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PACIFIC GAS AND ELECTRIC COMPANY
SMARTMETER™ AUDIT

Please state your name and the purpose of this testimony.

My name is Stephen P. Lechner. This chapter presents the Independent
Accountant’s Report, SmartMeter™ Balancing Accounts, Inter-Agency
Agreement 141A5020 for the California Public Utilities Commission
(Commission) (the SmartMeter™ Audit).

Why is Pacific Gas and Electric Company (PG&E) submitting the
SmartMeter™ Audit in the 2017 General Rate Case (GRC)?

PG&E is submitting the SmartMeter™ Audit pursuant to Commission
Decision (D.) 15-01-029, Ordering Paragraph 5, which states:

Upon the issuance of the final version of the SmartMeter™ Audit Report,
Pacific Gas and Electric Company (PG&E) is directed to submit the
SmartMeter™ Audit Report as part of its evidentiary showing, which
shall be made part of the record, in PG&E’s 2017 General Rate Case.1

The requirement to perform a SmartMeter™ Audit originated in the multi-
party settlement agreement that was approved in PG&E’s 2011 GRC.2

Are you an author of the SmartMeter™ Audit report?

No. The Audit was performed by the State Controller’s Office and overseen
by Commission Staff.

What was PG&E’s role in the Audit?

PG&E responded to inquiries from Commission Staff and the State
Controller’s Office. PG&E also provided comments on a draft of the report.
What is the scope of your testimony?

| can describe PG&E’s support to, and interactions with, Commission staff
and the State Controller’'s Office. Since | am not an author of the report, |
cannot directly address the content of the SmartMeter™ Audit.

Did you have any personal involvement in the interactions with the
Commission Staff and State Controller’s Office in relation to the Audit?

Yes. | participated in the initial planning meetings and Audit close-out
meeting with members of the State Controller’s Office. | was also consulted

D.15-01-026, mimeo, p. 19.

2

D.11-05-018, mimeo, pp. 33-34 and Attachment 1, pp. 1-10 to 1-11.

1-
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by PG&E in relation to various inquiries by the Commission Staff and State
Controller's Office during the course of the Audit.

Does this conclude your testimony?
Yes, it does.
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California State Controller

June 15, 2016

CIiff Gleicher, Senior Director Steven W. Frank, Attorney
Customer Operations Regulatory Strategy Pacific Gas & Electric Company
Pacific Gas & Electric Company Law Department

77 Beale Street 77 Beale Street, Mail code B30A
PO Box 7442 Mail Code B8Q, #839 San Francisco, CA 94105

San Francisco, CA 94120

Laura J. Tudisco, Attorney James Loewen

Office of Ratepayer Advocates Energy Division

Legal Division/CPUC California Public Utilities Commission
505 Van Ness Avenue 505 Van Ness Avenue, Fourth Floor
San Francisco, CA 94102 San Francisco, CA 94102

Hayley Goodson, Attorney
The Utility Reform Network
785 Market Street, Suite 1400
San Francisco, CA 94103

Dear Mr. Gleicher, Mr. Frank, Ms. Tudisco, Mr. Loewen, and Ms. Goodson:

The State Controller’s Office (SCO) examined Pacific Gas and Electric Company (PG&E)
management’s assertions that the accompanying balancing account schedules, relative to
PG&E’s SmartMeter-Gas and SmartMeter-Electric programs, reflect properly recorded expenses
and revenues in accordance with the attached criteria. Our examination included PG&E’s
recording of revenues and expenses in those accounts for the period of July 20, 2006, through
December 31, 2013. Our responsibility is to express an opinion on the assertions based on our
examination.

The SCO conducted the examination in accordance with attestation standards established by the
American Institute of Certified Public Accountants and, accordingly, examined on a test basis,
evidence supporting PG&E’s recording of revenues and expenses in those balancing accounts
and determined whether such evidence was consistent with both PG&E’s internal policies and
guidelines, and, determined where applicable, any rules or orders established by the California
Public Utilities Commission (CPUC). We believe that our examination provides a reasonable
basis for our opinion.
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We examined the two SmartMeter Balancing Accounts (SBA), SBA-E and SBA-G, and
determined that PG&E followed applicable internal policies and guidelines and related CPUC
rules or orders. We also reviewed the following balancing accounts: Advanced Metering and
Demand Response Account, Gas Advanced Metering Account, Customer Data Access,
Customer Energy Efficiency, Demand Response, Meter Reading Balancing Account, Dynamic
Pricing Memo Account, and SmartMeter Opt-out Balancing Account and determined that
SmartMeter Balancing Accounts costs were not included in these accounts.

