BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Develop a
Risk-Based Decision-Making Framework to
Evaluate Safety and Reliability Improvements
and Revise the General Rate Case Plan for
Energy Utilities

R.13-11-006
(filed November 14, 2013)

PACIFIC GAS AND ELECTRIC COMPANY'’S (U 39 M)
PROPOSED REVISIONS TO THE FEBRUARY 20, 2014
STRAW PROPOSAL

J. MICHAEL REIDENBACH
STEVEN W. FRANK

Pacific Gas and Electric Company
77 Beale Street
San Francisco, CA 94105

Telephone:
Facsimile:
E-Mail:

Attorneys for

Dated: April 7, 2014 PACIFIC GAS AND ELECTRIC COMPANY

(415) 973-6976
(415) 973-0516
SWF5@pge.com

SB GT&S 0108574


mailto:SWF5@pge.com

On March 21, 2014, Ms. Marzia Zafar, Director of the California Public Utilities
Commission’s Policy and Planning Division, requested proposed revisions to the Straw Proposal
issued on February 20, 2014.

Accordingly, Pacific Gas and Electric Company (PG&E) has attached two copies of its
proposed revisions to the February 20, 2014 Straw Proposal: (i) a “redlined” copy showing the
changes recommended by PG&E and (ii) a “clean” copy in which the redlined changes have been
accepted. PG&E’s proposed revisions include a recommended timeline for Phase 1 of the General
Rate Case (GRC) in a new Attachment A to the Straw Proposal, as well as recommendations for
streamlining the GRC process in a new Attachment B.

The redlined copy is included as Exhibit 1. The clean copy is Exhibit 2.

Respectfully Submitted,

STEVEN W. FRANK

By: /s/ Steven W. Frank
STEVEN W. FRANK

Pacific Gas and Electric Company
77 Beale Street

San Francisco, CA 94105
Telephone: (415) 973-6976
Facsimile: (415) 973-0516
E-Mail: SWF5@pge.com

Attorneys for
PACIFIC GAS AND ELECTRIC COMPANY

Dated: April 7, 2014

SB GT&S 0108575
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Exhibit 1
PG&E Revised Staff Straw-Proposal
Redline version
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PG&E Revised Staff Straw-Proposal
R.13-11-006
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Since the San Bruno natural gas pipeline explosion in 2010, the Commission has faced a-similar need for
transformation of its policies concerning the safety and resiliency of utility operations. In response to
date, the Legislature has enacted multiple statutes, and the Commission has also opened several
investigations and rulemakings; however, neither the statutes nor the rulemakings/investigations
fundamentally changed the core mechanisms by which regulated utilities consider risk and safety.

In this Rulemaking — R.13-11-006 - the Commission has asked stakeholders how to more effectively
integrate safety into utility General Rate Case (GRC) funding proposals, and also asked for ideas to
potentially streamline the GRC process. Over eighteen different stakeholders filed comments in

response to the Rulemaking. The
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On February 20, 2014, Commission staff circulated a first draft of this Staff Straw Proposal deawsthat
drew on the ideas proposed by the Office of Ratepayer Advocates and the Coalition of California Utility
Employees, among other stakeholders. On March 19-21, 2014, Commission staff hosted a three-day
workshop to discuss the first draft of the Straw Proposal, after which comment was invited on the first
draft. This Revised Straw Proposal takes into account the discussions at the workshop, as well as

comments provided on the first draft.
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The goal of this proposal is to develop fundamental regulatory processes for defining, acquiring, and
disseminating risk-based information that supports rate-setting and preject-prioritizing decisions. This

new process—whetherin patate-p dingora-phase-obihe-GRGCpr ding— should include the
following:
o Description of the utility asset needingreplacement-orupgrade—Ttherisk being

addressed, the current estimated risk, the existing controls already in place to mitigate
the risk, and the effect of not upgrading or replacing the asset or
whgradingimplementing other mitigations.

o A description engf the method used to estimate the risk. For instance was the risk
scored on a purely quantitative basis, a Subject Matter Expert (SME) basis, or a hybrid
approach?

o What alternative solutions are available to reduce or eliminate the risk?

o The estimated risk reduction if the replacement-e+, upgrade is-autherizedor other
mitigations are adopted or if the other alternatives are autheszedadopted.

Developing these processes and the capability to credibly deliver and interpret risk information suggests
that several other supporting capabilities may also need to be in place. Utilities may need to expand
their risk management processes and data capture and analysis capabilities, and the Commission, as
well as interveners may need to expand their own capabilities and understanding of risk management.
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should occur as the first Phase of each utility’s GRC proceeding-with. As appropriate, the risk-reduction

project-portfolio cemprisingamay be comprised of one or more separate bsekbooks of testimony and
related weskingwork papers, andfrom which the sudgetforecast for the approved project list would
ultimately be incorporated into the utility’s total revenue request for that Test Year.

Wihile-this-prepesalhas-selected-these-pwe-optionsforconsideration-Stathis-net-ep g-to-altern
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-components. This verification process is discussed in more detail in the later section of
this proposal.
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Fah Rha fth se~this-appreach-This proposal essentially consists of three components:

> Step 1 is to identify the risks that need to be addressed for a safer and more resilient system,

and to create a process that allows the utility to bring to the Commission its
justification/rationale for these risks and ways to mitigate them. The outcome of this Step

would previde-guidances Labliching rended-tevelsatfundingd feby-and
Resilieney—Weld-liketo-discuss-at-the-workshopwhetherthisstep-showd-bednco ted-int
the-GRCrat plar-be one or more reports from SED or its consultants that assess (i) the risk

assessment process, mitigation plans and controls that provide the basis for the forecasted work

to be included in the GRC and (ii) the technical merits of the assessment process, mitigation

plans and controls.

» Step 2 is the traditional General Rate Case litigation for each utility—Theprioridentification

adlorranking-etthe-risks-to- in which the utility would be expected to have addressed any

technical recommendations in the SED report(s) {or explain why it has not done so). The

technical assessment in the SED report(s) would not guarantee that alithe related costs

proposed in the GRC will get approved. Inthe GRC, stakeholders can debate the cost as well as
the path the utility has chosen to eliminate and/or mitigate the risks identified.

