
STATE Of CALIFORNIA EDMU! OWN JR., Governor

PUBI 1UT1ES COMMISSION
SOS VAN NESS AVENUE 
mm franosco. CA mmmm w
August 30.2013 

Irina Homer
Director Energy Proceedings 
Pacific Gas and Electric Corporation 
11 Beale Street #979
San Francisco, CA 94105

EE: Comments m Draft Examination Report Due September 13,2013

Dear Ms Horner,

Enclosed is a copy of Utility Audit, Finance and Compliance Branch's l i \M B) draft 
report on tie results of our compliance examination on Pacific Gas and Electric 
Company’s (PG&E) Sappier Diversity Hi 11 Mutual Report for PG&E’s review and
comments. Pt, AI R required t© correct its 2011 and 2112 report and implement new
internal controls. '

The public version of the report w has highlighted the areas to be
redacted in light yellow. If PG&E is concerned about other areas of the report that will be made 
public, please include those concerns in the comments. PG&E should explain why any
additional areas being requested for redaction should be redacted.

PG&E’s comments«»» 1 \ K 'B’s draft report are due September 13,2013:
Attention: Ratyiiie Kajopaiye 

California Public Uttlilic* Commission 
505 Van Ness Avenue 

San Francisco, < \ 94102

In its draft report,« I < B % ommends that PG&E correct its Supplier Diversity 2© 11 and 4i
Annual Reports, and add, implement and enforce new internal controls. Within 90 days from the 
date of this letter, PG&E shall provide : \l1 h with a copy of its new internal controls, and file 
a corrected version of its Supplier Diversity 2011 and 2 ttual Reports,

PG&E’s corrected 2<H I and 2012 reports and internal controls are due 
December 2, 2013, and are to be mailed to the addressee above.

If you have any questions, please contact me at 415-703-2279.

Sincerely.

ChiefKaiopaiyrtjlf
Utility Audit, I7ip&|ee 
Division of Wafer'and Audits

enclosure
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Gvnorto Order 166 Rupertmg Compliance 

Pacific Gas and Electric Company
< < V f

r ’ f 't.f- Oi/Cf !»ity WH ko(>oo 1 a,!X

I CWKniTIl/l.’ UIMMAUV!1* fc.AE.CU llVfc AIJ 1V| |V| f\ K f

This report presents the results of an examination conducted by the Division of Water and 
Audits’ Utility Audit, Finance and Compliance Branch (UAFCB). The purpose of the 
examination was to determine whether Pacific Gas and Electric Company (PG&E) complied 
with General Order (GO) 156’s reporting requirements when reporting its iverse _ 
procurement, v U C1 to;..; .ducted the examination pursuant to Decistoi. <« to s i * > to-*

Due to the deficiencies described in this report. PG< 
compliance with Commission directives with resp©
Diversity Program in the areas that IB r 
Supplier Diversity 2011 Annual Report by 
! UCB reviewed.3 In addition to MG d:
29.1 % percent or S8.4 million of the sample 

ion prevents UAFCB from ex, 
mltiofi of diverse procurement.4

During the audit,! \ U 1B discussed #»
PG&E, After discusc4 
discounts afforded 
total and diverse
for its total and 4.
unreliable because
submitted d

^-monstrate reasonable 
ins of its 2011 Supplier 

tally misstated its
he transactions that

' a ,led. roe
.. 125.3 fjiiL„.,.

maintain propet mentation for over
CB examined h area. PG&E’s lack

...................... .........
of ti

isafrepc 
of e-

irons UAFCB was observing with
t failure to net out unpaid 
tat its reported amounts for its 

1 UAFCB with revised amounts 
jAFCB «wned these revised amounts as
>rs PG&E made and the revisions that PG&E

ofthe t 
ic suppl___ PCM

*-%r*

“i inc .prc
it, M.0V

ty f report
**»*«

lac ■
& vi , substantiation to UAFCB in a timely manner. PG&E did not begin 

with its data fbr-UAFCB to conduct its field work until December 11, 
vc month t than Wien it was originally due. Even then, some of the data 

provided ■- mipt, and J>rfo:E needed to resupply it after IB discovered the errors,
and PG&E ___ J to nrovkk r data until well into 20 5 I ■ w •, it,: \ I u to ; fold work
was substantially ft ftonged. In addition, because PG&E did not provide 
: 1 M i H with all «. documentation at one time and sometimes provided corrupt
data, the overall exai costs to the Commission were increased; audit
staff was unavailable to oegin other projects.

PC
to fji
2012,

’ Appendix A describes the abbreviations and acronyms used in this report.
* See D. 11-OS-Ill9. page 33 and Ordering Paragraph 3.
J See PG&E’s report entitled “Supplier Diversity 2011 Annual Report-: ttml Plan," dated March 1,2012.
4 UAFCB determined that PG&E overstated $4.8 million of the transactions that lacked proper documentation.

I
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General Order 156 Reporting Compliance
Pacific Gas and Electric Company
For the Supplier Diversity 2011 Report filed March L 2012
August 30, 2013

The areas tin CB examined included the accuracy of amounts PG&E reported it spent in 
2011 on procurement with women (WBE), minority (MBE), collectively known as WM1E, 
and disabled veteran-owned (DVBE) business enterprises, collectively referred to as
WMDVBE.5 The reporting directives that IJAPCB used to test compliance included, but 
were not limited to, D. 114)5-1)19 and GO 156,

Due to the limited scope ofUAFCB’s examination, UAFCB cannot provide foil assurance to 
the reasonableness of the diverse procurement amounts that PG&E reported in its Supplier 
Diversity 2011 Annual Report,

Directly below is a summary of UAF< imendatio wiling from its examination.
Among the recommendatic FCB recommends that ; correct and re-file its 2011
report, and that IJAPCB hire an auditor at PG&E shat tx.pen.se to verify the corrected
report, IJAPCB is concerned that PG&E may have " Mme types of errors when it;
compiled and submitted its 2012 report. Conseaue: ... recommends that PG&E also
correct and re-file its art and that the orrectet ;. be audited with the 2011
report. The numbering of the recommendation responds to numbering of the related 
observations.

II. MICOMMENDATIONS
Recommendation I; PG&E need; 
direct DVBE.

only dire. • t A to - uppliers asre that i

eeds to...we that i ? r... BE that have valid
g period tad excht... * iy contract amounts paid when a

certificate.

Recommendation 2:
certificates for the -•
contractor does no , ,t \

train rsity staff that compile the data for its 
ro and correctly reconcile its procurement 

—- . ~M needs to ensure that it excludes early
ikin ’Blent to its direct or prime vendors and. 

on the draft report, PG&E needs to provide 
iccounting adjustment to reverse the cane

Recommendation 3:
procu
data. ......

ounts 4 11
•actions, 

locumei

payi
cancw.
! M < (
invoice.

'G&P s to improve its contracting practices to ensure it receives 
’ dors. PG&E needs to ensure that it only reports the

iioactors actually receive. With its comments cm the draft

Recomm
correct infoimatioi
payments that its d
report, PG&E needs IB with documentation showing its accounting
adjustment to reverse the canceled invoice, and the accounting adjustment to record the actual 
costs instead of estimated contract amounts.

Recommendation 5: PG&E needs to ensure that all. of its diverse procu.rent.ent data is 
reported to the Commission using the cash basis of accounting.

5 See page 47 of PG&E*s report entitled “Supplier Diversity 2011 Annual Report-2012 Annua! Plan,” dated 
March I, 2012, for convenience, a copy of PG&E's page 47 is Included In Section ill, of this report.

2
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General Order 156 Reporting Compliance
Pacific Gas unci Electric Company
For the Supplier Diversify 2011 Report filed March t. 2012
August 30,2013

Recommendation 6: PG&E needs to ensure that it retains sufficient documentation 
associated with its procurement to facilitate verification of the accuracy of all transactions
associated with its procurement data reported to the Commission.

Recommendation •: <'< »&E needs to ensure that the percentage of purchases from DVBE is 
correctly represented in the procurement data that it reports m »ik < . -nunission.

Recommendation S: PG&E should train its reporting staff to use the correct procurement 
data when compiling the data for the procurement reports and utilize a sufficient review 
process of the information before submitting its reports to the Commission. PG&E needs to 
ensure that it uses correct data when compiling information for and when reporting on its
diverse procurement.

processes and its contracts to 
ni keep and require its contractors 
to PG&E5 s SDMS. PG&E should 

in SDMS so foil PG&E can correctly 
as, estimates, early payment discounts, 
tetors allow PG&E to conduct periodic 

Addition, PG&E should require its 
an requested, adequate documentation 

s. This should not be an onerous

Recommendation 9; PG&E should amend its co
specify how much of the payments the prime coni 
to accurately report information about their subco: 
require its prime contractors to report enough i 
report on a cash basis, net of any voided tramacfk 
markups, etc. PG&E should also require its conte 
audits of its diverse contracting and '
vendors to keep, for at least three 
to fully substantiate the diverse si 
requirement as its direct and sink 
financial reporting purposes.

