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	Application to Modify Diablo Canyon Pricing and Adopt a Customer Electric Rate Freeze in Compliance with Decision 95-12-063.
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(Filed March 26, 1996;

Petition for Modification

filed May 8, 2000)


O P I N I O N

Pacific Gas and Electric Company (PG&E) has filed a Petition for Modification of Decision (D.) 97-05-088 Regarding Sunk Costs Audit (Petition) to change Ordering Paragraph(OP) 4.b., which requires that PG&E file an application seeking Commission approval of the results of the financial verification audit of Diablo Canyon sunk costs performed in accordance with OP 4.a.  In lieu of filing an application seeking approval of the sunk costs audit, PG&E requests that the Commission revise OP 4.b. to delete the application filing requirement where the sunk costs audit verifies that Diablo Canyon sunk costs are presented fairly, in all material respects, in conformity with generally accepted accounting principles as required by OP 4.a.  Because the sunk costs audit found that Diablo Canyon sunk costs are presented fairly in accordance with generally accepted accounting principles, PG&E requests this modification as a more efficient and less costly means of closing out the issue under D.97‑05‑088.

PG&E has consulted with the Office of Ratepayer Advocates (ORA) and The Utility Reform Network (TURN), the two other parties to this proceeding that have a particular interest in the financial verification audit.  ORA and TURN have authorized PG&E to represent that they do not object to the Commission’s granting this Petition.

In addition, PG&E served this Petition on all appearances in Application (A.) 96-03-054, to ensure that parties have a chance to review and comment on the proposed modifications.

D.97-05-088 established ratemaking for PG&E’s Diablo Canyon Nuclear Power Plant during the transition to competition required by electric industry restructuring.  OP 4 required that an independent accounting firm perform a financial verification audit of Diablo Canyon’s plant accounts in order to ensure that the net book value amounts for Diablo Canyon sunk costs are independently established with all parties having an opportunity to respond to the audit report.  OP 4 provides as follows:

4.a.
A financial verification audit of Pacific Gas and Electric Company’s (PG&E) Diablo Canyon accounts shall be performed by an independent accounting firm paid for by PG&E.  Costs of the audit shall be included in PG&E’s revenue requirement.

b.
Upon completion of the audit, PG&E shall file a new application seeking Commission approval of the audit.  The application shall be served upon all appearances in Application 96-03-054.

Between October 1997 and July 1998, a team consisting of the independent accounting firms of Mitchell & Titus, L.L.P. (M&T) and the Barrington-Wellesley Group, Inc. (BWG) performed a special purpose audit in accordance with generally accepted auditing standards for the purpose of issuing an audit opinion on the Statement of Diablo Canyon Sunk Costs as of December 31, 1996, provided by PG&E.  M&T and BWG were under the direction of the Commission’s Energy Division.

On July 15, 1998, M&T filed its Independent Auditor’s Report with the Commission.  The report concluded that PG&E’s Statement of Diablo Canyon Sunk Costs “presents fairly, in all material respects, the Diablo Canyon Nuclear Power Plant Sunk Costs as of December 31, 1996 . . . in conformity with generally accepted accounting principles.”
  The Independent Auditor’s Report verified that Diablo Canyon sunk costs were free of material misstatement and provided an unqualified opinion regarding the financial verification of those sunk costs.

The Energy Division served a copy of the Independent Auditor’s Report on all parties in this proceeding on August 31, 1998.  In addition, on July 21, 1999, after notice to all parties, the Energy Division convened an informal workshop for the purpose of allowing parties to discuss the results of the Independent Auditor’s Report with M&T, BWG, and the Commission staff.  Parties represented at the workshop included PG&E, ORA, TURN, and Southern California Edison.  None of the parties appeared to disagree with the conclusions of the Independent Auditor’s Report that Diablo Canyon sunk costs as of December 31, 1996, were fairly presented in all material respects in PG&E’s plant accounts.