» Step 3 is verification. The mission-reguires-a-uniform-and simple verification systerm-th
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revised straw proposal envisions three elements of verification. The first element of verification

pertains to the SED’s review of the utilities’ enterprise and operational risk management

programs. The Commission would require SED staff to evaluate whether the utilities’ risk

programs reflect appropriate risk management principles and methods. This review would take

nlace on a periodic basis and not necessarily as part of the GRC proceeding. The second

element pertains to a technical review and would take place upon the filing of the utility’s GRC

application. That is, the Commission would require SED staff or its consultants to verify that the

forecasted work in the utility’s formal application has addressed each of the technical

recommendations in the SED report{s) issued in that GRC’s prior risk phase. The third element

of verification pertains to utility spending. For this verification, the Commission would require

the utility to submit to the Energy Division a report on utility spending, compared to authorized

or imputed amounts, for the operational lines of business by March 31 of the following vear.

The Energy Division would monitor levels of spending, including possible field assessments of

work conducted. Energy Division reports on such spending could be made part of the record in

subseguent GRCs.

I by * Ficam RN i olod b thimce Shee +
et ¥ eyt ikt rerkd fdggt }

At this time, the new risk procedures shall apply only to the three major energy utilities GRCs. As

experience in this new process is gathered, the Commission will consider expanding this process to

include the smaller utilities that are subject to the Commission’s jurisdiction.

II. Risk Assessment
A. Overall Goal

The goal of this aspectRisk Assessment Planning Phase (RAPP) of the proceeding is for the utility to
identify and clearly define its priorities and policies for assuringoperating a system that is safe and

esilientsystem-reliable, and that minimizes detrimental impacts on the environment. More specifically,

the utility must identify the top asset related risks tefor its system-=the, explaining whether such risks
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operational issues.’ The utility mustjustifi-theseshould also explain whether such risks are based on

measureable-and ifiableg guantitative or gualitative risk assessment.

This process should identify the safety objectives, implementation options, and the information required

to evaluate the pesforman fthepy d-prejects.assessment process, mitigation plans and
controls. Further, the utility smustshould also identify recommended risk mitigation projects—Faey
should-shew and/or programs, explaining how, and by how much; {if known), each project/program is
expected to reduce either the probability of a hazardous event occurring asdor the consequences of the
event if it occurs. The utility should also estimate when they-exgeetit expects these safety
improvements to be realized and the duration or lifetime of the project/program impacts (e.g. replaced
pipe has expected lifetime of “X” years, employees are retrained every three years, etc.). These
projects/programs should be identified as either direct safety mitigation projects/programs (e.g.
pipeline replacement), detective risk assessment projects/program (e.g. pipeline safety testing and
inspection, risk modeling), or safety enabling projects/program (e.g. safety trainingh"—Through-this
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*The utility, SED and participants in the risk phase should use terminology comporting with standard risk
definitions as set forth in publications such as the 1SO 31000 standard, the Department of Homeland Security Risk
Taxonomy or other publications that the CPUC may identify.

*1h u d fiacthot befurthor defined ac cart af the DADD
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* These are su cested categories that may be further defined as part of the RAPP .
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B. Scope

The RAPP would address the top ten asset-related risks for which the utility expects to seek recovery in
the GRC.

The utility’s showing would include:

o  Alist of the top ten asset-related risks, and a description of the methodology used to
determine such risks;

o A description of each of the ten asset-related risks, including: data on the nature of the
asset (e.g., units or miles of assets, age of assets, and composition of assets): data used
to inform the conseguence and freguency related to the risk assessment;

e A description of the controls currently in place, as well as the “baseline” costs associated
with the current controls:

¢ A description of the proposed and alternative additional mitigations considered, the
forecasted cost of the mitigations and, if applicable, the expected risk reduction or
improvements to safety, reliability and the environment.

C. Process

The risk phase would commence with the utility submitting its RAPP report to the Safety and
Enforcement Division. Concurrently, the utility would file a Notice of Availability of this material with
the Commission’s docket office, providing service of the NOA to the service list for the utility’s orior GRC.
At this stage, the Commission would assign a Commissioner and Administrative Law Judge(s) to the
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matter. The risk testimony would be submitted in accordance with the overall schedule set forth in
Attachment A to this Revised Straw Proposal, which addresses the traditional GRC Phase 1.

Within 30 days of submission of the risk material, the utility and SED would jointly hold a public

workshop. During the workshop, the utility would provide an informational overview of the contents of

its testimony and SED would explain the process it will follow in conducting its technical review.

Participants would be invited to ask questions of the utility and SED, as well as to provide input to SED

regarding its upcoming review,

Discovery of information between SED and the utility would be conducted through meetings, site visits

and information reguests as SED may choose. Data transmitted from the utility to SED would be

formalized through written responses that would be posted on the utility’s website (except for

confidential responses) for interested parties to review.

Within 150 days of submission of the risk material, the SED would provide to the utility and make

available to interested parties one or more draft report{s) that assess (i) the risk assessment procedures

that provide the basis for the forecasted work and (ii) the technical merits of the forecasted work., To

the extent SED recommends a different portfolio of work than forecasted by the utility, such

recommendations should be clearly articulated in the report(s) and the basis for such recommendations

provided.

Within 30 davs of submission of SED’s draft reports, the SED would hold a public workshop to present

answer questions, and receive comments on, its draft report(s).

Within 45 davys of the submission of SED’s draft report(s), interested parties would provide comments on
the draft to SED, the utility and interested parties.

Within 225 days of submission of the risk material, the SED would provide to the utility and make

available to interested parties one or more final report{s), taking into consideration comments made on

its draft report{s) and input from the public workshop. The SED final report{s) would be made part of

the record in the proceeding® and SED and/or its consultants would be made available to testify during

evidentiary hearings in the GRC. SED would not be expected to become a formal partyto the

proceeding.

Through this process, all stakeholders will have an opportunity to (i) receive information regarding the

utility’s operational plans and SED’s planned technical review, (i) review discovery between SED and the

utility, {iii) comment and provide feedback on the SED draft report(s), and {iv) cross-examine SED or its

consultants during evidentiary hearings. The SED’s final report(s) would reflect this robust and

transparent record.