Recommendation 1
implement and eni 
future misclassificaiioii of PG« 
correct its 2011 and 20 E «t 
date o
accura*.

««
id provi
itiiig tram

-S-need to.. _r such documentation for tax and/or

% report, PG&E should add. 
pplhsf .diversity reporting to prevent 

us tiivi xmrement PG&E should 
treated versions also within 90 clays of the

m examine PG&E’s corrected reports for
tis at PG&E’s sharehold pense.

mum that it maintains all supporting documents 
in such a manner flit CB may readily

ndays <
if conln 
j*Tcliases

file'■anare-

‘•^'vw““

VI

on II: !’< iA,
its Supplier l

n ««« con verne***,,

111, BACv.^UNI) ..
In 1986, the Califor t
which it made findings i the economic benefits of full and free participation by 
WMDVBE in utility procurement. The Legislators also found that promoting utility 
procurement with WMDVBE would encourage the number of potential suppliers, 
competition, growth and economic efficiencies aid: would result in benefits to the state, those 
businesses, the utilities, and ratepayers.

associat
examine t«>

enacted Public Utilities Code (PUC) §§ 8211-1285 in

Ik l • ••islature mandated that the Commission require each electrical, gas, water and 
telephone corporation with gross animal revenues exceeding $25 million (utilities) and their 
Commission-regulated affiliates and subsidiaries to submit annual plans for increasing 
WMDVBE participation in their procurement and to submit annual reports on the 
implementation of their plans in an effort to enhance transparency.

3
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General Order 156 Reporting Compliance
Pacific Gas and Electric Company
For the Supplier Diversify 2011 Report fifed March 1,2012
August 30, 2013

A General Order 156
Pursuant to §§ 8211-8214, the Commission developed anti adopted GO 156 in 1916 to. 
among other things, establish criteria for determining the eligibility of WMDVBE for utility
procurement and authorized utility outreach programs to inform and recruit WMDVBE to 
apply for procurement contracts. Since 1916, GO 156 has been modified through a number of 
subsequent Commission decisions to respond to tie concerns of interested parties, market
considerations, and other circumstances.

II GO 156 Amendments
The latest modifications to GO 156 were initiated in 2C» culminated in t emission
issuing D, 11 -05-019. ] the Commissio ; other things, reaffirmed its
support of the policy goals 1 made severs* - »s and amendments to GO 156.
These amendments provide for, among other things:

tonic filing of the CIO 156 a torts;
(2) Posting of the reports *
(3) Separate reporting of < trie pro 

.spoiling of the total number of
reporting period; 

v < K.ofai otic 
(6) Periotic random audits.

ion’s website;
. nent spending;

WMDVBE that received

utilities on ileal assistance; and

end in a

o° 156 reports.

C. Reporting R-:’ijuh~'mts
gw; n directs t 
previous year by w
each year in the utilities® annua. ...r Ms,

to. PGAE^s Recording and Reporting of GO 156 Purchases
m&E uses the Systems, Applications Products (SAP) software to, among other things,
conduct its accounting. In addition, to recording CIO 156 procurement in SAP, PG&E uses Its 
Business litortitittoit systems (Bib) anti supplier Diversity Management by ^ tom t si )\is i to 
also record and. track, its GO 156 procurement lit 2002, PG&E rolled out its wch-aeccs? 
SOM5 system, that was created based on SAP data, using MS.

terse procurement for the
> preset ioca Mic lujiiiiuuiM elements that must be included

t an annus
i.S

1) Si)MS
ST)MS is PGAffis web-bawd application whereby its prime suppliers report their
ive*. ineiHs to tvrtidl'd dwet'sc sybcorsmietors.

2) BIS
PCuPli use.'' tile SDMS data to integrate its direct and ■'.ubcontrucmig data bn preparation 
oft Sac annual (i< > Iffi reports it ft lev with the Commission. iHj&f of I-1 (he diverse
subcontractor inlbtmation Iron: die SDMS to the BIS.

1 lie BIS wtoem generates reports tailored K department to re\ icu supplier di\etsit> 
result by organization and is Used to create the annual reports to iliv Coiiuiiiwkni
Mimmari/ing 1-rt iffilris pci formance. PiiAli processes purclm-ieordertmnsactkmsdaily

4
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General Order 156 Reporting Compliance 
Pacific Gas and Electric Company 
For the Supplier Diversity 20! 1 Report filed March 1,2012 
August 30, 2013

aid summarizes them monthly for the purpose of calculating the; 
reported for etch supplier type (MBE, VBE„ DVBE and MWfABi 
page 47 of PG&E’s 2011 annual report in Secfio:

E PG& E's 2011 Supplier Diversity Results
In its 2.011 Supplier Diversity Annual Report filed with the Commission, PG&E reported, % <• 
billion of WMDVBE purchases for 2011, out of $4.4 billion in total procurement. In the
following table, UAFCB shows the Suppl ersity Annual Results by Ethnicity as 
reported by PG&E on page 4? of its 2 mal report.

Table 1
Diversity Result* u Reported In R.&I'

uiHiiia! Mai procurement 
) itx presented on*

tine
Direct $ Sub* Till#!NO. %

Minority
Men

Asiaa-Pactle1
2

103,020.528
178,833,790

25,244,751
9,280,925

203.242,033

128,265,278
180,120,715
363,256,505

2.91%
itaefc 4.09%

3 Hispanic 160,014.472 8.25%
Native-Amertcan4 26.684.624 35,844,452 62,529,076 1.42%

5 Total Minority Men 4W.55S.4I3 273,812,161
43.008,105
9,920,228

734,171,574
90,403,615
85,759,863

16.67%
S liftoffy
7| Women

Asian-Pacific 47.396,509 2,115%
.75,839,637Black 1.95%

8 t-fcoaic 11,744.559 34,250.188 4Sf»4,747 1.04%
9 Native-Amertcan It,358,496 1,678 60.033,174 1.36%

Total Mintwfy Women 183,839.201 98.852.19711 282.191,399 6.41%

Total Minority Business Enterprise 
(MBE)12 643,898.614 372,464,3 "■ , ■ I6.3t. •' _ ■ i?%-

Women Business Enterprise 
(WBE)13 100,272.069 514,206.173!413.984.104 £

Subtotal Women. Minortty 
14 1 Business Enterprise (MWBE) 1.057.832.719

Sentoe Disabled Veteran
If , 1 ' 1 • ft ;j / ft Eg 54.833.325 25.329.350 80,162.67a 1.82%

1 16 TOTAL DBE 666.043 498.065,778 1,610.731,822 36.56%

- Brass Procurement
m Exclusions
19 Net Procurement 4.405.275.958

•Totals may not add due to rounding.

5
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General Order 156 Reporting Compliance
Pacific Gas ant! Electric Company
For the Supplier Diversity 2011 Report filed March l, 2012
August 30,2013

IV. LIMITED SCOPE REPORTING EXAMINATION
As discussed below, UAFCB limited the scope of its examination to examining the accuracy 
of amounts PG&E reported on page 4? of its 411 supplier Diversity Annual Report. The
UAFCB initiated this examination by sending an engagement letter, dated April 5, 2012, to 
PG&E. UAFCB representatives visited PG&E’s office in San Francisco, California on 
several occasions, met with PG&E’s management and staff, anti during the field work, among 
other things, reviewed PG&E’s original supporting documentation, completed its
fieldwork on April .cussed its preliminary findings with PG&E on April

013.

On CB provided PG&E a copy of its draft rctx
provide its comments on lift report on fd
PG&E’s comments in the following sections and pro 
in l xxx |,

A Authority
In 11, ! 1 - i Commission requires, i

duct a minimum of one random      l
from the most recently filed anntr’.......foX LI AFC"
selection process and audit inetlic 
reporting companies by industry at
telecommunications and water in sill: 
selection process and i 
reporting.
Executive Director,

d requested that PG&E 
CB provides a summary of 
■E’s comments in their entirety

It . * ■ y .

fa CIO 156 2
o determine
UAFCB to

her things, that tii2012, the 
6 annual report

the random 
jquires UAFCB to segregate
-ompanies in 2012, followed by

i determine the random 
srI.,, . curacy of WMDVBE 
be Co ssion by letter to the

ety •ears c 
•rized

Con
vith

k>doLw 
yreport

rgy ci ny»to be the first utility to have one of its
I B condut.................... reporting

fitly 2011 Annual Report, which at the 
■ecently filed PG&E supplier diversity

CB r-'1--seji 
animal <
com ** ’s Sup

..ination was t!..
,FCB

time began «. Htv/ai x

report.

B, Goat
CB conduct 

Commission’s GO .
2011 Annual Report.

