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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Eyzatia Eyzatia,
Complainant,
Case No. (C.)11-08-021

VS. (Filed August 31, 2011)

Pacific Gas and Electric Company (U39E),
Defendant

PACIFIC GAS AND ELECTRIC COMPANY’S ANSWER
TO COMPLAINT (RULE 4.4)

Pursuant to Rule 4.4 of the Rules of Practice and Procedure of the California Public
Utilities Commission (Commission), defendant Pacific Gas and Electric Company (PG&E)
submits this Answer to the Complaint filed with the Commission by Eyzatia Eyzatia on August
31, 2011, and served on PG&E by the Commission’s Docket Office on September 14, 2011.

L. INTRODUCTION AND BACKGROUND

Complainant Eyzatia requests that PG&E remove her electric SmartMeter™ and reinstall
an electric analog meter. Complainant alleges that her electric SmartMeter™ caused her to be
overcharged for electric usage. Prior to initiating the informal and formal CPUC Complaint
processes, Complainant called PG&E on February 16, 2001 with a high bill concern and she
requested that PG&E test her SmartMeter™. On February 23, 2011, PG&E tested
Complainant’s SmartMeter™ in her presence and the meter passed accuracy testing.

On March 18, 2011, Complainant submitted an informal complaint to PG&E through the
Commission’s Consumer Affairs Branch (CAB) in which she alleged that her SmartMeter™
caused her to be overcharged and caused an explosion in the area of her residence on November

16, 2010. In response to Complainant’s call to PG&E and informal complaint to CAB, PG&E



tested and verified the accuracy of her SmartMeter™; PG&E also investigated her allegation of
an explosion on November 16, 2010. The investigation determined that a power outage
(unrelated to Complainant’s SmartMeter™) was the cause of the light that Complainant may
have witnessed on November 16, 2010. (See, PG&E “Customer Complaint” form documenting

Eyzatia’s informal CAB Complaint and PG&E’s Response, Exhibit A).

PG&E advised Complainant of the results of its meter test and power outage findings,
and informed her that PG&E was unable to accommodate her request to remove the electric
SmartMeter™ because PG&E’s authorized SmartMeter™ Program presently does not include an
opt-out alternative. Consistent with these early communications with Complainant, PG&E is
unable to provide the relief requested in the Complaint (i.e., removal of Complainant’s
SmartMeter™). Accordingly, the Complaint should be dismissed because the Commission is
currently reviewing PG&E’s SmartMeter™ Radio-Off Application in proceeding Application
(A.)11-03-014, and the resolution of that proceeding will govern the availability and details of a
SmartMeter™ opt-out alternative.

II. SUMMARY OF ANSWER

The CPUC approved PG&E’s SmartMeter™ Program in Decision (D.) 06-07-027 and
D.09-03-026. These CPUC Decisions authorize PG&E to install electric and gas SmartMeters™
throughout its service area. PG&E’s SmartMeter™ Program does not currently include an opt-
out alternative for customers who do not want a SmartMeter™, and PG&E’s customary practice
is not to remove installed SmartMeters™. On March 24, 20011, PG&E filed Application of
Pacific Gas and Electric Company for Approval of Modifications to its SmartMeter™ Program
seeking authority to offer residential customers the option to have PG&E turn off the wireless
radio inside of their electric and gas SmartMeters™. The CPUC “radio-off”/ SmartMeter™ opt-
out proceeding, A.11-03-014, is pending at the CPUC, and the CPUC’s resolution of that
proceeding will provide direction on a SmartMeter™ opt-out alternative for PG&E customers.
At this time, while PG&E’s Application is still pending, PG&E’s policy and customary practice

is not to remove a customer’s installed SmartMeter™ as requested by Complainant. Further,



Tariff Rule 16 authorizes PG&E to enter and leave a customer’s premises for purposes related to

furnishing gas and electric service, including installation of SmartMeters™. Accordingly,

Complainant’s argument that PG&E lacked permission to install a SmartMeter™ at her premise

1s without merit.

III. PG&E’S RESPONSES TO THE COMPLAINT’S MATERIAL ALLEGATIONS

In compliance with Rule 4.4, PG&E admits or denies each material allegation in the

Complaint as follows.

PG&E admits that it installed an electric SmartMeter™ at the Complainant’s
residence, 245 Elinor Avenue, Mill Valley, on October 28, 2010.

PG&E neither admits nor denies Complainant’s allegation that she “did not agree
to the ‘Smart Meter’ installation.” (See, Complaint, Attachment, Page 2, Section
(f)). By way of further response, the CPUC authorized PG&E to install
SmartMeters™ across its service area to all customers, including at the premise of
Complainant. (See, CPUC D.06-07-027 and D.09-03-026)(Exhibits B and C). In
addition, Tariff Rule 16 provides that as a condition of service, PG&E has
permission to enter a customer’s property for purposes related to meter
equipment, including meter replacement. (See, Electric Tariff Rule 16, Exhibit
D).

PG&E denies Complainant’s allegation that the SmartMeter™ caused
Complainant’s bills to “bloat,” i.e., caused Complainant to be overcharged for
electric usage. (/d.). PG&E admits that Complainant’s recorded electric usage
increased after October 2010 when compared to the time period immediately prior
to installation. PG&E further states that Complainant’s records demonstrate that
her historical usage with an analog meter reflect periods of usage comparable to
her post-SmartMeter™ recorded usage. (See, Complainant’s electric usage
records 1994-2011, Exhibit E). By way of further response, PG&E tested the

accuracy of Complainant’s SmartMeter™ on February 23, 2011. Complainant’s



SmartMeter™ passed the accuracy test. (See, Complainant’s SmartMeter™ test
results, Exhibit F)(See also, Electric Tariff Rule 17 on Meter Accuracy Standards,
Exhibit G). PG&E further states that the analog electromechanical meter that was
in place at Complainant’s residence prior to installation of the SmartMeter™ was
installed in 1967. During it’s SmartMeter™ deployment, PG&E has occasionally
found recorded usage variances when comparing historic usage registration of
older analog meters (e.g., decades-old analog meters that have been subject to
weather, bugs, etc.) relative to usage registration on new, digital, accurate
SmartMeters™. Complainant’s historic usage records demonstrate a decrease in
usage over time, which is indicative of a degradation of the older analog meter
that had been in place at Complainant’s residence from 1967 until PG&E’s recent

installation of a SmartMeter™ there on October 28, 2010.

e PG&E denies Complainant’s allegation that there was a “massive explosion” on
November 16, 2010 on or near Complainant’s property that was caused by
PG&E’s SmartMeter™. By way of further response, PG&E provides that on
November 16, 2010, there was a power outage in the vicinity of Complainant’s
residence. The power outage occurred at approximately 1:45 a.m. and was caused
by a tree falling on a power line, which event damaged two fuses. PG&E restrung
the utility wires, replaced the damaged fuses, and restored power by 9:15 a.m. on
November 16, 2010. (See, PG&E Outage Report, Exhibit H). PG&E previously
has communicated this information to the Complainant.
IV.  RULE 4.2 MATTERS
PG&E agrees with Complainant’s categorization of this proceeding as adjudicatory.
Complainant has failed to set forth facts to establish a claim against PG&E, and therefore, the

Complaint should be dismissed without hearings.

Complainant states that the issues to be considered are:

e (1) Health Concerns



e (2 Right to Privacy

e (3 Explosion on November 16, 2010

e (4 Removal of SmartMeter™ and reinstallation of analog meter.

PG&E responds to these issues as follows:

e (D) Complainant has not set forth any facts establishing a health claim and a
general assertion of “health concerns” is insufficient to establish a claim;

e (2) Complainant has not set forth any facts establishing that PG&E has
invaded her privacy by installing a SmartMeter™,;

e (3 PG&E has included business records documenting the November 16, 2010
power outage that occurred at Complainant’s residence. PG&E’s records
evidence that the power outage is not related to Complainant’s SmartMeter™.
Complainant’s allegations of a November 16, 2010 explosion caused by her
SmartMeter™ are unsupported;

e (4 Under PG&E’s standard practice, PG&E is unable to remove
Complainant’s SmartMeter™ and reinstall an analog meter because PG&E’s
SmartMeter™ Radio-Off Application is currently pending at the CPUC in
proceeding A.11-03-014. PG&E is unable to offer a SmartMeter™ opt-out
alternative before the CPUC issues a Decision in that proceeding.

Proposed Schedule: PG&E proposes the following schedule for this proceeding:

August 31, 2011 Complaint filed

September 14, 2011 Complaint served

October 14, 2011 Answer filed

To be determined, as necessary Prehearing conference

To be determined Assigned Commissioner or ALJ issues Draft

Presiding Officer’s Decision
20 days after Draft Decision Comments on Draft Decision filed

5 days after Comments Reply Comments on Draft Decision filed



30 or more days after Draft Decision Commission issues Decision

V. CONCLUSION

PG&E’s SmartMeter™ Program is authorized by the CPUC in D. 06-07-027 and D.09-
03-026. Further, Electric Tariff 16 governs PG&E’s ability to enter a customer’s premise to
maintain and install metering equipment. PG&E was authorized to install Complainant’s
SmartMeter™ and did so lawfully. PG&E’s SmartMeter™ Program does not currently include a
customer opt-out option. PG&E’s customary practice does not accommodate the relief requested
by Complainant (i.e., removal of SmartMeter™ and reinstallation of analog meter). The CPUC
is currently reviewing PG&E’s SmartMeter™ opt-out proposal in A.11-03-014, and the CPUC
resolution of that proceeding should govern opt-out alternative(s) available to Complainant
Eyzatia.

PG&E has tested Complainant’s electric SmartMeter™, and the test results verify the
meter’s accuracy. Further, Complainant’s historic usage records include periods of usage
comparable to the post-SmartMeter™ usage.

Complainant’s allegations of a massive explosion caused by her SmartMeter on
November 16, 2010 are unsupported and PG&E has documented records evidencing a power
outage caused by a tree on that date.

The Complaint fails to set forth facts to establish that PG&E has violated any law or

Commission rule or order, PG&E respectfully requests that this Complaint be dismissed.

WHEREFORE, PACIFIC GAS AND ELECTRIC COMPANY respectfully prays for the
following relief:

That the Complainant Eyzatia’s requests for relief be denied;

That the Complaint be dismissed with prejudice;

That the Commission provide such other relief as it deems appropriate.
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VERIFICATION

I, the undersigned, say:
I am an officer of Pacific Gas and Electric Company, a corporation, and am
authorized to make this verification for an on behalf of said corporation, and I make this

verification for the following reason: I have read the foregoing:

PACIFIC GAS AND ELECTRIC COMPANY’S
ANSWER TO COMPLAINT (RULE 4.4)

And I am informed and believe the matters therein are true and on that ground I allege that
the matters stated therein are true.

I declare under penalty of perjury that the foregoing is true and correct.

Executed at San Francisco, California this 13" day of October 2011.

/s/
Albert Torres
Vice-President, Customer Operations
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Customer Complaint

Account Number:

4163206279

‘ Contact Phone: ‘

Customer Name: EYZATIA

245 ELINOR AVE

‘MILL VALLEY-NORTH BAY

Customer Address:
Service City:
CPUC File No.: \00-15-5300

‘ Impound Amount: ‘

CPUC Employee: \

" Record ID: 186234

Employee Name:

LAUREL PENROSE \

Complaint Info

BOTHG&E
8-G

Commaodity:

Core Process:

Escalator: \158 - NOT RESOLVED/SATISFIED

Root Cause: UNABLE TO IDENTIFY SOURCE
OF INCREASED USAGE

Service Guarantee: ‘Met ‘

Date Svc Gty Approved: ‘
Service Guarantee Date: ‘04/1 511

Date Type Employee

03/30/11 CPD VEG1

04/08/11 CPW LMPD

Customer Complaint
Duplicate Complaint

From: Wong, Susan [mailto:susan.wong@cpuc.ca.gov]
Sent: Wednesday, April 13, 2011 10:31 AM

To: Penrose, Laurel; Ward, Thomas

Subject: RE: Duplicate IC # 155268 Eyzatia

I've closed 155268. Thanks.

Susan Wong
California Public Utilities Commission

From: Penrose, Laurel

Sent: Wednesday, April 13, 2011 10:22 AM
To: 'Ward, Thomas'

Cc: 'Wong, Susan'

Subject: Duplicate IC # 155268 Eyzatia

Hi Tom and Susan,

IC # 155268 for Eyzatia is a duplicate of IC # 155300 for the same customer
regarding the same issue. IC # 155300 is being worked by PG&E and is still open,

could you please delete IC 155268 from CIMS?

Thanks,

Laurel Penrose
Customer Relations
415-973-3749

Laurel took over this complaint from Kelly on 4/13/11

Customer is comparing recent bills with last year's usage and cost. Customer states
that this year energy charges have doubled despite less activity in their home.
2. Ms. Eyzatia states she never agreed for PG&E to install a SmartMeter at her

property

3. Customer considers SmartMeter installation the only change and therefore the

cause for high bills

4. Requesting for PG&E to remove SmartMeter from property and opt out entirely of

the program

04/08/11
04/22/11
04/15/11

Date Received:

Srv Guarantee Due Dt:
Closed by PG&E:
Supplemental Received:
Supplemental Closed:
Closed by CPUC:

Date Appeal Filed: 08/18/11
Date Appeal Closed: 08/18/11
Date Formal Filed:
Date Formal Closed:

CPUC Date Received: 03/18/11

P8

All complaints for this Account Number.
Thursday, October 13, 2011

Page 1 of 3



Customer Complaint

09/24/11 INI BRA2 Chonda Nwamu (Law)

Issue:

Customer/ Complainant states that her SmartMeter was installed around October 31,
2010 and that she wants the SmartMeter removed and an analog meter reinstalled.
She states that since the SmartMeter installation, her bills have increased.

She also states that approximately 2 weeks after her SM was installed on or around
November 16, 2010, she saw a "massive explosion and a large ball of white light"
(which she later describes as a "ball of white energy") coming toward her home.
There was no resulting fire but she called 911 because she was concerned about
fire.

She requests the following relief:

* Investigation of the November 16th explosion

*CPUC data on explosions/ fires related to SmartMeters. Any compensation PG&E
paid related to same.

*Repayment of billing overcharges due to SmartMeter

*Data regarding health issues

*SmartMeter removed and analog meter reinstalled

PG&E's Answer is due on October 14th. | will prepare an Answer but | will need the
respective organizations to provide the data/ history on this customer.

** SEE FILE

Previous Contacts:

Company's Position:

Account History:

*In investigation of this customer's premise | found that she started service at this premise on 3/8/1973.

*The prior electric analog meter #249729 was installed at this premise on 12/1/1967 and for the last several years it was installed was only registering about
200-400 kwh per month at this premise.

* 9/6/10 PG&E sent a SmartMeter installation letter advising the customer that a SmartMeter would be installed soon at this premise.

* On 10/28/10 and electric SmartMeter was installed at this premise (there is no gas SmartMeter module installed)

* There have been daily meter reads transmitted since 10/29/10 (the day after installation) at this premise.

* From 10/14/10-3/16/11 recorded electric usage has been 500-700 kwh at this premise which is higher than historic usage on the prior analog meter.
*However, all bills were based on actual meter reads, not estimates and daily usage and hourly usage recordings have been verified.

* There are no significant peaks in the customer's usage, she uses less than 1 kwh most of the day as her 16-23 kwh average daily usage (ADU)
demonstrates. See attached for billing history and usage.

*On 11/16/10 there was a power outage at this premise that affected 16 customers. It started at 1:45 am when a tree went through the power line at this
premise and caused 2 fuses to blow, which caused the explosion the customer saw. A repair crew was onsite by 3:51 am and by 9:15 am the wires had been
re-strung, fuses replaced and the service was restored. The customer was advised of this information on 12/3/10 by an outage specialist.

*This power outage was un-related to the customer's new meter and the usage billed to the customer subsequently.

* On 2/16/11 the customer called in a high bill complaint and requested her meter be tested

*2/23/11 per the customer's request her meter was tested in her presence and found to be accurate per Ruel 17 and CPUC requirements .

* The customer was not pleased that her meter was found accurate, but we suggested that perhaps she could identify her larger energy using appliances by
conducting a breaker test. The customer was not interested in performing a breaker test.

*We discussed rate increases and PG&E's tiered billing system to explain why the cost of the bills increased in addition to the usage increasing slightly.

* However, we advised we have checked PG&E's facilities to ensure that they are operating properly and she is being billed for her actual usage. Now it is up to
her to identify what may be using the energy within her home. But if she refuses to investigate within her home, PG&E can't help her to identify what's
contributing to her usage to help her lower her bill.

*At this point there is no opt-out provision to the SmartMeter program, so the SmartMeter will not be able to be removed. However PG&E has filled an
application proposing SmartMeter wireless alternatives for customer's with RF concerns to the CPUC that is pending approval.

*PG&E does provide rebates for customers improving energy efficiency with new appliances, and we offer energy efficiency assistance but customer's need to
participate in energy discussions and be willing to make changes to energy use.

Customer Satisfaction:

Resolution

*4/15/11 | called Eyzatia and left a voice message requesting a returned call to discuss and resolve her concern.

*4/15/11 Ezyatia returned my call and | explained that although we agree there has been an increase in recorded usage since a SmartMeter was installed, we
have ensured that she is being billed for her actual usage.

*However | offered that | would be happy to help her to try to identify or reduce her usage.

*| also explained that at this point there is no opt-out provision to the SmartMeter program, so the SmartMeter will not be able to be removed. However |
advised that PG&E has filled an application proposing SmartMeter wireless alternatives for customer's with RF concerns to the CPUC that is pending approval.
So if she has RF concerns this may be an option for the future if the proposal is approved.

*| also explained that PG&E does provide rebates for customers who are improving energy efficiency with new appliances, and we offer energy efficiency
assistance but Eyzatia said that she wasn't interested in these options she just felt she's being over-charged.

*When | attempted to discuss the billing, meter testing or usage history Eyzatia said that she didn't want to speak with PG&E regarding this matter and she
would only speak with the CPUC.

All complaints for this Account Number.
Thursday, October 13, 2011 Page 2 of 3



Customer Complaint

*| attempted to determine if the customer still had any concerns or questions regarding the outage that occurred in November and she indicated that she
believed it was a "symptom of something larger." However she was unable to say what exactly, and she declined to speak further with PG&E regarding this
matter.

*| offered my phone number if the customer changed her mind in the future and decided that she wanted to speak with someone at PG&E regarding her
concerns.
*Customer not Satisfied, Post Call Survey not offered, customer does not want to speak to PG&E further.

Appeal Comments:

All complaints for this Account Number.
Thursday, October 13, 2011 Page 3 of 3
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FINAL OPINION AUTHORIZING PACIFIC GAS AND ELECTRIC COMPANY
TO DEPLOY ADVANCED METERING INFRASTRUCTURE

This opinion authorizes Pacific Gas and Electric Company (PG&E) to
deploy a new Advanced Metering Infrastructure (AMI). We adopt a modified
revenue requirement and guaranteed ratepayer benefits. The ratemaking
mechanisms will be in place at least until PG&E’s next general rate case which
we expect to occur for test-year 2010 or later. We also adopt PG&E’s rate

proposal for critical peak pricing tariffs. This proceeding is closed.

1. Background
The Commission opened Rulemaking (R.) 02-06-001 as a policymaking

forum to develop demand response as a resource to enhance electric system
reliability, reduce power purchase and individual consumer costs, and protect
the environment.! This application emerged from the Rulemaking and is
PG&E’s proposal for full deployment of an advanced metering infrastructure.
PG&E’s application seeks authorization of its AMI deployment proposal and
associated cost recovery mechanisms.

AMI consists of metering and communications infrastructure as well as the
related computerized systems and software.2 It is often overly-simplified to

imply that only meters are involved. In fact, in most instances, PG&E will not

L Order Instituting Rulemaking on policies and practices for advanced metering, demand
response, and dynamic pricing, filed June 6, 2002. The Commission’s rulemaking named
as respondents the following investor owned utilities: PG&E, San Diego Gas & Electric,
and Southern California Edison Company. The Rulemaking was closed by Decision
(D.) 05-11-009, dated November 18, 2005.

2 PG&E’s AMI project includes automation of its gas and electric metering and
communications network (5.1 million electric meters and 4.2 million gas meters).
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replace residential meters with new meters - most of the existing inventory will
be retrofitted with communications modules and redeployed.3

PG&E revised its application on October 13, 2005. As amended, the
application requests that the Commission approve PG&E’s recovery of the actual
AMI deployment cost without further reasonableness review if the actual cost is
less than or equal to $1.61 billion,* and to recover additional reasonable amounts,
if any, upon appropriate reasonableness review. PG&E also proposes new
balancing accounts to track actual costs and pre-approved benefits of the AMI
deployment. Because deployment will reduce certain current operating costs,
PG&E proposes refunding a forecast per-meter benefit, tied to the actual AMI
deployment.

PG&E proposes to change rates on July 1, 2006, and again on January 1 of
2007, 2008, and 2009 to recover the approved forecast revenue requirements for
the AMI project. PG&E's rate changes are based on the balancing account
balances that record for actual costs for AMI and credits benefits in the form of
operating savings, as estimated for each rate change date. The AMI costs include
the rate effect for estimated plant additions, and annual depreciation. PG&E also
seeks limited authority to temporarily estimate bills while PG&E tries to obtain

physical access to the meter to install the AMI modules.

3 PG&E’s plan is to retrofit 54% of the existing electric meters and 96.1% of its existing
gas meters.

4 Revised from an original estimated cost of $1.46 billion, consisting of an estimated
capital cost of $1.25 billion, estimated expense of $213 million.
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1.1. Prior Approval of Pre-Deployment Funding

In D.05-09-044,5 the Commission authorized PG&E to spend and recover in

rates up to $49 million in advance of any possible approval in this proceeding for

a full-scale deployment. The Commission stated:

...it is worth noting that although PG&E’s policy arguments for
approval of its AMI predeployment expenses largely rest on the
demand response benefits of AMI, PG&E’s case, as presented in
A.05-06-028, asserts that the majority of the benefits of the
deployment would be operational. That is, deployment of AMI
would actually be nearly cost-effective from a utility operations
point of view with the potential to save the utility costs over time.
The various versions of PG&E’s AMI business case that have been
submitted in R.02-06-001 over time have shown steady progress in
improving the cost-effectiveness of AMI such that less of the benefit
would need to be covered by demand response peak demand cost
savings. With this in mind, and although we have not yet
thoroughly evaluated PG&E'’s cost-effectiveness claims in
A.05-06-028, our sense is that PG&E’s AMI deployment, if approved,
will have at least some significant benefits to the utility beyond
demand response. Therefore, and for all the reasons stated above,
we will approve PG&E'’s request for $49 million in pre-deployment
expenses for AMI, as reflected in more detail in Section 8 below.

We remind PG&E that this authorization, while separate from the
issues to be decided in A.05-06-028, nonetheless sets the Company
on the path of designing and building systems that will one day
become new infrastructure. Therefore, we advise once again that
we wish to promote open architecture standards, uniform
business practices, and data exchange standards. ... (mimeo., pp. 13-
14, emphasis added.)

5 Application (A.) 05-03-016, filed March 15, 2005.
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The Commission also made three significant findings and conclusions
about PG&E’s proposed AMI project:

e The AMI system selected is sufficiently flexible to accommodate
different approaches to rate design and informational tools.

e PG&E’s proposed AMI Project will meet the minimum
functionality criteria established by Commissioner Peevey.
(Findings of Fact 1 and 2, mimeo., p. 20.)

e The finding that PG&E’s proposed AMI Project meets the
minimum functionality criteria does not establish that the system
selected by PG&E is the correct or best system, or provides the
best value for ratepayers. These are issues to be decided in
A.05-06-028. (Conclusion of Law 2, mimeo., p. 21.)

The above findings of fact and conclusion of law allowed PG&E to

continue with the development of the AMI project included in this application.