Although not required by D.97-05-088, an “agreed upon special procedures review” of Diablo Canyon sunk costs was performed by M&T and BWB under contract with the Energy Division at the same time as the financial verification audit.  This review identified certain amounts of Diablo Canyon sunk costs which were validly recorded in the accounting records but nonetheless were categorized as “questioned costs,” due to inadequate documentation, accounting errors, or questionable compliance with Commission policies.  However, the review noted that the bulk of the questioned costs were relatively insignificant, did not relate to accounting errors or compliance issues, and did not affect the auditor’s conclusion that Diablo Canyon’s overall sunk costs were fairly presented and not materially misstated.  In addition, the review indicated that any adjustment to plant in service as a result of the questioned costs would need to be reduced for depreciation and the effect of deferred taxes, as well as for the $100 million disallowance of plant costs ordered by D.97-05-088.  Furthermore, the review concluded “ . . . our questioning of Diablo Canyon Sunk Costs should not be interpreted as a statement that the costs are not eligible for recovery . . . our questioning of costs relates primarily to PG&E’s inability to provide adequate external supporting documentation for a limited number of transactions.”  (See “Agreed Upon Special Procedures Review of Diablo Canyon Sunk Costs,” Mitchell & Titus, LLP and Barrington-Wellesley Group, Inc., September 3, 1998, pp. I-5 – I-7.)  In light of these conclusions, PG&E believes that the agreed-upon procedures review does not require any further action by the Commission in this proceeding.

PG&E asserts that it has fully complied with the letter and spirit of OP 4 of D.97-05-088 regarding the audit and financial verification of Diablo Canyon sunk costs.  An independent audit conducted by independent accounting firms under the direction of the Commission’s Energy Division has concluded that Diablo Canyon sunk costs are fairly presented and free of material misstatement.  In light of this clean, unqualified opinion by the Commission’s independent auditors, PG&E believes it would be more efficient for the results of the audit to be closed out through this Petition, rather than through the filing of a formal application as currently required by OP 4.b. of D.97-05-088.  Therefore, PG&E requests that OP 4.b. be modified to read as follows:

4.b.
Upon completion of the audit, PG&E shall file a new application seeking Commission approval of the audit if the audit does not find that Diablo Canyon sunk costs have been presented fairly in all material respects in conformity with generally accepted accounting principles.  The application shall be served upon all appearances in Application 96-03-54.  If the audit finds that Diablo Canyon sunk costs have been presented fairly in all material respects in conformity with generally accepted accounting principles, no application needs to be filed, the results of the audit shall be final, and this docket shall be closed.
We have reviewed the audit reports and agree with PG&E.  No party has objected to the Petition; it will be granted.

This is an uncontested matter in which the decision grants the relief requested.  Accordingly, pursuant to Section 311(g)(2) of the Public Utilities Code, the otherwise applicable 30-day period for public review and comment is being waived.

Findings of Fact

1. An independent accounting firm has performed a financial verification audit of PG&E’s Diablo Canyon accounts.

2. The audit concluded that the Diablo Canyon sunk costs are fairly presented in all material respects in conformity with generally accepted accounting principles.

3. OP 4.b. of D.97-05-088 shall be modified as discussed in this opinion.

Conclusions of Law

1. The Petition to Modify should be granted.

2. The audit is accepted; its results are final.

3. Consistent with our determinations herein, no application is required and this proceeding should be closed.

ORDER

IT IS ORDERED that:

1. Ordering Paragraph 4.b. of Decision 97-05-088 is modified to read as follows:

4.b.
Upon completion of the audit, Pacific Gas & Electric Company shall file a new application seeking Commission approval of the audit if the audit does not find that Diablo Canyon sunk costs have been presented fairly in all material respects in conformity with generally accepted accounting principles.  The application shall be served upon all appearances in Application 96-03-54.  If the audit finds that Diablo Canyon sunk costs have been presented fairly in all material respects in conformity with generally accepted accounting principles, no application needs to be filed, the results of the audit shall be final, and this docket shall be closed.

2. Consistent with the modified decision no application approving the audit is required.

3. This proceeding is closed.

This order is effective today.

Dated 




, at San Francisco, California.

�  “Independent Auditor’s Report,” Mitchell & Titus, LLP, July 15, 1998, p.2.
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