C Standards
ducted its examination in accordance with attestation standards established by the 

American institute of Certified Public Accountants and, accordingly, included examining, on 
a test basis, evidence concerning PG&E’s compliance with the reporting requirements noted 
above and perforating any other procedures as we considered necessary in the circumstances. 
The UAFCB believes that its examination pravic wimble basis for an opinion. Our 
examination does not provi jal determination on PG&E’s compliance with the specified

»«to verify whether PG&E complied with the 
Jrectives when PG&E submitted its Supplier Diversity

exa

P

6 Sec D. 11-05-019, page 33 and Ordering Paragraph 3.
6
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Genera! Order 156 Reporting Compliance
Pacific Gas and Electric Company
for the Supplier Diversity 2011 Report; Bled, March 1,2012
August 30,2013

reporting requirements. The report is not intended to and does not address any aspects of 
GO 156 other than reporting,

IX Scope

C \ H ! i limited the scope of its examination. Based on consultation with and concurrence by 
the Business and Community Outreach of the Commission’s Executive Division, UAFCB’s 
examination primarily focused on evaluating the accuracy of the diversity procurement 
amounts PG&E reported on page 47 of its 2011 Supplier Diversity Annual Report.7 On page 
47 of its annual report, PG&E summarizes its procurement by ethnicity, including whether by 
prime or subcontractor, and the relationship of the subtotals by ethnicity to its gross 
procurement. In addition, liAPCB tested the adequacy of POLE’S internal accounting 
controls for its Supplier Diversity Program.

E, Objectives
1 Mi B > * werall objectives were to determine

1. PG&E complied with tT- no \-c rU,,| f j 11-05-019 repoi. „ . ...iiremente;
2. PG&E’s accounting for and the reporting of its procurement with WMDVBE was

accurate; '
3. PG&E’s supplier diversity ament e: . t accountable

and '
4. PG&E complied with its......... r. guideli nternai accounting control

policies and procedures wi; pet to its OO.

jecified requirements, the consideration of
‘financial statements in accordance with Generally 
When conducting an examination of a utility's 
re®,eat'-, i \ I CUT consideration of materiality is 

he reporting compliance requirements, which may or may not be 
IN. * !*■’. flic fi.its.ro and frequency of noncompliance identified with 
sampling risk, aiM > • , qualitative considerations, including the 

ft’s users. When conducting reporting compliance
........... ...rot of materiality addresses items that individually or in
whether a utility is in compliance.

hen

and substantiated;

§-

E Materiality
In an examination of an **» mtianee Wtitvb
materiality differs froi 
Accept
comp

(a) the natur-
monetan ,

affect
quant—jjin 
appropriate coj
needs and exp 
examination 
aggregate could si;

niton
ms of u

G, Methodology and Testing
I U < 15 presents its methodology and testing parameters in Appendix B in the m*n-puMie 
version, el ihfi report- This section is considered proprietor) and \v.»* not provided to Pi WE.

¥. PRELIMINARY EXAMINATION OBSERVATIONS
CB detected material errors when it sampled, anti tested PG&E’s procurement data, 

associated with the total amounts shown spent in 2011 for WBE, MBE and DVBE

7 See PG&E’s report entitled “Supplier Diversity 2011 Annual Report-; luai Plan.” dated March i. 2012,
?
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Genera! Order 156 Reporting Compliance 
Pacific Gas and Electric Company
For the Supplier Diversify 2011 Report fled March 1,2012
August 30, 2013

procurement on page 4? of PCi&B’s 2 pplier Diversity Animal Report.8 Due to the 
materiality of the errors unci lack of documentation, as described in the following 
observations, UAFCB deems PG&E's procurement data as reported in its 2011 Supplier 
Diversity Annual Report inaccurate and unreliable. In the following tabic, i \ Alt presents a 
summary of its exceptions by Observation Numt . No,).

Table 2
Summary of (U>sm atfons 

DescriptionOb. Examination
Adjustments,
mmmi?

2JO2.404.50
415,574.69

2.367.230.48
4.196.871.06

CommentsNo.
1 WMBE Contract Court /BE ' '
2 Suppliers Counted as DVBE Without Valid Certificate
3 Direct Suppliers Overstated
4 Sub Suppliers Overstated 
8 Inc hided 2012 Payments 
* DVBE Percentage Overstated by ©.42%
7 Lack of Documentation. Not Addressed in % 
v I’D. * , »vided Revised Base ~ Deemed U 
f Lack of Proper Contracting Procedures 
I® internal Control Weaknesses 
11 Books and Records Not Readily Available;

M

M!
M
M

ial M

trendy included tit another adjustment or

Total

fxj The dollar amount associate 
represent non-compliance wit

•Aservitt 
»t directives.

ills by etliIn the following table, UAFCB show
sub or prime contractor.

- and type, and whether a

Iff*
% Hi 
I tt(;d

ty andmeats u

me)

I 64:

ExceptionTotal
n»r„ f

r
% Of

Sample
*~52*.46%. '

2f,38i 17.678,407,ft
• 14 23.872.919,11
‘'9 133,665,157.48

3,-OCVOIJ.OII

204.049.27
7.481,510.75

295.035.65
iiiumii

32.23% 
3,66%

35.89%
I 56,215.278,04 13,58%
l

29,63%
C).I7%
5.57%
0.52%
3.13%

U’

M:..
MBb i
WBE (Pi 41:
WBE (Subs) 1«

Total

3%

A. Observations
Observation I; fofo&l failed to demonstrate compliance with tie reporting and record 
keeping requirements of General Order (GO) IS# §§ 4.2 and 8.2 and Pubic Utilities 
Code(PI( SSI and 584. to AI ^tnitfow ■ - million of contracts with WMBE Direct
Suppliers as DVBE Direct Suppliers.

* UAFCB considers its observations material because of the (a) small size of UAFCB's sample, (b) that PG&E 
didn’t provide adequate substantiation for three percent of UAFCB's sample and (c) the frequency and multiple 
types of errors.

I
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General Order 156 Reporting Compliance
Pacific Gas and Electric Company
For the Supplier Diversity 2011 Report Bled March 1,2012
August 30. 2013

< Yiteria; GO 156 f 4,2 provides that “in order to qualirt to : s »\ BE, 
businesses., .must present a current certificate front the California State Department of 
General Services verifying that such criteria have been met.” Section 1.2 permits 
utilities to count WMBE contracts toward either the MBE goal or the WBE goal, but 
not both. Similarly, transactions with DVBE may be counted toward either DVBE or 
the appropriate WBE or MBE goal, PiiC fires that ., Every public utility
receiving from the commission any blanks with directions to fill than shall answer 
fully and correctly ...” Section 584 requires utilities to provide reports to the 
Commission as specified by the Commission.

Condition: For the sample ilia I' \i < !', iw iewecl, PCD * -- -toiled ’*1 - - .ilion of 
WMBE direct suppliers, that were not also DV1 • overstatement

inci 21.4 % of PG&E’s 
aillli®, In the following table,
G&Ereported as DVBE,

represents 52,4% ofo \ 1 r l ......unple of $29
reported prime DVBE contractor spend oi

•ws the direct WMBE supplier__

WMBE )VBE

Richard Heath & Associates (MBE)

leiiit lepc

32.
Total SM4

While to a i v» hi permits tin 
in eith- gory, it d< 

also DVBE as

Cause: PG&
DV BE.

report -w- "ers that are both a WMBE and 
. report WMBE that are notis u

d it to report direct WBE .r MBH as directsted that GO 156

tot­ ted its total direct DVBE spend bysport.
OSt $13.0

E needs to ensure that it reports only direct DVBE suppliersIf iijiieiiiaticii 
toi.WBE,

•45 failed .to demonstrate compliance with certification and accuracy
1156 § 4.2 and PUC || 5*1 and SI4. PG&E reported $2,7 million of

suppliers as DVBE that did not have a valid certificate from 
the California State Department of General Services verifying that the DVBE criteria were

as d

Observation 2: 
requirements of GO
transactions with subc

met.

Criteria; <«<» ! ,(t . j • i-i-e foes that “in order to qualify a-a D' BE, businesses ... 
must present a current certificate from the California State Department of General 
Services verifying that such, criteria have been met.” PUC § 511 requires that ”... 
Every public utility receiving from the commission any blanks with directions to fill 
them shall answer fully and. correctly ...” Section. 584 requires utilities to provide 
reports to the Commission as specified by the Commission.

9
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Condition: Two of PG&E's reported DVBE subcontractors, included in UAFCB’s
sample, did not have a valid DVBE certificate for the entire reporting period. PG&E 
should not have reported the transactions conducted during the period when those 
contractors did not have valid certificates. In the following table, UAfCB shows the 
amounts PG&E should have excluded.

I ;«Ifo 5
Suppliers Counted as DVBE without a Viitii Certificate 

Amount of T

CS23rtJfoi«^ ..
12/31/11: Certificate revoked 7/6/11.

DVBE Subcontractors Reason

1 Jit JIM? Transactions 7/6 -
VAT 4P4.51I

The overstatement of $2.7 million represe 
million and in Wo of PG& I ; <; orted D v

Total

[ 11 AFCB’s sample 
for DVBE subcontractors.TViiU

Cause: PG&E asserts that Compass 
July 6 and December 31, 2011 shoi.il 
Compass’ owner died tit April 201 
between the death of Compass’ owner ii 
certificate in 2011.