2. Procedural History

Notice of the application appeared in the Commission’s Daily Calendar on
June 20, 2005. Resolution AL]J 176-3155 dated June 30, 2005, preliminarily
categorized the application as ratesetting and determined that hearings were
necessary. A prehearing conference was held on July 14, 2005 and an Assigned
Commissioner’s Ruling on the scope of the proceeding was subsequently issued
on July 27, 2005. The scoping ruling confirmed that this was ratesetting
proceeding and evidentiary hearings were necessary.

Testimony was served on January 18, 2006 by the Division of Ratepayer
Advocates (DRA), The Utility Reform Network (TURN), Californians for
Renewable Energy, Inc., The South San Joaquin Irrigation District (SSJID), The
School Project for Utility Rate Reduction (SPURR), Hunt Technologies and
Cellnet Technologies, e-Meter, and The County of Yolo and Cities of Davis, West
Sacramento, and Woodland (Yolo/Cities). PG&E, DRA and TURN served
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rebuttal testimony on February 8, 2006. Evidentiary hearings were held between
February 28 - March 16, 2006. The Silicon Valley Leadership Group (SVLG) was
permitted to intervene late on February 28, 2006. Also, SVLG was permitted to
serve late testimony. Opening briefs were filed by all parties on April 3, 2006
and reply briefs on April 14, 2006.

The record is composed of all documents that were filed and served on
parties. It also includes all testimony and exhibits® received at hearing and late-
filed exhibits as ordered by the Administrative Law Judge (ALJ). Also, the ALJ
sealed as confidential various exhibits and portions of the transcript and allowed
TURN and PG&E to file portions of briefs as confidential. We affirm all AL]J

rulings on confidentiality.

2.1. Stipulations
DRA and PG&E entered into a number of evidentiary stipulations, all of

which were reduced to writing and admitted as exhibits.” As a result of the
stipulations, PG&E and DRA now agree on the project installation and
deployment costs, and all operational benefits and costs. No other party
opposed the stipulations.# We find that these stipulations are within the range of
reasonable outcome if the matters were fully litigated on the existing record.
Therefore, we will adopt the stipulations. We find, based upon the prepared

testimony, that DRA has performed sufficient competent analysis to enter into an

¢ There were 110 exhibits received into evidence - many were large multi-chaptered
documents sponsored by several witnesses.

7 Exs. 16,17, 19, 20, 28 and 29.

8 TURN broadly opposed the AMI project, including its costs, benefits and other issues,
but it raised no objection to the stipulations. Our adoption of the stipulation denies any
of TURN'’s remaining objections on these issues.
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informed agreement with PG&E in the various stipulations. We adopt the final
calculation of operational benefits and costs as modified by the stipulations, and

as discussed herein.

3. Scope

To evaluate the deployment request, the Commission must decide
whether: the proposed systems meet the functionality criteria set forth in the
Assigned Commissioner Ruling of May 18, 2005; the correct technology has been
selected; the project is cost-effective; to allow recovery of the actual project costs
without further reasonableness review; to adopt a critical peak pricing proposal;
and to adopt any other necessary ratemaking provisions necessary to implement
AMI. As found by this decision, the AMI project satisfies the requirements set

out in the scoping memo.

4. Positions of the Parties

4.1. PG&E

PG&E argues that it “has proposed a viable, cost effective AMI Project that
will transform PG&E’s business significantly, improve customer service and
satisfaction, and provide the Commission with a powerful tool for shaping
California energy policy.” (PG&E’s Opening Brief, p.1.) PG&E’s policy witness
testified that the AMI deployment should be approved because it possesses the
following reasonable features: (a) cost effectiveness, (b) voluntary (opt-in)
participation in demand response rates, (c) rates can remain almost flat,
(d) improved customer service, (e) implements state and regulatory energy
policy goals, and meets the Commission’s desired functionality requirements,

and (f) reasonably addresses labor impacts. (Ex. 1, pp. 1-1 and 1-2.)
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4.2. DRA
DRA supports PG&E's project only if it is cost-effective and with the

caveats now captured by stipulations. DRA states that the Commission “should
... ensure that the potential benefits are realized. It should also adopt
ratemaking mechanisms that ensure that ratepayers share in the benefits. It
should direct PG&E to ... mitigate the risks of using a proprietary technology.
Finally, the Commission should require periodic reports from PG&E” describing

deployment and technological problems. (DRA’s Opening Brief, p.1.)

4.3. TURN
TURN argues that the “ AMI project is not cost effective, and, as such, the

Commission should not approve this application. ... PG&E bases its business
case analysis on an overly optimistic demand response forecast, an incorrect
avoided generation cost value, and an uncertain 20-year economic useful life and
study period.” (TURN'’s Reply, p. 1.) TURN’s testimony (Ex. 201) suggests the
Commission should reject the proposed AMI deployment, or at least require
specific changes. TURN opposes approval or recommends changes because the
project is not cost effective - there is a $523 million gap from operations (based
on only a 15-year study) and only $90 million in demand response benefits under
the TURN High Case. TURN also recommends that the Commission require
PG&E to develop a new business model that includes open architecture in the
entire network and re-file that new business model.

If AMI deployment is approved, TURN then recommends that the
Commission require PG&E to:

o indemnify ratepayers against premature retirement prior to the
end of PG&E’s proposed 20-year life,

o flow through program costs and operational benefits using a
mortgage amortization to eliminate intergenerational inequities

-8-



A.05-06-028 ALJ/DUG/niz

with front-loaded capital costs in the early years and benefits
increasing with inflation in the later years,

o install AMI meters in new construction at the time of the original
meter set even if networks are not available in those areas to
hook up the AMI to reduce duplicative and expensive labor
costs,

o request demand response funding in 2009 and beyond on an
ongoing basis rather than pre-approving it in this case in light of
uncertainties in future demand response penetration,

o as a condition of the approval of this application, to obtain from
the vendors an agreement (at no additional cost to PG&E) that
the vendor will license its technology at nominal cost so that all
vendors of smart thermostats can use it, thereby mitigating
potential monopolization of the market for a device soon to be
mandated by the California Energy Commission. (TURN Ex.
201, pp.2-3.)

4.4. SPURR, SVLG and eMeter
SPURR, SVLG and eMeter all support AMI deployment. They also
support SPURR’s and SVLG's proposal for open, automated, non-discriminatory,

and real-time access to AMI data, as discussed elsewhere in this decision.

4.5. SSJID and Yolo/Cities

SSJID and Yolo/ Cities have contested condemnation proceedings to
acquire PG&E’s service territory and thereafter SSJID intends to provide electric
service to customers in its service territory and Yolo/Cities would switch to the
Sacramento Municipal Utility District (SMUD). They therefore request that
PG&E should not be allowed to deploy AMI in the disputed territory because
they believe the equipment would not be useful if service is provided,

respectively, by SSJID and SMUD.
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5. Overview

As discussed in this decision, we conclude it is reasonable for PG&E to
deploy AM]I, as modified in this decision, because we find PG&E’s proposal has
sufficient probable and quantifiable economic operating and demand response
benefits now, including sufficient flexibility to up-grade for enhanced features,
over the expected 20-year useful life. PG&E’s AMI project business case analysis
shows approximately 90% of the project costs would be covered through
operational savings, on a net present value basis (Ex. 5, pp. 1-1 through 1-7). The
additional 10% is expected to be covered by demand response benefits from the
Critical Peak Pricing (CPP) tariff. (Ex. 1, p.1-1.) The incremental revenue
requirement needed to pay for the AMI project is approximately one percent? of
PG&E'’s combined gas and electric revenue requirement (estimated by PG&E
using a 15-year Present Value of Revenue Requirements (PVRR)).

There is sufficient discretion in our AMI requirements, and the likelihood
of long-term benefits - from utility operating cost savings as well as demand
response and consumer energy consumption management potential - that the
project merits approval. Further, AMI can provide improved customer data so
that in the future rates may be set to more equitably allocate electricity costs.
Also, PG&E will be able to more accurately forecast load and identify load
centers. We find that the proposed AMI has a closed or proprietary architecture
but it does not preclude outside vendors from developing other applications
such as consumer-side of the meter communication and load control devices.

We believe that given the uncertainty of any very long-term forecast (in this case

2 Ex.1, p.1-2.
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for operational savings and demand response effects forecast for the next 20
years), we must act with the best information now even though we know no
forecast is ever fully accurate. We also recognize any failure to act loses the
tangible benefits that can be achieved with the proposed system.

TURN suggests that the scope of the AMI project is excessive to implement
critical peak pricing “in order to charge fewer than 15% of PG&E’s customers
higher prices for up to 75 hours” per year. (ITURN’s Opening Brief p. 4.) This
ignores the potential of AMI to allow the Commission to more accurately allocate
costs and fairly reflect the true cost of service in energy rates to all customers. In
subsequent proceedings, with adequate time and an appropriate record, AMI
opens the door to true real-time pricing which accurately reflects the cost of
energy.

TURN has not moved forward from its posture in R.02-06-001 where the
Commission found: “TURN does not support universal deployment of
advanced meters, but believes there may be specific applications of dynamic
pricing and advanced meters that provide meaningful demand reduction and
participant savings for small customers. However, it feels that inquiry has been
sacrificed in this rulemaking for an “all or nothing” approach.” (D.03-03-036,
mimeo., pp. 19-20.) We will therefore address those aspects of TURN’s showing
that productively contributed to develop and interpret the record developed
here to determine whether or not to deploy PG&E’s proposed AMI project.

We now discuss specific aspects of PG&E's proposal.

6. Project Management

PG&E provided extensive testimony on the integrated project
management structure and controls it intends to use to manage the project.

PG&E has assigned senior management for oversight of the project and ensured

-11 -
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that managers with appropriate expertise are accountable for project
performance to an Executive Steering Committee. PG&E’s project management
process includes audits and performance reviews by PG&E's Internal Audit staff
and an outside consultant (PricewaterhouseCoopers).1® No party objected to
PG&E’s proposed project management structure and we find this structure to be

reasonable for AMI deployment.

6.1. Risk Management
As a part of the project costs, PG&E included what it described as a Risk-

Based Allowance or a contingency of $128.8 million. If one part of the project
exceeds budget then there is a process for project managers to “draw-down” or
authorize the use of the contingency to complete the project. In effect, by
approving the proposed budget, the Commission explicitly allows PG&E the
discretion to spend $128.8 million to address delays, overruns or other
unforeseen contingencies as a part of the reasonable costs of the project. DRA
supports the contingency. (PG&E’s Opening Brief, p.14, and the stipulation in
Ex. 28.)

TURN is concerned that ratepayers will have a variety of significant risks,
as well as risks of cost overruns, in excess of the risk-based allowance included in
the forecast. (TURN’s Opening Brief, pp.10 - 17.) However, most of TURN's
argument appears to be an attempt to rehear the initial Rulemaking. TURN
opposes the AMI project as too broad, too complex, and unnecessary to achieve
the operational benefits that may be accomplished with an unidentified but

simpler automated metering reading.

10 Ex. 11, Ch. 2, p. 2-9, and transcript, pp. 234 - 237.
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TURN is unpersuasive and repetitive on the matter. For example, we
disagree that the equipment is new or untested. (TURN’s Opening Brief p.10.)
PG&E’s witnesses from DCSI demonstrated that DCSI has several successful
deployments that have operated for several years. We are also not persuaded
that the arguments by TURN concerning information technology project delays
and overruns are directly applicable here. TURN has not shown that its
anecdotal information on large informational technology applications is
applicable to the AMI project. We therefore approve the inclusion of a risk-based

contingency in the approved project cost forecast.

6.2. Cost Overruns

In addition to the risk-based allowance included in the deployment cost
forecast, PG&E and DRA stipulated (Ex. 28) to project cost recovery even if the
Commission adopted a different revenue requirement than agreed to between
PG&E and DRA. The stipulation includes:

1. $1.6846 billion of project costs would be deemed reasonable and
recovered in rates without any after-the-fact reasonableness
review.

2. 90% of up to $100 million in project costs beyond the $1.6846
billion, if any, would also be deemed reasonable and recovered in

rates without any after-the-fact reasonableness review. The
remaining 10% will be absorbed by PG&E’s shareholders.

3. Costs in excess of $100 million over the $1.6846 billion will be
recoverable only if approved by the Commission in a
reasonableness review.

The stipulation also provides for cost overruns due to events beyond
PG&E’s control which may be recovered by PG&E, with Commission approval,
without the 10% shareholder penalty described above. These include material

changes in the project’s scope by governmental or regulatory actions, delay in

-13 -
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approving this application beyond September 21, 2006, delays caused during
deployment by cities and local governments, and force-majeure events.!!

We note that the force-majeure paragraph includes a descriptive list
including two items, “transportation accidents” and “strikes or other labor
disturbances...” (Ex. 28, p. 3.) where it is conceivable that PG&E could be a
participant rather than an innocent victim as it would be during an earthquake
(also on the list). PG&E must clearly demonstrate that any claim of force-
majeure was in fact beyond PG&E’s ability to anticipate or control.

Force-majeure should only include transportation accidents when PG&E
can demonstrate that it was neither intentionally nor negligently responsible for
any transportation accident-related delays to the project.

We are also concerned that the force-majeure language might excuse
PG&E’s actions during a labor dispute with its own workforce. Therefore, we
will exclude from the force-majeure list “strikes or other labor disturbances”
involving PG&E, or its vendors or contractors.

We will only allow PG&E to seek recovery of costs due to transportation
accidents or labor disputes, in the event that all overruns exceed the $100 million
shared range and PG&E can demonstrate the reasonableness of its actions and
costs at the time. However, PG&E cannot recover these costs as force-majeure.

We find that the modified stipulation concerning overruns is reasonable.
Under this modified stipulation PG&E will have an incentive (the 10% /$10

million exposure) to minimize and mitigate overruns. There is also an

11 Force-majeure clause: “A contractual provision allocating the risk if performance
becomes impossible or impracticable as a result of an event or effect that the parties
could not have anticipated or controlled.” (Black’s Law Dictionary, 7t edition, p. 657.)

-14 -
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administrative efficiency to avoid litigation when a $90 million exposure for the
ratepayer represents an added 5.34% of the forecast $1.6846 billion in project
costs. We therefore adopt the stipulation on overruns, as modified for force-

majeure.

6.3. Deploy Meters in New Construction

TURN suggests that PG&E should deploy AMI equipped meters in new
construction to avoid duplicate efforts when a territory is subsequently fully
converted to AMI. As a concept, we agree duplication should usually be
avoided, but there is no hard data to support an absolute requirement at this
time. Therefore, we direct PG&E to consider where it may be appropriate to
pre-deploy AMI equipped meters (such as in a new tract home construction or
small commercial developments). Where PG&E pre-deploys AMI for new
construction, it may record the costs in the balancing account at the time of
deployment and defer recording the per-meter benefits until the entire territory
is converted. We will allow costs into the balancing account so that PG&E has no
disincentive to defer reasonable early installations. We recognize that the
benefits do not accrue until the entire territory is converted to the AMI network.

(See also the later ratemaking and balancing account discussion.)

6.4. Deferred Deployment

Yolo/Cities all have contested pending condemnation proceedings to
acquire PG&E’s service territory and displace PG&E as the incumbent utility.
They collectively request that the Commission direct PG&E to defer deployment
in their locations because they believe the AMI technology will be an

unnecessary cost burden to them by endangering the acquisition or needlessly
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raising the assessed acquisition value of PG&E's distribution facilities. They
further argue the AMI system could be useless to them.2

PG&E has indicated that its system-wide deployment will take five years
to complete but it is unwilling to delay deployment in the Yolo/Cities
prospective territories.’® The record does not show precisely when PG&E
intends to convert the Yolo/Cities territories. Based on a data response in
discovery PG&E may install AMI modules in the disputed territories sometime
between July 2007 and August 2008. (Ex. 701, p. 4.)

SMUD filed an annexation application to the Sacramento County Local
Agency Formation Commission on July 29, 2005. On November 18, 2005, this
Commission issued a resolution finding the annexation would not substantially
impair PG&E.** (Ex. 701, p. 1.) Yolo County may have an election on SMUD
annexation in November 2006. We can avoid needless expense by deferring AMI
deployment in the Yolo/cities territories until the election is resolved.

We therefore direct that (1) PG&E shall refrain from installing AMI
infrastructure in the potential Yolo/Cities annexation territories before the
November 2006 election, and (2) in the event the Yolo County election approves
the SMUD annexation, PG&E shall not install AMI infrastructure in the

annexation territories without further direct authority from this Commission.

12 Ex. 701.

13 PG&E’s Opening Brief, p. 25, PG&E suggests that it is “premature” to direct PG&E to
delay deployment. But this is precisely the right time to provide guidance: before
PG&E deploys the AMI equipment in territory which it may forfeit to SMUD.

14 Resolution E-3952. See Finding 11: “A potential rate impact of this magnitude would
not substantially impair PG&E’s ability to provide adequate service at reasonable rates

Footnote continued on next page
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Furthermore, if the annexation election fails, PG&E may not install AMI
infrastructure in the annexation territories until any legal challenge of the

election is final.

6.5. Reporting and Monitoring — Proposed Stipulation
DRA proposed that PG&E should report the status of the project on a

regular basis and DRA should be able to actively monitor the project. (Ex. 101,
Ch. 2, p. 2-29 and DRA’s Opening Brief, pp. 14 - 15.) PG&E responded that the
Commission would receive sufficient details in the ongoing balancing accounts.
(Ex. 5, Ch. 2, p. 2-5.) Later in the proceeding there was a near-stipulation
(Ex. 34-P) where PG&E would provide DRA and the Energy Division a regular
summary report of the following information as is provided to PG&E’s Executive
Steering Committee on the status of the Project: (1) Project status; (2) progress
against baseline schedule including equipment installation and key milestones;
(3) actual Project spending vs. forecast; and (4) risk-based contingency allowance
draw-down status (discussed elsewhere in this decision).1>

The parties did not reach closure on the stipulation text by the ALJ’s
imposed deadline of five work days after the close of hearings. (Transcript,
pp- 1380 - 1384.) It is not necessary for the parties to agree in order to find the
proposed stipulation’s reporting to be a reasonable and useful tool to the

Commission and perhaps DRA. No party objected to any specific component of

within the remainder of its territory.”
(http:/ /www.cpuc.ca.gov/ WORD_PDF/FINAL_RESOLUTION/51504.DOC).

15 Ex. 34-P, lines 10-19. (Various suffixes were used for certain exhibits: C denotes
Confidential exhibits, W for work papers related to the root exhibit, E for errata and P
for Provisional. All exhibits identified and received in the transcript - regardless of the
supplemental numbering notations - are a part of the formal record for this proceeding.)
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the proposal. Therefore, we will adopt the proposed reporting disclosure
illustrated in Ex. 34-P and direct PG&E to serve copies on DRA and the Energy
Division. PG&E may submit these reports pursuant to Pub. Util. Code § 583.

6.6. Summary of Project Management

We find that PG&E has demonstrated it will use an appropriate
management structure to effectively control the AMI project. With the addition
of a regular summary report on the status of the Project provided to the Energy
Division and DRA (containing the same information provided to PG&E's
Executive Steering Committee) the Commission will have timely access to
necessary project information including untoward events, schedule delays or
cost overruns. We therefore approve the project management component of the
AMI deployment project, modified for possible early installation in new

construction and deferring deployment in the Yolo/Cities territories.

7. Technology
PG&E selected Distribution Control Systems, Inc. (DCSI) to provide a

Power Line Carrier technology for electric meters and Hexagram, Inc. to provide
a fixed network system with radio frequency communication channels owned by
PG&E for gas meters.16 These selections followed a detailed Request for
Proposal (RFP) and evaluation process. PG&E’s testimony showed that the DCSI
system has been deployed by a number of other utilities (none as large as PG&E)
to provide a sufficient demonstration of the technology’s reliability and
functionality. The technology provides two-way communications to each

customer’s meter. The technology also allows other functions including direct

16 Ex. 1, Ch. 2, p. 2-13.
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polling to the meter by PG&E which can assist in completing customer service
related requests; and it has the potential for direct communication with in-home
devices like thermostats and load control switches.

DRA's AMI technology consultant concluded “(t)he systems selected by
PG&E are reasonable, relatively mature, and have evolved to strike an acceptable
balance in cost, functionality and flexibility.”1? TURN expressed reservations
about the scope of the RFP and, as noted elsewhere, the concern that remote

meter reading could be accomplished with a less comprehensive system.

7.1. Functionality Criteria
Although the Commission found in D.05-09-044 that PG&E’s proposed

AMI system met the functionality requirement (Finding of Fact 2), it also
concluded that we must still find “that the system selected by PG&E is the
correct or best system, or provides the best value for ratepayers.” (Conclusion of
Law 2.) This follows on the Assigned Commissioner’s directive that “we must
be able to make an affirmative finding that the proposed systems meet the
functionality criteria set forth in the Joint Assigned Commissioner and
Administrative Law Judge’s Ruling Providing Guidance for the Advanced Metering
Infrastructure Business Case Analysis issued February 19, 2004 in Rulemaking (R.)
02-06-001.” (Assigned Commissioner Ruling of May 18, 2005.) This followed a still
earlier ruling in R.02-06-001 that delayed the proceeding to allow “... the
California Energy Commission to host a technical conference to begin the process
of developing open architecture standards for advanced metering

infrastructure.” The Ruling continued that the “(f)ree flow of data ... is crucial to

17 Ex. 101, Ch. 2, p. 2-11.
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the economics of the investment we are considering and the long-term viability
of the systems the utilities will consider installing. Ideally, we would like to see

”

national standards for data exchange ...

ALJ Ruling of November 24, 2004.)

(Assigned Commissioner and Assigned

We know from PG&E and its vendor that the proposed AMI system is not
an open architecture design.!® It is a proprietary design, which requires either a
licensing agreement for other suppliers to use the AMI communications system,
or a second communications system that operates around the AMI network, to
communicate with customers or at their appliances.

PG&E and DRA both testified that the proposed system meets the
Commission’s functionality requirements to provide PG&E operational
efficiencies, improve information about the operating system, and permit PG&E
to offer time-sensitive rates.!® Further, the system will allow two-way
communication between PG&E and the meter (and potentially the customer),
which has both distribution system reliability and customer service benefits. The
AMI system is designed to provide 15, 30, or 60 minute interval electric meter
data for commercial customers, depending on the requirements for their
respective rate, and hourly interval data for residential customers. This design is
necessary for any future offer of more complex dynamic pricing for energy cost

recovery.?

18 See transcript, March 19, 2006, portions of which are confidential, and Ex. 11,
Chapters 4 & 5.

19 Ex. 2, Ch1, p.1-2 (PG&E) and Ex. 101, Ch. 2, p. 2-2 (DRA).
20 Ex. 2, Ch.1, p. 1-4.
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Only TURN opposed the selected technology as excessive in order to
“charge fewer than 15% of PG&E’s customers” higher prices [CPP rates] for up to
75 hours of the year.” TURN also argued that the costs could easily exceed the
forecast based on TURN's comparison of the AMI project to large-scale
information technology computer-based systems. (TURN’s Opening Brief, p.18.)

We believe that TURN takes too narrow a view of the scope and long-term
applications for the AMI project and we are not persuaded that the selected
project technology is inappropriate. As already discussed, we accept the cost
forecast as robust and inclusive of a reasonable allowance for overruns. We do
not believe that AMI module-equipped meters, with a service life of 20 years,
will only be used for CPP rates. They will provide significant operating data and
consumption data with many applications in demand forecasts, service-related
issues, and rate design.

TURN's posture throughout the proceeding revolves on its belief that the
Commission is using AMI to implement an “ideological commitment to
promoting future retail competition in the residential sector” (TURN’s Opening
Brief, p. 1) and “the subsequent Rulings of Assigned Commissioner Peevey have
doggedly and unwaveringly pursued the single objective of promoting the
universal deployment of hourly metering capability as requested by the meter

vendors who filed the Petition to Modify D.97-05-039.”21 (Opening Brief, p. 3.)