Our report includes, in the Additional Information section, examination information requested in
our Inter-Agency Agreement 141A5020 with the CPUC, such as background information on the
PG&E SmartMeter Program, and our examination objectives, scope, methodology, and
conclusion.

In our opinion, PG&E management’s assertions referred to above are fairly stated in all material
respects, based on management’s written internal control policies and guidelines, and applicable
rules and orders established by the CPUC.

Our examination did not disclose any findings.

This report is solely for the information and use of the CPUC, PG&E, The Utility Reform
Network, the Office of Ratepayer Advocates, and the SCO; it is not intended to be and should
not be used by anyone other than these specified parties. This restriction is not intended to limit

distribution of the final report, which is a matter of public record.

If you have any questions, please contact Andrew Finlayson, Chief, State Agency Audits Bureau,
at (916) 324-6310.

Sincerely,
Original signed by

JEFFREY V. BROWNFIELD, CPA
Chief, Division of Audits

JVB/as
cc: Marty Namjou, Audit Manager

Division of Audits
State Controller’s Office
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Independent Accountant’s Report

The State Controller’s Office (SCO) examined Pacific Gas and Electric Company (PG&E) management’s
assertions that the accompanying schedules of balancing account revenues and expenses for the period of
July 20, 2006, through December 31, 2013, are presented in accordance with the PG&E’s written internal
cost management policies and other applicable criteria. PG&E’s management is responsible for the
assertions. Our responsibility is to express an opinion on the assertions based on our examination.

We conducted the examination in accordance with attestation standards established by the American
Institute of Certified Public Accountants and, accordingly, examined on a test basis, evidence supporting
PG&E management’s assertions and performed such other procedures as we considered necessary in the
circumstances. We believe that our examination provides a reasonable basis for our opinion.

In our opinion, PG&E management’s assertions referred to above are fairly stated in all material respects,
based on management’s written internal control policies and guidelines, and applicable rules and orders
established by the California Public Utilities Commission (CPUC).

Our examination did not disclose any findings.

This report is solely for the information and use of the CPUC, PG&E, The Utility Reform Network, the
Office of Ratepayer Advocates, and the SCO; it is not intended to be and should not be used by anyone

other than these specified parties. This restriction is not intended to limit distribution of the final report,
which is a matter of public record.

Original signed by

JEFFREY V. BROWNFIELD, CPA
Chief, Division of Audits

June 15, 2016
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(PG&E-36)

Acronyms — Abbreviations List

AET — Annual Electric True-Up

AMDRA — Advanced Metering and Demand Response Account
AMI — Advanced Metering Infrastructure

ANIMA-E — Advanced Metering Infrastructure Memorandum Account — Electric
ATE — Agentry Test Environment

A&G — Administrative and General Expenses

CDA — Customer Data Access

CEE — Customer Energy Efficiency

CFCA — Core Fixed Cost Account

COR - Cost of Removal

DPMA — Dynamic Pricing Memo Account

DR — Demand Response

DRAM - Distribution Revenue Adjustment Mechanism
DREBA - Demand Response Expenditures Balancing Accounts
DRRBA — Demand Response Revenue Balancing Accounts
FF&U — Franchise Fees and Uncollectable

GAMA — Gas Advanced Metering Account

HAN — Home Area Network

MRBA — Meter Reading Balancing Account

MRCBA — Meter Reading Cost Balancing Account

NOL — Net Operating Loss

O&M — Operations and Maintenance

PEEBA — Procurement Energy Efficiency Balancing Account

PEERAM/PPPRAM — Procurement Energy Efficiency Revenue Adjustment Mechanism
(PEERAM) and Public Purpose Program Revenue Adjustment Mechanism (PPPRAM)

PPA — Power Purchase Agreement
PPP-EE — Public Purpose Program Surcharge-Energy Efficiency (Gas)
RRQ - Revenue Requirement