.'’Service-, <<
considered valid 

a; UAFCB does

transactions between
suctions because 
foe correlation
fompass* DVBEvocation ol

Effect; PG&E overstated the
$2.7 million.

Recount
certificates n 
a OVRE does u.

teects - .. .......I IE that it reports have valid
id exclude any contract amounts paid when.irting

»3:FG*
CB..

Obsei with PUC || 581 and 514, Of
I over....... _„s diverse procurement with its WMBE
174 because it. did not report its procurement amounts net 
ed'hefore making payments to its vendors and in one case 

’ l transaction.

the i
prime - = • et contract 
of early f discouni
included aii it for a ■ d or voided

5! pres that ‘to. Every public utility receiving front the
nth directions to ill. them shall answer fully and correctly 

es utilities to provide reports to the Commission as specified by

Criteria; _ .
commission 
...” Section 5U«
the Commission.

Condition: PG&E’s recorded data did not agree with the data it reported to the 
Commission. PG&E was allowed early payment discounts on its invoices resulting in 
(1) some payments made to suppliers were the same as the invoice amounts and (2) 
some payments made to suppliers were less than the invoice amounts.

For some of the transactions tf i reviewed from its sample, PG&E reported
the foil invoice amounts in its annual report to the Commission and did not reflect the
discounts it deducted before making payments. In addition, PG&E report. tried

10
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invoice as paid. In the following table, UAFCB shot nmary of the payments for
which PG&E reported the discounts or the canceled invoice as paid amounts.

Table#
Diverse Direct Suppliers Overstated 

' Amount 
Reported by

PC*E

Amount
Over­
stated

Amount Paid 
by PG£E

%Direct Suppliers NotesType Over

MSB S 55,600,00 I C) S 5*5.600.00 l00%
MBE 283,782,60 276.820.79 $6,961,11 2,5%
MBE 371,628,21 364.577.91 7.050.37 1.9%
MBE 171,019,18 161,453,87 2,565.3! 1.5%
MBE 409,443.00 am m 14 8.196.86 2.0%
MBE 2,183,493,16 2 2 58,773,94 2,0%
MBE $10.114.00 .1 210,39 2.0%
MBE 163,305.64 4 3,265,83 2.0%
MBE 3.103.072.96 3,ww,vw,/2 33,086,24 1.0%

294,610,00 211,577,30 6,032.70 2,0%
-M LH _» _i02ia z<m

oaf'' S
i,41P«#4 1,44?,56%,w 33,07

\i t>i M \\ I: ! ;,\ hiii'i' 
V lG)V. W-!' i’H.rr.ri. 
\<V > ! , hi! .V v,jpi'H',,

V, "i-irc! V 1 (!'■,

1 u. ;[’{>! In ,)fy, ,(K
< Su* v ! )h;' jt, 
E’ 1 S,i,!v*\ ?:>t 
I Ci-J;; 1) On.G>'-! 
‘•.rcs-,‘\ ss<. i i (

1
2
2
2
2
2
2
2
2

MBE>n i ’iccic," 
IU< :ik J‘ ’o!!'i 1J t r

2
MBE 2

I Mill MiiF 2.3%
WBE! V, At,! S < iH-.ip 

H“i • !i,c
(, He,-..*,

Iota! \VIU
Total \v 51 lit.

2,0% 2
2,2% 2WBE* 1% I!bi:

f _2J1,2: 1.6%
i mmm 2.0%1 smmm 2.2%

WBE 2

Note*;
1) Can-*
2} Noi

f* "•■'"ted; M

ents 2,2% of the sample of aillion 
• is i .8% of PG&E’s repo me

lit di

The overstate total! H 5.575'
11 a r?r«n . ITs

of an accounting adjuStme„, for the voided tra„Sac,i„„ 
or not PG&E properly accounted for the

l?CB did not:
UAFC

invoice.
tire

ca

Cause:
PG&E*S Hi
was neither n„

i asserts tilt its diversify team in charge of the final reconciliation of 
ament data did not realize that the procurement data it used 
payment discounts nor canceled transactions.

Effect: PG&E*5 2011 report to the Commission was incorrect and unreliable. PG&E 
overstated the amounts it paid to its direct WMBE contractors by aline

Recommendation: PG&E needs to train its diversity staff that compile its 
procurement report to ensure that its staff can accurately reconcile its procurement 
data, PG&E needs to ensure that it excludes early payment discounts deducted before 
making payment to its vendors and canceled transactions from the procurement data 
that it reports to the Commission. With its comments on the draft report, PG&E needs 
to provide UAFCB with documentation showing its accounting adjt 
the canceled invoice.

to reversesiiiEiii

II
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Observation 4; PG&E failed t® demonstrate compliance with PUC §| §81 and 584. 
PG&E overstated its diverse procurement by 12,4 million because i! did not report its
procurement net of amounts that were unpaid to its diverse subcontractors.

Criteria; PUC § 581 requires that Every public utility receiving from the 
commission any blanks with directions to fill them shall answer fully and 
correctly ..." Section 514 requires utilities to provide reports to the Commission as 
specified by the Commission.

Condition; PG&E overstated payments made by its noii-tiverse suppliers to its 
diverse subcontractor suppliers. Several of P< -• ■ ciphers that UAFCB had
conversations with confirmed that reduced i e paid to the subcontractors
and indicated that PG&E knew that they he. uc of the payments for
themselves. PG&E’s subcontractors receiv. :s payment than PG&E reported for
various reasons:

a) He ncm-cliverse direct sii terwas allowed earl • ttent discounts which it
exercised sometimes, pay * the subcontractor k -. an lie full invoice 
amount • -

b) The non-diver “ supplier 1 pciwntma... r for itself before
paying the divci * - .-iitiitctoi' - - . loirnt.

c) PG&E reported amount,........ Jisii the actual amounts that were
paid to the diverse subcontract '

d) Prmc paii ar (^diverse subcontractor.
e) P ...... ft.,.....,., .he amounts paid to the diverse

what the overstatedsubec 1AFCB >ie to
aincru

f) PG&- . been voided or canceled.

te that UAFCB revie' was
itemeni was related to a markup kept by the prime 
i transaction, an early payment discount or another 
s did not account for when it reported its diverse

j to determm
tor a voi

Jtmstant
Howev - ■■ certain instances, was unable to determine why

the di i vendors were less than, the reported amounts aid PG&E’s 
pliers do not indicate that these prime contractors are entitled
•e funds for themselves.

S|
proem c
the pay...
contracts v 
to hold back «

In the following table, UAFCB shows, foe incidences in. the sample it reviewed where 
PG&E overstated the amounts that the diverse subcontracfors received front 
subcontracting with PG&E. The letters in the last column entitled “Form" correspond
to the reasons for the exceptions defined in a) throuj ove.

12
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Table 7
Overstatvtl VwMunfs for Subcontractors

\ mount Paid Alllfttlllt

... imtfMIO .... 2MMI ,2>
MBE i ?7.0I 725,503.80 10,58' - -

// 1.077,715,77 59% d)
MBE 10.002.01 9J05.00 197.01 2% h)
MBE 474,174,99 ^64*177,92 9,297117 2% b)

0)7.$7 2,010,11 2% b)
.035.00 260.71) 2% b)

92,07 2% b)
A 52,547.38 42 c)

.903,09 70,312,10 6% ej
20.475.81 2.382.28 10% e)

.11 213,if i,13 99.897.05 20% e)
48,117.5© 8,589.46 15% e)
02.752.47 47,655.49 1% e)

59,058.61 25% e)
53,2 If.© 1 1% c)

.626.491.98 719.497,02 1% e>
544,369,95 19,060,07 1% ej
_j —immum o

Z.MS.IGI/! ?%
' i3j»IJ3 1.666.68 2% b)

754,00 2% b)
8.954.91 1% e)
1,121,13 9% e)

%fl I% £ 3
Non Amount 

Reported by 
PG&E

Diverse
Subcontractors

Divers#
Sappier*

Type

CciiSlf
Total DVBE

McJiinkin Petros Energy (1}
//

tence

MBE I §2,123,98 
13,295,70

Erm-West Oneida MBE 4.695.41 ̂
Altec indust. Ramos Oil. Inc. MBE
The Reiizon Advantage Mailing MBE U 18.215.19 1,
The Reiizon Commerce Print MBS ' .09
The Reiizon Envelop anti Paper MBE
The Reiizon Bmeiuv finding
The Reiizon Pong Brothers MBE
The Reiizon Monarch Lithe MBE

OneSource
O'BS^Cf UJF:C*6

g f »..

fDirii,w c-5£ jtof* i imam
Total MBE

fenn-West Piper Environm
11W» Ml*.**c»i i iiiiia. mivifcjiih

MBE• o: Pntm.'it'
Am 14

MBE -.96
.96

!,513.40
1,136.56ABB

tod™
10.793.90

^ ■ ; %

.!ifi/g
» 11 11 <. - - 1 1 vii v 1 u.~ ’ iw t 1, 54.51.1 %»„Rf >roy. % * »

The Reiizon P.5 Printsmart
The Re Sapphire

Tots
1

Notes;
CD The invoic

J:..% "s

not to Petros Energy before netting out the early payment 
>1,31. The remainder, or $1,077,716, was paid to a non-di verse third

. amount of $2.4 million was 2% tv 1 \H H . maple of • - < N million 
s 25.0% of PG&E’s reported, subcontractor WMDVBE

The t
and 1 u t r,
procurement «■ «, Jillion.