& The SED reportls) could be included in the utility’s formal GRC submittal along with an exhibit showing(i)
how the utility addressed the various recommendations in the SED report(s)and (i} any changes to the proposed
rograms or projects set forth in the RAPP submittal. Alternatively, the SED report(s) could be included in the

record by a ruling from the Assigned Commissioner or ALL
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III. Incorporating the Resulits of Risk Assessment into the

General Rate Case (GRC)

General rate cases are a traditional form of regulatory proceeding, in which, a utility files a revenue
requirement request based on its estimated operating costs and revenue needs for a particular test year
and the Commission determines a just and reasonable revenue requirement. These cases aim to strike a
proper balance between risks the utilities take and reasonable opportunity for returns;-taking-inie
st-ehanging vernic-cenditiens., The GRC sets the baseline for utility costs to provide reliable,

safe, environmentally sound service at just and reasonable rates. Therefore, regardless of where the

Y fety-and-securityrisk mitigation plans will be reviewed and approved, the implementation costs
must be reviewed in GRCs.

Essentially-the-GR re-anticebrcost-driven—The GRC approves the revenues and rates for the test year
that was litigated. Year 1 is the test year, and for years 2 & 3 an attrition or rather post-test year
ratemaking is also litigated and decided in the GRC. The historical practice has been to litigate the post
test-year ratemaking within the GRC.

GRCs are typically filed every three years and are staggered to ensure that the Commission and
interveners have dedicated staff. A utility’s base year under a three-year cycle is actually the utility’s
test year from the prior GRC. However, if there is a delay, then that could impact the utility’s costs in a
way different from what was forecast.

This proposal recommends that a feusthree-year rate case cycle be adepied -therebyghdngthe-utiiibeat
leaston ey an) ottt by thy £ seforthe-pext-GRO. Jtochould-be-wnderstood

e hy vk s (1 LA g

thatmaintained, consistent with Public Utilities Code Section 314.5, which reguires the Commission to
audit the utilities every three vears. Moreover, the further into the future weforecastone forecasts the
more likely it is that wewillbewrongin-ene-direction-eran rthe forecasted programs/projects will

differ from those amplemented Therefore, extending eurthe forecast to a fewsyearlonger GRC cycle

! i 1L 5‘\ Covmbnd & £ ialend r{ sl ith-the r‘l: i3, 5 foro k- r{ i
& b Zata H et e W + 1
il 3 epibilie sl I e kit s el by wivon £ 1 olsi Fhove cnodatine
(R 4 bt } } iy & ¥ H He
& i £ n'f £
he-real-guestion eh-GR lewill-be-ablete-inecorporate-a-paw-risk-analysis-would be inadvisable
as this process—te-answerthis-guestonwewilhighlicht-the GRC-eyclesaithethrealorpeutilid fdl
ke-a-recormmendation-thatisy Aable-censiderng-timel Ad-completen fthe-RARR

recerd- moves into a more technical realm.

Cu L GRE
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Given current and pending GRCs before the Commission, the first time this risk assessment process can
be incorporated in the GRC would be Edison’s 2018 GRC or PG&E’s 2018 GT&S case, However, the
Commission expects PG&E’s 2017 GRC, to be filed in 2015, to reflect these principles as much as possible

and to work with SED to achieve the objectives set forth in this Revised Straw Proposal.

In this more traditional phase of the GRC, the Commission would consider all the proposed utility

programs to determine which of the programs identified in the RAPP would be funded, as well as what

other utility programs set forth in the rest of the GRC showing should be funded. As illustrated in the

figure below, the Commission would need to determine the risk cut-off (RAPP line) for all risk mitigation

| * DERE R . o B0 clo.init lication
b BLOE b b B4 e
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programs. This level of risk acceptance balances various concerns, and addresses other important work
including compliance, customer commitments, and the like.

Wl Commitments B Compliance
Initial Capital Portfolio 1 wnocce Enabler Projects and Programs
- Prelim Load Risk-ranked current portfolic

VIARCH i
exnsfonmer
[ o

...._._________.....'_______RAPPLineOpH
b - - o o h e e we = o = =RAPP Line Opt 2

Rlsk Score |

Funding Requirement

GRC Line for RAPP Opt 1 GRC Line for RAPP Opt 2

IV. Verification

As stated above, this Revised Straw Proposal calls for three types of verification.

A.  SED Review of Utility Risk Programs

The use of risk-informed decision making is an evolving practice in the energy industry nationwide and

within California. While the three large California energy utilities all have enterprise and operational risk

management programs in place, they are at various stages in their development. To reflect appropriate
risk management principles and methods, SED will regularly review the utility programs. Initially, it
would be beneficial to have these reviews take place every three vears, although the frequency of such
reviews could decrease as the utility programs mature. These reviews would not need to be a formal
stage in the GRC proceeding. Rather, the results of the last review for each utility would inform its risk
management programs going forward, which — in turn — would inform future RAPP showings.

B. SED Verification of Utility Response to the SED’s Technical Review

The utility is expected to address the SED technical recommendations arising from the RAPP in the
utility’s GRC application and the utility should provide testimony showing how such recommendations
have been addressed. Similarly, as part of the second {more traditional) phase of the GRC, the SED
would be expected to verify that the utility has done so. This SED verification report would be
submitted within 60 days of the filing of the application.

As a point of clarification, the utility would not be required to adopt all of the recommendations made in
the SED technical reports, but the utility would be expected to respond to all of the recommendations.
For instance, if the utility came to the conclusion that it would be too costly to implement a certain
recommendation, the utility would not be expected to include such measures in its forecasted revenue
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requirement, but the utility would be expected to quantify the costs associated with the

recommendation and explain the basis for not incorporating the recommendation in the utility forecast.

Upon submission of the SED verification, the Assigned Commissioner or ALl would make the verification

part of the record in the proceeding. To the extent that SED concludes that one or more

recommendations had not been addressed by the utility, the Assigned Commissioner or ALl may direct

the utility to provide additional testimony addressing the missed recommendation(s).

C. Energy Division Verification of Utility Spending

This verification pertains to utility spending. For this verification, the Commission shewldwould require

F-waiform-and-simpl rification-system—the utility to submit to the Energy Division a report on utility

spending, compared to adopted or imputed amounts, for the operational lines of business by March 31

of the following vear. The Energy Division would monitor levels of spending, including possible field

assessments of work conducted.