SOMA — SmartMeter Opt-Out Balancing Account
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Criteria Used During Examination

California Public Utility Commission Orders

Decision 05-09-044, Decision Approving Pre-Deployment Funding for PG&E’s AMI Project, dated
September 22, 2005

Decision 06-07-027, Final Opinion Authorizing PG&E to Deploy AMI, dated July 20, 2006

Decision 09-03-026, Decision on PG&E’s Proposed Upgrade to the SmartMeter Program, dated
March 12, 2009

Decision 11-05-018, Decision on PG&E’s Test Year 2011 General Rate Increase Request, dated
May 5, 2011

Decision 14-12-078, Decision Regarding SmartMeter Opt-Out Provisions, dated December 18, 2014

Pacific Gas and Electric Company Advice Letters

Advice Letter 2877-E/2752-G — SmartMeter Balancing Accounts — (SBA-E) and (SBA-G), effective
as of September 1, 2006

Advice Letter 3850-E/3210-G — Updated SM Project Revenue Requirements and Revise the SBAs and
Benefits Realization Mechanism in Compliance with Decision 11-05-018, effective as of May 31, 2011

Preliminary Statement for AMDRA Application 05-03-016, dated September 27, 2005
Preliminary Statement for GAMA Application 05-03-016, dated September 22, 2005

Advice Letter 4297-E — Establishment of the Customer Data Access Balancing Account Pursuant to
Decision 13-09-025, effective as October 9, 2013

Advice Letter 4016-E/3118-G-A — Customer Energy Statement Balancing Accounts Preliminary
Statements, effective March 27, 2012

Advice Letter 3558-E-A — Demand Response Expenditures Balancing Account Preliminary Statement,
effective January 1, 2009

Advice Letter 3521-E — Modification to Dynamic Pricing Memorandum Account (DPMA) to allow
PG&E to Track Incremental Peak Time Rebate (PTR) Expenditures, effective September 1, 2009

Advice Letter 3275-G/4002-E — Approval of Electric Preliminary Statement FW, SmartMeter Opt-out
Memorandum Account, and Gas Preliminary Statement CU, SmartMeter Opt-out Memorandum, in
Compliance with D12-02-014, effective February 2, 2012

Pacific Gas and Electric Company Policies, Procedures, or Guidelines

Advanced Metering Infrastructure (AMI) Project and Cost Management Guidelines, dated October §,
2005

Payroll Processing Standard (Utility Standard: FIN-2100S)
Invoice Payment Standard (Utility Standard: FIN-2301S)
Gas Unbilled Revenue Calculation (Utility Procedure: FIN-3230P-02)

Gas Balancing Account Factor and Rule Changes (Rates) Verification (Utility Procedure: FIN-
3200P-02)

Electric Unbilled Revenue Calculation (Utility Procedure: FIN-3230P-01)

Electric Balancing Account Factor and Rule Changes (Rates) Verification (Utility Procedure:
FIN-3200P-01)
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Customer Care & Billing Project Standard (Utility Standard: FIN-3210S)
Removal and Salvage of Assets Standard (Utility Standard: FIN-3810S)
Capital and Expense Standard (Utility Standard: FIN-3801S)

Account Reconciliation Standard (Utility Standard: FIN-3110S)
Regulatory Accounting Policy (Utility Standard: FIN-3000S)
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Additional Information

Executive
Summary

This examination was conducted on behalf of the California Public Utilities
Commission (CPUC) and under Inter-Agency Agreement 141A5020
(Agreement) between the State Controller’s Office (SCO) and the CPUC. The
agreement requires the SCO to issue an examination report and distribute the
report to Pacific Gas & Electric Company (PG&E), The Utility Reform
Network (TURN), and the Office of Ratepayer Advocates (ORA). The
examination report includes our opinion, the balancing account schedules
subject to our examination, and a list of the criteria used during our
examination.