1 *\H did not see evidence of an accounting adjustment for the voided or the
estimated transactions so that UAFCB is unaware of whether or not PG&E properly 
accounted for these invoices.

Cause: PG&E claims that it did not realize that the amounts it reported as paid by 
some of its non-diverse suppliers to some of its diverse subcontractors were 
overstated. In addition, PG&E asserts that it does not control the amount its non- 
diverse suppliers report as paid to its diverse subcontractors because it does not 
interfere with its prime suppliers’ transactions with the diverse subcontractors.
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Effect; PG&E reported incorrect and unreliable data to the Commission, PG&E 
overstated the amount that its non-diverse suppliers paid its subcontractor by at almost 
$2,4 mil lion.

Recommendation*. PG&E needs to improve its contracting practices to ensure proper
reporting.<# PG&E needs to ensure Ilia! it only reports the payments that its diverse
subcontractors actually receive. With its comments on the draft report, PG&E needs 
to provide l \ l €B with documentation showing its accounting adjustment to reverse 
the can© mice and that it properly accounted for the reported estimated 
transactions.

Observation 5; PG&E failed to demonstrate compl
PG&E overstated its non-diverse prime suppliers' pavr 
by representing $4,2 million of invoices paid in *
PG&E uses the cash basis of accounting when report^ 
not have included amounts paid in 2012.

Criteria: PUC § 511 requires that**..
commission any blanks with direction: 
correctly ..." Section5S4 requires uti 
specified by the Commission.

Condition: The Commission wp
accrual basis,1® In most cases, the 
method of ae™ ‘ * tstitailftng
method, tra- v •• .....:. --. tinted wlen
services oc ;ard € when the

However, IJi

toll. IMCSS 5K land 514
—de to diverse subcontractors 
i its 2011 diverse procurement. 

wmms procurement and should

ry public iitilit; . from the

on as

tolitie onduct their accounting cm an
ss the utilities to use the accrual

Commission. Under the accrual
— ...made, the item is delivered, or the
for them Is actually received or paid.

» n
i
t

it fo GO 156 reports, in 1916, Commission staff
eitremeit should be reported on the cash
Gu i to, procurement is not reported“tSft.,.;.,

s the dive
uently, goc

“fl“^ received payment for the goods and services.
Slid services can be received in one year while the payments 

y not be received until the next year when the

*«s the di

these got ■
P™-...... ien* is ref. :

example, a sut 
receive paymei 
PG&E should........
goods and services provided to PG&E in 2011 for which the diverse supplier did not 
receive payment until 2012, under the cash basis of accounting. PG&E should not 
report this procurement as occurring in 201L.

*"

it! '

ild have provided PG&E with services in 2010 but did not 
»i. i, Under this scenario, under the cash basis of accounting, 
sited this procurement as occurring in 2011. Likewise, for

For

i \ S CB corroborated PG&E’s assertions that it reported on a cash basis for certain 
transactions of its diverse procurement, is shown in the following tab! the 
transactions shown in the following table, PG&E included transactions accrued in
2010 but the subcontractor did not receive payment for them until;

9 See Observation 9.
n See the Uniform System of Accounts.

1,4
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i able 8
Transact; tad Payment Received in. 2

Mm 201 ft Amount 
Invoice Reported by

Amoutifs I'rtXI
Type • mUj Diverse j Subcontractor

I S«ffl*!2 J __ ___
Erin-West ' ingiaeerleiitetlfiton MBE $ : 3 $ 97.433.34 $ 464,877.92
Ctipert*"" Ml Avila Co.
Daws Kv Mountain Enterprise 
Altec Ramos Oil (I)

Amounts

MBE 308.867.94 67.673.06 376.S4i.CW
MBE 790.369.18 70.816.82 86 U 86.00
MBE 70.666.35 2.993.29 73.663.64

1 - -v *. !?. v- *-.0 ’JAM I, Pvfo 5a 
6CO94.60 H

. .fori-MA! MEfJMi,
MA84WKH6 SEW, foil

Total Mill
Erm-West BC Laboratory 

Total WBE 
Total WMBE

WBE

Woles;
(I) The total amount reported by PG&E wa 
amount was also overstated by $52,547 bee 
actual amount of payment. See Observ‘!~
avoid counting the estimated amount sxcej

>11.02. However. PG&E*s reported
i used an estimate rather than the
.#2 - $52,547.38* $73,663.64) To
i, DAFCB netted it out in this table.

However. UAFCB found instances Ci&E‘s diverse suppliers did not receive
payment until 2012, and PG&E shuuiu m»t have i • • led these amounts in its 2011 
(30 156 report. PG&E cannot use a mini 
diverse procurement. PG
diverse suppliers to its diw 
In the following table, UAf 
reported as par 'fol 1
did not receive t. until 2_.

id accrual accounting for its
■' tied p 4.2 million made by its non­

tractor ; ters by using invoices paid in 2012.
•# summary of lie transactions that PG&E

actor ptocurementdata when the subcontractors»«tj-

ie <f

rstatii Mm •- iljJay Using 2012 Payments
| '

■ 'Type . dracton ! n Payments
“$2,154,994.55 19.00%

‘yfofirt'uj fo'foAj.Mrt :im
MBE 2.949.699,01 2,688.789.20 !5%
MBE $102,123.91 2.016.11 100.807.87 98.04%
MBE 1. ,563,430.02

Mmmm mmm ummm 35.53%
WBE 14975.01 ,,_J4J4fo56 ?MZSJ$ 2513%

—V-r.Afti ^MS&m
\llt iW f*t ik> y I ■> iw, Tin (II <J 1<M, V"! itA *>< «»,FW > V-» W.l.MiW MV O.w.r

Non 2012 % of
“•“ise 2011 Payments/ J Report j

Overstated ! ed If
-
trm wen iimmaion

Total WBE
McJunkin Agile Sourcing 
Erm-West ET1C
Black &V OneSource 

Total MBE 
Era West Piper Environmental

Total WBE

IJMM& m

Total

The overstated amount of $4.2 million represents 26% of the sample o ■ million 
that IF. 11 FCB examined and i ! v H s wimple is 2.3% of all the diverse 
subcontracting reported by PG&E of $498.1 million.

< mine: PG&E slated that ideally all suppliers should report, diverse payments using 
the cash basis of accounting. However, PG&E stated that it accepts payments reported 
as paid to subcontractors by its prime suppliers who use the accrual method of
accounting. PG&E asserts that it may be too demanding of its prime suppliers to

15
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convert payments from the accrual basis to the cash basts of accounting before 
reporting the payments to PG&E.

Effect: PG&E overstated payments to diverse subcontractors by at least $4,f96J7f 
by using invoices paid in 2 * its reporting.

Recommendation: PG&E needs to ensure that ail of its diverse procurement data is 
reported to the Commission using the cash basis of accounting.

Observation 6: PG&E failed to demonstrate compliance with the Uniform System of 
Accounts (USOA), GO 21 and PUC §§ 4§i, Si! and 584, PG&E did not provide all of the
documentation requested and; required to be maintained for NK 4 million or i \M H - -ample.

Criteria: The USOA and (30 21 require 
memoranda, and papers supporting e«eh a. 
readily examine the same at its cor 
rates, Section 511 requires that
commission any Manta with hired

ts preserve all records,
-.Jf so that this Commission may 

PU res just and reasonable
italic utility re font the
,11 them shall a.......... lyand

correctlv ...” Section 514 requires uimm to provide n
specified by the Commission

■ansacti*

■mmission asto

Condition: lit the follow 
substantiation arid that were

for which PG&E did not provide
jvious exceptions.oft

ter Observations

BillsDiverse
Suppliers

Documents Requested and Not 
Available for ReviewPrime Wartout

IIS
‘•T—LJ I — » ! 3,136.36 2010 Missing invoice

fo ^taJailS 2010 No invoke
JMiiMM
0'<2,763,95 2011 No POs or invoices {only list)

30,595.00 2011 No POs or invoices (ontv list)
191.085.92 2011 No POs or invoices 

OAOoqj. 2.618.789.20 2011 No POs or invoices 
» M53J3487

1 i 1 s
1 III!1 1?

