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B. Background of Audit & Purpose of Call

AzP was retained by the California Public Service Commission’s (“the Commission”
or CPUC”) Energy Division (“Commission Staff”) to audit PG&E’s management of the
Rule 20A program for the period 2007 to 2016. PG&E’s Rule 20 tariff consists of
three primary sections, A, B, and C. Section 20A pertains to the utility power line
undergrounding program with costs recoverable in utility rates. This call was
focused on addressing questions specific to AzP’s analysis, findings, and
recommendations related to this particular audit.

Within CPUC’s January 3rd, 2020 notice of this question and answer session,
Commission Staff had requested that interested parties submit their questions
advance of the call. Following receipt of questions, Staff circulated a list of final
combined question, containing fifteen that were deemed to be directly related to the
purpose of this call.

I Responses to Questions Submitted in Advance of Call

1. The AzP Audit clearly documents that PG&E underspent funds collected from rate
payers for Rule 20 A purposes. Figure 11.3.1 shows a variance of $123 million from 2007
- 2016. How can PG&E be held accountable to direct these funds towards the purposes
they were intended, or to return them to rate payers?

Response from AzP Consulting:

As discussed in the Ratemaking Section within AzP’s audit report, different states use
specific ratemaking mechanisms in their respective jurisdictions. One of these
mechanisms, which is utilized in California and of significance to the Rule 20A
program are balancing accounts. Two types of balancing accounts are utilized in
California, a one-way balancing account and a two-way balancing account.

A one-way balancing account helps ensure that ratepayers are not harmed by a utility
not spending its authorized funds on a particular activity. It does this by crediting back
to ratepayers, or the balancing account, unspent authorized funds.

A two-way balancing account works in a similar manner as a one-way balancing
account if the utility spends less than its authorized level of funding. However, if the
utility spends more than its authorized level of funding, the difference is recorded and
recovered from ratepayers.

Subsequent to the period under audit (in 2017) the Commission ordered a one-way
balancing account for PG&E’s Rule 20A Program.

The existence of the balancing account in conjunction with, AzP’s recommendations
related to accounting and transparency requirements, if implemented, could serve to
hold PG&E accountable to direct PG&E’s Rule 20A funds towards the purposes
intended.
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For example, implementation of AzP Recommendation No. 10 (reproduced below for
reference), would serve to ensure that the utility has in place a protocol for
maintaining documentation for CPUC Staff's review and audit of the Rule 20A
Balancing Account at a source document (e.g., invoice) level of detail.

AzP Recommendation No. 10:

PG&E should update its Rule 204 Tariff Application Guide to update it for
changes necessitated by the adoption of the Rule 20A Balancing Account.
Changes should include a protocol for maintaining documentation for CPUC
Staff’s review and audit of the Rule 20A Balancing Account at a source
document (e.g., invoice) level of detail.

2. What can CPUC do to improve the transparency of Rule 20 A charges and expenditures?

Response from AzP Consulting:

Of the 50 recommendations contained in AzP’s report, 18 (partially reproduced below
for reference) address issues pertaining to improvement in transparency—to the
Commission and to the local agencies.

AzP specifically discussed several of the 18 transparency-related recommendations
(those bolded below for ease of reference) and listed the number of each of the 18 for
parties interested in reviewing the discussion related to each in greater detail within
AzP’s audit report.

AzP Recommendation No. 1:

PG&E should be required to support its future GRC filings with well-
defined project-level forecasts and the relevant localities should be made
aware of the level of expenditures PG&E has forecast for each
community, by project in PG&E’s proposed forecast Rule 20A
expenditures.

AzP Recommendation No. 3:

At the time of each GRC, PG&E should demonstrate how the approved or
imputed Commission-adopted portion of the capital expenditures
forecast within the approved GRC revenue requirement at the project
level for Rule 20A Program reconcile to actual spending since the prior
GRC.