The agreement also requires us to include the following additional information
as part of our report:

e Executive Summary

e Background of PG&E’s SmartMeter Program

e Objectives, Scope, and Methodology

e Conclusion

e Views of Responsible Officials

e SCO’s Comments (to be included in final report, if applicable)
e Examination Findings and Recommendations (if applicable)

e List of Records Examined

e Attachment—Auditee’s Response to Draft Examination Report (to be
included in final report, if submitted)

We examined PG&E management’s assertions that the SmartMeter-Gas and
SmartMeter-Electric balancing accounts, for the period of July 20, 2006,
through December 31, 2013, reflect revenues and expenses properly recorded
in a manner consistent with applicable written internal policies and guidelines,
and, where applicable, rules and orders established by the CPUC. For the
period examined, PG&E recorded revenues net of $1,363,596,758 and
expenses of $1,545,150,977 in these two balancing accounts. Our examination
found that for the period July 20, 2006, through December 31, 2013, PG&E
management’s assertions referred to above are fairly stated in all material
respects. Our examination did not disclose any findings.

We conducted the examination in accordance with attestation standards
established by the American Institute of Certified Public Accountants and,
accordingly, examined on a test basis, evidence supporting PG&E
management’s assertions and performed other procedures as we considered
necessary.

AtchA-13



Background

(PG&E-36)

We provided PG&E, CPUC, and ratepayer advocates (TURN and ORA) an
opportunity to provide to us written comments regarding our draft report. In
general, they agreed with the content of the draft report.

The CPUC and the SCO entered into an Inter-Agency Agreement to examine
PG&E’s assertions relative to its SmartMeter Program for the period of
July 20, 2006, through December 31, 2013. Within the terms of Inter-Agency
Agreement 141A5020, the CPUC provided the SCO with specific examination
objectives, as summarized in the Objectives, Scope, and Methodology section
of this report.

PG&E is a public utility operating in Northern and Central California, and is a
subsidiary of the Pacific Gas and Electric Corporation. The utility is primarily
regulated by the CPUC and the Federal Energy Regulatory Commission
(FERC). PG&E generates revenues mainly through the sale and delivery of
electricity and natural gas. PG&E also administers public-purpose programs,
primarily related to customer energy efficiency programs. On July 20, 2006,
one of the projects/programs the CPUC approved (through Decision 06-07-
027) was the full deployment of the Advanced Metering Infrastructure (AMI),
known by PG&E as “SmartMeter.”

PG&E’s SmartMeter program consists of metering and communications
infrastructure, as well as the related computerized systems and software, to
develop a response to demand in order to enhance electric-system reliability,
reduce power purchase and individual consumer costs, and protect the
environment. PG&E also proposed new balancing accounts to track actual
costs and pre-approved benefits of the SmartMeter deployment. On
August 4, 2006, PG&E filed an advice letter following the CPUC decision to
establish SmartMeter-Gas and SmartMeter-Electric balancing accounts. The
balancing accounts are tracking mechanisms in which PG&E records:

e Actual SmartMeter revenues from rates set, as a credit to the account;

e Actual capital-related revenue requirements calculated on actual recorded
plant additions, as a debit to the account;

e Actual Operations and Maintenance (O&M) expenses as a debit to the
account;

e Per-meter forecast benefits, as a credit to the account (initially $1.7722 for
electric and $1.0366 for gas per activated meter per month) based on the
number of meters activated and the meeting of other project milestones;
and

e Interest calculated monthly based on the average account balance for the
month.

Any residual debit or credit balances eventually will be accounted for when
PG&E files the next General Rate Case proceeding in which the CPUC
determines the amount of base revenue that PG&E is authorized to collect from
customers.
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The SCO examined PG&E management’s assertions that the schedules of
revenues and expenses for the SmartMeter-Gas and SmartMeter-Electric
balancing accounts, for the period July 20, 2006, through December 31, 2013,
are properly recorded. As part of the examination, the SCO also examined
other PG&E balancing account schedules and gained an understanding of
PG&E’s written internal controls and guidelines as they relate to recording
SmartMeter balancing account transactions.

Our objectives were to examine the following assertions made by PG&E,
relative to its SmartMeter balancing accounts for the period noted above, and
determine whether PG&E:

e Maintained adequate written internal cost management policies and
guidelines (internal controls and guidelines) to ensure that PG&E labor
and non-labor costs were properly recorded in the SmartMeter-Gas and
SmartMeter-Electric balancing accounts.

e Properly recorded all SmartMeter costs (expenses) in its SmartMeter-Gas
and SmartMeter-Electric balancing accounts from July 20, 2006, through
December 31, 2013.

e Properly recorded all estimated operational dollar savings (revenues) in its
SmartMeter balancing accounts from July 20, 2006, through
December 31, 2013.

e Properly recorded revenues and expenses for the SmartMeter-Gas and
SmartMeter-Electric programs in their respective balancing accounts and
not, instead, in other accounts.