21 “ After the development of retail direct access was terminated due to the deregulation
disaster, a group of meter vendors - self-styled as the California Consumer
Empowerment Alliance - filed a petition to modify D.97-05-039 in March of 2002,
requesting that the Commission require the utilities “to undertake universal installation
of advanced meters to all customers on a mandatory basis.”” (TURN’s Opening Brief, p.
3, footnotes omitted.)
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In short, TURN fears an attempt to revive the deceased electric restructuring of
the mid-1990s.

This decision does not restart direct access nor does it directly foster retail
competition. The three principal benefits of AMI as discussed throughout this
decision are (1) the numerous operational benefits including improvements to
system and procurement planning; (2) the potential for more accurate cost
allocation and rate design because of accurate hourly consumption billing data;

and (3) timely and more detailed consumer awareness of energy consumption.

7.2. Open Architecture

Despite our avowed preference for an open architecture PG&E proposes
adopting a confidential or proprietary system. This is, at least in part, as the
record indicates, because there is no open AMI architecture (i.e., no established
interoperability standards among vendors at the meter module level) available at
this time.22 With open architecture, the opportunity exists for competition in
customer-side of the meter service and product competition using the
consumption data and two-way communication link between the meter module
and PG&E. Additional benefits could include operational and demand response
potential with an AMI network.

We need not disclose the confidential terms but we are satisfied that the
contracts between PG&E and the vendors contain adequate provision for
technology licensing at fair prices that will promote the development of new in-
home energy management products and services. We therefore find we can

approve the deployment of a non-open architecture technology. This is based on

22 Ex. 101, p. 2-15.
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findings in this decision of sufficient identified, probable and quantifiable,

operational and demand response benefits.

7.3. Summary on Technology
The biggest concern is whether the proprietary nature of the AMI network

is too important a short-coming in the project’s design when we have a
pronounced preference for open architecture. But there were no viable open
architectural systems in the responses to PG&E’s RFP. Therefore, we are faced
with the choice of deploying or deferring AMI.

We find the operational benefits and the demand response benefits of
critical peak pricing (discussed elsewhere in this decision), and the potential for
future applications, even with a proprietary system, outweigh the benefits of
waiting for an open architecture option. PG&E has obtained contract terms that
will facilitate licensing the proprietary design on commercially reasonable terms.
Further, we know that the AMI communications module provides no bottleneck
to preclude any other vendors” communication device or system from using the
power line to communicate directly with smart devices (thermostats, switches,
motors, etc.,) beyond the meter.2? We therefore find that PG&E’s proposed AMI

system meets our functionality requirement and is a deployable technology.

8. The Meaning of Life
The “life” of the proposed AMI system has been addressed - and disputed

- by the parties in a variety of ways. In this section, we define and adopt several

necessary measurements and uses of the term “life.”

23 See transcript, March 19, 2006, portions of which are confidential, and Ex. 11,
chapters 4 & 5.
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8.1. Useful Life

First there is the question of what is the AMI system’s “operational” or
“service” or “useful” or “functional” life? The parties all use different shades of
meaning. We will consolidate all of these terms into one: useful life. We define
useful life to mean the continuous period of time when the components and
system of the AMI project operate correctly and reliably to perform their
designed functions. In regulatory jargon, this is the period when a system is
considered to be “used and useful.”

We find PG&E persuasive that the useful life of the system is 20 years.
This finding is supported in the testimony of both PG&E’s in-house expert and
the senior officials from DCSI, the AMI equipment supplier. This finding is
further supported by the confidential warrantee data included in PG&E's
contracts for the AMI system components.2* Without disclosing the confidential
details, we find the warrantee to be sufficient to support the likelihood of a
20-year service life for the system in general. As with any complex system,
individual components may fail early or last longer than the overall useful life.
The AMI system’s useful life does not depend on when the first component fails
or how long the last meter-module can be coaxed to function. Its life depends on
the system as a whole operating correctly and reliably. We therefore find a

20-year useful life is a reasonable forecast for the purposes of this decision.

8.2. Depreciable Life
The next term is “depreciable” life. The depreciable life is the period of

time when ratepayers reimburse PG&E for the original long-term investment in

24 Ex. 11C, Chapter 4 for confidential warrantee terms. Ex. 11, pp. 5-1 - 5-3 for 20-year
useful life.
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long-lived assets.?> Normally the depreciable life approximates the useful life so
that ratepayers reimburse PG&E equitably over the entire useful life - otherwise
between different periods of time ratepayers may not pay for equipment still
used and useful because it is already fully depreciated. This is a “matching”
concept in accounting - to match the costs to the service provided and charge a
price that includes all the costs to provide service over the appropriate useful
life. PG&E’s witness testified that the new AMI components do not exactly fit
any existing and authorized depreciation category; they are most similar to
equipment included in a communications equipment depreciation category with
a depreciable life of 15 years.2

The PG&E witness testified there has not been a depreciation study for the
AMI communications equipment - which is reasonable given the few
deployments and the short service lives to-date. Any study now for PG&E
would be highly speculative. PG&E was not persuasive that we should use the
15-year communications equipment depreciable life for the AMI project. TURN
recommended a 20 year depreciable life, correctly based on the Federal Energy
Regulatory Commission’s uniform system of accounts requirements for

depreciation. (TURN'’s Opening Brief, p. 57.)

% The original costs to install the AMI project (or any long-lived asset) in our cost of
service rate regulation regime are included in rate base and PG&E has an opportunity
to earn a reasonable return on the outstanding balance over the useful life. PG&E is
authorized in this decision to recovery a portion of the costs as depreciation expense,
which is included in the annual revenue requirement that also includes a reasonable
rate of return. As depreciation accumulates over time, the rate base and return on rate
base decline until the asset is fully depreciated.

26 Transcript, pp. 674 ff.
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Absent any persuasive contrary evidence, the depreciable life should
match the useful life. We will direct PG&E to depreciate the AMI equipment
over 20 years and we will set rates using a 20-year life depreciation schedule.
Like all other depreciable property, PG&E can re-examine the depreciable life in
its subsequent general rate cases when there is credible evidence that the life
should be adjusted. PG&E currently files a general rate case triennially;
therefore, there should be several opportunities for timely depreciation studies

before the end of the useful life of the AMI system.

8.3. Economic Life and Study Period

“Economic” life and “study period” are less synonymous than the
previous types of lives. Again, the parties tended to confuse the record with
these terms to support their particular viewpoints. We will define economic life
as the period where the AMI system components correctly and reliably perform
their designed functions and a new system would not be less expensive to own
and operate. By contrast, the study period for this application - and as used in
the predecessor rulemaking - was set as a matter of convenience and consistency
at 15 years, so that all parties could use a constant period to forecast operational
benefits, demand response benefits, and cost recovery. Fifteen years was also
safely within an expected useful life before we had specific system proposals.

We asked for the 15-year study life solely as a consistent analytical tool
and not as an expectation of absolute useful or economic life. PG&E presented
its cost/benefit analysis in this proceeding based on a 20-year life consistent with

its expectation of the selected system’s useful life. TURN argues that the
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Commission should limit its review to a 15-year study period. DRA supports
deployment regardless of a 15 or 20-year analysis.?”

We chose to rely on the 20-year study because it more accurately reflects
the likely useful life of the AMI system. Although longer-range forecasts may
have a greater likelihood of deviating from actual results, a 15-year study is not
significantly more accurate than a 20-year study, and it ignores the benefits

contributed by a full quarter of the useful life of the AMI system.

8.4. Technological Life
Finally, there is a “technological” life. That is the period where we

consider the AMI system to be fairly modern and possessing most but not
necessarily all features and efficiencies of newer systems. PG&E’s AMI system
could still be used and useful but quickly become technologically obsolete.
Before the introduction of the personal computer it would have been hard
to seriously project the impact, and the rate of change, we have seen in that tool
on our personal and business lives. We lack the same vision of how metering
and communications technology may change over the useful life of the AMI
system. PG&E'’s current metering system with manual meter reading is
functional; it also is used and useful, but it is technologically obsolete - once we
accept that the proposed AMI technology works. But technological obsolescence
alone is not sufficient to warrant replacing the system. That is why we apply an
economic test - whether or not the present value of all benefits is greater than the
present value of the revenue requirement paid by customers for new system for

the useful life of the system. Although PG&E expects the system to remain in

27 Transcript, pp. 1334 - 1335.
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service for 20 years, only time will tell whether there will be significant
unforeseen developments - good or bad - that may lead to an earlier or later

replacement of the AMI system.

8.5. Summary

For this proceeding, we have determined that the AMI communications
equipment selected by PG&E will most likely have a useful life of 20 years, and
therefore we should use the same 20-year span as the depreciable life until some
future depreciation study may justify a different estimated life. Additionally, we
find that the cost effectiveness study period should match the useful life of 20
years. Using 20 years will balance the cost-benefit study’s results with the likely
useful life of the AMI system selected by PG&E.

9. Operating Costs and Benefits
PG&E and DRA now agree on the project installation and deployment

costs, and all operational benefits and costs. Although PG&E and DRA
stipulated to the operating and maintenance costs (O&M) shown in Table 1,
Stipulated AMI Project Costs, that table assumes a 15-year depreciable life. This
decision adopts a different depreciation life of 20 years for the AMI
communications equipment. Therefore, PG&E's actual revenue requirement will
be slightly different. The values in Table 1 are adequate for determining whether
the AMI project is likely to be cost effective because the revenue requirement
impact is not significant when considered against the life of the system and other

inherent estimation risks and errors.
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TABLE 1

STIPULATED AMI PROJECT COSTS
Estimated Costs

Deployment (Last Meter
Installed in 2011) and
Line O&M (Through 2010) PVRR
No. Cost Category ($ in millions) ($ in millions)
1 Project management costs $87.9 $87.5
2 Risk-based allowance 128.8 135.0
3 Meters and modules 637.4 799.2
4 Network materials 83.6 98.5
5 AMI operations 40.9 119.1
6 In.terface fmd systems 94.0 155.6
integration
7 Interval billing system 85.0 109.1
8 Meters/modules installation 326.1 355.9
9 El.ectrlc ngtwork and WAN 872 99.1
installation
10 G.as netwqu and other 538 6.9
installation
11 Metel."s/ modules QA sample 8 23
testing
12 Meter operations costs 22.6 129.3
13 Customer contact-related costs 32.3 455
14 Customer exceptions processing 6.6 53
15 Marketing and communications 23.1 22.6
16 Customer acquisition 54.8 44.0
17 Other employee related costs 20.7 43.4
18 Total Estimated Project Costs $1,739.4 $2,258.3

(totals subject to rounding error)

(Source: Ex. 32, revised Table 10-1 (Revised 3/14/06.)

Table 2, Stipulated Project Benefits, excludes the demand response benefits
discussed separately in this decision. We adopt the stipulated project benefits as

reasonable.
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TABLE 2
STIPULATED AMI PROJECT BENEFITS
Annualized
Benefit After
Line Implementation PVRR
No. Benefit category (2005 $ million) ($ in millions)(a)
1 Operational meter reading $86.2 ($1,074.4)(b)
2 Electric Transmission and Distribution 12.8 (195.7)
3 Meter Operations 7.0 (103.4)
4 Customer Contact 2.7 (39.9)
5 Billing Benefits 18.6 (215.3)(b)
6 Gas Transmission and Distribution 1.2 9.9)
7 Reduced Software License Expense 5.0 (48.1)
8 Remote Turn-On/Shut-Off 11.5 (102.0)(b)
9 Other Employee-Related Costs 16.8 (218.5)
10  Total Annual Benefit $161.8 ($2,007.2)
11  Reduced Equipment Replacement (2011 $) 8.5 (10.2)
12 Deferred Meter Testing 1.6 (6.8)
13 Total One-Time Benefits $10.1 ($17.0)
14  Total Benefits ($2,024.2)

(totals subject to rounding error)

(@) PVRR values in parentheses are a reduction in revenue requirement.

(b) PVRR totals for these benefits are net of severance costs.
(Source: Ex. 32, revised Table 10-2 (Revised 3/14/06).)

10. Critical Peak Pricing

PG&E’s CPP is a voluntary supplemental tariff offered to its residential

and small commercial and industrial (Cé&lI) customers with electric demands

below 200 kW. The tariff will be available as the AMI modules are deployed and

activated. PG&E designed the CPP rate as an “overlay” in addition to the
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default rate. PG&E intended it to be similar to the rate design used in the
Statewide Pricing Pilot (SPP)2 research project, authorized in D.03-03-036.
Using an overlay maintains the existing inverted-tier rate structure for
residential customers with the CPP rate in effect during the summer period
(May 1 through October 31). It also preserves Tiers 1 and 2 rate levels protected
by Assembly Bill (AB) 1X, and ensures that the rates remain revenue neutral
between classes.?? To maintain revenue neutrality,? PG&E applies a CPP rate
credit to approximately 95% of the customers’ electricity usage during the June 1
through September 30 period. In addition, PG&E applies a CPP customer
participation credit to all electricity usage in Tiers 3, 4, and 5 from June 1 to
September 30, including critical peak periods in those months, to make the CPP
tariff more attractive by providing an opportunity for customers to reduce their
bill. PG&E estimates that the target market (residential customers with
significant air conditioning loads, with 700 kWh to 1,500 kWh summer monthly
usage) would have the opportunity to save 10% or more by reducing their usage

by 25% or more during CPP periods. (Ex. 6, p.1-10.)

28 The SPP was a pricing research project designed to estimate the average impact of
time-varying rates on energy use by rate period for residential and small commercial
and industrial customers.

29 A portion of AB 1X is codified as Water Code § 80100. “In no case shall the
commission increase the electricity charges in effect on the date that the act that adds
this section becomes effective for residential customers for existing baseline quantities
or usage by those customers of up to 130 percent of existing baseline quantities, until
such time as the department has recovered the costs of power it has procured for the
electrical corporation's retail end use customers as provided in this division.”

30 Revenue neutrality means that PG&E has the same opportunity to recover its
authorized base margin and reasonable energy procurement costs after implementing
the CPP rate design as it did before offering the new tariff option.
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PG&E proposes that its CPP rate be in effect for most of the AMI
deployment phase and until its subsequent test year 2010 general rate case.

(Ex. 6, p. 1-1.) CPP rates and underlying tariffs would be updated annually to
maintain revenue neutrality (adjusting for the amount of actual credits so that
PG&E fully collects the authorized revenue requirement from within each rate
class without inter-class revenue shifting) and recover the CPP participation
credit and bill protection costs.

PG&E includes a bill protection provision to encourage more customer
participation. This provision gives customers the opportunity to test the CPP
rate and determine whether the new rate is appropriate for their home or
business. Bill protection is provided during a customer’s first year (complete
summer CPP season) of participating on the CPP rate. At the end of the summer
season, PG&E would evaluate each customer’s summer season bills and apply a
one-time credit to the next bill, if the customer paid more in CPP charges than it
received in offsetting CPP credits. PG&E proposes to maintain the one-year bill
protection program for newly converted customers for the duration of the AMI
deployment. (Ex. 6, p.1-9.)

PG&E proposes to start with a CPP rate proposal that can be monitored
and changed as appropriate. PG&E requests $5 million for measurement and
verification research to document the benefits and supporting data for the
development and refinement of new demand response rates and programs for
customers below 200 kW. We agree with PG&E that it is important to monitor
the CPP program effectiveness and understand how customers are responding to
the new rate. No party contested the PG&E’s request, we therefore adopt it. We
direct PG&E to report on the acceptance and degree of success for the CPP rates

in the next general rate case.
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Dynamic rate offerings for the large commercial and industrial customers
are beyond the scope of the AMI proceeding and are addressed separately in
A.05-01-016.31 The following table shows PG&E’s proposed CPP rates by

customer class.

Table 3
PG&E’s Proposed CPP Rates
Customer Class CPP Rates Non-CPP Credit | Participation
Credit
Residential $0.60/kWh $0.02992/kWh $0.01/kWh
(2-7pm) (upper tiers)
Small Light and $0.75/kWh $0.02720/kWh $0.005/kWh
Power (2-6pm) (all usage)
Medium Light $0.75/kWh $0.02320/kWh $0.005/kWh
and Power (2-6pm) (all usage)
Notes:

1) CPP rates above apply during CPP events which may be called during the period of May 1
through October 31;

2) CPP rates apply during the CPP events;

3) Non-CPP credit is applicable to all usage from June 1st through September 30t outside of CPP
events;

4) CPP participation credits are applicable as indicated in the table from June 1st through
September 30, including during CPP events; and

5) Source: Ex. 6, p. 1-16.

DRA’s CPP proposal is significantly different than PG&E’s. DRA converts
the tiers above Tier 2 into Time of Use (TOU) rates with three time periods plus a
CPP rate for the summer season. DRA’s CPP rate only applies to usage above
130% of baseline in combination with TOU rates. (Ex. 101, p. 3-1.) DRA targets
consumption in Tiers 4 and 5 - the highest tiers - where customers have the

highest peak usage and therefore the most potential to drop load. DRA believes

3 Ex. 6, p. 1-1.
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its rate proposal does not violate Water Code § 80100 by placing all impacts on
Tiers 3 and higher, unlike PG&E’s proposal that addresses the total bill. DRA
also suggests that targeting this smaller group means lower marketing costs.
(DRA’s Opening Brief, pp. 32 - 32.)
10.1. Discussion

10.1.1. AB1X and Customer Notice

In its comments on the Draft Decision, DRA questions whether the
proposed Critical Peak Pricing program is consistent with AB 1X. In particular,
DRA questions whether a customer can waive its statutory protections under
AB 1X, and whether PG&E’s proposed program provides for a knowing waiver
of those protections.

Water Code Section 80110 (enacted by AB 1X) provides, in pertinent
part:

In no case shall the commission increase the electricity
charges in effect on the date that the act that adds this
section becomes effective for residential customers for
existing baseline quantities or usage by those customers of
up to 130 percent of existing baseline quantities, until such
time as [an event that has not yet occurred].

DRA suggests that this language may create a protection that
individual consumers cannot waive, and cites County of Riverside v. Superior
Court of Riverside County (2002) 27 Cal. 4th 793, 804-805 to support this
argument. That case deals with the rights of law enforcement officers under the
Public Safety Officers Procedural Bill of Rights Act, and notes that:

Civil Code section 3513 provides: “Any one may waive the
advantage of a law intended solely for his benefit. But a
law established for a public reason cannot be contravened
by a private agreement.” The Bill of Rights Act, which
explicitly declares that its purpose is to promote "effective
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law enforcement" by maintaining "stable employer-
employee relations" in law enforcement agencies

(Gov. Code, sec. 3301), was clearly "established for a public
reason." . .. "[L]abor unrest and work stoppage among
police officers pose an obvious threat to the health, safety
and welfare of the citizenry . ..." (27 Cal. 4t at 804.)

In contrast to the public purpose served by the Public Safety Officers
Procedural Bill of Rights Act (preventing work stoppages by police officers), we
conclude that the purpose of the above-quoted language from AB 1Xis to protect
individual residential customers from being forced to pay more for electricity
usage -- up to 130% of their baseline allowance -- than what they would have
paid for the same usage prior to the enactment of AB 1X.. Accordingly, we
conclude that individual customers can waive the protections afforded by this
provision of AB 1X.32

This conclusion is reinforced by the language used in AB 1X. It
provides that the Commission shall not increase charges for residential electricity
usage up to 130% of the baseline quantity above pre-existing rates. Under the
CPP program, the Commission is not requiring anyone to pay more for the first
130% of baseline usage than AB 1X allows. The pre-existing tariffs will continue
in effect, no customer will be required to switch to the CPP tariff, and customers
who do switch to the CPP tariff will be able to opt out of it. Thus, we do not
believe that the CPP program violates this language from AB 1X. Rather, we are
authorizing a purely voluntary tariff, which exposes those customers who sign

up for it to a risk that they may be charged more than the pre-existing rates.

32 Indeed, customers who voluntarily waive their AB 1X protections are serving a public
purpose by participating in a program designed to decrease peak demands.
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Moreover, in return for subjecting themselves to that risk, those customers have
a real opportunity to lower their overall electricity bills by changing their
consumption patterns.

DRA also argues that in order for there to be a knowing waiver of
the AB 1X protections, a customer must be informed of what those protections
are. We agree that customers should be informed before they sign up for the
CPP program of the AB 1X protections they may be giving up.

Accordingly, when PG&E signs customers up for the CPP program
we will require it to provide, along with the other materials it provides
customers (e.g.,an application form), a disclosure notice that must include at
least the following points:3

(1) The CPP tariff is optional. By signing up for the CPP tariff, the
customer is waiving protection otherwise afforded by AB 1X.
Under AB 1X, a customer cannot be charged more in any month
for usage up to 130% of that customer’s baseline allowance than
the rates in effect prior to February 2001.

(2) There will be “bill protection” for the customer’s first full
summer season on CPP rates (and any preceding partial season).
The notice shall inform customers whether bill protection will
apply to customers who opt out of the CPP program before the
end of the season.?* Under bill protection, customers will receive
a credit after the end of the CPP summer season IF their overall
bills for the season were higher than they would have been
under the regular tariff. The credit will ensure that the customer

33 This is not intended to be the precise language to be used in the notice, but only an
outline of the points to be covered.

34 When PG&E files its Advice Letter proposing its electric tariff for the voluntary CPP
rates, PG&E shall include a specific proposal on this point (i.e., whether customers who
opt out of the CPP program before the end of the season still get bill protection). Any
interested person will be able to protest PG&E’s proposal.

-36 -



A.05-06-028 ALJ/DUG/niz

does not pay more for electricity overall for the summer season
than it would have under the regular tariff. Because customers
will not get the benefit of bill protection until the end of the CPP
summer season, some (or all) bills during the CPP season may
be higher than what the customer otherwise would have been
paying on the regular tariff (and some or all may be lower).

(3) After the first full summer season on CPP, there will be no bill
protection. Some (or all) bills during the CPP season may be
higher than what the customer otherwise would have been
paying on the regular tariff (and some or all may be lower). To
the extent a customer’s bills over the course of the season are
higher under the CPP than they otherwise would have been
under the regular tariff, the customer will NOT receive an
offsetting credit at the end of the season.

(4) A customer may opt out of the CPP tariff at any time. The notice
must explain how the customer can opt out.

In addition to the notice provided at the time of sign up, we will
require PG&E to provide an additional notice before each customer begins its
first CPP season without bill protection. This notice should cover points 1, 2, & 4,
above, and also should provide a form for the customer to fill out and return to
PG&E if the customer wants to opt out. This notice shall be provided 60 to 90
days before the start of the customer’s first CPP summer season without bill
protection. In addition, another notice and form must be provided at least once
more during the CPP season.3>

PG&E must consult with the Office of the Public Advisor and obtain

that office’s approval of the precise language to be used in these notices. In

35 When PG&E files its Advice Letter proposing its electric tariff for the voluntary CPP
rates, PG&E shall include a specific proposal on this point (i.e., when this additional
notice will go out).
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addition, PG&E must consult with the Office of the Public Advisor about the
marketing and promotional materials it plans to use in connection with the CPP
program. PG&E shall include in those marketing and promotional materials,
such disclosure language as the Office of the Public Advisor may require. The
Public Advisor shall require the above four points to be included in such
materials to the extent it is practical, and informative, to include those points in

the particular material involved.3

10.1.2. CPP Issues
PG&E'’s proposed CPP is consistent with the rates offered in the SPP.

We also have more information about customers” acceptance to this type of rate
design® and the most likely estimated level of demand response.