We note the existence of PU Code 958.5; however, this is different and much simpler. PU Code 958.5
reporting requirement focuses mainly on the review requirement. The verification report that we're

looking for is ferspecif Jeetimd o instan BO0-peleswere-authorized-forupgrade-atth
rthorized-cost-of-5200-million—The-utilibrwhen-they file thelr NOLwill have-t ratel
i ble-thathasH lumsssimilar to the reporting requirements adopted in PG&E’s 2011 GRC.
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mobrbe-in-the form-of blereport will mainly consist of simple tables or ehastcharts. 1t should

include a list of itemssafety related risk mitigation programs/projects that were approved in the prior

GRC along with the cost/budget that was approved-fes; and a corresponding column that shows what
was actual spend and actual build/upgrade. If approved does not match spend by a significant amount

then the utility must include a narrative to explain the discrepancy otherwise no other narrative is

required or preferred. The- rfunction re-dike-an-audit-ofwhat-the-utilisy sproved-forand
sk tl Eid FaX At )
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As indicated above, the reporting requirements established in PU Code 958.5 are already sufficient and

no additional reporting is required for PG&E’s gas transmission and storage and Sempra’s gas

transmission functions.

V. Next Steps

osalinwhele lsandwillbe an-itarat] 2 i ktheutilitiesto-file-ca tudies-using
the RAAR process described-above—The Commission-will hold-a three-day- workshop-to-get stakeholde
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As described in the AL)Ys February 26 ruling, a prehearing conference will be held on April 29 to discuss

the scope of issues in the rulemaking proceeding and the process for addressing this Revised Straw

Proposal. Opening comments on the Revised Straw Proposal are to be filed with the Docket Office and

served on or before May 12. Reply comments are to be filed and served no later than May 30.

To promote a shared understanding of the terminology related to risk-informed decision making, SED

will develop a proposed glossary of risk-related terms, modeled after the Department of Homeland

Security risk lexican,® that will be provided to parties for comment and will be the subject of a future

workshop.

¥ DHS Risk Lexicon, 2010 Edition, dated September 2010.
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Attachment A

Proposed Schedule for GRC Phase 1

Deadline

Activity

Time After Prior Activit
{illustrative and not to conflict
with calendar deadlines at left)

October 1 of Base Year

Utility provides RAPP submittal on
operational lines of business

November 1 Utility and SED host public workshop on risk 30 days after submittal
submittal
March 1 of Base Year, Plus 1 SED issues draft report(s) 150 days after submittal
April 1 SED hosts public workshop on draft report(s) 30 days after issuance of draft
report(s}
April 15 Stakeholders provide comments on SED 45 days after issuance of draft
report(s) report(s)
May 15 SED issues final report(s) 30 days after receiving comments

on draft report(s)

September 1

Utility files GRC application, including possible

105 days after issuance of final

changes from RAPP submittal

report(s}

October 1

Utility hosts public workshop on overall GRC

30 days after filing of application

application

November 1

SED issues verification that utility has

addressed technical recommendationsin SED

Report(s)

60 days after filing of application

January 15 of Base Year

ORA submits report

4.5 months after filing of

Plus 2 application
February 1 Other parties submit opening testimon 2 weeks after ORA report
March 1 Concurrent rebuttal testimony 1 month after opening testimon
March/April Public Participation Hearings
March 15 — April 15 Evidentiary Hearings, including SED 2 weelks after rebuttal testimon
participation
May 15 Opening briefs 1 month after end of hearings
June? Reply briefs 3 weeks after opening brief
July Update testimony and hearings, if necessary =
November Proposed decision 5 months after reply briefs
December Final decision

1 month after proposed decision
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Attachment B

Streamlining

Keeping to a defined schedule and issuing a final decision prior to the test year is important for both

operational and financial reasons. Operationally, the Commission and stakeholders need to keepto a

timely schedule in order to (i) ensure that the data used to support Commission decision-making is not

stale and (ii) enable the operational improvements proposed in these cases to be promptly

implemented. Delayed cases also raise costs. Unpredictable schedules and uncertain funding hinder

efficient project implementation. Further, increased administrative costs for the Commission, ke

stakeholders, and the utilities cause upward pressure on customer rates.

Therefore, the following elements should be implemented in order to streamline the major energ
ytilities” GRCs.

o  Two Alls should be assigned to the largest rate cases. The presence of two AlJs can facilitate case

processing by dividing workload and minimizing delays caused by competing obligations, vacations

or illness, Two Alls can also allow for dual case tracks. Forinstance, one ALl could be assigned

during the RAPP phase and would be the lead ALJ for issues in the operational lines of business. A

second ALl could then be the lead for the support lines of business.

¢  Workshops and other informal discovery means should be encouraged. The utilities are encouraged

to hold public workshops or other meetings to discuss issues of interest to the Commission and

stakeholders. Such informal discovery can reduce {or at lease accelerate) more time-consumin

discovery. Presiding Officers, as well as SED and Energy Division staff, are encouraged to attend

workshops to facilitate gaining familiarity with the case and the key issues of interest to parties.

o The NOI should be eliminated. Although the presence of the NO! has likely contributed to a more

complete record for the processing of GRCs, the amount of time required for the NOI is excessive

and unwarranted. Further, the burden of proof is on the utility in GRCs. To the extent that the

utility fails to meets its burden because of a flawed application, that risk should rest on the

shoulders of the utility.

o The Master Data Request and regular reports should be rationalized. Currently, the utilities spend

unnecessary effort on responding to the Master Data Request and preparing reports that are not

effectively used by their expected audience. Similarly, recipients of these materials spend too much

effort sorting through the materials to find information of particular interest. Therefore, the

information requested in the Master Data Request and regular utility reports should be rationalized

with an eve toward {i) reducing the amount of needless information provided by the utilities, {ii)

ensuring the information is useful to its audience, and (iii) standardizing the presentation of

information when possible to do so.
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Transparency between SED and the utility should be the focus of discovery during the RAPP. In

order to promote an efficient RAPP process, the utilities should focus on SED discovery reguests

during the RAPP process, making discovery responses available to all interested

parties. Additionally, the utility should provide its RAPP submittal to anv interested party and the

utility should address others’ data reguests as a secondary priority. Further, the utility should

provide with its formal GRC application an exhibit showing any material changes made in the

application to the programs described in the RAPP process. Such an exhibit will allow SED and

stakeholders to make the most effective use of their review of the RAPP submittal.