BON.
I
I tvi I art

Total
PS Energy

ergy
Total WiE Direct

6,55 i JCI 2010 No bank statement for ACM debit. 
58.826.04 2010 No bank, statement for ACH debit

»
li

fort to# toot,
mmmskTotal

Hie overstated amount of $3.6 million represents 15,2% of the sample that UAFCB 
examined and. UAFCB's simple represents 1.0% ofPG&E’s reported contracting with 
WMBE subcontractors of $472.7 million.

In addition, PG&E did not provide all documentation requested associated with some 
of the transactions that UAFCB included in other observations. In the following table, 
UAFCB summarizes the trai.saefi.ons for which PG&E did not maintain sufficient 
documentation, but were the subject of other observations.

id
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Til*R II
! ju k of Documentation for Transactions Included in Other Observations

Invoice
Amounts
Without
Adequate

Sample
Amounts

Documents Requested and Not 
Available for ReviewDiverse Suppliers Type \ ear

I
ItaM^deTedT”

Total Direct
Agile (McJunkin'sSub) MBE 
Ramos Oil (Altec's Sub) MBE
Ramos Oii (Altec’s Sub) MBE
OneSource( ABB’s Sub) MBE 2,531,461.00 2,531,461,00 201
Petros (Mdunktn’a Sub) MBE 1.813,877.08 725.504.00 2ftl
Petros (McJunkin’sSub) MBE  // 1,077,215,1? 2Qt

Total MBE Still

Mil JMfifi 2011 No invoice428.651.94 $.
GNG 2:H ... ...
i i'f (,*<■. i 260.909.81 201 i Mo POs or invoices 

2,846.82 2010 No POs or invoices (only list provided) 
// 123,364. II 2011 No POs or invoices (only list provided)

invoices/payment unavailable
No POs or invoices available for review 
No proof of payment to Petros Energy

11 00

"Jf EMtJS ,mssmm %Total

WhiThe $4,1 million of B’s sampl 
substantiation represents 60,9% of tl
sample t; of PG&E’s reported 
$372,5 million.

eh PG&E dl provide adequate
aplc that 13 AFC L w

an t with a

iverse

in
ontractors ofF'

In total, PG&E reported $8, 
provide i \<i !> • \<lliadequa
million, LI A PC ' ered s...... im
provided all >
un&uD&tanti'U— o
oilier repor opr or if flu
Without COmpi

nent for which it did not 
"0 of these transactions, $4,8

. Had PG&E
H „
jsinP

mi

:F:§ reporting
all of the $8,4 million of the

ltd'have been able to determine if there were 
> million of transactions were reported fairly. 

eiHiiwiiMion, all of these $8,4 million of reported
, . for accuracy

le for which PG&E did not provide sufficient 
1% of the sample that IIAPCB examined in this area and 

ctrtecl 2011 procurement with all WMBE

''Stibs
M ».* -W .#

tea

•8,4 in
nentation n,

u/wvB’s sample
contractors of $l.i ...

samp

l of
L

’G&gTs prime suppliers stated that they did not maintain purchase
instantiating payments to subcontractors. They appeared to be 

under the impresstuu mat proof of payment to the subcontractors was the most 
important document to maintain. PG&E’s diverse contracting processes were not 
robust.

Cause:
orders and/oi

Effect: Not requiring or retaining supporting documentation associated with 
payments to diverse suppliers may put PG&E at: risk, of paying its vendors for services 
that have not been properly reviewed and. accounted for. Without all the evidence to 
support the transactions, not verify whether PG&E correctly reported the
transactions,

" $8,414,223 = $3,636,744 + $4,777,479.
17
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Recom mendation: PG&E needs to ensure that it retains sufficient documentation
associated with its procurement data to facilitate the verification of the accuracy of all 
transactions associated with its procurement data reported to the Commission.

Observation 7: PGA! failed to demonstrate compliance with PI3C §f 5S1 and 514. 
After the above examination adjustments, PG&E’s purchases from DVBE vendors fell 0.42% 
below the 1.82®/* that PG&E reported it spent on DVBE in its 2011 Annual Report.

Criteria: PI requires that A.. Every public utility receiving from the
commission any blanks with directions to fill them shall answer fully and 
correctly ..." Section 584 requires utilities to provi- 
specified, by the Commission.

to the Commission as

Condition: million., or 52% of the
H ,/< sorted direct DVBE rep«
$2.7mito i%ofthesW '
reported DVBE subcontractors rep re an overstatement
subcontracting.

I \to " •i.tpledfrom 
of PG&E’s dire* £. 
tilled from PG&E’sat IJAFCB

►VIE

Taking into considerati< adjust! 5 reported spend of 1.1254 
into account UAFCB’s 
E’s DVBE procurement using

examination, which

cm < -v BE was overstated. lowing
adjustments, UAFCB shows
PG& ' and a
UAFCB dc

Aijastipeiit
T" Adjusted 

1 DVBE Sub
New Tefal

DVBE
New

DVBE %
$22,626,946 6IJS9.475_ t.40%
$22,626.946 ' 61 .<>9,473   1.41%

Cause: < >u j G m m annual report. PG&E overstated its DVBE by altno : k i 3
million.13 © [uently,.PG&E’s procurement from DVBE vendors falls 0.42%
belov .hat P0&E reported. While GO 156 does not require a specific

, all utilities must accurately report their diverse procurement.

Effect: PG&E’s reported data to the Commission was incorrect anti unreliable.

Recommendation: PG&E needs to ensure that purchases from DVBE are correctly 
represented in the procurement data that it reports to the Commission.

Observation I: PG&E failed to demonstrate compliance with Public Utilities Code
|| 581 and 514. PG&E admitted that it overstated its diverse procurement because it did not

amount <

12 For information on PG&E's reported and discounted bases, see Observation I discussed in this report. 
,:t $18,272,201 - $15,570.7% + $2,702,405.
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report its procurement net of early payment discounts deducted before making payments to its 
diverse suppliers.

Criteria: PU€ § 514 requires utilities to provide reports to the Commission as 
specified by the Commission and § 581 requires that to.. Every public utility 
receiving from the commission any blanks with directions to fill them shall answer 
fully and correctly ...”

Condition: \ • » AJFCB found and described in Observation 3 above, PCi&E’s 
recorded data did not agree with the data it reported to the Commission. PG&E was 
allowed early payment discounts on its invoices • 
to suppliers were the saute as the invoice amou 
suppliers were less than invoice amounts. PCfi

tug in me payments made 
(2) some payments made to 

ted the full invoice amounts in 
its annual report to the Commission and did not, , .he discounts it deducted
before making payments.

PG&E*§ Admissions: After LJAFC 
between some of the amounts report 
transactions that UAFCB sampled, I
amounts represented on p fits a
! \M H did not reel r to 
represented that the total ■
the actual amounts paid in mi
do not include
making payi

jssed with PC......lie discount discrepancy
ired to the actual amounts paid in the
pi firm the t

incorrect, 4 ugh*
PG&E

ifed in the following table were 
town in the following table 

, contractors subtracted, before

■**£*r*-r\e*t J|h^

' CBS

i Admissions
Total Diversity

mi Procure meat _
iMSMi 'Mijiisnai,mAiS) _jinmzh

o

ftL
i

“r

Disc~ its"
Actual 4

Since B did noi
which x.~„ foidcrt
f \H fto-

■t S4J23.11flJ43. _ _

PG&E's revised total net procurement of S4.3? million., 
ET's revised total diversity procurement of$L6 billion, 
3&E’s new representation..miilil.1

In addition, as tv .. n the observations above, PG&E used. (1) the cash basts method 
of accounting to track its Direct Suppliers procurement expenses (expenses recognized 
only when invoices are paid) and (2) a combination of the accrual method (expenses 
recognized when occurred) and the cash method to track its subcontracting 
procurement, expenses; and (3) reported more than it paid its diverse suppliers in some 
instances that were unrelated to an early payment discount. PG&E die! not correct, its 
procurement data for these deficiencies. Consequently, PG&E’s reported total Net 
Procurement is unreliable clue to the inconsistent use of accoti.nt.ing methods.

Based on these observations,. UAFCB deems PG&E’s new-* procii.reme.nt data 
unreliable.

If
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C 'nine: PG&E claims it was not aware that it was repotting its procurement without 
netting out early payment discounts.

Effect; Per PG&E’s own admission, PG&E reported incorrect and unreliable data to 
the Commission.

Recommendation i PG&E should train its reporting staff to use the correct 
procurement data when compiling the data for the procurement reports and utilize a 
sufficient review process of the information before submitting its reports to the 
Commission. PG&E needs to ensure that it uses c
information for and when reporting on its diverse

;orrect data when compilingP„„,.
Observation 9: PG&E failed to demonstrate v .theUS0-\.G0 2«;ifHl 

W® Mil this report, PG&E does notIM f 451» AN l anil 584. Based on. the previous uosurvau 
employ sufficiently stringent contracting practices.