DRA’s CPP rate proposal is significantly more complex because it
overlays a TOU rate to the inverted residential rate structure and then adds a
CPP rate. We are concerned about the necessity of convincing customers to both
participate in a CPP rate and switch full-time to TOU rate with an underlying
inverted tier rate structure. Further, we have no record to indicate the likelihood
of customers” accepting DRA’s proposal for a CPP rate. DRA’s proposal may
easily discourage customers from switching. The likely key to successful

demand response is a clear financial incentive (coupled with an effective

36 The nature of the disclosure will need to vary depending on the kind of materials
involved: e.g., radio or TV spot; newspaper advertisement; or written material given
directly to the customer. Indeed, in the case of a brief broadcast announcement, a
simple statement that a customer’s monthly bill may be higher than otherwise may be
sufficient.

37 Customer Preferences Market Research (CPMR): A Market Assessment of
Time-Differentiated Rates Among Residential Customers in California, Momentum
Market Intelligence, December 2003.
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informational message) and single focused rate proposal. We therefore will not
impose TOU as a requirement for CPP rates.

Neither DRA nor TURN address PG&E’s CPP rate proposal for
small and medium commercial customers. Also, no party objected to PG&E's
proposal to exclude agricultural customers from CPP rates. We will therefore
adopt these features of PG&E’s CPP proposal, consistent with our adoption of
PG&E's residential proposal.

10.2. Revenue Target
PG&E designed the CPP rates (Table 3) by allocating a summer season

revenue responsibility of $45 per kilowatt-year (kW-year), divided by the
number of CPP hours. PG&E proposes a maximum of 15 CPP events per
summer season with a five-hour duration limit per event (2:00 p.m. and

7:00 p.m.) so there are 75 CPP hours® for residential customers and 60 CPP hours
for the small C&I customers (four-hour duration limit per event.) PG&E
determined the $45/kW-year based on the $52 per kW-year avoided cost of

generation (discussed below in Demand Response).

10.3. Critical Peak Pricing Conclusion
We find that PG&E made the most persuasive proposal for a CPP rate

design and we will therefore adopt it. PG&E'’s proposal consists of a CPP
proposal available to all residential customers and all small commercial and
industrial customers with less than 200 kW demand on a voluntary basis. We

are greatly interested in the effectiveness of the CPP tariff, especially during the

38 There are 5 hours between 2 p.m. and 7 p.m. Multiplying 5 hours by 15 events
results in a total of 75 hours. (5 x 15 =75 hours.)
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early years of AMI deployment. Therefore, we will direct PG&E to report
annually to DRA and the Energy Division within 60 days of the end of each CPP
season the best estimate of demand response achieved during each CPP event, if
any, including the number of customers (by class) on the CPP tariff and the

participation rate of those customers during CPP events.

11. Demand Response

11.1. Overview

When considering PG&E’s AMI deployment we must examine and adopt
a forecast of demand response - reduced energy consumption by customers® -
and we must value that reduction for its contribution to AMI’s overall cost
effectiveness. As discussed below, we find PG&E presented the most
comprehensive and persuasive demand response forecast of 448 MW in 2011
onward (following full-deployment).* We find PG&E’s range of forecasts for
total resource cost benefits to be the most persuasive: a range of $510 million
with a $52/kW avoided cost in the base case and $338 million in benefits using
an $85/kW avoided cost for Scenario 1(e).4* We note as discussed below that we
will rely on PG&E'’s avoided cost method for the very limited scope of this
proceeding, but in no way does our finding prejudging our pending R.04-04-

02542 where the Commission will adopt a comprehensive policy and method for

3 Demand response impact refers to the change in customer specific peak demand and
energy use, by rate period, resulting from time-varying rate.

40 This forecast applies to both the base case and PG&E’s scenario 1(e), as discussed
elsewhere in this decision.

41 Ex. 4-1S, p. 1-2, revised Table 1-1.

42 See the Rulemaking’s December 27, 2005 Scoping Memo: “Recognizing that ‘[t]he
proper valuation of peak load reductions...is needed whether such reductions are

Footnote continued on next page
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determining avoided costs.# The Commission ordered that it would “...
consider any potential revisions to the [adopted interim] methodology in Phase 3
of [the] rulemaking. At that time, we will also consider the potential application
of the [adopted interim] methodology to other resource options, such as
distributed generation and demand response programs.” (D.05-04-024, mimeo.,

p- 3.) We will do nothing here to otherwise disturb that Rulemaking.

11.2. Forecast
PG&E’s expected demand response by 2011, with full deployment of AMI

and an aggressive marketing campaign, ranges from 206 to 448 MWs for the
proposed CPP rate. This estimate is based on estimated price elasticities of
demand for the proposed rates which were derived from the econometric energy
demand models that were developed in the SPP research project,* customer

participation level, and customer characteristics (i.e., customer consumption and

achieved through energy efficiency measures, distributed generation or demand
response,” [D.05-09-043, p. 141] the Commission directed that consideration of these
issues be carefully coordinated and addressed in this generic avoided cost rulemaking.”
(Mimeo., p. 2.)

43 Recently in D.05-04-024, dated April 7, 2005 the Commission adopted “... a new
avoided cost forecast methodology described in a report prepared by the consulting
firm E3. This report, Methodology and Forecast of Long-Term Avoided Cost(s) for the
Evaluation of California Energy Efficiency Programs, (E3 report) [footnote omitted.] and
associated spreadsheet models, describe and generate 20-year forecasts of (1) hourly
wholesale electricity costs, and (2) monthly wholesale natural gas costs. These
wholesale energy cost forecasts represent the total avoided cost of power that a utility
would otherwise have to generate or procure in the absence of other resource options
like energy efficiency programs.” (Mimeo., p.1.)

4 “Impact Evaluation of the California Statewide Pricing Pilot” prepared by Charles
River Associates, filed on October 31, 2005, by PG&E, in R. 02-06-001. This report is
received into evidence pursuant to Rule 72 and we waive the requirement to file an
additional copy in this proceeding.
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air conditioning saturation in each zone, etc.). The level of customer
participation relies on the customer preference market research*> (CPMR) results
from the SPP and PG&E’s customer population characteristics. The CPMR
demonstrated that more customers are likely to sign-up for a time-differentiated
rate (CPP rate) if there is a significant opportunity to save money on the rate.
The research results also showed that acceptance rates increase as customer
awareness increase.

PG&E will conduct focused marketing of the CPP rate to customers with
the greatest demand response potential. (Ex. 4, pp. 2-2.) This is consistent with
PG&E’s AMI deployment strategy to begin deployment in the hot inland areas
which have the greatest demand response potential. PG&E proposes two phases
for its communication and marketing strategy. Phase 1 focuses on AMI
deployment introducing the concept of time-differentiated rate options, and
educating customers about price responsive behaviors. Phase 2 focuses on
customer recruitment and marketing of the CPP program. PG&E requests
$18 million in funding for phase 1 for the duration of the AMI project
deployment.

PG&E proposed a voluntary (opt-in) tariff (for residential customers) with
a higher rate for CPP periods, a lower rate in non-CPP summer hours, a
participation credit for Tiers 3, 4, and 5, and first year bill protection - a

guarantee that the customer pays no more under the CPP tariff than under the

4 Customer Preferences Market Research (CPMR): A Market Assessment of Time-
Differentiated Rates Among Residential Customers in California, Momentum Market
Intelligence, December 2003.
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default rate. PG&E also includes in the program an aggressive CPP marketing
campaign to entice and educate customers.

PG&E’s CPP rate design provides customers an opportunity to save
money by making reasonable reductions in consumption during critical peak
periods. The demand response estimates by 2011 are based on an assumption
that 35% of residential customers with central air conditioning will participate
and 5% of those without air conditioning will participate. (Ex. 4, p. 2-8, Table 2-
2, and, attached herein, Table of Demand Response Forecasts and Benetfits.)
PG&E's estimate also assumes a targeted and aggressive marketing campaign.
DRA on the other hand sees these forecasts as overly optimistic and its own
optimistic forecast is 30% and its pessimistic forecast is that only 9% will
participate. (DRA’s Opening Brief, p. 23.)

DRA introduced a study of the experience with a program called
“GoodCents” by Florida's Gulf Power. We agree with PG&E’s rebuttal
testimony that the program is too different to reliably apply to the PG&E
situation. For example, GoodCents was focused only the largest-load customers
and required that customers have in-home automated energy management
systems as well as large electric loads such as pool pumping, electric water and
space heating. (Ex.12-6W, p. 6-2). DRA did not persuade us that the GoodCents
program bore a sufficient likeness to PG&E's situation that we should apply any
of its experience to this AMI project.

TURN also questioned PG&E's forecasts and proposed significantly lower
estimates. TURN asserts that the California Solar Initiative would significantly
impact PG&E’s targeted reduction of air conditioning load. (Ex. 201, Ch. 3, p.
57.) PG&E responded that the solar installations will not be made by the CPP’s
targeted population (Transcript p. 306) and TURN applies the full solar target of
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176,000 homes in 2001 (AMI’s fully-installed date) instead of in 2017 the fully-
installed date for solar. TURN compounds this number by annually escalating
solar installations after 2011. (Ex. 12, p. 1-5, figure 2-1.) PG&E disagrees with
that compounding.

We agree with PG&E that the likely benefits from CPP are different than
the solar program benefits. Solar energy tends to displace non-solar generation
rather than reduce consumption - it is a form of fuel switching which is
comparable to using a hybrid car instead of a gasoline-only car without reducing
the miles driven. Here, PG&E forecasts much of the demand response to come
from a specific reduction in usage, most especially air conditioning.

PG&E persuasively illustrated this demand reduction effect in Ex. 6: in a
hot zone, a moderate-usage residential customer with air conditioning who uses
700 kWh in the summer would have 180 kWh in Tier 3 (beyond the AB-1X fixed
rates) and consumption during a critical peak period would likely range from a
low of 21 kWh (3% of all consumption) to a high of 42 kWh (6%). If such a
customer reduces its load by 25% during the critical peak period, PG&E’s
proposed rate design would save the customer as much as $12.72 (13.7% of the
bill under the default rates) to $2.64 (2.8%).4¢ Other examples show that, except

for very-high users, customers should generally see a reduced bill. For example,

46 Ex. 6, p. 1-11. This is illustrated at PG&E’s rate at the time testimony was filed.
Actual results on current rates would be slightly different.
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very-high users (1,500 kWh) with 8% of their consumption in a critical peak, and

who reduce by 25%, will adversely see a bill increase of $2.80.
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Comparison of Demand Response Forecast and Benefits
(Source: PG&E’s Opening Brief, Appendix C.)

Participation Rate Assumptions®

Estimates of Demand

Response Commercial and TRC Value of Demand Response Estimates
(MW 2011) Residential Industrial (C&I) Rate Design Assumptions (20 Year Study Period?)
Value of
Avoided
Effective Residential Rate Gross TRC CT Fixed T&D
Overall Central Air Large A1, on Critical Peak Price Benefits Cost Planning Benefits
Population Conditioning No A1 A6, A10 (CPP) Days (Average ($Million ($/kW - Reserve Discount ($Million
Scenario Total Residential 2011 CAC Small and E19V $/kWh) 2005 PV) year)* Margin Rate* 2005 PV)
PG&E®
Base case 448 363 15.5% 10% to 35% 5% 2% 2% to 27% $.73 CPP Peak 2-7pm $270 $52 15% 7.60% $68
(1e) $.10 Off-peak
Low case 206 169 8.2% 5% to 18% 3% 1% 1% to 14%  $.73 CPP Peak 2-7pm $139 $52 15% 7.60% $31
$.10 Off-peak
TURN
High 252 165 8.7% 5% to 15%° 5% 2% 2% to 27% $.73 CPP Peak 2-7pm $110 $237 none® 8.68% none
$.10 Off-peak
Low 126 90 5.1% 3% to 9% 3% 1% 1% to 14% $.73 CPP Peak 2-7pm $55 $23 none 8.68% none
$.10 Off-peak
DRA
Optimistic 321 235 13.8% 5% to 30% 5% 2% 2% to 27% $.445 CPP Peak 2-7pm? $205 $52 15% 8.79% not provided
$.13 Off-peak
Pessimistic 148 71 4.9% 1% to 9% 2% 2% 2% to 24% $.445 CPP Peak 2-7pm $89 $52 15% 8.79% not provided

$.13 Off-peak

+ Participation ranges start in 2006 and ramp up to 2011, after 2011 rates remain flat at 2011 levels.

TURN also presents a 15 year study period case; the 20 year useful economic life of the AMI technology yields an additional residual value that produces the same total value as the 20 year study
period.

le. Capacity Value. PG&E also provides TRC estimates with an $85/kW -year value resulting in a base case gross TRC benefit of $442 million 2005 PV. $52 is levelized 2008-2027. Both TURN and
PG&E project additional benefits from avoided energy costs and T&D losses which are not shown in this column.

PG&E uses a discount rate that includes an after-tax cost of debt. TURN and DRA use a discount rate that includes a before-tax cost of debt.

PG&E estimates are October 2005 values with a revised deployment schedule as reflected in Exhibit 4-1S. The difference between October and June is minimal with June base case estimates of 455
MW and $279 million Gross TRC ($52/kW year avoided capacity).

TURN reduces the residential air conditioning segment by approximately 50% prior to applying a participation rate. The table shows effective rates for the total segment.
$23 is a levelized 2008-2027 value.

PG&E estimates elimination of the 15% planning reserve margin results in a $7/kW-year reduction in TURN's avoided generation cost vs TURN’s ancillary service benefit.
2 DRA's rate design for residential eliminates the usage in Tier 1 and Tier 2 from any rate change resulting in lower average effective CPP hour rates, and higher effective off-peak hour rates. The lower

off-peak to on-peak ratio results in over 25% less demand response impact per residential customer. DRA’s MW estimates with PG&E rates are 404 MW for the optimistic scenario, with 317
MW from the residential segment.
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11.3. Demand Response Conclusion

We believe that PG&E conducted a comprehensive study of demand
response using the statistical model developed in the SPP. With the aggressive
and comprehensive educational advertising component in PG&E’s CPP
proposal, the customer participation level is likely to achieve the levels
supported by PG&E'’s testimony. This CPP rate is a precursor of more accurate
and timely rate designs that will be possible following the full implementation of
AMI. A voluntary program will allow PG&E to build trust with the first eligible
customers (those with AMI deployed) and subsequent rate design proceedings
can build on the experience we derive from the voluntary CPP as we achieve full
deployment. We have no record to consider either a mandatory or an opt-out
program at this time.

Deployment is geared to the hotter climate zones first - those customers
will have the greater potential and we hope the greater willingness to participate
in a demand response program as PG&E builds-out the system. According to
PG&E'’s witness, the bill protection and the customer’s ability to opt-out after the
first year are critical inducements to successfully sell this rate proposal*” -
otherwise DRA and TURN'’s more dismal forecasts could be realized. We noted
already the multi-year duration of the deployment: so not all customers will
have the CPP available to them for the summer in 2007, or even for several more
years until their neighborhood is converted and switched over to the AMI
system. As a result, the demand response contributions will grow dramatically

each year until all AMI modules are installed.

47 Ex. 4, p. 3-15.

-47 -



A.05-06-028 ALJ/DUG/niz

We find PG&E’s forecast for the range of likely customer responses and
the impact of its CPP to be credible and persuasive. We will adopt PG&E's

forecast and use it to evaluate the cost-effectiveness of AMI.

12. Avoided Cost

We need to adopt three factors in order to correctly value the avoided
generation costs of the demand response: capacity cost, energy cost and the
appropriate discount rate. PG&E and DRA agree on the first two but diverge
sharply on discount rates. TURN disputes all three components with PG&E. As
discussed below, we will adopt PG&E’s calculations for all three factors. As
noted above, our finding on avoided capacity cost applies in the limited
application of valuing the AMI demand response: avoided capacity costs are to
be considered for specific purposes when timely decisions are needed. We do
not otherwise prejudge our pending rulemaking.

PG&E proposes a supply-side avoided capacity cost of $52 per kW year,
based on the Commission’s 2004 Market Price Referent.# PG&E claims this is
consistent with its other avoided generation costs testimony in recent
Commission cases.* PG&E also used an avoided capacity cost of $85 per kW
year, as directed by the July 21, 2004 Assigned Commissioner’s Ruling, and
intended this to be consistent with avoided costs used for demand response in
the past. PG&E used $52 per kW year and the $85 per kW year avoided capacity

costs scenario 1(e) and the base case respectively.®® For the base case, the gross

48 Energy Division Revised 2004 Market Price Referent, dated February 10, 2005,
adopted in Resolution E-3942.

4 Ex. 12, Ch. 3 p. 3-2.
50 Ex. 4-1S, p. 1-2, Revised Table 1-1.
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Total Resource Cost benefits are $510 million in Revised Table 1-1 (in 2005
Present Value). For Scenario 1(e) the benefits are $338 million. (Ex. 4-1S, Revised
Table 1-1.) Either value more than offsets the operational benefit shortfall
calculated after considering the stipulations between PG&E and DRA, whereby
the forecast operational gap was reduced to $234 million. (Revised Tables 10-1
and 10-2, Ex. 32.)

DRA supports PG&E's use of $52 per kW year and believes any further
litigation here would only duplicate the Rulemaking. (DRA Opening Brief,
p-24.)

PG&E and DRA had a methodological dispute over the recognition of the
tax deductibility of interest when calculating the net present value of the AMI
projects cost and benefits. PG&E was persuasive that the AMI project is cost
effective whether the tax benefit of the deductibility of interest is reflected in the
discount rate (7.60% the after-tax weighted cost of capital) or in the annual cash
flows discounted by the pre-tax rate of return (8.79%).51 PG&E’s method used an
after-tax project cash flow and therefore used an after-tax discount rate. We find
PG&E was internally consistent in its method and therefore will not adjust the
discount rate.

There is a significant difference between PG&E’s $52 per kW year and
TURN's $23 per kW year which is caused by using different gross fixed costs for
combustion turbines. As already noted, PG&E’s cost assumptions come from the
Commission’s adopted Market Price Referent. TURN instead used JBS Energy,

Inc.’s fixed charge model to compute the combustion turbine fixed costs. TURN

51 Ex. 11, Ch. 14, p. 14-6.
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also uses a constant hourly gas price. PG&E argues, and we agree, that TURN's
calculations are not reasonable. TURN did not show its approach to be more
consistent than PG&E’s with existing Commission policy on avoided cost

determination.

12.1. Conclusion
We will adopt the Scenario 1(e) forecast of $52 per kW and a benefit

calculation of $338 million to evaluate the AMI deployment. This is more
conservative than the Base Case analysis and still results in finding that the
project is cost-effective. We adopt PG&E's after-tax calculation of cash flow and

the use of an after-tax rate of return as the discount rate.

13. Ratemaking

13.1. Test Year 2010

PG&E’s pending general rate case is for test year 2007 and it excludes
consideration of deploying AMI. The next triennial proceeding would therefore
have a test year of 2010, which is one year before the earliest AMI full
deployment in 2011. PG&E’s next rate case will only have incomplete AMI data
and clearly declining/short-lived costs for the incumbent metering system.
Therefore, we put PG&E on notice that it must present as one option in the next
general rate case the continuation of the balancing accounts and benefit
guarantee adopted herein (appropriately escalated and adjusted) for the
duration of the 2010 - 2012 rate cycle. In this way we can consider whether there
is sufficient data to allow a reasonable forecast for AMI in test year 2010 or

whether we should defer total integration of the AMI system into test year 2013.
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13.2. Balancing Accounts

PG&E proposes separate balancing accounts for the gas and electric
departments. The balancing accounts will record the revenue requirement on an
actual cost basis as AMI deployment occurs with an offset of the per-meter
benefits as adopted here.52 In this way no costs are recovered in PG&E's revenue
requirement before the AMI modules are installed and a complete billing route is
converted. Based on the number of conversions, PG&E will offset the new
revenue requirement by the per meter operational savings. (This avoids an
inaccurate forecast of cost reductions in the pending rate case.) The demand
response benefits are reflected indirectly through reduced procurement costs as
demand response reduces critical peak consumption and are not recorded in the
balancing accounts. DRA agreed with the proposal. We find PG&E’s proposed
balancing account mechanism, with a per meter benefit credit, to be reasonable
because PG&E recovers its new AMI-related costs on an actual basis and it
ensures ratepayer benefits are captured as meters are activated. We also allow,
as an exception, that PG&E may record the costs of new construction pre-

deployed AMI modules at the time of installation, as discussed elsewhere.

13.3. Operational Benefits Calculation
Most of the operational benefits identified by PG&E occur as AMI

communications modules and other AMI equipment are activated and eliminate

52 PG&E would record (1) actual AMI Project revenues from rates set in this proceeding
as a credit to the account; (2) actual capital-related revenue requirements calculated on
actual recorded plant additions as a debit to the account; (3) actual O&M expense as a
debit to the account; (4) per meter forecast benefits as a credit to the account based on
the number of meters activated and the meeting of other project milestones; and

(5) interest calculated monthly based on the average account balance for the month.
(Ex.5, Ch. 2, p. 2-5))
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the need for manual metering reading. For both electric and gas, PG&E forecast
operational benefits in the first four years of the project, and calculated the
forecast operational benefits per activated meter per month. The operational
benefits per activated meter per month are $1.7722 / per meter per month for
electric and $1.0366 for gas.”®* DRA and PG&E now agree on the operating costs
and operating benefits and we will adopt these monthly benefit per-meter rates
for the gas and electric departments. TURN does not oppose these figures, but it
expresses concern that it “will be very difficult to tease out in future rate cases
whether the benefits forecast today actually materialize.” (Opening Brief, p. 62.)

TURN therefore prefers its amortization method discussed below.

13.4. TURN’s Proposed Amortization

The convention of this Commission is that long-lived assets added to rate
base are depreciated over their useful life. (See the earlier discussion.) As
depreciation accrues annually, the accumulated depreciation is a reduction to the
rate base value used to calculate the cost of debt and equity recovered in the
authorized rate of return. For example, an asset that originally cost $10,000, and
four years later, has $2,000 in accumulated depreciation would have a net rate
base value of $8,000. If the authorized rate of return on rate base is 12%, the
return on investment to cover debt and equity would be $960.54

In this simple example, revenue requirement is the depreciation expense
and return plus other operating costs and taxes. In the next year, if there has

been another $500 of deprecation, rate base is reduced to $7,500 and the return is

53 Ex. 11, Ch. 15, Attachment 1.
54 $8,000 x 12% = $960 - this is a simplified after-tax illustration.
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reduced to $900. Thus, with no other changes, rates would actually go down to
reflect the $60 decrease in revenue requirement. In this example - the normal
method used by the Commission - depreciation is a constant $500 for the life of
the asset ($10,000 divided by 20 years). In the final 20th year of asset-life, the last
amount of net rate base would be $500, with a 12% return of $60 included in
revenue requirement. Thus the revenue requirement declines over the life of the
asset.

Although there is a new rate base investment for AMI to be recovered
from ratepayers in its revenue requirement, PG&E also captures the recovery of
operational benefits in the early years in the balancing accounts as a per-meter
offset. PG&E proposes in its next general rate case to adjust the operating and
maintenance expense forecasts downward for the avoided or reduced operating
costs that result from deploying the AMI. Once the test year revenue
requirement is correctly forecast, PG&E would discontinue the balancing
accounts including per-meter benefit offset.

TURN proposed an alternative recovery - a levelized fixed amortization -
like a conventional home mortgage or car loan. Beyond using a constant
mortgage style amortization instead of a declining rate base, TURN also
proposes that the Commission should capture the full present value of all
forecast operational benefits to be offset against the AMI costs.>> The original
cost and interest net of lifetime operating benefits would be recovered by a
constant or fixed amount - assuming the rate of return on rate base remained

constant. TURN argues that the actual future benefits are so uncertain that its

% Ex. 201, p. 36-38.
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proposal is the only way to ensure ratepayers see a defined amount of benefit.>
This shifts the risk for any greater or lesser actual benefits entirely onto PG&E's
shareholders for the life of the AMI system.