The Rate Case Plan should establish binding deadlines. Utilities should provide their RAPP

submittals and formal GRC applications on calendar deadlines. To the extent that utilities wish to

file on alternative dates, the utility shall seek leave to do so with the Executive Director. If the utilit

fails to meet the established deadline {or one extended by the Executive Director), the utility should

face the prospect of penalties. Similarly, Commission staff and stakeholders shall be bound by the

deadlines set forth in the Rate Case Plan and must seek leave from the Executive Director if unable

to do so. Having established calendar date deadlines from vear-to-yvear will allow for efficient

planning. For example, planning for the assignment of Alls and Commissioners can be done in

advance, as can the scheduling of the prehearing conference. SED or other consultants known to be

needed to review a utility submittal can be hired in advance. Similarly, staffing for cases, scheduling

of vacations and even the reservation of hearing rooms and court reporters can be done in advance

and no longer need contribute to delays.

Prehearing procedural matters should be less time-consuming. With the deadlines established in

advance by the Rate Case Plan, parties need not spend time in the early stages of a proceeding

negotiating schedules. Rather, the time can be spent on more substantive matters and

discovery. Similarly, planning for and attending prehearing conferences should go more quickly and

the Scoping Memoranda can be issued more quicklv.

The protest period should be eliminated. Many parties’ protests in the larger rate cases are

perfunctory. The protests can be more efficiently replaced by a statement of interest of the part

that is either provided in a prehearing conference statement or in that party’s motion for part

status.

The burden of proof should be clarified as a matter of statewide policy and guidance provided to

reduce the volume of data submitted by utilities. The data presented, and requested by

intervenors, in the larger rate cases is increasing in a manner that threatens to overwhelm the

Commission and many stakeholders. The increased volume, and concomitant case delays, are also

contributing to higher costs. Therefore, the Commission should clarify that the burden remains on

the utilities to support its forecasts by a preponderance of evidence and that once the utilities have

made a prima facie showing, the burden shifts to intervenors to reverse the weight of the utilities’

evidence. Furthermore, utilities and intervenors should support their arguments with facts, not

mere opinion or disagreement. Arguments without evidence should be summarily rejected.
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Utilities should focus their testimony and workpapers on programs/projects of the greatest cost and
importance. information on smaller programs/projects can have the effect of distracting the
Commission and interested parties from issues of greater importance. Therefore, the threshold for

detailed program/project data should be increased from $1 million to 85 million in forecasted

capital spending.
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PG&E Revised Staff Straw-Proposal
R.13-11-006

I. Introduction

Since the San Bruno natural gas pipeline explosion in 2010, the Commission has faced a need for
transformation of its policies concerning the safety and resiliency of utility operations. In response to
date, the Legislature has enacted multiple statutes, and the Commission has also opened several
investigations and rulemakings; however, neither the statutes nor the rulemakings/investigations
fundamentally changed the core mechanisms by which regulated utilities considerrisk and safety.

In this Rulemaking —R.13-11-006 - the Commission has asked stakeholders how to more effectively
integrate safety into utility General Rate Case (GRC) funding proposals, and also asked for ideas to
potentially streamline the GRC process. Over eighteen different stakeholders filed comments in
response to the Rulemaking.

On February 20, 2014, Commission staff circulated a first draft of this Staff Straw Proposal that drew on
the ideas proposed by the Office of Ratepayer Advocates and the Coalition of California Utility
Employees, among other stakeholders. On March 19-21, 2014, Commission staff hosted a three-day
workshop to discuss the first draft of the Straw Proposal, after which comment was invited on the first
draft. This Revised Straw Proposal takes into account the discussions at the workshop, as well as
comments provided on the first draft.

The goal of this proposal is to develop fundamental regulatory processes for defining, acquiring, and
disseminating risk-based information that supports rate-setting and prioritizing decisions. This new
process should include the following:

o Description of the utility asset risk being addressed, the current estimated risk, the
existing controls already in place to mitigate the risk, and the effect of not upgrading or
replacing the asset or implementing other mitigations.

o A description of the method used to estimate the risk. For instance was the risk scored
on a purely quantitative basis, a Subject Matter Expert (SME) basis, or a hybrid
approach?

o What alternative solutions are available to reduce or eliminate the risk?

o The estimated risk reduction if the replacement, upgrade or other mitigations are
adopted or if the other alternatives are adopted.

Developing these processes and the capability to credibly deliver and interpret risk information suggests
that several other supporting capabilities may also need to be in place. Utilities may need to expand
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their risk management processes and data capture and analysis capabilities, and the Commission, as
well as interveners may need to expand their own capabilities and understanding of risk management.

The risk assessment process should occur as the first Phase of each utility’s GRC proceeding. As
appropriate, the risk-reduction portfolio may be comprised of one or more separate books of testimony
and related work papers, from which the forecast for the approved project list would ultimately be
incorporated into the utility’s total revenue request for that Test Year.

This proposal also sees a necessity for adding new verification components. This verification process is
discussed in more detail in the later section of this proposal.

This proposal essentially consists of three components:

> Step 1 is to identify the risks that need to be addressed for a safer and more resilient system,
and to create a process that allows the utility to bring to the Commission its
justification/rationale for these risks and ways to mitigate them. The outcome of this Step
would be one or more reports from SED or its consultants that assess (i) the risk assessment
process, mitigation plans and controls that provide the basis for the forecasted work to be
included in the GRC and (ii) the technical merits of the assessment process, mitigation plans and
controls.

» Step 2 is the traditional General Rate Case litigation for each utility in which the utility would be
expected to have addressed any technical recommendations in the SED report(s) (or explain why
it has not done so). The technical assessment in the SED report(s) would not guarantee that the
related costs proposed in the GRC will get approved. In the GRC, stakeholders can debate the
cost as well as the path the utility has chosen to eliminate and/or mitigate the risks identified.

