances, the rule against retroactive 

ratemaking prevents ratepayer representatives from recovering for ratepayers 

amounts authorized but unspent by PG&E for gas pipeline improvements.

29.42

2

—PG&E's request for authority to file Tier 3 Advice Letters to modify the 

Implementation Plan should be denied.

20,
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Authority should be delegated to the Director of CPSD, or designee, 

(CPSD) to oversee all PG&E's work performed pursuant to the Implementation 

Plan, including:

A. CPSD shall review all changes to the Implementation Plan 

proposed by PG&E,
shall require such modifications as 

are necessary to ensure public safety, and may concur in 

such proposals.

B. CPSD may inspect, inquire, review, examine and 

participate in all activities of any kind related to the 

Implementation Plan. PG&E and its contractors shall 
immediately produce any document, analysis, test result, 
plan, of any kind related to the Implementation Plan as 

requested by CPSD, and such request need not be in 

writing.

C. CPSD may take and order PG&E to take such actions as 

may be necessary to protect immediate public safety.

D. CPSD may issue immediate stop work orders to PG&E and 

all its contractors when necessary to protect public safety, 
and PG&E must comply immediately and consistent with 

any needed safety protocols.

E. The Director of CPSD, the Commission's Executive 

Director, and the Chief Administrative Law Judge shall 
offer PG&E, parties to this proceeding, and the public such 

procedural opportunities as may be feasible under the 

specific circumstances of any instance in which CPSD is 

required to exercise its delegated authority.

^°r46. The Executive Director should be delegated authority to order PG&E 

to reimburse the Commission for any Commission contract necessary to carry 

out the directives in today's decision A <fci c nnn nnn arir| prX-F
Ci ClI Lvl x V_JOC I_i

/-\4- 4-r\ AVOAO
l.IUi£_*/
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should not be authorized to f A .adf ca Al i •r‘% 14- n A -j nm -rv^ .r^-g n r> 4-c~',r*/-v'\.v .Qv;pA-n c\
V r "HixiOCfT

^recover these costs from ratepayers. 

47. PG&E should file compliance reports as specified in Attachment D.

» TTv' Uol A npm irr^-l- 4-T•fi -i rr r\-r> mnotrort
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file
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^r49. It is not reasonable to adopt a cost overrun contingency allowance 

because PG&E's imprudent management decisions contributed to risk of such

overruns and we aA ATlf r'Acf l-ATOPacl-C O f A U -1~% A /-*•£ 4-1a £a-tra a T" A -y\ errs rx
Id

M 4-kt ^AArxA 1 £/~\-v* m A i o-f-rol-irt l.lX!i£X£'!sX2J,2... <~% x ynr TV! ini <r\TjArJ

34t50. The Commission should impose strong incentives on PG&E to 

encourage efficient construction management and administration of the 

Implementation Plan.

PG&E's proposal for a 21% contingency adder 

should be denied.

j ^ *■
J. *^4. JL X 1 %A. V4_ X. X l.i.U 11. W. UV

34t52. A rate of 1.5% should be adopted to escalate costs from the effective 

date of today's decision to the date of project completion.

4A-S3. Due to inefficient and ineffective management decisions, PG&E's 

return on equity for investments made pursuant to the Implementation Plan 

should be reduced to the incremental cost of debt.

54. A one-way balancing account should be approved for all Implementation 

Plan projects, subject to the following limitation: To the extent PG&E incurs 

costs beyond the amounts set forth in Attachment E for projects approved in 

today's decision, the expense and capital overruns should not be recorded in the 

balancing account and capital cost overruns may not be recorded in regulated 

plant in service accounts. Similarly, where specific authorized Phase 1 projects 

are not completed by the end of 2014 and not replaced with other higher priority 

projects .11 ! 'A&iili........................................... GnjiyG.AliTdxiIlOJll.
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, the expense and capital cost limit of the balancing account should be 

reduced by the amounts associated with the project not completed.

ORDER

IT IS ORDERED that:

1. The Pipeline Safety Enhancement Plan (Implementation Plan) of Pacific 

Gas and Electric Company (PG&E) is approved 

expeditiously and efficiently pursue the natural gas system safety improvements 

as described in the Implementation Plan.

. PG&E must

2t3. Pacific Gas and Electric Company is authorized to increase its natural gas 

system regulated revenue requirement to be recovered from ratepayers from the 

amounts authorized in Decision 11-04-031 by the amounts set forth below in the 

year indicated:

TOTAL2Q12 2013 2014

$ 100's million aim on-i <E1 CO 004 <£ iC£1 /i ni o
Lp JL'V/CJ'/UTTJL" Cp j'ny iu>" CpXwr"i14/ Jt. Jk.f KJ Jk.