We are not persuaded by TURN that such a method is reasonable for
either ratepayers or shareholders. PG&E focuses on the downside risk to
shareholders and raises a plausible argument that some project costs could be
subject to write-off for financial reporting purposes if their recovery is deferred
or is uncertain.”” We need not go that far here and address the possibility of an
impaired asset. We believe that the current cost of service rate setting regime
gives us ample opportunity to seek out and to capture all operational cost
savings that will result over the life of the AMI system in subsequent rate
proceedings. We are not persuaded by TURN to alter our cost recovery
methods. Nor are we persuaded that we should capture the forecast present
value of all future savings at this time. We believe that there are other benefits
that will emerge from AMI deployment that are not yet identified or

implemented.

14. Societal Benefits
DRA raised an issue that PG&E only addressed (1) operational costs and

benefits and (2) demand response benefits, but it did not include in this
proceeding a value for certain societal benefits that would result from AMI.

DRA states that “societal benefits are benefits that probably do not lower the

56 “The only way to ensure that today’s ratepayers do not end up subsidizing a project
based on benefits that fail to materialize is to more evenly spread out the costs and
benefits over time.” Opening Brief, p. 55.

57 TURN’s Opening Brief, p. 82.
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utilities” costs directly.” (DRA’s Opening Brief, p. 9.) DRA presented several
examples: at least two examples should be mentioned now. DRA suggests
voltage reduction can occur, based on AMI-derived system data, which could
lead to cost reductions. Secondly, DRA suggests there is a potential to reduce
the frequency and duration of outages with better information about the current
status of the distribution system.

No party disputes societal benefits such as these and others are likely to
occur with an AMI deployment, but no one offers a persuasive “hard” value for
these benefits to consider in the economic evaluation of AMI. We will therefore
acknowledge our expectation of societal benefits but we will not rely on their
existence to justify the deployment of AMI. There are sufficient probable
operating and demand response benefits to justify deployment.

Additionally, PG&E is agreeable to a DRA proposal to conduct a feasibility
analysis of voltage reduction based on AMI-gathered data, although PG&E'’s
testimony indicates various concerns about the practicality of using AMI to
regulate voltage. PG&E has indicated that it will work with the AMI system
vendors to determine the technical feasibility and costs associated with the use of
AMI for voltage reduction. PG&E offers that that if it is reasonable to use AMI
voltage measurements to help regulate circuit voltage, then it will collect
information on using AMI data to analyze and manage circuit voltage and it will
provide a report on these matters in its next general rate case. DRA indicated

that PG&E’s study proposal is acceptable.5®

38 Opening Brief, p. 63, and referencing Ex. 11, p. 20-1.
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14.1. Customer Access to Data

PG&E proposes to provide reasonable immediate data access to customers
and to promptly develop data access structures based on the needs of customers
and other stakeholders. PG&E suggests: web (internet) access for all customers
to their data up through the previous day; real-time data access devices for
customers over 200 kW; offering customers and their energy service providers
access to all accounts with a single log-in to be phased in during the first part of
the project; and an Automated Data Exchange proposal to be developed and
presented to the Commission within 180 days of setting the first AMI meter
along with a request for additional funding; and additional PG&E also proposes
that it should develop data access structures later, at incremental cost, once the
needs of other stakeholders are understood. (PG&E’s Opening Brief, pp. 62 - 63.)
This comports closely with recommendations by SPURR. (Ex. 401.)

SPURR, SVLG and eMeter filed an opening brief as Joint Parties. These
parties propose that PG&E should promptly file an advice letter to implement a
tariff for customer access to its detailed account data. They also propose that
PG&E should promptly implement an Automated Data Exchange proposal to
address SPURR’s recommendation that customer data be available to qualified
third parties at the same time and on the same terms provided to PG&E’s
internal departments.

The Joint Parties propose hourly and daily electricity and gas usage data
collected via the AMI network should be posted to a data server in an open
format immediately following retrieval and any necessary pre-processing. This
will allow any qualified (not yet defined) party to retrieve the data automatically
over the internet using an automated software process. They suggest two key

principles: (1) the data is accessible to customers and to qualified parties at the
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same time as PG&E’s Information Technology systems gain access to the data
and (2) qualified party access may be authorized either electronically or by a
paper authorization with “wet” signature from the customer. This embryonic
proposal, suggested by the Joint Parties, should be further developed by PG&E,
the Joint Parties, and any other interested parties and they also propose that this
data access system should be filed and approved, by the Commission’s informal
advice letter process by an advice letter to be filed within 180 days of this
decision. (Joint Parties” Opening Brief, pp. 4 - 5.)

We agree in large part that all customers should have prompt access to
their own data. But we have no record here, and the advice letter process is too
limited to allow the development of an adequate record whereby we might grant
third parties access to customer data and create a public interface with PG&E’s
data systems. An advice letter is also an improper procedure to adopt funding
for such a project. We will require PG&E to file an application, with appropriate
supporting testimony and underlying work papers to support its proposal,
including cost recovery. We will not impose a 180-day deadline from the first
meter installation - deployment will take time and the data access interface
needs to safeguard customer privacy and further it must also safeguard PG&E's
operating data from unnecessary access or damage.

We will further require that prior to filing the application PG&E, conduct
only publicly noticed open workshop discussions and that no party or sub-group
of parties has greater access than any other stakeholder in the process. We
expect and encourage DRA to actively participate, and as necessary, to involve
any other staff division (e.g., Energy Division, Public Advisor) that can provide
additional advice or input on consumer privacy, or any other relevant issue. We

are concerned with protecting both the nascent competition in customer-side-of-

-57 -



A.05-06-028 ALJ/DUG/niz

the-meter services or products and safeguarding consumer privacy. SPURR’s
testimony recognized the need to ensure no “undue preference” for PG&E’s
internal service offerings to those of third-party providers that SPURR may
otherwise prefer. (Ex. 401, p.5.) We agree and will go further to protect all
consumers from unwarranted intrusions.

We are also concerned about the cost impact on smaller customers, so we
believe that PG&E must focus on providing the lowest cost or even no cost
(especially no tariff rate or charge) for the most basic of timely access for
residential consumers. Any program feature likely to increase the cost of the
system should be focused on the larger customers who are most likely to use and
benefit, and therefore should pay for enhanced program features. For the sole
purpose of providing individual customers day-after free web access to their
own billing data, we will allow PG&E to file an advice letter as soon as possible.
No third-party access, aggregation of data, or any funding request, should be
included in this limited proposal.

We direct PG&E to conduct an open workshop process and then file a
ratesetting application in not less than 180 days and no later than one year from

the effective date of this decision.

14.2. Flexible Billing Dates
SPURR proposes that PG&E accommodate customer requests (including

requests by third-party energy service providers who provide commodity
service) to have selected meters read on a single day in each calendar month.
PG&E indicated it will try to accommodate these requests for specific meter
reading and billing periods, “subject to various capacity constraints in the
measurement, billing, and collection processes.” (PG&E Brief, p. 64.) PG&E
states it has a limited capacity to do this. PG&E processes an average of 260,000
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bills per day and points out that changing metering or billing periods could
cause PG&E to incur additional costs. Therefore, we direct PG&E to ensure that
all incremental costs are borne solely by those customers or energy service
providers who request this special service. PG&E must file a new tariff charge
by advice letter to establish this service and recover these costs. This tariff
offering is much smaller and therefore more reasonable for an advice letter than

the proposal for real-time billing access previously discussed.

14.3. Periodic Assessment of Technology, Performance, and
Customer Demand for Information

While we recognize that PG&E’s AMI deployment meets our functionality
requirements as set forth, new technology may emerge that offers PG&E and its
customers increased reliability and performance enhancements. We expect
PG&E to monitor market place developments so, whenever feasible, it can
upgrade its AMI system and offer its customers technology upgrades. To enable
us to keep abreast of the AMI program, we will require PG&E to provide us with
semi-annual assessments of advancements in relevant technology and its AMI
deployment, beginning six months after the adoption of this decision. PG&E
shall provide this assessment to the Commission’s Energy Division, DRA and
other parties in this proceeding. These assessments should include general
information on advances in metering technology and infrastructure with specific
information, when available, on (1) meter/meter module reliability,

(2) meter/meter module costs and performance, and (3) movement or adoption
of open architecture standards for automated meters.

Through this process, the Commission intends to monitor PG&E’s AMI
system performance. PG&E’s semi-annual assessments must address both

system performance and system cost effectiveness. Within 180 days, PG&E is
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required to establish performance criteria in consultation with the Commission’s
Energy Division and DRA that can be used by PG&E to monitor and periodically
evaluate its system implementation. At PG&E's first semi-annual assessment,
PGE should self assess its AMI system based on these performance criteria. We
also expect PG&E to continuously review and evaluate its system cost
effectiveness - identifying costs and benefits realized versus those projected in
the utility’s AMI project application as approved. The semi-annual assessments
should include PG&E’s updated cost effectiveness review. In the future, the
Commission may consider incentive mechanisms to encourage PG&E to improve
the performance and cost effectiveness of its AMI project.

It is our desire to ensure that both customers and PG&E gain the full
benefits of AMI deployment— particularly with the rollout of demand response
tools such as time-varying rates. PG&E should also be encouraged to continue to
experiment with its own information systems and information services, and
regularly reassess customer demand for real-time energy usage information.
Therefore, PG&E's semi-annual assessment should examine (1) the ability to
provide real-time usage / pricing information to customers and (2) customer
interest in accessing real-time usage / pricing. PG&E shall stringently safeguard
customer privacy information and protect any market sensitive operating data as
needed.

In addition to the semi-annual assessment, PG&E should conduct an
annual workshop in conjunction with the California Energy Commission to
provide the vendor and intervener community with an opportunity to observe

and comment on PG&E’s AMI assessment.
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14.4. Conclusion

As discussed above we will adopt the gas and electric balancing accounts
proposed by PG&E. We will adopt PG&E's calculation of per-meter monthly
benefits: $1.7722/per meter-month for electric and $1.0366 for gas. We will
allow new construction pre-deployment costs in the balancing account at the
time of installation and benefits to accrue at the time the new construction
territory is converted to the AMI network. We direct PG&E to aggressively
pursue all operating and societal benefits and to provide detailed testimony in
the next general rate case reporting on the maximum potential for all such

benefits.

15. Environmental Review

There is no need for an analysis of PG&E’s AMI deployment pursuant to
the requirements of the California Environmental Quality Act (CEQA). The AMI
deployment falls within the exceptions found in either or both CEQA Guideline
§ 15301(b), for existing facilities of public utilities, and § 15302(c) for the
replacement or reconstruction of existing utility systems and/or facilities
involving negligible or no expansion of capacity. Therefore, the Commission is
under no legal obligation to undertake any environmental review before
approving this application.

16. Assignment of Proceeding

Michael R. Peevey is the Assigned Commissioner and Douglas M. Long is

the assigned AL]J in this proceeding.

17. Comments on Proposed Decision

The proposed decision of the ALJ in this matter was mailed to the parties
in accordance with Pub. Util. Code § 311(d) and Rule 77.1 of the Rules of Practice

and Procedure.
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Comments were filed by DRA, PG&E, TURN, and SSJID On July 5, 2006,
and reply comments were filed by TURN and PG&E on July 10, 2006. To the
extent changes were necessary as a result of the filed comments, they were made

in the body of this order.

Findings of Fact
1. PG&E selected DCSI to provide a Power Line Carrier technology for

electric meters and Hexagram, Inc. to provide a fixed network system with radio
frequency communication channels owned by PG&E for gas meters. The
selection was based on a review of proposals following a detailed request for
proposals.

2. The proposed systems meet the Commission’s functional criteria for AMI,
except that the electric communications system is not an open architecture
system. DSCI’s system does not create a bottleneck blocking other
communications over the electric distribution network. PG&E’s contract with
DCSI provides for a commercially viable licensing of the technology.

3. PG&E has implemented a project management structure that will provide
adequate oversight by senior managers. The proposed stipulation will provide
DRA and the Commission’s Energy Division the same data available to the
Executive Steering Committee that is relevant to monitor project deployment.

4. PG&E and DRA included a provision in a stipulation that might excuse
PG&E's actions due to a “transportation accident.”

5. PG&E and DRA included a provision in a stipulation that might excuse
PG&E’s actions during a “labor disputes” with its own workforce.

6. PG&E can evaluate, and when feasible, accelerate the deployment of AMI

technology by installing the communications network in new construction if and
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when there are likely savings by eliminating subsequent up-grades from non-
AMI equipped meters to AMI equipped meters.

7. PG&E can avoid unnecessary costs if it defers installing AMI in the
territory where the County of Yolo and Cities of Davis, West Sacramento, and
Woodland (Yolo/Cities) have contested pending condemnation proceedings. A
deferral avoids installing communication modules that may not be used by a
new service provider that acquires PG&E service territory and displaces PG&E
as the incumbent utility. Installing unnecessary AMI components otherwise
raises the cost of compensating PG&E for the acquired territory.

8. The project costs, as stipulated (see Table 1), are reasonable and within the
range of a likely litigated outcome. They include a risk based allowance for
unforeseen events. PG&E has a system in place to control and authorize the use
of the risk based allowance.

9. The stipulation for cost overruns in excess of the adopted budget will
share overruns between ratepayers and shareholders. The stipulation provides
that PG&E's shareholders will absorb 10% of up to $100 million without a further
reasonableness review. The 10% share provides PG&E an incentive to control
cost overruns.

10. The useful life of the AMI modules is 20 years. The appropriate
depreciation life is 20 years, the same as the useful life.

11. The avoided costs for demand response are reasonably forecast to be
$52 per kW year, using PG&E’s recommended method of calculation. We can
use this method and its results to evaluate the cost effectiveness of the AMI
project in this proceeding without prejudicing the outcome in Avoided Cost

Rulemaking 04-04-025.
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12. The advertising campaign for CPP is reasonably designed and necessary to
inform and attract voluntary customers likely to provide the expected demand
reductions during critical peak periods.

13. The project benefits, as stipulated (see Table 2), are reasonable and within
the range of a likely litigated outcome.

14. A voluntary critical peak pricing tariff for residential and small
commercial or industrial customers with under 200 kW demand will provide
PG&E with up to 15 critical peak events per summer season for customers to
reduce their load in exchange for an incentive pricing option. Certain customers,
primarily those with significant air conditioning load, can reduce their total bill
by up to 10% in exchange for a 25% reduction in their load just during the critical
peak periods. Other customers can benefit too.

15. A bill guarantee, limiting the CPP customer’s accumulated bills for the six
month CPP season to the total amount otherwise payable under the customer’s
default rate, provides a participation incentive through a customer’s first full
summer on the CPP tariff.

16. The demand response benefits from PG&E's proposed CPP will provide
positive benefits contributing to the AMI’s overall cost effectiveness.

17. Balancing accounts will allow PG&E a reasonable opportunity to recover
operating and capital costs as the AMI modules are deployed and put into
service. The balancing accounts will also ensure customers receive an offsetting
allowance for cost savings as PG&E’s operating costs are reduced.

18. AMI will not be fully deployed before PG&E’s next general rate case
which is scheduled to have a test year 2010. It is beneficial to ratepayers if the
Commission considers as an option to continue the balancing accounts in a test

year 2010 forecast that omits AMI implementation.
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19. The reasonable forecast of operational benefits per activated meter per
month are $1.7722/ per meter-month for electric and $1.0366 for gas.

20. Conventional rate base amortization of capital costs and annual recovery
of operational costs, net of operational benefits, reasonably recovers AMI costs
and benefits. Costs and benefits can be reviewed and adjusted in subsequent
general rate cases.

21. TURN'’s proposed levelized fixed amortization of lifetime project costs and
benefits is not a reasonable alternative.

22. Various societal benefits are likely to accrue as additional benefits from
AMI deployment, but they are not quantifiable for cost recovery or necessary to
determine that AMI is cost effective.

23. Customers need reasonable access to their energy consumption data. No
cost or low cost web-based options are appropriate for small customers.

24. PG&E can examine the possibility of allowing customers or energy service
providers to have flexible billing dates. A new tariff for this service will ensure
that any incremental costs are borne only by those who use the service.

25. The AMI deployment is not a project subject to CEQA.

Conclusions of Law

1. PG&E met its burden of proof and, with the other parties, presented
sufficient credible evidence to find that it is reasonable to authorize PG&E to
deploy the AMI project as modified in this decision.

2. Itis reasonable to affirm the ALJ determinations on confidential exhibits,
transcripts and briefs.

3. There is sufficient credible evidence to adopt as reasonable a project

budget of $1.7394 billion, inclusive of a Risk Based Allowance, or contingency, of
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$128.8 million and $49 million for pre-deployment costs approved in D.05-09-
044.

4. Ttis reasonable to adopt a 20-year life depreciation schedule for the AMI
communications module components based upon the system’s expected 20-year
useful life.

5. Itis reasonable to adopt a 10% shareholder and 90% ratepayer risk sharing
of cost overruns, not to exceed $100 million beyond the total project costs of
$1.6846 billion, and only conduct a post-fact reasonableness review of any costs
in excess of $1.7846 billion.

6. The cost overrun stipulation should be modified to clarify that
“transportation accidents” can only be included in force-majeure when PG&E
can demonstrate that it was neither intentionally nor negligently responsible for
any transportation accident-related delays to the project.

7. The cost overrun stipulation should be modified to exclude from force-
majeure “strikes or other labor disturbances” as a provision that might excuse
PG&E’s actions during a labor dispute with its own workforce or its vendors or
contractors.

8. The proposed balancing accounts provide and fair and reasonable means
for PG&E to recover the costs of deploying AMI and offset existing rates for the
forecast operational savings.

9. PG&E’s critical peak pricing rate design is a just and reasonable rate to
provide economic incentives for ratepayers to participate in a demand reduction
program.

10. A voluntary critical peak pricing rate design does not violated Water Code

§ 80110, provided that the customer receives adequate notice that by signing up
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for the program the customer waives certain otherwise applicable statutory
protections contained in § 80110.

11. It is reasonable to require PG&E to provide notice to customers, in
consultation with the Office of Public Advisor, to inform customers that they
waive certain statutory rights contained in § 80110 by signing up for the
program.

12. CPP rates will provide demand response benefits.

13. There was sufficient credible evidence demonstrating that PG&E’s
proposed AMI is likely to be cost effective over its useful life.

14. PG&E should defer installing AMI in the territory where the County of
Yolo and Cities of Davis, West Sacramento, and Woodland (Yolo/ Cities) have
contested pending condemnation proceedings to acquire PG&E service territory
and displace PG&E as the incumbent utility. This deferral avoids installing
communication modules that may not be used by a new service provider and
would otherwise raise the cost of compensating PG&E for the acquired territory.

15. PG&E should collect data on voltage measurements to determine if it is
feasible to regulate circuit voltage with its AMI infrastructure. PG&E should
provide a report on these matters in its next general rate case.

16. PG&E should provide free web access to day-after data for individual
customers.

17. Prior to offering more complex real-time access to customer data, PG&E
should conduct publicly noticed workshops to consider an automated data
exchange. PG&E should file an application to create an adequate record and
fairly assign any costs for such a service.

18. PG&E should ensure that all incremental costs for flexible meter reading

are borne by those customers that use the service.
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19. AMI deployment is not a “project” as defined by § 15378(a). Therefore, no

CEQA review is necessary.

FINAL ORDER

IT IS ORDERED that:

1. Pacific Gas and Electric Company (PG&E) is authorized to deploy the
proposed Advanced Metering Infrastructure (AMI) project as described and
modified by this decision.

2. PG&E’s electric and gas allocation proposals are approved. PG&E shall
file an advice letter in compliance with this decision in not less than 15 days, or
more than 30, to implement PG&E’s rate proposals to collect the revenue
requirement and modify its preliminary statements for the gas and electric
departments establishing the gas and electric balancing accounts as adopted in
this decision. The advice letter shall be effective upon its approval by the
Commission.

3. PG&E shall include in its compliance advice letter an electric tariff for a
voluntary Critical Peak Pricing (CPP) rates, as modified and adopted by this
decision, for residential customers and for its small commercial and industrial
customers with peak demand of less than 200 kW. The compliance advice letter
shall include PG&E’s proposal regarding bill protection for customers who opt-
out of the CPP program before the end of the bill protection period.

4. PG&E shall provide the Division of Ratepayer Advocates (DRA) and the
Energy Division a regular summary report of the following information as is
provided to PG&E’s Executive Steering Committee on the status of the Project:
(1) Project status; (2) Progress against baseline schedule including equipment

installation and key milestones; (3) Actual Project spending vs. forecast; and
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(4) Risk-based contingency allowance draw-down status. Unless more frequent
reports are necessary, these shall be monthly.

5. PG&E shall report to DRA and the Energy Division within 60 days of the
end of each CPP season the best estimate of demand response achieved during
each CPP event, if any, including the number of customers (by class) on the CPP
tariff and the participation rate of those customers during CPP events.

6. PG&E shall provide disclosure notices about specific provisions of the CPP
program, as described in Section 10.1.1. PG&E must consult with the Office of
the Public Advisor and obtain that office’s approval of the precise language to be
used in these notices. In addition, PG&E must consult with the Office of the
Public Advisor about the marketing and promotional materials it plans to use in
connection with the CPP program. PG&E shall include in those marketing and
promotional materials such disclosure language as the Office of the Public
Advisor may require.

7. PG&E may not deploy AMI technology in the territories where the County
of Yolo and Cities of Davis, West Sacramento, and Woodland (Yolo/ Cities) while
there are pending condemnation proceedings to acquire PG&E service territory
and displace PG&E as the incumbent utility. PG&E may not install AMI
components if the November 2006 election approves annexation without a
further order of this Commission. If the annexation election fails, PG&E may not
install AMI components until any legal challenge of the election is final.

8. PG&E shall evaluate and then accelerate the deployment of AMI
technology by installing the communications network in new construction
whenever there are savings by eliminating subsequent up-grades from non-AMI

equipped meters to AMI equipped meters. PG&E shall timely record the costs of
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early deployment in the balancing accounts and shall recognize the per-meter
benefits after the AMI modules are activated.

9. The cost overruns stipulation is modified to clarify the “force-majeure”
provisions that “transportation accidents” can only be included in force-majeure
when PG&E can demonstrate that it was neither intentionally nor negligently
responsible for any transportation accident-related delays to the project.

10. The cost overruns stipulation is modified to exclude from “force-majeure”
provisions “strikes or other labor disturbances” as a provision that might excuse
PG&E's actions during a labor dispute with its own workforce or its vendors or
contractors with respect to the cost overrun stipulation.

11. PG&E must file by advice letter a new tariff provision to provide free web-
access for individual customers to have access to day-after consumption data.

12. PG&E shall conduct publicly noticed open workshops prior to filing an
application for authority to implement an Automated Data Exchange to allow
customers and customer-authorized third parties access to detailed account data.
PG&E shall file the Automated Data Exchange application in not less than
180 days from the effective date of this decision.

13. PG&E shall collect data on voltage measurements to determine if it is
feasible to regulate circuit voltage with its AMI infrastructure. PG&E shall
provide testimony on these matters in its next general rate case.

14. PG&E shall serve testimony in its next general rate case to report on its
evaluation of customer acceptance, and measurements of the level of
participation, for the CPP rates adopted herein.

15. PG&E shall serve testimony in its next general rate case to present as an
option, continuing for the rate case cycle, the balancing accounts and cost savings

benefits as adopted herein (appropriately escalated and adjusted). This
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testimony shall present an alternative to forecasting the full impact on the test
year of the ongoing AMI deployment.

16. PG&E shall provide the Chief Administrative Law Judge, Energy Division,
DRA and all other parties in this proceeding a semi-annual report assessing AMI
deployment as set forth herein, beginning six months after the effective date of
this decision.

17. PG&E shall conduct an annual workshop in conjunction with the
California Energy Commission as described herein.

18. Application 05-06-028 is closed.

This order is effective today.

Dated July 20, 2006, at San Francisco, California.