> Step 3 is verification. This revised straw proposal envisions three elements of verification. The
first element of verification pertains to the SED’s review of the utilities’ enterprise and
operational risk management programs. The Commission would require SED staff to evaluate
whether the utilities’ risk programs reflect appropriate risk management principles and
methods. This review would take place on a periodic basis and not necessarily as part of the
GRC proceeding. The second element pertains to a technical review and would take place upon
the filing of the utility’s GRC application. That is, the Commission would require SED staff or its
consultants to verify that the forecasted work in the utility’s formal application has addressed
each of the technical recommendations in the SED report(s) issued in that GRC’s prior risk phase.
The third element of verification pertains to utility spending. For this verification, the
Commission would require the utility to submit to the Energy Division a report on utility
spending, compared to authorized or imputed amounts, for the operational lines of business by
March 31 of the following year. The Energy Division would monitor levels of spending, including
possible field assessments of work conducted. Energy Division reports on such spending could
be made part of the record in subsequent GRCs.
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At this time, the new risk procedures shall apply only to the three major energy utilities GRCs. As
experience in this new process is gathered, the Commission will consider expanding this process to
include the smaller utilities that are subject to the Commission’s jurisdiction.

A. Overall Goal

The goal of this Risk Assessment Planning Phase (RAPP) of the proceeding is for the utility to identify and
clearly define its priorities and policies for operating a system that is safe and reliable, and that
minimizes detrimental impacts on the environment. More specifically, the utility must identify the top
asset related risks for its system, explaining whether such risks could impact long-term performance or
other operational issues.” The utility should also explain whether such risks are based on a quantitative
or qualitative risk assessment.

This process should identify the safety objectives, implementation options, and the information required
to evaluate the assessment process, mitigation plans and controls. Further, the utility should also
identify recommended risk mitigation projects and/or programs, explaining how, and by how much (if
known), each project/program is expected to reduce either the probability of a hazardous event
occurring or the consequences of the event if it occurs. The utility should also estimate when it expects
these safety improvements to be realized and the duration or lifetime of the project/program impacts
(e.g. replaced pipe has expected lifetime of “X” years, employees are retrained every three years, etc.).
These projects/programs should be identified as either direct safety mitigation projects/programs (e.g.
pipeline replacement), detective risk assessment projects/program (e.g. pipeline safety testing and
inspection, risk modeling), or safety enabling projects/program (e.g. safety training, data collection).’

B. Scope

The RAPP would address the top ten asset-related risks for which the utility expects to seek recovery in
the GRC.

The utility’s showing would include:

¢ Alist of the top ten asset-related risks, and a description of the methodology used to
determine such risks;

e A description of each of the ten asset-related risks, including: data on the nature of the
asset (e.g., units or miles of assets, age of assets, and composition of assets); data used
to inform the consequence and frequency related to the risk assessment;

! The utility, SED and participants in the risk phase should use terminology comporting with standard risk
definitions as set forth in publications such as the 1SO 31000 standard, the Department of Homeland Security Risk
Taxonomy or other publications that the CPUC may identify.

> These are suggested categories that may be further defined as part of the RAPP .
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e Adescription of the controls currently in place, as well as the “baseline” costs associated
with the current controls;

¢ A description of the proposed and alternative additional mitigations considered, the
forecasted cost of the mitigations and, if applicable, the expected risk reduction or
improvements to safety, reliability and the environment.

C. Process

The risk phase would commence with the utility submitting its RAPP report to the Safety and
Enforcement Division. Concurrently, the utility would file a Notice of Availability of this material with
the Commission’s docket office, providing service of the NOA to the service list for the utility’s prior GRC.
At this stage, the Commission would assign a Commissioner and Administrative Law Judge(s) to the
matter. The risk testimony would be submitted in accordance with the overall schedule set forth in
Attachment A to this Revised Straw Proposal, which addresses the traditional GRC Phase 1.

Within 30 days of submission of the risk material, the utility and SED would jointly hold a public
workshop. During the workshop, the utility would provide an informational overview of the contents of
its testimony and SED would explain the process it will follow in conducting its technical review.
Participants would be invited to ask questions of the utility and SED, as well as to provide input to SED
regarding its upcoming review.

Discovery of information between SED and the utility would be conducted through meetings, site visits,
and information requests as SED may choose. Data transmitted from the utility to SED would be
formalized through written responses that would be posted on the utility’s website (except for
confidential responses) for interested parties to review.

Within 150 days of submission of the risk material, the SED would provide to the utility and make
available to interested parties one or more draft report(s) that assess (i) the risk assessment procedures
that provide the basis for the forecasted work and (ii} the technical merits of the forecasted work. To
the extent SED recommends a different portfolio of work than forecasted by the utility, such
recommendations should be clearly articulated in the report(s) and the basis for such recommendations
provided.

Within 30 days of submission of SED’s draft reports, the SED would hold a public workshop to present,
answer questions, and receive comments on, its draft report(s).

Within 45 days of the submission of SED’s draft report(s), interested parties would provide comments on
the draft to SED, the utility and interested parties.

Within 225 days of submission of the risk material, the SED would provide to the utility and make
available to interested parties one or more final report(s), taking into consideration comments made on
its draft report(s) and input from the public workshop. The SED final report(s) would be made part of
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the record in the proceeding® and SED and/or its consultants would be made available to testify during
evidentiary hearings in the GRC. SED would not be expected to become a formal party to the
proceeding.

Through this process, all stakeholders will have an opportunity to (i) receive information regarding the
utility’s operational plans and SED’s planned technical review, (ii) review discovery between SED and the
utility, (iii) comment and provide feedback on the SED draft report(s), and (iv) cross-examine SED or its
consultants during evidentiary hearings. The SED’s final report(s) would reflect this robust and
transparent record.

III. Incorporating the Results of Risk Assessment into the

General Rate Case (GRC)

General rate cases are a traditional form of regulatory proceeding, in which, a utility files a revenue

requirement request based on its estimated operating costs and revenue needs for a particular test year
and the Commission determines a just and reasonable revenue requirement. These cases aim to strike a
proper balance between risks the utilities take and reasonable opportunity for returns. The GRC sets
the baseline for utility costs to provide reliable, safe, environmentally sound service at just and
reasonable rates. Therefore, regardless of where the risk mitigation plans will be reviewed and
approved, the implementation costs must be reviewed in GRCs.

The GRC approves the revenues and rates for the test year that was litigated. Year 1 is the test year, and
for years 2 & 3 an attrition or rather post-test year ratemaking is also litigated and decided in the GRC.
The historical practice has been to litigate the post test-year ratemaking within the GRC.