-0-

23

SB GT&S 0549367



All increases in revenue requirement authorized in Ordering Paragraph 2 

are subject to refund pending further Commission decisions in Investigations

(I.) 11-02-016,1.11-11-009, and 1.12-01-007.

45. Pacific Gas and Electric Company is authorized to submit a Tier 1 Advice 

Letter to revise its Preliminary Statement, Part B, to reflect a new rate component 

titled the "Implementation Plan Rate" in the customer class charge included in 

transportation charges to collect the annual increase in revenue requirement 

adopted in Ordering Paragraph 2, as shown in Attachment F to today's decision.

Pacific Gas and Electric Company (PG&E) is authorized to file a Tier 1 

Advice Letter to create a one-way (downward) Gas Pipeline Expense and Capital 

Balancing Account to record the difference between forecast and recorded 

expenses and capital costs authorized for the Implementation Plan costs from the 

effective date of today's decision through December 31, 2014, for core and 

noncore customer classes. Any accumulated balance on December 31, 2014, plus 

interest, will be returned to customers through the Customer Class Charge in 

PG&E's Annual Gas True-Up Filing to be filed shortly before the end of 2014. 

Any accumulated balance will be allocated 59.5% to the core class and 40.5% to 

the noncore class.

4-7. Pacific Gas and Electric Company (PG&E) must limit the amounts 

recorded in the balancing account authorized in Ordering Paragraph 5 to the 

adopted expense and capital amounts set forth in Attachment E for each
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program. Expense and capital amounts in excess of adopted amounts may not 

be recorded in the balancing account and capital cost overruns may not be 

recorded in regulated plant in service accounts. The adopted expense and capital 

amounts for any program shall be reduced by the cost of any Implementation 

Plan project not completed and no 

Subject to these limits, PG&E is authorized to collect from ratepayers only the 

revenue requirements associated with actual expenses and capital costs recorded 

in the balancing account.

i fla n nfi Anfr/ •nrATor'l-A-v'd.'irs r% TATI r TJ-JTTXTJ

9.

uch

10. Pacific Gas and Electric Company is authorized to file a Tier 1 Advice 

Letter to create a balancing account to record the amount of revenues collected 

from ratepayers through the Implementation Plan Rate as compared to the 

adopted revenue requirement. The balance, if any, as of December 31, 2014, shall
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be collected from or refunded to ratepayers through the next Annual Gas 

True-Up filing. Any accumulated balance will be allocated 59.5% to the core 

class and 40.5% to the noncore class.

1

nalyses and
anclusions of

si
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f the

The Director of the Commission's Consumer Protection and Safety

Division, or designee, (CPSD) is delegated the following authority:

CPSD shall review all changes to the 

Implementation Plan proposed by Pacific Gas and Electric 

Company (PG&E), shall require such modifications as are 

necessary to ensure public safety, and may concur in such 

proposals.

2.

A.

CPSD may inspect, inquire, review, examine and 

participate in all activities of any kind related to the 

Implementation Plan. PG&E and its contractors shall 
immediately produce any document, analysis, test result, 
plan, of any kind related to the Implementation Plan as 

requested by CPSD, and such request need not be in 

writing.

B.

CPSD may take and order PG&E to take such 

actions as may be necessary to protect immediate public 

safety.

C.

CPSD may issue immediate stop work orders to 

PG&E and all its contractors when necessary to protect
D.
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public safety, and PG&E must comply immediately and 

consistent with any needed safety protocols.

The Director of CPSD, the Commission's 

Executive Director, and the Chief Administrative Law 

Judge shall offer PG&E, parties to this proceeding, and the 

public such procedural opportunities as may be feasible 

under the specific circumstances of any instance in which 

CPSD is required to exercise its delegated authority.

E.
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The Executive Director is delegated authority to order Pacific Gas 

and Electric Company (PG&E) to reimburse the Commission for any

Commission contract necessary to carry out the directives in today's decision, not 

a <ci k non non

43rl3.

rn i -f-T~\ 4-r\and PG&Efr\ nvcoo Afl 'T OsT|TT,C7lJlTTxTx7^X7T7TTT ‘HTrtflitTnzJCtl’
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"vlML..vt"X ty "CTTrfTTtir rpCT iJ. tl t G w.1 ■xzrjr IV—.JL X Lo

^JX rr>rr>Yory from ratepayers.

Pacific Gas and Electric Company must submit compliance reports 

on the schedule and including the information set forth in Attachment D to 

today's decision. Such reports shall be filed and served in this proceeding, with 

printed copies to the Directors of the Energy Division and the Consumer 

Protection and Safety Division.

4414
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