MICHAEL R. PEEVEY
President
GEOFFREY F. BROWN
DIAN M. GRUENEICH
JOHN A. BOHN
RACHELLE B. CHONG
Commissioners

I reserve the right to file a concurrence.

/s/ JOHN A. BOHN
Commissioner
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DECISION ON PACIFIC GAS AND ELECTRIC COMPANY’S
PROPOSED UPGRADE TO THE SMARTMETER PROGRAM

1. Summary

By this decision, we authorize Pacific Gas and Electric Company (PG&E)
to proceed with its proposed SmartMeter Program Upgrade at a cost of
$466,760,000, subject to the conditions specified in this decision, and to increase
revenue requirements to recover the related costs.

The principal components of this electric meter upgrade include an
integrated load-limiting connect/disconnect switch, a home area network
gateway device and an advanced solid state meter. With the authorization of the
upgrade to PG&E’s previously authorized advanced metering infrastructure
program, the devices and functionalities are now comparable to that previously
authorized for San Diego Gas & Electric Company and Southern California
Edison Company.

Briefly, the decision:

e Adopts PG&E’s incremental meter device cost estimates.

e Reduces incremental cost estimates for certain retrofit, demand
response program, project management, information
technology, operation and maintenance and technology
assessment costs, along with related contingencies.

e Determines that, on a present value revenue requirement basis,
the upgrade is cost effective.

e Adopts a two-tier peak time rebate for PG&E and defers the
design of the incentive and funding of the program to PG&E’s
November 2009 rate design window filing.
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e Denies a request to exclude street light customers from the rate
increase.

e Orders PG&E to pursue automated meter reading for water
meters, by working with the water utilities in its service
territory, either through multi-party workshops or direct
dialogue.

This proceeding is closed.
2. Background

The Commission opened Rulemaking 02-06-001 as a policymaking forum
to develop demand response as a resource to enhance electric system reliability,
reduce power purchase and individual consumer costs, and protect the
environment.! PG&E’s Application (A.) 05-06-0281 emerged from the
Rulemaking and was PG&E’s proposal for full deployment of an advanced
metering infrastructure (AMI).

By Decision (D.) 06-07-027, the Commission authorized PG&E to deploy its
AMI project, which included automation of its gas and electric metering and
communications network (5.1 million electric meters and 4.2 million gas meters)
and consisted of metering and communications infrastructure as well as the
related computerized systems and software. Most of the meter inventory was to
be retrofitted with communications modules and redeployed.2 The Commission
adopted as reasonable a project budget of $1.7394 billion, inclusive of a risk

based allowance, or contingency, of $128.8 million and $49 million for pre-

L Order Instituting Rulemaking on policies and practices for advanced metering, demand
response, and dynamic pricing, filed June 6, 2002 and closed by D.05-11-009.

2 D.06-07-027 indicates that PG&E’s plan was to retrofit 54% of the existing electric meters
and 96.1% of its existing gas meters.
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deployment costs approved in D.05-09-044. The Commission also adopted
PG&E'’s rate proposal for critical peak pricing (CPP) tariffs.

The authorized AMI project was cost effective in that the present value
revenue requirement (PVRR) of the project costs, $2,258.3 million, was more than
offset by the sum of the PVRR of operational benefits, which amounted to
$2,024.2 million, and the PVRR of the demand response benefits associated with
the CPP tariffs, which amounted to $338 million.

Since the approval of PG&E’s SmartMeter Program the market in this area
has evolved rapidly. PG&E believes that the pace of this development was
enhanced by the approval of PG&E’s SmartMeter Program which signaled
greater opportunities for vendors of advanced metering equipment,
communication technology and in-home devices needed to support utility
advanced metering initiatives. Further incentive has been provided by the
applications of the other major investor-owned utilities (IOUs) in California for
AMI programs. PG&E states that the result, since the approval of its original
SmartMeter Program, has been substantial innovation and significant reductions
In cost.

On December 12, 2007, PG&E filed A.07-12-009, the focus of this decision,
requesting authority to further increase rates related to its AMI project (now
referred to as its SmartMeter Program) in order to upgrade three elements of its
SmartMeter Program technology. The three elements of the SmartMeter

Program Upgrade (or Upgrade), are:

e Incorporating an integrated load-limiting connect/disconnect
switch into all advanced electric meters;



A.07-12-009 ALJ/DKF/sid

e Incorporating a Home Area Network (HAN) gateway device
into advanced electric meters to support in-home HAN
applications; and

e Upgrading PG&E’s electric meters to solid state meters to
support the above functionality and to facilitate upgrades.

PG&E states that through this SmartMeter Program Upgrade, it will create
a foundation for building an infrastructure that will enable and empower new
ways of looking at energy use. New possibilities exist in the areas of energy
efficiency, customer satisfaction and system reliability.

PG&E estimates $572,453,000 in Upgrade costs that are incremental to
those costs authorized by D.06-07-027. The PVRR of the incremental costs is
$841,157,000, which is offset by incremental operational, conservation and
demand response benefits estimated by PG&E to be $1,063,124,000 (PVRR).

A prehearing conference was held on February 8, 2008, and the Assigned
Commissioner’s Ruling and Scoping Memo was issued on March 13, 2008. The
Division of Ratepayer Advocates (DRA), The Utility Reform Network (TURN),
and the California City-County Street Light Association (CAL-SLA) each issued
testimony on June 30, 2008. PG&E and the City and County of San Francisco
(CCSF) each issued rebuttal testimony on July 23, 2008. Evidentiary hearings
were held from August 4 through August 8, 2008. Opening briefs were filed by
August 29, 2008. Reply briefs were filed by September 12, 2008, at which time

this proceeding was submitted for decision.

3. PG&E’s Request
In its application, PG&E specifically requests that the Commission:

1. Approve PG&E’s SmartMeter Program Upgrade for construction
and deployment as described and proposed;



A.07-12-009 ALJ/DKF/sid

2. Allow PG&E to recover the actual costs of the Upgrade without
further reasonableness review if the actual cost of the Upgrade is
less than or equal to $623 million3 and to recover additional
reasonable amounts, if any, upon appropriate Commission
review;

3. Adopt PG&E’s proposed balancing account and other ratemaking
mechanisms to track actual costs and pre-approved benefits of
the Upgrade;

4. Adopt PG&E’s proposal of using forecast benefit amounts, as
presented in this Application, tied to the actual project
deployment schedule, for providing operating benefits of the
Project to customers, and also recognizing other benefits
associated with demand response and energy conservation;

5. Approve the Upgrade forecast revenue requirements presented
in this Application as the starting point for Project rates; and

6. Adopt PG&E’s proposal for changing electric rates on January 1,
2009 and on January 1, 2010, based on the approved forecast
revenue requirements, combined with balancing account
balances that true-up for actual costs and credited benefits
estimated for each rate change date, and any other permission
and authority necessary to implement the proposed rates.
As part of this proceeding, PG&E also requests authority to implement its

peak time rebate (PTR) proposal and recommends a single tier tariff to do so.

4, Positions of the Other Parties

Briefly, the positions of the other parties are as follows:

41. DRA

3 Since revised to $572 million.
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DRA recommends that PG&E’s Upgrade proposal be rejected, arguing that
it is not cost-effective. While DRA estimates that the advanced meters with the
HAN gateway device, integrated load-limiting connect/disconnect switch and
communication device can be procured at a substantially lower cost than
estimated by PG&E and maintains that certain other costs estimated by PG&E
related to project management, meter retrofits and technology assessment are
excessive, its estimates of benefits do not cover its estimates of adjusted costs.
DRA accepts PG&E's estimate of operational benefits and a portion of electric
conservation benefits, but for various reasons rejects PG&E’s estimate of gas
conservation benefits, PTR benefits and Title 24 programmable communicating
thermostat (PCT) benefits for use in evaluating the cost effectiveness of the
Upgrade. DRA also proposes a two tier PTR rate design as opposed to the single
tier proposal by PG&E. DRA also recommends that PG&E should further
investigate the cost effectiveness of augmenting its SmartMeter Program to allow
remote meter reading of customers” water usage for the larger water companies

in PG&E's service territory.

4.2. TURN

TURN recommends that the Commission reject this application, asserting
that (1) the operational benefits of the Upgrade project do not justify its costs,
and the program is highly unlikely to produce the demand response benefits that
PG&E expects; and (2) the AMI system with the HAN technology is expected to
obtain the same demand response benefits that would have been obtainable with
a cheaper, less risky air conditioner (AC) cycling switch and it would be
unreasonable to spend $572 million dollars for such results.

If the Commission proceeds with any part of the application, TURN
proposes that failure by PG&E to achieve 65% of the megawatt (MW) savings

_7.-
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approved in D.06-07-027 and 100% of the additional PTR and PCT MW savings

projected in this application should result in penalty payments to ratepayers.

4.3. CCSF

CCSF opposes PG&E’s request for a number of reasons including poor
technological choices in the original AMI proposal, little evidence to show the
estimated benefits will actually occur, and its perception that the actual
deployment of meters is not commensurate with the amount of money spent so
far on the project.

With respect to DRA’s recommendation that PG&E investigate the
possibility of remotely reading water meters for water companies within its
service territory, CCSF agrees that, to the extent feasible, water and electric
utilities should be cooperating and working together in the best interests of their
common customers. Because the City’s water utility is in the process of
implementing its own AMI system, the City indicates it is willing to work with

PG&E to avoid system redundancy.

4.4. CAL-SLA
CAL-SLA opposes PG&E’s proposal to increase street light rates for the

Upgrade costs, because SmartMeters won’t be installed in street lights and there

are no demonstrated and proven cost benefits to the street light class.

5. Choice of Technologies

As indicated, there are three principal elements to PG&E’s Upgrade
request - the HAN gateway device, the integrated load limiting
connect/disconnect switch and the advanced solid state meter. The devices are
described below. DRA supports the deployment of these particular devices, as

long as it is cost effective to do so.



A.07-12-009 ALJ/DKF/sid

5.1. HAN Gateway Device

The HAN gateway device will enable two-way communications directly
into a customer’s home. A key feature of the new communications technology
will be to give customers near real-time access to their energy usage data. PG&E
envisions this technology will enable it to send time and price indicators to the
customer’s meter, giving the customer the opportunity to participate in demand
response, time of use (TOU), and other energy management initiatives. PG&E

provides the following support for deployment of the HAN device:

e The emerging home area network technology is integral to the
future of energy usage, conservation and management. In the
future, appliances and other energy using devices will be more
intelligent than they are today. To take advantage of this
intelligence, the appliances will need to receive a signal
regarding the price and availability of electricity. The HAN
gateway device would provide the capability to transmit the
information from the meter to these smart appliances, energy
management systems and other energy using devices. The
HAN gateway device that PG&E would deploy is the bridge
between PG&E’s network and the customer’s home area
network. The gateway device will facilitate customers’
management of their energy usage via their connection to
PG&E’s network and the information that will travel among the
devices in the residence, the customer’s meter and PG&E.

e The HAN gateway device will position PG&E with a platform
that has the potential to communicate with programmable
communicating thermostats that are expected by PG&E to be
required by the California Energy Commission (CEC) through
Title 24 in all new and selected existing premises beginning in
2012.

e The HAN gateway device in combination with the solid state
meter and AMI will enable PG&E to better respond to load
reduction directives issued by the California Independent

-9._
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System Operator (ISO). This is because PG&E will be able to
confirm the fact that key energy using devices have responded
and will aid in the quantification of the amount of demand
response achieved. This capability would support the
minimization of the discount factor that is currently applied to
some demand response programs when PG&E files its resource
adequacy plans. Timely and affirmative verification of load
reduction will lead to better forecasting, increased
understanding of program performance and a reduction in
resource procurement.

5.1.1. CCSF’s Position
CCSF argues that the Commission should not approve PG&E’s Upgrade to

the extent PG&E would install HAN gateway devices in all of its electric meters.
According to CCSF, the technology PG&E seeks to deploy is not yet
commercially available, and PG&E cannot guarantee when its chosen endpoints
will be available for deployment at all, let alone in sufficient quantities for PG&E
to deploy nearly five million meters on a timely basis. CCSF adds that the
industry has still not set standards for HAN connectivity, and it is very possible
that PG&E will deploy five million devices that do not meet the eventual
standards and will require upgrading again in a few years.

CCSF also states that the HAN system need not be included in the meter,
but instead could be separate from the meter. According to CCSF, deployment
in this manner, rather than through the endpoints, would insure that the costs of
acquiring a HAN network are appropriately allocated to those customers who
would chose to purchase such a network because they are likely to benefit from
HAN products and services.

Finally, CCSF states that San Francisco residents are not likely to be among
those who would benefit from HAN technology for two reasons. First, there is a

larger percentage of renters and persons living in multiple dwellings in San

-10 -



A.07-12-009 ALJ/DKF/sid

Francisco than there is in the rest of the State of California. According to CCSF,
these types of customers generally use less energy than other residential
customers, and might not want to incur the expense to purchase HAN-enabled
appliances. Second, because of its climate, San Francisco residents are less likely
to have central air conditioners, which would be one of the primary sources of
reduced electrical use.

Regarding CCSF’s first argument, PG&E states that CCSF ignores the fact
that the Commission has already found that the time is ripe for SDG&E to
deploy HAN devices* and the Commission has issued a proposed decision that
would authorize SCE to deploy HAN devices. According to PG&E, in order to
promote statewide consistency for this developing industry, the timing is
excellent for PG&E to work with SDG&E and SCE and to deploy devices with
consistent standards. PG&E adds that CCSF’s argument also ignores the work
proposed by PG&E in the Upgrade to shape the development of this burgeoning
industry and to ensure that there is a statewide open standard for HAN
communication systems that is secure, upgradeable and extensible.

Regarding CCSF’s second argument on the merits of a stand-alone HAN
device, PG&E asserts that it lacks evidentiary support, in that CCSF’s argument
finds its source in the study of SmartMeters conducted by CCSF that was
excluded from the record of this proceeding.¢ According to PG&E, while the

4 D.07-04-043.

5> A final decision, D.08-09-039, was issued, and authorizes SCE’s deployment of HAN
devices.

¢ In an oral ruling, the administrative law judge denied the request of CCSF to leave the
record open for the purpose of considering an upcoming study on PG&E’s SmartMeter

Footnote continued on next page
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administrative law judge clarified that “[m]uch of the information in the
contemplated study as it relates to the testimony submitted in this proceeding
can be provided by the City to the Commission through the briefing process,”
there is no testimony submitted in this proceeding on the value of stand-alone
HAN devices; and CCSF’s argument is thus substantively and procedurally
improper and must be rejected.

Regarding the third argument, PG&E states that CCSF ignores the fact that
renters have financial incentives to reduce their energy costs, just as owners do.
PG&E believes that all customers, whether they are renters or owners, deserve
the opportunity to use HAN devices to reduce their energy consumption and

that it is good public policy to promote such reductions.

5.1.2. Discussion

This is an appropriate time to authorize deployment of HAN gateway
devices for PG&E. PG&E’s request to do so is reasonable. We have already
authorized such deployment for both SDG&E and SCE, and to do for PG&E
would ensure statewide consistency as long as their efforts are coordinated. We
feel such consistency is important in providing a basis on which the HAN
technology can efficiently develop and for providing a large market force that
can be influential in developing appropriate standards. Also, as part of this
decision, we authorize funds for PG&E to continue to work with the other
utilities is California and throughout the United States to establish standards for

HAN technology and applications. In authorizing deployment of HAN devices

Program that would be conducted by certain departments within CCSF. See 5
RT 779-781.

-12 -
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for PG&E at this time, we feel reasonably assured that the utility will be able
incorporate this evolving technology in its meter deployment plan.

We are unable to judge the merits of a stand-alone HAN gateway device.
As indicated by PG&E, there is no evidentiary record in this proceeding
regarding such a device, since this issue was raised by CCSF in its opening brief
that was filed on August 29, 2008. The proper time to have raised this issue was
June 30, 2008 when intervenor testimony was due. That would have allowed
time for discovery and rebuttal testimony and provided the opportunity for
cross-examination by other parties during evidentiary hearings. That being said,
if a customer has no need for the HAN gateway in the meter, and if a stand-alone
HAN system is available, we see no reason why that customer should not have
the opportunity to purchase and use such a system separately from the HAN
gateway provided by PG&E through its meter. The important point is that all
customers should have the opportunity to use HAN devices to reduce their
energy consumption, and it is good public policy to promote such reductions.
However, for that same reason, customers should have the opportunity to use
the HAN gateway through PG&E’s meter, and we feel the most cost effective
way to provide that access, over the long term, would be through PG&E’s meter
deployment plan rather than through random retrofits.”

To facilitate the HAN concept, PGE should work with the other major
California energy utilities to strive for statewide, easily understandable

information and other resources, as appropriate, to increase consumer awareness

7 Evidence in this proceeding indicates that the incremental costs of installing a HAN
gateway device after the meter and disconnect switch have already been installed is

Footnote continued on next page
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of commercially available HAN technologies and HAN-enabled benefits and to
promote the adoption of such HAN technologies by consumers in order to
facilitate their ability to understand their energy consumption and costs and to

optimally utilize their discretionary options.

5.2. Load Limiting Switches
PG&E explains that when it developed its original AMI application in 2005
(A.05-06-028), the most cost-effective option for remote meter “turn-on/turn-off”
was to add a “connect/disconnect collar” mounted separately and in conjunction
with the electromechanical meter. Thus, PG&E's original project included
adding a connect/disconnect collar to 600,000 electromechanical meters.
Because of advances in solid state meter and load limiting switch technology, as
well as decreases in the relative costs of the components, PG&E now proposes to
install integrated load limiting switches for all of PG&E's residential and single
phase, 200-amp, self-contained meter customers. PG&E provides the following
support for deployment of the integrated load limiting switch:
e [tis important to provide all residential electric customers with a
load limiting switch, not just the 600,000 envisioned in the
original AMI Application, so that the PG&E’s customers, the
utility and the state of California (State) can benefit from the
increased functionality provided by the new switches. The new
load limiting switches provide significantly more functionality
compared to the collar associated with the electromechanical
meters. That is because the switch built into the collar was
designed as an on/ off toggle, was not integrated into the

metrology of the meter and, therefore, provides no real
opportunities for load limiting and energy management

nearly nine times the cost of the HAN gateway device. For example, see Exhibit SWC,
the eighth page (unnumbered) of the Appendix 10-1 workpapers.

-14 -
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programs. On the other hand, the load limiting ability of the new
switch is created by the joining of a programmable
connect/disconnect switch with an intelligent solid state meter
and integrating these components with the two-way
communications capability delivered by PG&E’s AMI system.
The switch will enable the development of different options that
will allow customers and PG&E to control not just whether the
power is on or off, but how much power can be used at any given
time, and this combination of technologies results in adjustable
load limiting capabilities around which a variety of programs
and/or rate offerings can be designed to take advantage of this
flexible energy service control tool.

e The increased functionality of the load limiting switch will also
help PG&E and the State in designing and implementing
improved demand response programs that will reduce overall
energy usage, will reduce load on the system and will improve
overall reliability of the system. The presence of load limiting
switches could help the ISO and PG&E to provide area-wide and
system-wide relief during peak usage periods without
completely shutting down critical systems. This view is
corroborated by the Federal Energy Regulatory Commission
(FERC) in their 2007 Assessment of Demand Response and
Advanced Metering report which states, “remote
connect/disconnect may also be valuable for its ability to avoid
extended outages and overloading of transformers at critical
peak by allowing grid operators to disconnect customers where
lines are stressed. The ability to ensure less energy is used by
PG&E’s customers in capacity or infrastructure constrained areas
will lead to fewer customer outages, fewer required distribution
assets and less generation.

5.2.1. CCSF’s Position
CCSF states that PG&E appears to be putting forth the ability to limit load

to essential services through the endpoints as a means of “keeping the lights on”
to some degree, rather than incur rolling brown or black outs, and this

explanation would appear to include the belief that this feature will curtail the
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use of video games and other non-essential electrical uses. CCSF argues that
these load-limiting switches reduce loads indiscriminately, and it would be
incumbent on PG&E’s customers to choose how they will use the reduced
amount of electricity that PG&E would make available. According to CCSF,
customers, especially small customers, with little in the way of non-essential
load, still would have paid the price for instituting measures to control loads
used by higher energy users.

CCSF also states that there is no evidence in the record that the software
required to effectively manage these load limiting switches is presently available,
or even that it is expected to be available any time soon.

It is CCSF’s position that, since it appears that PG&E’s remote
connect/disconnect switch is an investment that PG&E has only proven to have
operational value when used with delinquent customers, there is no reason that
the Commission should authorize PG&E to install this functionality on all
residential meters.

In response, PG&E states that CCSF ignores the evidence provided by
PG&E that explains the variety of benefits available from these devices. First, the
devices provide PG&E with the ability to remotely connect or disconnect
customers. Second, the devices provide PG&E and state officials a platform
upon which to design new rate options for customers. Third, the devices would
give greater control to the ISO and PG&E to provide area-wide and system-wide
relief during peak usage periods without completely shutting down critical
systems. This should result in fewer, or shorter, outages. PG&E adds that the
operational benefits from the first category alone amounts to over $150 million

(PVRR), an amount that has not been challenged.
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5.2.2. Discussion

We agree with PG&E that the increased functionality and the potential
uses of the integrated load limiting connect/ disconnect switches justifies
providing all electric residential customers with such switches. This
functionality could be used to implement certain demand response programs
and to provide area-wide and system-wide relief during peak usage periods.
Such opportunities are in the public interest and are not available under PG&E’s
original AMI program. Also, the integrated load limiting connect/disconnect
switch provides significant incremental operational benefits related to field
technician labor savings for connect/disconnect services.

Finally, we note that CCSF raised the issue regarding the availability of the
software required to effectively manage the load limiting switches in its opening
brief. We also note that CCSF does not provide any reason why it believes that
the necessary software does not exist or will not exist soon. This issue should
have been raised in prepared testimony so that an evidentiary record could be
developed through rebuttal testimony and evidentiary hearings. In its
testimony, PG&E has acknowledged that modifications and interface changes
will be required to create new credit/collection templates, start/stop algorithms,
and partial load limiting functionality® and has included such costs in its
information technology system integration chapter.® While nothing is certain,
PG&E is taking reasonable steps to ensure the effective operation of the

integrated load limiting connect/disconnect switches.

8 In this proceeding, PG&E has not proposed to implement any of the load limiting
capabilities of these switches, but rather only the connect/disconnect capability.

9 See Exhibit 3, Chapter 4, pp. 4-5 through 4-6.
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5.3. Advanced Solid State Meter
In PG&E’s original AMI Application, PG&E proposed deployment of
electromechanical electric meters for the majority of its residential electric service
customers. The remainder of the residential as well as all commercial customers
would receive solid state meters. According to PG&E, for deployment to date,
this meter mix has worked as intended and, accordingly, has met the objectives
of PG&E’s original AMI Application. In the current application, PG&E proposes
a transition in this mixture to the deployment of solid state ubiquitously. PG&E
states that the solid state meter will be the platform for the intelligent, integrated
metering solution that will enable PG&E to provide a number of new capabilities
including a HAN gateway device (enabling price signals, load control and near
real time data for residential electric customers) and load limiting disconnect
switches. All of these things, and potentially more features in the future, are
possible because of the increased processing power, memory storage,
programmability, and upgradeability provided by the solid state meter platform.
PG&E provides the following support for deployment of the advanced solid
state meter:
e As PG&E and other utilities demonstrate the need for, and
interest in, advanced metering technology to support their
advanced infrastructure projects, the industry’s vision has
expanded, the functionality of the new meters has increased and
the prices for solid state meters and other integrated components
have decreased. The current generation of solid state meters is
programmable, have additional data storage capacity and
possess processing capabilities that will expand both the
usefulness and the reliability of the meter. Unlike
electromechanical meters, current generation solid state meters
are the only meters that have the native capability to support

communication with HAN and the integrated load limiting
switch.
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e Asaresult of the advanced processing capabilities and the
memory built into the solid state meter, as well as the
communications provided by PG&E’s AMI communications
network, PG&E will be able to upgrade meter functionality
remotely by communicating changes to a combination of both the
software and the firmware inside the solid state meters, thus
taking advantage of how these devices are designed. The
capability to upgrade the meter (as well as the AMI and HAN
devices) gives PG&E greater flexibility to respond to changes in
technologies and marketplace developments and helps to
“future-proof” these technologies.

e The increased memory at the meter device will provide a
platform for more reliable data integrity. The increased
reliability results from the ability to store more data at the meter
device, data that can be specifically identified with the residence
before it is centralized with other information in PG&E's
databases. Because some historic usage data will also reside at
the meter device, PG&E anticipates that this will provide an
alternate source of data to resolve various customer billing
issues.

e Additionally, because of the increased memory at the meter
device, PG&E will be able to collect greater amounts of usage
data which could support valuable research studies. Such
studies could provide useful information to PG&E in support of a
variety of operations and maintenance procedures and could be
used to develop studies that PG&E anticipates would be valuable
to the ISO, other agencies and the State as they work to manage
distribution grids and electricity consumption.