GRCs are typically filed every three years and are staggered to ensure that the Commission and
interveners have dedicated staff. A utility’s base year under a three-year cycle is actually the utility’s
test year from the prior GRC. However, if there is a delay, then that could impact the utility’s costs in a
way different from what was forecast.

This proposal recommends that a three-year rate case cycle be maintained, consistent with Public
Utilities Code Section 314.5, which requires the Commission to audit the utilities every three years.
Moreover, the further into the future one forecasts the more likely it is that the forecasted
programs/projects will differ from those implemented. Therefore, extending the forecast to a longer
GRC cycle would be inadvisable as this process moves into a more technical realm.

Given current and pending GRCs before the Commission, the first time this risk assessment process can
be incorporated in the GRC would be Edison’s 2018 GRC or PG&E’s 2018 GT&S case. However, the
Commission expects PG&E’s 2017 GRC, to be filed in 2015, to reflect these principles as much as possible
and to work with SED to achieve the objectives set forth in this Revised Straw Proposal.

3 The SED report(s) could be included in the utility’s formal GRC submittal along with an exhibit showing(i)

how the utility addressed the variousrecommendations in the SED report(s) and (ii) any changes to the proposed
programs or projects set forth in the RAPP submittal. Alternatively, the SED report(s) could be included in the
record by a ruling from the Assigned Commissioner or AL
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In this more traditional phase of the GRC, the Commission would consider all the proposed utility
programs to determine which of the programs identified in the RAPP would be funded, as well as what
other utility programs set forth in the rest of the GRC showing should be funded. As illustrated in the
figure below, the Commission would need to determine the risk cut-off (RAPP line) for all risk mitigation
programs. This level of risk acceptance balances various concerns, and addresses other important work,
including compliance, customer commitments, and the like.

Vil Commitments B Compliance
Initial Capital Portfolio g wroicce Enabler Projects and Prograrms

- Prelim Load Hisk-ranlked current portfolin
Semsiplianc

.....__.._......_____.._'__.-_.._-RAPPLineOpH
= w w e == RAPP Line Opt 2

Risk Scors 1

Funding Requirement

GRC Line for RAPP Opt1 GRC Line for RAPP Opt 2

IV. Verification

As stated above, this Revised Straw Proposal calls for three types of verification.
A. SED Review of Utility Risk Programs

The use of risk-informed decision making is an evolving practice in the energy industry nationwide and
within California. While the three large California energy utilities all have enterprise and operational risk
management programs in place, they are at various stages in their development. To reflect appropriate
risk management principles and methods, SED will regularly review the utility programs. Initially, it
would be beneficial to have these reviews take place every three years, although the frequency of such
reviews could decrease as the utility programs mature. These reviews would not need to be a formal
stage in the GRC proceeding. Rather, the results of the last review for each utility would inform its risk
management programs going forward, which —in turn —would inform future RAPP showings.

B. SED Verification of Utility Response to the SED’s Technical Review

The utility is expected to address the SED technical recommendations arising from the RAPP in the
utility’s GRC application and the utility should provide testimony showing how such recommendations
have been addressed. Similarly, as part of the second (more traditional) phase of the GRC, the SED
would be expected to verify that the utility has done so. This SED verification report would be
submitted within 60 days of the filing of the application.
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As a point of clarification, the utility would not be required to adopt all of the recommendations made in
the SED technical reports, but the utility would be expected to respond to all of the recommendations.
For instance, if the utility came to the conclusion that it would be too costly to implement a certain
recommendation, the utility would not be expected to include such measures in its forecasted revenue
requirement, but the utility would be expected to quantify the costs associated with the
recommendation and explain the basis for not incorporating the recommendation in the utility forecast.

Upon submission of the SED verification, the Assigned Commissioner or ALl would make the verification
part of the record in the proceeding. To the extent that SED concludes that one or more
recommendations had not been addressed by the utility, the Assigned Commissioner or AL} may direct
the utility to provide additional testimony addressing the missed recommendation(s).

C. Energy Division Verification of Utility Spending

This verification pertains to utility spending. For this verification, the Commission would require the
utility to submit to the Energy Division a report on utility spending, compared to adopted or imputed
amounts, for the operational lines of business by March 31 of the following year. The Energy Division
would monitor levels of spending, including possible field assessments of work conducted.

We note the existence of PU Code 958.5; however, this is different and much simpler. PU Code 958.5
reporting requirement focuses mainly on the review requirement. The verification report that we're
looking for is similar to the reporting requirements adopted in PG&E’s 2011 GRC.

The utility report will mainly consist of simple tables or charts. It should include a list of safety related
risk mitigation programs/projects that were approved in the prior GRC along with the cost/budget that
was approved; and a corresponding column that shows what was actual spend and actual
build/upgrade. if approved does not match spend by a significant amount, then the utility must include
a narrative to explain the discrepancy otherwise no other narrative is required or preferred.

As indicated above, the reporting requirements established in PU Code 958.5 are already sufficient and
no additional reporting is required for PG&E’s gas transmission and storage and Sempra’s gas
transmission functions.

V. Next Steps

As described in the AL)’s February 26 ruling, a prehearing conference will be held on April 29 to discuss
the scope of issues in the rulemaking proceeding and the process for addressing this Revised Straw
Proposal. Opening comments on the Revised Straw Proposal are to be filed with the Docket Office and
served on or before May 12. Reply comments are to be filed and served no later than May 30.

To promote a shared understanding of the terminology related to risk-informed decision making, SED
will develop a proposed glossary of risk-related terms, modeled after the Department of Homeland
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Security risk lexicon,” that will be provided to parties for comment and will be the subject of a future
workshop.