Criteria: The OSOA and GO 28 re that the utilities preserve all records,
memoranda, and papers supporting« . tad every entry so that this Commission may
readily examine the same -*convenience, E : quires jturnd reasonable
rates. Section 511 requin F.vwv pu utility receiving from the
commission any blanks w fill shall answer fully and
correctly ...** Section Sic IU • • orov ts to the Commission as
SpeciWby,h ' ' ™.......... :tate the use of effective
internal contra

* ensure that it captures all diverse 
'«*, it is not appropriate to overstate its

Condition:
proeitrentent tc

may stem from deficiencies in PG&E’s 
admissions, PG&E has not ensured accurate
ontractors nor has it required the maintenance and 

Marion from all of its prime or direct contractors.14 The 
missing substantiation frail UAFCB’s sample, $8.3 

»«saction.s with diverse subcontractors.i:5

ting proo
front itsrei

prcr>__ Draoer su
majorit; 
million o. .

;ti

h saeticotis without adequate substantiation, the foilowk CBIn addition to tin
observations address reporting errors associated, with subcontractor data:

14 for example. PG&E asserts that it would he tc® onerous to require its prime contractors who perform their 
accounting on an accrual basis to convert to a cash basis for reporting on the subcontracting. See Observation 5.
15 See Observation 6. {$1.414.22346,552 - SSIj: '• ' : . < 1 - . $4,996 - $55,600 = $2,2*
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Table 14
Subcontracting Reporting Errors Not Including 1 auk of Substantiation 

Summary of ObservationOb. Amount of ErrorNo.
2 Suppliers Counted a- i >\ to w <» \ Uw * * rtificate
5 Differences Between Reported And Paid Amounts
6 Not Netting Out Payments Received to,

$2,702,404.50
2,374.662.39

Total Hi -

PG&E asserts it performed audits of its 2008, 2009,2010, and: .verse
subcontracting as reported in its GO 156 reports, for 2< xirdmg to the resulting 
reports provided by PG&E to UAFCB, PG&E hired ority-woman-owned 
consulting ft nsultant) to assist PG&E.!i

Among other things, PG&E selected the sin foGgriiite suppliers, facilitated the 
project, and reviewed the informatio ' — by 1 I suppliers. Consultant
compared invoice summary amount! i by the sampled contractors to PG&E’s
supplier diversity spend reports and sd system payntt s, also certified as
accurate by the sampled contractors, ' • >•- ears that neither A,, to,, ,,or Consultant 
reviewed any original documentation, isle led on summary- reports provided 
by the suppliers, the saiw - •« that pre . o information fei !’< to to'.
Supplier Diversity 2011 3 ®rt. If s suppliers misunderstood what
si •implied or were nut wt igeist in com - >. j.the information, their
certification would not remedy flat '

ovided by PG&E contained an opinion signed by 
talf and neither contained the standards used to conduct 
"W" t0 m udlt. According to the reports, PG&E 

deemed any ------ ■ »% ti,, ....material, Instead of diligently pursuing
' mmmiimm six ooi;©ime m prime suppliers who did not respond to PG&E's 

requests for ittfoitnatitM, Kj&E deetttii-their lack of response as immaterial because
oi the combined subcontractfag dollar amount of $425,520 that was related to those 

n.e suppliers. “ inliigs maintained that variances clue to differing billing 
cj -■ - . acceptat . ■ i though- PG&E reports on a cash basis and using differing

n. misstated subcontracting amounts. PG&E did not use the 
s or to provide recommendations on how its reporting

"
'-'ANeither of

Consultant
what PG&E

PG
T* It

billing . f tod
process to« 
could be in

PG&E has not ii..r.„.nented nor maintained an effective monitoring system, by 
requiring and implementing meaningful periodic audits of the information or data 
provided by its prime or direct contractors with respect to its diverse contracting and
subcontracting a irting,

PG&E could modify its S.DMS tracking to require additional information from its 
direct contractors about its subcontracting. Useful information that PG&E could, add 
to its SDMS tracking that could help it recast the information from its prime

ate its Mwesse

'

16 PG&E provided UAFCB with two reports, one dated July 12,2012 and one dated August. 14,2012. The 
reports each contained a. logo from PG&E and Consultant at the top of the pages.
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contractors into the cash basis it needs for reporting include, but are not limited to the 
date the subcontractors are paid, a field for any discounts, markups, canceled 
transactions, etc.

In conjunction with requiring the maintenance of adequate substantiation and effective 
monitoring and auditing of data supplied by its diverse contractors, PG&E should 
implement and enforce penalties for prime contractors who fail to provide accurate 
data or to maintain or provide adequate documentation to support its subcontracting
when requested. Doing so should red; orting errors related to PG&E's diverse 
subcontracting.

Cause; PG&E asserts that including more re- i in its diverse contracting
processes could undermine its diverse procun

Effect; Without proper contracting —y and effectively monitoring and auditing, 
PG&E cannot ensure that its diverse j will be accurate.

,,.fs.

d its contracts to 
can keep «icl require its

ng in PG&E’s SDMS.
so that

amend its
the priiae

Recommendation: PG&E should 
specify how much of tie payments the 
contractors accurately rep-'** ‘-^—nation; 
PG&E should require its ]
PG&E can correctly report oi 
early payment discounts, mat*, 
conduct peri “ " of its
PG&E sfaoi 
requested, i 
transactions.
Splwirmi pargQfs

its eciriwwoijtg
eon mb can

suocontracti
enough ciat 

of *iif voided tn
factor,enough data in

s, net of any voided transactions, estimates,
! uttils© require that it 'be allowed to

In addition, 
and provide when

*----- anfitte the diverse subcontracting
us requirement as its direct and
Station for tax and/or financial reporting

Iso require th
^contracting.

hree years and

**■**%?«*$ WW.

diverse 
vendors t< 

tfalioL „
: be an on

CO] il ai

docu
pt

Obsei i«t Ills report, PG&E failed to demonstrate
8.2 reporting requirements, the USOA, GO 28, 

cc<rt......best practices. Based on the previous
squately control its data for GO 156 reporting and record

in Ml;
comp
HiC
observations,
keeping.

©quires that ‘in order to qualify as a DVBE, 
businesses,, .nw pt^ovnt a current certificate from the California State Department of 
General Services verifying that such criteria have been met." Section 8.2 permits 
utilities to count WMBE contracts toward either the MBE goal or the 'WEE enterprise 
goal, but not both. Similai 1 S »\ utracts may be counted toward either DVBE 
or the appropriate women or minority business enterprise goal. The USOA and GO 28 
require that the utilities preserve all records, memoranda and papers supporting each, 
and every entry so that this Commission ntay readily examine the same at its 
convenience. PUC . M (cqiiiresjustaiicireasonablerat.es. Section 581 requires that 
A,. Every public utility receiving from the commission any blanks with directions to 
ill them, shall answer folly and correctly ..." Section 584 requires utilities to provide

Criteria; GO
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reports to the Commission as specified by the Commission. Accounting best practices 
dictate the use of effective internal controls.

Condition: PG&E's diversity report; is materially misstated for many different 
reasons. Given the small sample tested to the l \1C1 during its examination anti in 
view of the different kinds of reporting errors, PG&E clearly need to improve its 
reporting and record keeping processes.

Internal controls are used to provide a company's management reasonable assurance 
about:

1. Effectiveness and efficiency of operations;
2. Reliability of financial reporting; an"
3. Compliance with applicable laws an

Internal controls are put into place ir 
accounting and reporting errors and «.»

The Committee of Sponsoring Or
that provides thought lead® 
frameworks and guiclan.ee 
COSO indicates that inter,,.

t.

icMis to prevent and identify
andregulatory requirements.

rganizattons (Cv is a nationally recognized group 
through t tent of comprehensive ^

naiiaae; il control and fraud deterrence.17

pes of s 
,«uonof laws

manage; 
rtfs consist ol interrelated components;

leal values and competence of
ty and operative style, 
s of relevant risks to the 

... fee ba_„ ...‘how the risks should be

• Control Environment:
the er " ’

v.
Je; and a

* The id

managed”’ ° '

M)

vet.

s and procedures that help ensure management

a: Pertinent information must be identified,
, including, but not limited to, external parties such

Is need to be monitored to assess the system A
Mice over. lime.

st step in 1 g PG&E’s supplier diversity reporting processes should lie for
PG&E to iinpli...... .......onitor find enforce adequate internal controls for its supplier
diversity reporting, in.cludi.ng but not limited to, requiring audits of its own reporting 
processes and the reporting and processes of its diverse prime contractors anti, diverse 
subcontracting. When, designing and. implementing its new supplier diversity internal 
controls, PG&E should consider all of the factors discussed above.

** COSO was organized, in 1985 to sponsor the National Commission of Fraudulent financial Reporting, an 
independent private-sector initiative that studies the causal factors that can lead to fraudulent financial reporting.
It also developed recommendations for public companies and their independent auditors, for the SEC and other 
regulators, and for educational institutions.
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Because of the widespread and magnitude of emu - i \FCB found in the: g
i \ M B • •-, v! ii erned that PG&E made have made the same types of errors when it 
compiled and submitted its 2012 report.