AzP Recommendation No. 5:

PG&E should provide detailed support for the activity within the PG&E
Rule 204 balancing account with each GRC filing.

AzP Recommendation No. 6:

We recommend that the Commission consider requiring PG&E to utilize a
balancing account for all programs that are routinely over- or
underfunded.
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AzP Recommendation No. 8:

PG&E should provide to the Commission analysis of, and justification for,
programs that are routinely over- or underfunded.

AzP Recommendation No. 12:

We recommend that the structure of the Rule 204 program be modified so that
rather than all ratepayers paying for this special service, only those who
receive the service are charged with its costs.

AzP Recommendation No. 14:

PG&E should either more closely adhere to the tenets of its prioritization
model, or more accurately describe the Rule 20A program’s level of priority in
its GRC filings.

AzP Recommendation No. 23:

We recommend that PG&E provide each agency a complete detailed
invoice accounting for all the costs associated with any projects for
which the city or county’s WCA balance is deducted at project conclusion
and in conjunction with the annual letter in the form of year-end activity
summary.

AzP Recommendation No. 24:

We recommend that PG&E create a public web portal, updated at least
quarterly, through which municipalities can review data regarding project
status, work credit balance, and the work credit balances of other PG&E Rule
20A communities.

AzP. Recommendation No. 29:

We recommend that PG&E include in its annual Rule 20A reports,
tracking and reporting of metrics that measure the progress of Rule 204
conversions.

AzP Recommendation No. 30:

PG&E should implement necessary controls to ensure that key historical
project data is both retained and easily accessible electronically.

AzP Recommendation No. 34:

Consistent with AzP Recommendation No. 23 in the Allocations section of this
report, PG&E should provide localities with a detailed breakdown of final
project costs upon completion of a project.

AzP Recommendation No. 35:

AzP recommends that the Commission consider the appropriateness of PG&E’s
cost allocation methodology within the Rule 20A Order Instituting Rulemaking
(OIR) proceeding and in the context of the Company’s GRC, with particular
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attention to the impact of the Company’s change in accounting related to EM
labor costs as they pertain to Rule 20A cost allocations.

AzP Recommendation No. 40:

We recommend that the Commission dismiss PG&E’s claims of improvements
unless the Company is able to present clear and convincing documentation
that supports the necessity and positive impact of steps implemented.

AzP Recommendation No. 43:

AzP recommends that PG&E standardize and document its protocol for
communicating the Company’s determination of project eligibility to the
respective governmental agencies. AzP recommends this protocol
include a review of, on an annual or more frequent basis, projects
submitted for consideration and deemed eligible, as well as projects
underway, for assessment of changing conditions on eligibility. The
original eligibility assessment should be formally documented in an
“eligibility checklist” further discussed in Recommendation 44 below.

AzP Recommendation No. 45:

AzP recommends that PG&E implement a standard step-by-step dispute
resolution process regarding Rule 20A projects and for the Company to make
this protocol public by providing a standard dispute resolution form for
submission by local agencies, which should include PG&E’s and the government
agency’s completed eligibility checklist.

AzP Recommendation No. 47:

PG&E should enhance its transparency regarding the potential costs of Rule
20A projects. This should include providing accurate and updated information
regarding PG&E’s historical performance in both its estimating accuracy and
operational efficiency in conducting Rule 20A projects.

AzP Recommendation No. 49:

PG&E should utilize conversion cost per mile as a performance metric for
projects completed during each year. The year-over-year performance of this
metric should be a primary component of the performance evaluation of the
Rule 20A program manager.

Improvements in transparency were a major area in which AzP believes improvements
in the program are necessary going forward.

Response from Energy Division:

In addition to program management changes, another potential improvement to
transparency that is under consideration is inclusion of the Rule 20A program as a
separate line item on utility bills; TURN had recommended this in a prior
undergrounding proceeding before the Commission.

Additional Response from AzP Consulting:
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