To achieve our examination objectives, we performed the following
procedures:

e Examined PG&E’s written internal controls related to SmartMeter
balancing accounts, identified controls critical to the examination
objectives, and conducted tests of PG&E’s adherence to the controls.

e Interviewed PG&E employees, completed internal control questionnaires,
and performed a walk-through of critical controls in order to: (a) gain a
general understanding of PG&E’s internal controls, such as accounting,
timekeeping, and payroll systems; and (b) conduct limited tests of those
controls to assess whether the controls were functioning as PG&E
intended.

e Examined the CPUC’s orders and other documents related to SmartMeter
balancing accounts, identified those orders critical to the examination
objectives, and used those orders as criteria within our audit procedures.

After completing the above procedures, which were designed to obtain an
understanding of internal controls and assess the strengths of those controls,
we concluded that the internal controls related to our objectives were effective.
We further assessed the risk that our planned testing might be insufficient for
us to conclude that the revenues and expenses for the SmartMeter-Gas and
SmartMeter-Electric balancing accounts were properly recorded, as asserted
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by PG&E management. To reduce that risk, we used a non-statistical sampling
method to select categories of transactions within the balancing accounts and
traced those transactions to supporting documentation. Specifically, for
revenues (direct charges and operational benefits) we selected and tested the
monthly activity for 25% of the 88 months covered by this examination. For
expenses, we used two different sampling methods, depending on the type of
expense. For capital recovery expenses (depreciation, return on rate base, and
taxes) associated with the SmartMeter program, we selected each of the
corresponding year-end transactions for the eight years covered by this
examination and reconciled those transactions to PG&E records. For the
remaining expenses (including operating, maintenance, administrative, and
general expenses) we selected and tested labor costs for each year examined,
and non-labor costs for 25% of the 88 examined months. For labor costs we
selected 50 employees for each year examined, and for non-labor expenses we
selected 25 transactions for each month examined.

In our opinion, PG&E management’s assertions that the schedules of revenues
and expenses for the SmartMeter-Gas and SmartMeter-Electric balancing
accounts, for the period of July 20, 2006, through December 31, 2013, are
fairly stated in all material respects, based on PG&E’s written internal control
policies and guidelines, and applicable rules and orders established by the
CPUC.

Our examination did not disclose any findings.

We issued a draft examination report on April 25, 2016. Cliff Gleicher, Senior
Director; Steven W. Frank, Attorney; Hayley Goodsen, Attorney; Laura J.
Tudisco, Attorney; and James Loewen, CPUC Energy Division, responded by
letter, and by email, agreeing with the examination results, and agreed that we
could issue the examination report as final.
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List of Records Examined

e All records listed as Criteria Used During Examination

e PG&E Corporation and Pacific Gas and Electric Company 2014 Joint Annual Report to
Shareholders

e Internal Controls

(@]

o

o

o

o

Organization chart for SmartMeter

PG&E cost model presentation

SmartMeter overview presentation

SmartMeter Steering Committee meeting minutes

Price Waterhouse Cooper quarterly reports

e Reconciliation spreadsheets from 2006-2013

o

o

(@]

(@]

SmartMeter Balancing Accounts (SBA-E and SBA-G)
Advanced Metering and Demand Response Account
Gas Advanced Metering Account

Customer data access

Customer energy efficiency

Demand response

Meter Reading Balancing Account

Dynamic Pricing Memo Account

SmartMeter Opt-out Balancing Account

e Detailed expenditure report

e Operational benefits savings

e Revenue allocation documents

e Capital Recovery (RRQ) Year-end Reconciliation Package

e CATS reports for labor cost

e Daily log time/physical time-cards

e Invoices for material purchases
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State Controller’s Office
Division of Audits
Post Office Box 942850
Sacramento, CA 94250-5874

http://www.sco.ca.gov

S16-SMP-0001
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