No party disputes the technological merits of the advanced solid state
meter or PG&E’s decision to deploy it ubiquitously as part of the Upgrade.

PG&E’s decision to do so is reasonable.

5.4. Network Technologies
As part of its original AMI proposal in A.05-06-028,
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PG&E selected Distribution Control Systems, Inc. (DCSI) to provide
a Power Line Carrier technology for electric meters and Hexagram,
Inc. to provide a fixed network system with radio frequency
communication channels owned by PG&E for gas meters. These
selections followed a detailed Request for Proposal (RFP) and
evaluation process. PG&E'’s testimony showed that the DCSI system
has been deployed by a number of other utilities (none as large as
PG&E) to provide a sufficient demonstration of the technology’s
reliability and functionality. The technology provides two-way
communications to each customer’s meter. The technology also
allows other functions including direct polling to the meter by
PG&E which can assist in completing customer service related
requests; and it has the potential for direct communication with in-
home devices like thermostats and load control switches.”10

PG&E indicates that it is evaluating the possible implementation of an
enhanced communication network, which would be implemented without
seeking any additional costs for that network in this application, and would
provide greater benefits than the power-line-carrier technology discussed in

A.05-06-028.

5.4.1. DRA'’s Position

While DCSI employs a power line carrier technology, Hexagram'’s
technology is radio frequency (RF) based. DRA understands that PG&E is
considering a Silver Springs Networks RF technology to replace the DCSI power
line technology for electric customers. DRA does not believe that two separate
and overlapping RF networks, one for gas and a separate network for electric are

well advised. DRA states that a single RF system by various vendors, including

10 D.06-07-027, pp. 18-19.
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Aclara!! RF or Silver Springs RF is capable of doing both. DRA is indifferent to
the choice of Aclara RF versus Silver Spring RF, provided that the costs of the
change and the additional costs of operating and maintaining two RF systems
are not borne by ratepayers. According to DRA, a single RF system serving both
the gas and electric metering requirements in all but the deep rural areas was the
obvious choice from the outset of the PG&E project.

In response, PG&E states that DRA provides no evidence to support the
contention that a single RF network is better than dual networks for gas and
electric and also contradicts its own prior position on this issue.

PG&E states that the Upgrade seeks no funding for its network
technologies, and the costs of managing its networks - including the change to a
RF mesh network for electric - will be handled as part of the funding provided in
the original AMI case. PG&E also states that despite DRA's opinion in the
original AMI case that, “[m]ixed technology systems, tailored to the applications
and as proposed by a number of highly competent firms, would ordinarily be a
more attractive choice than stretching the capabilities of a single communications
technology” and that the choice would ultimately come down to an economic
one, DRA now contradicts its former position and attempts to assert that a single
technology for the network is always a better choice. PG&E also adds that
DRA’s witness testified during the hearings that he did not perform any
economic analysis comparing PG&E's proposed dual network infrastructure.

Therefore, PG&E argues that DRA has no basis for making these claims.

11 Aclara was formerly known as Hexagram.
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DRA has not made a functional distinction between traditional RF based
networks such as Aclara RF and RF Mesh based networks used by Silver Spring
Networks. By treating the Aclara RF and Silver Spring Networks technology as
fungible, PG&E indicates that DRA ignores the key differences in functionality
between the two technologies, namely that an RF Mesh system does not have the
same economic disadvantages as RF-based systems in rural areas, because it is
not limited to moving data from a meter to a data collection unit in a single fixed
path and therefore requires a less costly data collection unit infrastructure.
PG&E also states that Silver Spring Networks does not have a proven and
established product for gas meters and therefore it would not be advisable to use

this technology for the gas meters.

5.4.2. Discussion

In its Upgrade request, PG&E is not requesting additional funds for either
its electric or gas networks, and we will not authorize any such increases in this
decision. We recognize that certain technologies have evolved over the course of
PG&E’s SmartMeter project making them more cost-effective to employ, and we
expect PG&E to manage the project in a way such that the more cost-effective
approaches can be merged into the deployment plans. For this reason, we will
not impose conditions regarding the specific type of communications network or
types of networks that PG&E should employ for its electric and gas AMI
systems. We only require that whatever PG&E chooses to do, the selected
network(s) must provide the necessary functions in the most reasonable cost-

effective manner.
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6. Cost-Benefit Analysis

6.1. Incremental Cost/Benefit Analysis

PG&E has presented its estimate of the incremental costs and benefits

associated with the Upgrade as detailed in Tables 1 and 2 below. PG&E’s

estimate of incremental costs is $841 million (PVRR), while its estimate of

incremental benefits is $1,063 million (PVRR). By PG&E’s estimates, incremental

benefits of the Upgrade exceed incremental costs by $222 million, and the

Upgrade is thus cost effective. As discussed further on in this decision, other

parties disagree with PG&E’s definition of incremental costs and benefits, as well

as with PG&E'’s quantification of costs and benefits.

Table 1

PG&E's Estimates of Incremental Costs

Nominal
Deployment Costs
Meter Devices (Less HAN and Electromechanical $ 310,757
Meter Upgrades)
HAN Retrofit 32,032
Electromechanical Meter Retrofit 37,312
Information Technology 48,433
Title 24 Program Costs -
Peak Time Rebate Costs 18,342
Project Management 15,318
Training 1,697
Risk Based Allowance 57,371
Subtotal $ 521,262
Operations and Maintenance Costs
Operations and Maintenance $5,129
Risk Based Allowance 582
Subtotal $5,711

Incremental Costs

PVRR

(Dollars in thousands)
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29,676
40,431
52,589
37,906
27,592
17,954
1,592
55,568

$ 749,666

$ 49,435
521
$ 49,956
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Other Costs

Technology Assessment

Risk Based Allowance
Subtotal

Total Incremental Costs

Table 2

$ 37,900
7,580
$ 45,480

$ 572,453

PG&E's Estimates of Incremental Benefits

Operational Benefits

Integrated Connect/Disconnect Switches
Avoided Field Visits
Improved Cash Flow
Reduced Bad Debt

Tax Benefit from Meter Replacement
Subtotal

Energy Conservation/Demand Response Benefits
Electric Conservation
Gas Conservation
Peak Time Rebate
A/C Cycling
Subtotal

Total Benefits

$ 35,285
6,249
$ 41,534

$ 841,156

Incremental Benefits

Annualized

PVRR

(Dollars in thousands)

$ (6,682)
(969)
(2,429)

n/a
$ (10,080)

n/a
n/a
n/a
n/a
n/a

n/a

$ (114,702)
(11,174)
(26,756)

(11,799)
$ (164,431)

$ (311,881)
(167,190)
(290,222)

(129,401)
$ (898,694)

$ (1,063,125)

PG&E considers any costs and benefits related to its total AMI project

(original plus Upgrade) that were not specifically included in the original AMI

project cost/benefit analysis to be incremental for the purposes of justifying the

cost effectiveness of the Upgrade. For instance, the PTR program will be

functional with the completion of the Upgrade. The costs and benefits of the

PTR program were not included in the original AMI project cost/benefit

analysis. PG&E has therefore included the PTR program in the cost/benefit
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analysis used to justify the cost effectiveness of the Upgrade. As described
above, using this definition of “incremental” and PG&E’s estimates of costs and
benefits results in the cost effectiveness scenario where Upgrade proposal

benefits exceed costs by $222 million.

6.1.1. Positions of the Other Parties
DRA believes that Upgrade benefits that could have been achieved by the

original AMI system that was approved by the Commission in D.06-07-027,
should be excluded from the cost-effectiveness analysis for the Upgrade. For
instance, DRA excludes PTR benefits from the Upgrade analysis because, in its
opinion, PTR can be implemented with the functionalities of the meter
equipment that was included in the original AMI project. DRA argues that, if
benefits could have been achieved by the original system, they are not truly
incremental benefits made possible with the Upgrade. Using this definition of
“incremental” and DRA’s estimates of costs and benefits results in a cost
effectiveness scenario where Upgrade proposal costs exceed benefits by

$76 million.

TURN and CCSF agree with DRA’s definition of incremental. TURN also
notes that, as early as May 2005, PG&E stated to the Commission (justifying its
original authorization) that its proposed AMI system could accommodate, not
only the rates that were identified by the Commission, but also any future
dynamic tariffs that might be contemplated by the Commission over time. Thus,
according to TURN, it is analytically incorrect to apply demand response
benefits to this “AMI Upgrade” because (a) PG&E’s original technology choice
clearly is able to measure hourly data necessary for implementing a PTR and (b)
PG&E has testified to the Commission that its original AMI technology had the

technical flexibility to accommodate any future changes in to dynamic rates.
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In response, PG&E states that “incremental costs” are costs beyond what
were identified in the original project, “incremental benefits” are benefits beyond
what were originally identified original and incremental costs should equal total
costs, and original benefits and incremental benefits should equal total benefits.
PG&E asserts that DRA’s definition of incremental is unduly restrictive and
unreasonable, because it eliminates any benefits that could have been achieved
with PG&E's original AMI technology even though such benefits were not
counted in the first case and it undervalues the benefits that will be achieved
through the HAN device and IHDs.

PG&E adds that DRA’s thesis is further undercut by the fact that the level
of conservation and demand response benefits PG&E claims in the Upgrade
could not have been achieved without the further expenditures contained in the
Upgrade. While the original technology certainly created the foundation for
such benefits, further expenditures for IT and the HAN were still required.

PG&E also states that DRA’s position is fundamentally unfair in that DRA
penalizes PG&E for being a leader in bringing advanced metering to California
and implementing its SmartMeter program in two phases and DRA’s approach
denies PG&E the ability to count benefits that its SmartMeter Program will
generate - benefits that SCE and SDG&E are able to count in their respective
business cases. PG&E argues that it should not be treated differently than the
other California IOUs just because PG&E's project is being deployed in two
phases.

6.1.2. Discussion

Parties agree that an incremental analysis is the proper way to analyze the
cost effectiveness of the Upgrade. In its application showing, PG&E justifies the

Upgrade on an incremental basis, and DRA and the other parties have evaluated
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PG&E’s request assuming an incremental analysis, but defining “incremental”
differently than PG&E, as described above.

There is much to be said for DRA’s definition of incremental. Certainly if
the Upgrade were cost effective under that definition, all parties would agree
that it would be economically justified. However, there are factors that lead us
to believe that, for the purposes of this proceeding, DRA’s definition of
incremental based solely on functionality is unduly restrictive.

First of all, DRA rejects all PTR benefits as estimated by PG&E under the
assumption that all PTR related benefits could have been achieved through the
original AMI project. DRA makes this assumption based primarily on the time
differentiation function of the original AMI project. We agree with PG&E that
PTR benefits are augmented by the HAN functionality. 12

Also, PG&E correctly points out that the levels of conservation and
demand response benefits PG&E claims in the Upgrade cannot be achieved
without the further expenditures contained in the Upgrade. Much of the PTR
program costs and associated IT costs, as contained in PG&E’s Upgrade request,
are essential for obtaining the conservation and demand response benefits as
justified and forecast by PG&E. Those costs were not included in PG&E’s
original AMI case, so it is highly likely that, without these Upgrade
expenditures, the benefits would not be derived to the extent estimated by
PG&E, if at all. From that standpoint, PG&E’s use of incremental makes some

sense in that the realized benefits directly derive from the incremental Upgrade

12 For instance, TURN indicates that PG&E could have implemented PTR without the
HAN functionality, but PG&E would have to spend and additional $5.7 million per year
on marketing without HAN to achieve the same awareness level target.
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costs, even those benefits that might be associated with the original AMI project
functionality. It might make more sense to have assigned or allocated PTR
program and associated IT costs to both the original AMI project and the
Upgrade. That would be a way to determine the truly incremental PTR costs
associated with the Upgrade, assuming that PTR would have been provided as
part of the original AMI project. We only note that such an analysis was not
done.

Furthermore, DRA’s definition of incremental results in PTR benefits not
being recognized at all for SmartMeter program cost effectiveness purposes. For
PG&E, PTR program benefits were not included in the original AMI case and,
under DRA’s proposal, would not be included in the Upgrade. We note that the
PTR program was recognized as a benefit in the cost effectiveness analyses for
both SDG&E and SCE in their AMI proceedings, and we see no reason to treat
PG&E any differently. Under PG&E's definition of incremental, all appropriate
AMI benefits are included in either the original AMI case or Upgrade cost
effectiveness analyses.

In certain respects, DRA’s definition of incremental is essentially at odds
with the manner in which the Commission evaluated the AMI requests of
SDG&E and SCE. Even though both SDG&E and SCE each filed only one
application, an incremental analysis based on functionality could have been
applied in determining the reasonableness of the requests. For example, based
on what was authorized for PG&E in its original AMI application, the
Commission could have analyzed SDG&E’s and SCE’s need for the additional
functions (higher functioning solid state meters, integrated load limiting
connect/disconnect switches and HAN Gateway devices) based on the specific

cost effectiveness of those additional functions. In doing so, the Commission
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could have determined that CPP, PTR and certain aspects of electric conservation
could be achieved with a basic system similar to that in PG&E’s original AMI
proposal and should not count as benefits to be associated with the proposed
additional functionality of the HAN gateway, integrated connect/disconnect
switches or advanced solid state meters. The Commission could have sought the
minimal functionality, and least cost, that would be necessary to implement
proposed benefits. However, the Commission did not go down that path in the
case of either SDG&E or SCE. If it had, certain of the newer technologies and
additional functionalities may well have been determined not to be cost effective
and rejected.

Viewing costs effectiveness as we did for SDG&E and SCE and as
proposed by PG&E provides for a certain amount of discretion on our part with
respect to ensuring that our actions are consistent with good public policy and
the overall long-term interests of the ratepayers. We support the concept of the
new technologies and believe it would be inappropriate to reject them for PG&E
simply because PG&E made its proposal in two phases as opposed to one phase.

For these reasons, PG&E’s definition of incremental is reasonable and is in
many ways consistent with the way the Commission viewed cost effectiveness
for SDG&E and SCE. We will use it in our cost effectiveness analysis of the
Upgrade.

6.2. Total Cost/Benefit Analysis

In its rebuttal testimony, PG&E raised the concept and issue of a total cost
benefit analysis, when it evaluated the total of its original AMI case costs and
benefits and its proposed Upgrade costs and benefits and compared the total
results with those in the AMI cases for SDG&E and SCE.
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According to PG&E, on a total basis, its SmartMeter program costs are
$3.099 billion (including technology evaluation), while the most conservative
benefit figure is $3.426 billion,!3 which results in benefits exceeding costs by 11%.
PG&E compares this to SDG&E and SCE where a range of projected benefits
resulted in benefits exceeding costs by a range of 6% to 8% for SDG&E and 0.6%
to 18.6% for SCE.

6.2.1. DRA'’s Position
DRA opposes PG&E use of total cost/benefit comparisons, first of all,

because there is insufficient information in the record to adequately compare
PG&E’s per meter costs with those of SCE and SDG&E. Beyond this, there is the
significant question of whether applications for major capital expenditures
should be evaluated on a total basis that includes the costs and benefits of a prior
case. According to DRA, economists generally favor performing cost-benefit
analyses on an incremental basis. The reason for this is because, even if a project
can be justified on a total basis, if an incremental investment has a negative net
present value, going forth with the incremental project dilutes the costs and
benefits of the initial project. Economists aim to maximize the net present value,
and this requires that each increment stand or fall in terms of whether it adds net
present value to the overall project.

Furthermore, DRA states that looking at both AMI cases on a total basis is

extremely difficult to do in the post-rebuttal stages of the proceeding, and to now

13 PG&E states the benefit figure is conservative because it continues to use the figure of
$52/kW-yr for the avoided cost of capacity for the initial portion of the project. If the
figure were increased to $85/kW-yr as was done for the second portion of the project,
the benefits increase to $3.598 billion. PG&E adds that if remote programmability
benefits are also included, the benefits figure increases to $4.118 billion.
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be asked to look at the case on a total cost and benefit basis is a violation of
DRA’s due process rights because an entirely different kind of analysis would
have been required. DRA states that if it were to evaluate PG&E’s case on a total
basis, it would need to consider inefficiencies that have been produced by PG&E
changing technologies and vendors after deploying more than half a million
endpoints, adding that the most obvious inefficiency is the need to discard either
entire endpoints or internal parts of endpoints and the additional labor costs
involved in doing so. DRA concludes that if the Commission believes that this
would be a preferable way to view PG&E’s case, then it should reject the current
application and ask PG&E to file a new case in which the analysis is presented on
a total basis.

In response, with respect to DRA’s argument that the costs of the other
IOUs are not directly comparable, PG&E states that, even if some allowance were
made for the differences, the inescapable conclusion remains that PG&E’s overall
costs for both phases compare favorably to SCE’s and SDG&E’s costs. More
specifically, according to PG&E, this result further demonstrates that PG&E is
managing all aspects of its project - original project, transition and Upgrade - in
a reasonable manner.

With respect to DRA’s argument that a total cost/benefit analysis does not
include inefficiencies, PG&E states that its analysis includes all costs, including

for example retrofit costs, one of the inefficiencies that DRA identifies.

6.2.2. TURN’s Position
TURN asserts that the Commission should disregard any attempts to

analyze the SmartMeter Upgrade project on a total cost basis, because there is
insufficient data in the record to accurately engage in such an analysis.

According to TURN, because costs and benefits that have been recorded so far
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are not on schedule with the costs authorized in D.06-07-027, in order to evaluate
the Upgrade on a total project basis, PG&E would need to file the costs and
benefits that have actually been recorded since the date of implementation of
D.06-07-027 to today and reevaluate the total project costs going forward. TURN
also asserts there are additional costs that have not been included in either the
original AMI or Upgrade filings.

In response, PG&E indicates that it is true that the timing is different, but
the fact remains that both costs and benefits were delayed. Further, PG&E
indicates that, in spite of delays, it still intends to complete the whole project
within the budget established by the Commission and to obtain the same
benefits. In answer to TURN's argument that there are additional costs that will
need to be added to the project cost, PG&E states that this assertion is wrong and

that PG&E has included all known costs in its cost-benefit analysis.

6.2.3. Discussion
We agree with DRA and TURN that the record in this proceeding is

insufficient for determining the cost effectiveness of PG&E’s SmartMeter
program on a total basis, especially when comparing PG&E with SDG&E and
SCE. We do note though that PG&E has proposed an incremental analysis as
discussed above, which is its principal justification for the Upgrade. It provides
the total cost comparisons as additional justification for its request.

In concept, we do agree with PG&E that the original AMI costs and
benefits plus the Upgrade costs and benefits would equal the total costs and
benefits. However, it is uncertain whether all costs and inefficiencies have been
included or not. Certainly the inefficiencies identified for the Upgrade would be
reflected and TURN has not provided solid evidence of costs that have been

omitted, but because PG&E’s Upgrade proposal was not presented on a total
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basis, those types of issues were not necessarily analyzed in any detail. There is
therefore some uncertainty as to whether all costs and inefficiencies are reflected
correctly when looked at in total. For that reason, we would not use a total cost
analysis as the basis for approving or rejecting the Upgrade. However, we see
no reason why a total analysis cannot be used to show whether or not the cost
effectiveness of PG&E’s SmartMeter program is in the range or generally
comparable to that of SDG&E and SCE. Our use of total analysis results will be
limited to that.

6.3. Future Upgrade Cases

DRA recommends that the Commission provide clear directives to PG&E
on how to present future upgrade cases. That is whether any such request
should be presented on a total basis or on an incremental basis. DRA also
believes there should be limitations on how frequently PG&E should be allowed
to file upgrade applications.

In response, PG&E states that it has no plans for a further project upgrade.
PG&E indicates that its goal was to achieve equivalent technology throughout
the State. That goal will be accomplished by this decision. PG&E also indicates
that the Upgrade will facilitate upgrades of both firmware and software, which
means that in the future PG&E will be able to update both the functioning of the
endpoint and initiate future programs without the necessity of visiting the
endpoint. PG&E asserts that this aspect of the Upgrade should permit the
current technology to perform capably well into the future even in the face of
major advancements in technology.

With the authorization of the Upgrade and for the reasons cited by PG&E,
we do not expect to see any further upgrade applications associated with the

SmartMeter Program. We will not however prohibit or limit any such filings or
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prescribe the manner in which any such filings should be made. Future
Commission actions should be guided by the circumstances that exist in the
future, not on circumstances as they exist today. However, we expect that any
future requests to upgrade the SmartMeter Program should be critically
reviewed with the understanding that our interpretation of cost effectiveness in
this proceeding is appropriate for the circumstances that exist today and may

well be inappropriate for circumstances that exist in the future.

7. Costs

7.1. Meter Devices

In its application request, PG&E forecast $402,656,000 for incremental
meter and equipment costs.’ This amount covers HAN devices and load
limiting switches for all customers, as well as the incremental costs associated
with an advanced meter. PG&E indicates that it was, at that time, evaluating
integrated meter devices proposed by a group of selected vendors and
subsequently began to pursue an aggressive bidding process to obtain the best
end-point technologies at the lowest possible price. In its May 14, 2008
Supplemental Testimony, PG&E indicated that it was then in the final stages of
that process and had received “best and final” pricing from the remaining
vendors in consideration. Due, in part, to the refined bids from these vendors,

PG&E reduced its estimate for incremental costs associated with integrated

14 PG&E forecast costs of $606.575 million reduced by the costs approved in its original
AMI project for electromechanical meters, remote connect/disconnect collars and real
time output devices, which amounted to $203.919 million. The costs do not include that
related to the electromechanical meter upgrade which is quantified and discussed
separately.
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meter devices to $342,789,000.1> As opposed to its original estimate, this amount
also covers the costs of retrofitting solid state meters deployed in 2008 without a
HAN device (Ubiquitous HAN or HAN Upgrade) and the cost of HAN repeater
devices (HAN Connectivity). According to PG&E, this also reflects a price
structure that includes the option for a substantially better warranty on the end-
point technologies.1¢

There are a number of issues related to meter devices including DRA’s
estimate of meter device costs, the HAN retrofit, the electromechanical meter

retrofit (also known as the Kern County retrofit), and HAN connectivity.

7.1.1. DRA'’s Position
The only party to analyze the entirety of PG&E’s proposed meter and

equipment costs is DRA. Since DRA is supportive of the HAN and service
switch, it recommends funding costs associated with this increased functionality.
DRA estimates $267.3 million in incremental meter device costs derived from its
own cost estimates for advanced solid-state meters that would have the same
functionality as proposed by PG&E. DRA’s consultant ultimately relied on

confidential bids at his disposal from seven vendors. Having signed non-

15 In its supplement, PG&E forecast costs of $607,819,000 reduced by the costs approved
in its original AMI project for electromechanical meters, remote connect/disconnect
collars and real time output devices, adjusted to reflect the estimated cost of the project
decision to change from electromechanical meters to base solid state meters, which in
total amounts to $265,030,000. The costs do not include that related to the
electromechanical meter upgrade which is quantified and discussed separately.