Cause: PG&E has not effectively implemented adequate infernal controls with 
respect to its supplier diversity reporting,

Effect: Without adequate internal controls that are effectively implemented and 
monitored, PG&E*s reporting errors are likely to continue.

Recommendation: Within 90 clays of the date of this report, PG&E should add, 
implement and enforce new internal con 
prevent future misclassification of E purch 
PG&E should correct its 2011 anti ret) 
within 90 days of the date of this report 
controls. s \i < m should h nauditc 
accuracy and evaluate PG& tew lai

,lh ^ „Observation 11: PGM failed to rfi*«»n«istrate that r :«s in compbaneewitti
GO 21 and PUC || 313 thrimgl uring the m ' guested records were
available to be examined. Conseq*. 
associated with PCMIEs 2011 Proc

Iter diversity reporting to 
n its diverse procurement,

, , tie the corrected versions also 
! Mi to t copy of its new internal
PG< corrected reports for 

E$ shareholders’

ana proviae 
examine
1 controls at 1

the USOA, 
not readily

not examine the recordsr, Commi:
,

Criteria: I GO 28 tern
memoran - . aj importing t, 
readily exa.i»*.i« die sanr* * 5ts corn* 
any books, aco • recoi....

cons

the utilties preserve all records, 
a every entry so that this Commission may

quires the production of
t by the public utility so that an

commission or under its direction. Section 
i employed by the commission may, at any 
frame! documents of any public utility.

‘ toe
v-* 81*%

y inspect
“ 50Oks'' ■

: »rds were not readily available for review during the
: feed front several months to five and six months to get the

E. lit some eases, months after the data was clue, 3 
veil asked its suppliers for the documentation tin IB 
•ting the requested data from its accounting system anti

Col in PG&E*;
exai ion. I
data it rec td fra 
found tlui,. . ha 
requested. Ii:
fawn its supplier,».. tried to convince UAFCB to accept documentation
for a sample ofPG&E’s choosing, the documentation it already amassed for its 
internal audit. In. addition, PG&E bad to resubmit some data provided asserting that 
the data was incorrect clue to a corruption ofPG&E’s system.

On. Ji u i ■ '.MV * \i < B selected, its first sample: 14 direct: suppl ters with 
transactions totaling 172.3 million and contractors with transactions totaling 
$6.2 million. The sample data was elite from PG&E on July 21,2012.

On October :w w g ■. .hen l \f (it selected -«. one! sample, PG&E had only 
submitted information for 14.2 million out of the 172,3 million of total invoices that
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UAFCB requested on July 11th, representing only 5,83% front the first sample. The 
second sample data set was due on November 14, 2012.

After PG&E received the second sample request sent in October, PG&E indicated that 
the samp to l U < Hi, quested fell outside the scope of its internal audit, meaning that
the vendors that l to H requested documentation for were different than the ones 
that PG&E had selected and compiled data for when it conducted an internal audit. 
PG&E requested six to eight weeks from November 14th to provide documents from 
suppliers falling outside the sample it already had drawn data for during its own 
internal review, regardless of the size of the transaction amount associated with the 
suppliers.

On November 6,2.012, PG&E stated that som 
sample set were available for review on Nor 

*CB arrived at PG&E and noticed that tl 
incomplete. The documentation re~
asserted was available, actually wa 
cheeks or proof of payment and the

PCB returned to its ollce t 
documentation front its pr 
return to PG&E on Decent 
field audit continue ;C_- 
PG&E needed additional time 
g ■ iuJN 

audit until

Is requested from the first 
tot 2 On November 8th,

in available for review was 
a, request, that PG&E 
I did not include cancelled

unfvD
..able, beca....
e orders or iiw -

if PG&E request the required 
»ie arrangements iir UAFCB to 

zing the documents. As the
s from time-to-time because 
i requested that was due July

iiooliers, ... _ 
121

urn to ,
men

........................

to, 2wi.

IApri........
reviarfcr™"’'-Trylng to and/or inaccurate data and documentation increases the 

instead of passing or failing a transaction when 
eutation together, UAFCB would need to return to 

to. sact.,.., rossibly;atilfiple times as the data came jig creating an
sary drain on » \H to anti state resources, UAFCB teas unable to review 

« vs document at its Convenience, as required by the USOA anti GO 28.

For exai

a: to ccc

ring the data related to PS Energy, in the first set of data 
match the number of transactions in the selected sample, 
second set of data claiming that its SAP system was

when r
provider,,
PG&E later
corrupted Am
noted that the eat.„ r _yment discount exception, UAFCB requested that PG&E email 

the same daft UAFCB reviewed to include in the audit work papers. The 
data PG&E provided contained a different amount of early payment discount. Once 
' \i1 l’» :>< • inteti out the discrepancy to PG&E, PG&E apologized, for the error and 
stated that the discrepancy was likely caused by data corruption during the file merge.

a fli

, after UAFCB reviewed PG&E’s prime supplier data and

Cause: for invoices associated with, its prime suppliers, PG&E stated that missing 
documents associated with payments to its prime suppliers was due to the way its SAP
is programmed. Its SAP for some reason, could not locate seine documents affecting
its 2010 transactions or voided, invoices. For documents associated with, its
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subcontractors, PG&E’s prime suppliers stated that they did not maintain purchase
orders and/or invoices substantiating payments to PG&E’s subcontractors.

Effect; The time for PG&E to obtain and submit the requested data, along with 
corrupt data being provided on occasion created a substantial delay in the examination 
process and increased tlu- go ; r rrolit costs for the Commission. In addition,

CB was unable to verify certain transactions that lacked substantiation.

Recommendation: PG&E should ensure all supporting documents associated with its 
Supplier Diversity Program are maintained in such a manner that UAFCB may readily 
examine them at its convenience,

ft Summary of Observations by Supplier
In the following table, UAFCB summarizes its obsert...,ons'lif'supplier type, as appropriate.

or Direct
15

DVBE

V of l‘ZM
' ....... “ Sample--------------

Ob. Description

DVBE Direct '
1 WMBE Count! /BE $ i.uryfofor 52.4%

DVBE Subcontract
2 L;
4 Overstatec
6 Reported 'I

$2,702,404.50 153%
7.431.91 2%

ftsmiliM 21.6%
$S.23§,4Sjj.ft8

% <v*m jn. • . «,« *\I110llfllS
Total 1

Mil
185,916.88 23

_JU3SL22 7.6%
4

Observationstuded In
•otal MBE L

MBE Sill
$2,258,044.71 2%

1,640,231,97 3533
173%

5 -'itints
6 Reporter .
7 Lack of D

Total!
lot included in Other Observations

<\45l,5U)3fi*.

Will Direct
4 Overstated Amounts Paid
7 Lack of Documentation Not Included in Other Observations 

Total WBE Direct

$229,657.81 2.0%
33%

WBE Subcontractors
5 Overstated Amounts Paid
6 Reported 2 lounts

Total WBE Sub

.86 10%
J03EM5 353%
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VI. CONCLUSION
In the samples that UAFCB reviewed, PG&E made multiple types of reporting and record 
keeping errors, PG&E materially misstated its diverse 3 ocurement by at least $25.3 
million, maintained lax contracting anti reporting controls, and failed to maintain sufficient 
documentation for at least $1.4 million of its diverse procurement. PG&E did not provide 

CB with its documentation in a timely fashion causing substantial delays in conducting 
the field work ai angtng the time needed to conduct the audit, On several occasions, 
PG&E submitted corrupt data, also delaying and prolonging the audit, Consequently, PG&E 
needs to improve its < a > 5 A contracting why oiling pi les, and needs to maintain

156 reporting requirements and 
*G&E needs to folly comply with 
Aig Hem, PG&E was aware of this 
to respond with its documentation for

sufficient documentation. PG&E should train its staff c
cm how data is maintained in their accounting systems, 
I \ MG f.., i ud.it data requests within two weeks < 
audit as early as April IA, 3 ,<ud should have
the audit when UAFCB submitted its data:

The official date of this report is August 30,2 
report are 90 days from August SO, 2013.

ntained in thisdeadlin
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APPENDIX A
ABBREVIATIONS AND ACRONYMS

American institute of Public Accountants

Business Information Systems

Committee of Sponsoring Organizations

Decision

Disabled Veteran-Owned Busine

General Order

Minority-Owned Bu trprise

Ordering Paragraph 

Pacific Gas * ctric 

Public MIL 

Systems, Api

AiCPA

MS

COSO

D.

DVBE

GO

MBE

OP

PG&E

PUC

ns ProductsSAP

Sappier Dive* liiigeiiieitt System

' i uH;, v<®* Pfnant mtpliance Branch

SDMS

» 'PCS

I JoifStm ■ of AccountsLi SO A

war ■ Woi mi

W.unuiM miitv-

Woman, Minority'Or

rprise

-Owned Business Enterprise

Disabled Veteran-Owned Business Enterprise

WMuti

WMDVBE

A-1
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