* DHS Risk Lexicon, 2010 Edition, dated September 2010.
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Attachment A

Proposed Schedule for GRC Phase 1

Deadline

Activity

Time After Prior Activity
(illustrative and not to conflict
with calendar deadlines at left)

October 1 of Base Year

Utility provides RAPP submittal on
operational lines of business

November 1

Utility and SED host public workshop on risk
submittal

30 days after submittal

March 1 of Base Year, Plus 1

SED issues draft report(s)

150 days after submittal

30 days after issuance of draft

April 1 SED hosts public workshop on draft report(s)
report(s)
April 15 Stakeholders provide comments on SED 45 days after issuance of draft
report(s) report(s)
May 15 SED issues final report(s) 30 days after receiving comments

on draft report(s)

September 1

Utility files GRC application, including possible
changes from RAPP submittal

105 days after issuance of final
report(s)

October 1 Utility hosts public workshop on overall GRC 30 days after filing of application
application
November 1 SED issues verification that utility has 60 days after filing of application

addressed technical recommendationsin SED
Report(s)

January 15 of Base Year,

ORA submits report

4.5 months after filing of
application

Plus 2
February 1 Other parties submit opening testimony 2 weeks after ORA report
March 1 Concurrent rebuttal testimony 1 month after opening testimony
March/April Public Participation Hearings

March 15 — April 15

Evidentiary Hearings, including SED
participation

2 weeks after rebuttal testimony

1 month after end of hearings

May 15 Opening briefs
June 7 Reply briefs 3 weeks after opening brief
July Update testimony and hearings, if necessary --
November Proposed decision 5 months after reply briefs
December Final decision 1 month after proposed decision

9|Page

SB GT&S 0108605




Attachment B

Streamlining

Keeping to a defined schedule and issuing a final decision prior to the test year is important for both
operational and financial reasons. Operationally, the Commission and stakeholders need to keep to a
timely schedule in order to (i) ensure that the data used to support Commission decision-making is not
stale and (ii) enable the operational improvements proposed in these cases to be promptly
implemented. Delayed cases also raise costs. Unpredictable schedules and uncertain funding hinder
efficient project implementation. Further, increased administrative costs for the Commission, key
stakeholders, and the utilities cause upward pressure on customer rates.

Therefore, the following elements should be implemented in order to streamline the major energy
utilities’ GRCs.

¢ Two AlJs should be assigned to the largest rate cases. The presence of two Alls can facilitate case

processing by dividing workload and minimizing delays caused by competing obligations, vacations
or illness. Two ALJs can also allow for dual case tracks. For instance, one ALJ could be assigned
during the RAPP phase and would be the lead ALl for issues in the operational lines of business. A
second ALJ could then be the lead for the support lines of business.

o  Workshops and other informal discovery means should be encouraged. The utilities are encouraged

to hold public workshops or other meetings to discuss issues of interest to the Commission and
stakeholders. Such informal discovery can reduce (or at lease accelerate) more time-consuming
discovery. Presiding Officers, as well as SED and Energy Division staff, are encouraged to attend
workshops to facilitate gaining familiarity with the case and the key issues of interest to parties.

e The NOI should be eliminated. Although the presence of the NOI has likely contributed to a more

complete record for the processing of GRCs, the amount of time required for the NOI is excessive
and unwarranted. Further, the burden of proof is on the utility in GRCs. To the extent that the
utility fails to meets its burden because of a flawed application, that risk should rest on the
shoulders of the utility.

¢ The Master Data Request and regular reports should be rationalized. Currently, the utilities spend

unnecessary effort on responding to the Master Data Request and preparing reports that are not
effectively used by their expected audience. Similarly, recipients of these materials spend too much
effort sorting through the materials to find information of particular interest. Therefore, the
information requested in the Master Data Request and regular utility reports should be rationalized
with an eye toward (i) reducing the amount of needless information provided by the utilities, (ii)
ensuring the information is useful to its audience, and (iii) standardizing the presentation of
information when possible to do so.
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Transparency between SED and the utility should be the focus of discovery during the RAPP. In

order to promote an efficient RAPP process, the utilities should focus on SED discovery requests
during the RAPP process, making discovery responses available to all interested

parties. Additionally, the utility should provide its RAPP submittal to any interested party and the
utility should address others’ data requests as a secondary priority. Further, the utility should
provide with its formal GRC application an exhibit showing any material changes made in the
application to the programs described in the RAPP process. Such an exhibit will allow SED and
stakeholders to make the most effective use of their review of the RAPP submittal.

The Rate Case Plan should establish binding deadlines. Utilities should provide their RAPP
submittals and formal GRC applications on calendar deadlines. To the extent that utilities wish to

file on alternative dates, the utility shall seek leave to do so with the Executive Director. If the utility
fails to meet the established deadline (or one extended by the Executive Director), the utility should
face the prospect of penalties. Similarly, Commission staff and stakeholders shall be bound by the
deadlines set forth in the Rate Case Plan and must seek leave from the Executive Director if unable
to do so. Having established calendar date deadlines from year-to-year will allow for efficient
planning. For example, planning for the assignment of ALlIs and Commissioners can be done in
advance, as can the scheduling of the prehearing conference. SED or other consultants known to be
needed to review a utility submittal can be hired in advance. Similarly, staffing for cases, scheduling
of vacations and even the reservation of hearing rooms and court reporters can be done in advance
and no longer need contribute to delays.

Prehearing procedural matters should be less time-consuming. With the deadlines established in

advance by the Rate Case Plan, parties need not spend time in the early stages of a proceeding
negotiating schedules. Rather, the time can be spent on more substantive matters and

discovery. Similarly, planning for and attending prehearing conferences should go more quickly and
the Scoping Memoranda can be issued more quickly.

The protest period should be eliminated. Many parties’ protests in the larger rate cases are

perfunctory. The protests can be more efficiently replaced by a statement ofinterest of the party
that is either provided in a prehearing conference statement or in that party’s motion for party
status.

The burden of proof should be clarified as a matter of statewide policy and guidance provided to

reduce the volume of data submitted by utilities. The data presented, and requested by

intervenors, in the larger rate cases is increasing in a manner that threatens to overwhelm the
Commission and many stakeholders. The increased volume, and concomitant case delays, are also
contributing to higher costs. Therefore, the Commission should clarify that the burden remains on
the utilities to support its forecasts by a preponderance of evidence and that once the utilities have
made a prima facie showing, the burden shifts to intervenors to reverse the weight of the utilities’
evidence. Furthermore, utilities and intervenors should support their arguments with facts, not
mere opinion or disagreement. Arguments without evidence should be summarily rejected.
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Utilities should focus their testimony and workpapers on programs/projects of the greatest cost and

importance. Information on smaller programs/projects can have the effect of distracting the
Commission and interested parties from issues of greater importance. Therefore, the threshold for
detailed program/project data should be increased from $1 million to $5 million in forecasted

capital spending.
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