16 The costs set forth in PG&E’s application included a five-year warranty on the end-
point technologies, whereas the revised costs include an option to extend the warranty
by an additional 15 years.
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disclosure agreements to receive this information, DRA’s consultant could not
divulge the sources of this information or the underlying terms and conditions.

DRA notes that its consultant specifically used the lowest three bids
amongst his sample set of seven, and that the average of the whole sample of
seven produced a number in the same general range as PG&E’s proposed cost.
Knowing it could not produce enough benefits to justify PG&E’s meter costs,
DRA directed the consultant to use the lowest three to generate a “barebones”
estimate. DRA also notes that the meters on which its consultant received quotes
may have a lower level of functionality than do those that PG&E assumed in its
presentation, however DRA states that it is unclear from the record what
increased functionality PG&E’s meters provide, or why this functionality is
necessary.

From its cost estimate, DRA subtracted the funding that PG&E already
received in A.05-06-028 for new or retrofitted meters. DRA also excluded all
labor and network costs that were previously funded in A.05-06-028 except for
labor costs associated with the Kern County retrofit. DRA included the labor
costs for the Kern County retrofit because revisiting those meters would have
been necessary anyway to provide the enhanced functionality.1”

With regard to network costs, DRA’s consultant states that further cost
savings are available by using a single network for gas and electric meters in
each geographical area. DRA was however unable to quantify these savings.

With regard to the determination of what meter costs were already

approved in A.05-06-028 and should be subtracted from the cost of the advanced

17" The Kern County retrofit is discussed in more detail elsewhere in this decision.
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solid-state meters, DRA notes that in PG&E’s May 2008 supplemental testimony,
it assumed funding for a basic Tier 0 solid-state meter for all customers, while
A.05-06-028 had only provided funding, for the residential sector, for replacing
roughly one-third of the existing electromechanical meters, and merely
refurbishing the rest of those meters at a fraction of the cost of a new one.
PG&E’s supplemental testimony includes a $61.1 million adjustment to its
baseline costs for end-point technologies to reflect the estimated cost of the
project decision to change totally from electromechanical to base solid state
meters.’® DRA states it did not adequately understand this evolution in PG&E’s
thinking, and its consultant merely followed what had been authorized in
A.05-06-028, which provided funding to replace only one-third of the existing
electromechanical meters rather than providing solid-state meters to everyone.
DRA believes it would be appropriate to modify its figures to put them on a
comparable basis with PG&E’s revised numbers, suggesting in errata that
PG&E’s $61.1 million reduction be used as a proxy for the effects of putting its
numbers on a comparable basis.

DRA stresses that the $61.1 million is only a proxy of this reduction, and
that a larger reduction can be achieved by directly substituting a blended cost for
a Tier 0 basic solid-state meter, for the cost of new and retrofit electromechanical
meters in its Table 2-1. According to DRA, doing this would more than
compensate for other errors that PG&E alleges. However DRA indicates that it
will refrain from further changing its estimates because there are compensating

changes that could be made in both directions.

18 Estimated incremental Upgrade costs were reduced by the $61.1 million amount.
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In response, PG&E states that DRA’s original analysis is riddled with
errors, which required DRA to make a number of corrections, one of which
totaled nearly $200 million. Several additional errors were corrected in errata.
PG&E indicates that it pointed out other errors to DRA that went uncorrected,
including one that shorted PG&E about $10.5 million.

PG&E states that most importantly, after it pointed out DRA's errors, DRA
changed its approach for this cost category and based its new recommendation
on confidential pricing data from third parties that were never disclosed to
PG&E. According to PG&E, DRA’s unwillingness to disclose this third-party
data -- on which it based its analysis -- deprived PG&E of its due process rights
to examine such data and compare it to the data provided by PG&E."® PG&E

quotes the following from DRA:

...If you are asking me should PG&E know the other terms in order
to effectively evaluate whether the product they are proposing to
purchase is more cost-effective from their perspective than the
alternatives I've proposed? I would say, yes, they need more
information... .20

For the above reasons, PG&E argues that DRA’s cost testimony should be

given no weight.

19 Because of PG&E's concerns over the process followed by DRA, PG&E filed a motion
to strike DRA’s meter and equipment cost analysis. The motion was denied. However,
in his oral ruling, the administrative law judge conceded the difficulty of relying on the
evidence provided by DRA and indicated that any use of this information by the
Commission in this proceeding will take into consideration the possible ramifications of

the confidentiality restrictions, and the evidence would be weighed accordingly. See 5
RT 612-613.

20 DRA, Levesque, 4 RT 553.
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7.1.2. Discussion

DRA'’s recommended incremental cost for meter devices (the meter,
disconnect switch, HAN gateway device and AMI module) is approximately
$206 million, while PG&E’s proposed amount is approximately $310 million.2!
DRA'’s total cost estimate is approximately $471 million as opposed to PG&E's
estimate of $575 million. With the evidence before us, we have little choice but to
adopt PG&E’s estimates of meter device costs. It is unfortunate that non-
disclosure barriers prevents any detailed analysis of DRA’s recommendation, but
without some idea of what the differences are and whether those differences
appropriately consider PG&E's situation and needs, we cannot adopt costs that
are so different from that proposed by PG&E.

PG&E’s estimate is based on costs derived from an RFP process. Based on
responses to that process, PG&E conducted an evaluation of the integrated meter
devices from certain vendors to help identify vendor and meter device
technologies best suited to serve PG&E and its customers. According to PG&E,
the vendors selected for further consideration were selected following a rigorous
vendor selection process in order to ensure that the vendor ultimately selected
has sufficient resources, credibility, and expertise to supply the necessary
equipment and services to complete their work within an appropriate timeframe

and budget. For a project of this magnitude such evaluation is prudent.

2. The number for DRA incorporates PG&E’s $61.1 million adjustment to baseline costs
that was reflected in its May 2008 supplemental testimony. The total baseline costs for
end-point technologies from PG&E’s original AMI decision is approximately $265
million. For comparison purposes, PG&E’s number does not include HAN connectivity
costs or HAN Upgrade costs other than the HAN gateway device itself and does
include new meter devices associated with the Kern County electromechanical meter
upgrade.
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However such evaluation cannot be performed with respect to the vendors and
devices related to DRA’s projected costs, due to the non-disclosure restrictions.

DRA’s data, which according to DRA shows the average of the bids
considered by its consultant as being in the same general range as PG&E's
proposed cost, provides some additional assurance that PG&E’s RFP approach is
reasonable.

It would be inappropriate to impose DRA’s proposed costs on PG&E
without assurance that the related meter devices provide the necessary
functions, without assurance that the vendors are capable of providing the
equipment when needed, and without knowledge of the type of warranties that
are associated with the costs.

For these reasons, we adopt PG&E’s estimate of the incremental costs for
meter devices. However, we will require that PG&E provide quarterly reports
on the implementation progress of the Upgrade to the Commission’s Energy
Division and any interested parties. PG&E should consult with the Energy to

determine what information PG&E should provide.

7.2. HAN Retrofit
As described in PG&E's testimony, the HAN retrofit?2 involves PG&E

deploying 288,000 upgraded meters with load limiting switches and upgrading
these meters with HAN gateway devices at a later date. PG&E stated that one of
the key principles guiding the company during its transition from
electromechanical meters under the existing SmartMeter Program to the

upgraded meters proposed in this proceeding was the objective of beginning

22 The HAN retrofit is also referred to as ubiquitous HAN.
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deployment of solid state meters, preferably with load limiting switches and
HAN devices, at the earliest strategic point in its deployment schedule. In its
May 2008 supplemental testimony, PG&E indicated that it had recently learned
that its preferred HAN devices were scheduled to become commercially
available in the fourth quarter of 2008. Therefore, PG&E planned to install solid
state meters that have a load limiting switch -- but that do not have a HAN
device -- during the limited period between the time that PG&E completes the
installation of the remaining electromechanical meters (e.g., summer 2008) and
the time the HAN devices become available. To support real-time pricing,
dynamic pricing, and opt-out programs for all customers, PG&E stated it will be
necessary for PG&E to then retrofit these above-described solid state meters with
HAN devices. PG&E estimated the net cost increase of such a retrofit will be
approximately $30 million.

In support of its decision to proceed with the HAN Upgrade, PG&E's
consultant, Lechner, performed an analysis of several meter deployment
scenarios comparing lost benefits to reduced costs, if PG&E had suspended
meter deployment until HAN devices became available. According to PG&E,
the analysis indicates that lost benefits exceed reduced costs, and PG&E acted
reasonably in moving forward with meter deployment without the HAN

devices.

7.2.1. DRA'’s Position
DRA excludes all costs associated with the HAN retrofit except those

directly associated with enhanced functionality. DRA believes that PG&E could
have merely suspended the deployment of solid state meters without a HAN
device and avoided the additional costs that PG&E includes. DRA also criticizes

PG&E’s suspension analysis, stating that the cost-benefit analysis is distorted by
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three problems: (1) it ignores the present value cost savings of delaying the
deployment of the subsequent five million meters; (2) it artificially truncates the
stream of foregone benefits for all scenarios to 2011; and (3) it includes different
numbers of months of foregone benefits for the four scenarios evaluated.

Regarding the first problem, DRA asserts that Lechner ignored the cost
savings from delaying the deployment of some five million meters apparently
because he did not find them to be important enough to include. According to
DRA, the particular studies that led him to this conclusion are not in the record,
but, because of this decision, the only endpoint costs Lechner includes in his
analysis are those associated with the 288,000 meters, which he then compares
with the foregone benefits associated with over five million meters. DRA states
that the result is predictable - the benefits dominate the analysis.

The second problem, according to DRA, is that Lechner truncated the
period of analysis such that it would end in 2011, in spite of the fact that the
benefits persists for the projected 20-year life of the endpoints for all four
scenarios he considered. DRA asserts that had Lechner not truncated the
benefits streams, the benefits in nominal terms for each of the four scenarios
would have been identical. The only difference would have been in the timing of
the benefits.

DRA’s third problem has to do with Lechner truncating the benefits of all
scenarios to the end of 2011, which resulted in a five fewer months being used to
calculate the benefits for the five-month scenario relative to the non-suspension
scenario. According to DRA, had he allowed the benefits streams to continue for
the lifetime of the equipment, the benefit streams for all the scenarios would
have included the same number of months. The only difference would be the

point in time when they would have occurred.

-42 -



A.07-12-009 ALJ/DKF/sid

In response, regarding DRA’s allegation that Lechner's analysis ignores the
present value cost savings of delaying the deployment of the subsequent five
million meters, PG&E states that Lechner specifically considered the cost
implications of suspending five million meters and the analytical result was the

basis for his conclusion, and cites the following cross-examination:2

DRA Counsel: Mr. Lechner, in your analysis did you include or
consider the impact of delaying the cost of deploying 5 million
meters?

PG&E witness Lechner: During the course of my analysis and
analyzing the implications of the cost, I considered that, whether
that would have an impact on the end result.

Q: What was your conclusion?

A: The conclusion is ... as I refined the model on the cost side by
contemplating the time value of money under various different
delay scenarios, in conjunction with additional escalation, in
conjunction with additional inefficiency costs, in conjunction with
the additional costs that would be incurred, each scenario that I
looked at had no implications, no impact on the overall result, I
drew the conclusion that the cost side of this model really isn't
driving the equation. It's the benefits side.

Thus, PG&E asserts that, counter to DRA's allegation that Lechner ignored
the cost savings from delaying the deployment of some five million meters
apparently because he did not find them to be important enough to include, the
record shows that Lechner specifically considered the cost implications of

suspending five million meters and the analytical result was the basis for his

23 2 RT 271.
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conclusion. PG&E emphasizes that the only cost “savings” from a suspension
scenario are related to the time value of money associated with deferral, and
notes that Lechner specifically considered these “savings,” but, unlike DRA,
Lechner also considered the significant additional costs associated with
suspending endpoint deployment.

PG&E states that DRA's second allegation -- that Lechner's analysis
"artificially truncates the stream of foregone benefits for all scenarios to 2011"
and that this "inflates" the differential between the lost benefits between PG&E's
business case and a suspension scenario -- is wrong both in theory and

application, with the following explanation:2*

From a theory standpoint, Mr. Lechner properly pointed out during
cross examination that in doing a comparative analysis between a
continued vs. suspended deployment scenario, it is necessary to
compare the same period of time. By comparing the stream of
benefits generated by continuing deployment with the stream of
benefits generated by a suspended deployment over a defined
period of time, Mr. Lechner was able to determine the present value
of “lost benefits” caused by a delay scenario. As Mr. Lechner also
pointed out during cross-examination, extending the period of time
to evaluate lost benefits caused by a suspension scenario does not
change the fact that benefits accrue at a faster rate under the
continued deployment scenario than they do under a suspension
scenario.

From an application standpoint, DRA erroneously attempts to link
the benefits associated with meter deployment to the estimated
20-year life of the endpoints and fails to consider the compounding
nature of benefits over time. The estimated 20-year life for
endpoints is not relevant for purposes of analyzing the economic

24 See PG&E Opening Brief, pp. 21-22.
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impact of a deployment suspension scenario. Benefits begin to
accrue when an endpoint is installed and activated. A large
percentage of the operational benefits created by this endpoint
activation are due to PG&E's ability to avoid the labor costs of meter
readers on activated SmartMeter routes. When an endpoint reaches
the end of its useful life, the meter will be repaired or replaced and
the benefit stream will continue, uninterrupted (e.g., PG&E will not
re-hire its meter readers at the end of the estimated life of a
SmartMeter). This is another reason why it is essential to use the
same end date for all scenarios in a comparative analysis of benefit
streams.

Regarding DRA's third allegation that Lechner's benefits differential is
inflated because he used “five fewer months” to calculate the benefits for the five
month suspension scenario than for the non-suspension scenario, PG&E states
that DRA misses the point of the comparative analysis. It is the timing of
endpoint deployment that drives the magnitude of realized benefits, and
suspending deployment of endpoints would delay the realization of benefits that
would be obtained under a non-suspension scenario. PG&E states that Lechner's
analysis properly modeled the stream of benefits associated with PG&E's
endpoint deployment plan without a suspension scenario and compared this to
the stream of benefits that would result from suspended deployment plans, and
comparing the present value of these various benefits streams provides a clear

quantification of the impact of suspension benefits realization.

7.2.2. TURN’s Position
It is TURN's position that PG&E could avoid this increased cost if it simply

waits to deploy its solid state meters until (a) its preferred HAN technology is
commercially available or (b) a final Commission decision on this application.
TURN states that PG&E has chosen to prematurely move ahead with a large

number of solid state meters by the end of 2008, even though PG&E intends to
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scrap or retrofit all of the meters later, requiring at a minimum, a duplicative
expensive field visit from a PG&E employee or contractor, and argues that the
ratepayers should not be saddled with the cost of PG&E’s unreasonable
management strategies.

TURN states PG&E’ suspension analyses are flawed for many reasons and
should be disregarded. First, the analysis was not completed before this
application was filed in December 2007, so TURN states it could not have been
used to justify the project management decisions. Second, TURN asserts
analytical flaws render the analysis useless. According to TURN, a correct
analysis would have taken all recorded costs and benefits up to July 2008 and
then analyzed a delay (recognizing all recorded costs and benefits) compared to
an updated forecast of remaining costs and benefits, something PG&E did not
do. In addition, TURN criticizes PG&E’s assumption that all meters are
activated and providing O&M and demand response benefits in the same month
they are installed. TURN notes that PG&E currently has over 534,000 gas meters
installed but only 67,000 activated, and there are no demand response benefits
currently and PG&E has been installing meters for at least a year and a half.

CCSF states that it agrees with TURN's reasoning for rejecting the HAN
retrofit and TURN’s position that ratepayers should not have to pay the
additional $34.8 million (with risk allowance) requested by PG&E.

In response to TURN, PG&E states that TURN's suggestion that Lechner's
analysis should be rejected because it was performed after PG&E's initial
Upgrade filing, ignores the record, noting that PG&E witnesses Corey and
Meadows both testified that PG&E had considered the potential costs and
benefits of delaying deployment while PG&E evaluated the emerging
technology. When PG&E submitted its Application in December 2007, it was in
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the middle of negotiations with its Upgrade vendors and was continuing to
refine its specific technology selections and deployment alternatives. According
to PG&E, this was an appropriate time to analyze the detailed implications of
various deployment scenarios, including potential suspension of endpoint
deployment depending on the availability of PG&E's preferred HAN device
identified as a result of the ongoing vendor bidding. PG&E further states that its
May 2008 update to its Upgrade Application included the results of its ongoing
vendor negotiations and that, had the results of Lechner's analysis been different
and concluded a suspension scenario was indeed preferable to continuing
deployment, PG&E would have included such a result in its May update.

PG&E states TURN's suggestion that “[a] correct analysis would have
taken all recorded costs and benefits up to July 2008 and then analyzed a delay
... compared to an updated forecast of remaining costs and benefits” ignores the
fact that the costs incurred prior to the starting point of a comparative analysis
(and recorded benefits) have no impact on the result of the comparative analysis
because they are exactly the same for all scenarios being compared.

With respect to TURN's argument that Lechner's assumption regarding
the timing of benefits relative to endpoint installation is wrong, PG&E states that
the identification of benefits with endpoints in the month they are installed was a
simplifying assumption applied to each scenario. While this does not calculate
the precise timing of benefits realization, it is an appropriate approach to
compare the benefit stream of a continued deployment scenario with various
suspension scenarios, provided the assumption is consistent among the

scenarios, which according to PG&E, it was.

-47 -



A.07-12-009 ALJ/DKF/sid

7.2.3. Discussion

PG&E’s suspension analysis of the HAN Upgrade appears reasonable. Its
consultant compared lost benefits due to suspension to reduction in project costs
resulting from the suspension relative to the base case. Relative to the base case,
the only cost that would not be reduced due to a suspension is the cost of the
HAN gateway device. All of the other costs are associated with the retrofit of the
meter. PG&E’s consultant added the cost of the HAN device to the suspension
costs? to quantify the total costs that should be subtracted from the reduced
costs due to the suspension before being compared, on a PVRR basis, to the lost
benefits due to the suspension. In all three suspension scenarios (three, four and
five-month suspensions), the analyses showed the lost benefits exceeding the net
reduced costs.

We have evaluated the criticisms made by TURN and DRA with respect to
PG&E’s consultant’s suspension analyses along with PG&E’s responses. In
general, we find that PG&E has adequately explained and defended the
analyses, and we are comfortable in using the analyses as a basis for determining
the reasonableness of PG&E’s actions.

In particular, we agree that the estimated 20-year life for endpoints is not
relevant for purposes of analyzing the economic impact of a deployment
scenario. If deployment is suspended for five months, benefits for those

five months are lost. At any point in time beyond 2011, when the base and

% Suspension costs include the monthly suspension costs that PG&E is contractually
obligated to pay for suspending the installation contract, the monthly costs for
suspending PG&E project management office operations, and the labor escalation costs
PG&E would incur by installing the meters with HAN devices months later than
originally planned.

-48 -



A.07-12-009 ALJ/DKF/sid

suspension scenario are compared, the five-month suspension scenario will have
five months fewer benefits. That is simply because the benefits go on indefinitely
and do not end when the meter has been in place for 20 years and is retired and
replaced or is refurbished.? We also agree that the costs incurred prior to the
starting point of a comparative analysis (and recorded benefits) have no impact
on the result of the comparative analysis because they would be the same for all
scenarios being compared.

Lechner’s conclusion that the cost of the 5 million meters had no impact on
the overall results in his analysis was based on his examination of his model
outputs and appears reasonable. DRA had access to Lechner’s model and has
not indicated that the outputs that Lechner relied on are erroneous in any way.

Also, PG&E has provided sufficient explanation as to why its consultant’s
suspension analysis was performed after the filing of the application. What is
important is that it was performed before this aspect of meter deployment began,
and was thus available for PG&E'’s project management to use in determining
whether or not to go forward.

While PG&E’s decision to proceed with the HAN retrofit appears to be
reasonable, the magnitude of the retrofit cost estimate ($32,026,000 plus a 10%
risk based allowance) has not been fully supported and justified. There is little
support for PG&E's quantification of the number of meters that would
necessarily be installed without a HAN device. Also, the record does not include

detail and substantiation of all of the various cost components of the retrofit. For

26 While any future AMI system may differ from the upgraded SmartMeter Program,
the current benefits of the SmartMeter Program will likely be obtainable through any
future new systems and will continue.
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instance, while the costs include that necessary to physically retrofit a meter with
a HAN device, there is no detail as to what that particular cost is, what it was
based on, and why it is reasonable. Also, it is not clear whether the
communication module that is replaced has any salvage value and if so whether
that was factored into the costs. To account for uncertainties and attempt to
ensure that ratepayers only fund appropriate costs, we will reduce adopted
funding for the HAN retrofit by $5,500,000 (plus $550,000 for the related risk

based allowance).

7.3. Electromechanical Meter Retrofit
At the time of the application filing, PG&E had already procured 230,000

electromechanical meters intended for its Kern County region. Approximately
123,000 of these meters had already been installed and the rest were to be
installed by mid-2008. Considering the availability of the improved meter
devices and the continued ability to achieve the benefits of SmartMeter Program
deployment, PG&E believed it would be reasonable to make the transition from
electromechanical meters to solid state meters as early as practicable to minimize
the potential retrofit of installed electromechanical meters with upgraded meter
devices pending the Commission’s approval of PG&E’s request in this
application. PG&E decide the time to make the transition was after completing
deployment of the Kern region.

Once all customers have received an advanced meter (i.e., in 2011), PG&E
proposes to upgrade the estimated 230,000 electromechanical meters with the
new solid state meters so that all of PG&E’s electric customers can participate in
the new service offerings and increased functionality available with the
upgraded meters. PG&E estimates that it will require approximately six months

to upgrade these electromechanical meters installed prior to the SmartMeter
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Program Upgrade. PG&E has forecast $37,312,000 in costs relating to the retrofit
of meters deployed in the Kern region. These costs would provide labor and
material sufficient to replace the 230,000 meters deployed in the Kern region
without a HAN device or load limiting switch, with a complete advanced solid

state meter, integrated load limiting switch and a HAN device.

7.3.1. Positions of DRA and TURN

DRA states that it is supportive of the enhanced functionality associated
with the HAN and the integrated service switch, as well as the advanced Tier 1
solid-state meter required for both these functions. Thus, DRA includes these
costs in its business case even for the electromechanical meter retrofit. It also
includes the labor costs for the Kern retrofit because a second visit to these
meters would have been required anyway to install this new functionality.
Unlike PG&E, DRA adds that it did not include the cost of new communications
modules and network costs for the Kern retrofit, because it believes that the
choice of the DCSI system was questionable to begin with.

DRA’s argument for disallowing most of the Kern County retrofit costs is
not based on the idea that the Kern County deployment could have been
delayed, it is based rather on DRA’s belief that PG&E came to the Commission
prematurely with its original application, A.05-06-028, in the first place. DRA
states that its support for that application must be qualified, in that such support
was based on representations that PG&E made that have turned out to be wrong.
Transcript evidence shows that DRA witness Abbott had expressed concerns to
PG&E at a meeting in December 2005 about whether the DCSI system would
have sufficient bandwidth to handle the signals in an urban area with high
density. He was assured by PG&E that it had developed workarounds to this
problem. Therefore, he gave PG&E the benefit of the doubt, and in his testimony
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in A.05-06-028, stated that PG&E’s technology choice is “generally reasonable.”
According to DRA, representations also had been made by PG&E about the
ability of the DCSI technology to support the HAN technology, and these did not
pan out either. It is because of PG&E’s decision to “jump the gun” that DRA
does not even include the cost of the base meter in the Kern retrofit.

TURN recommends that the Commission disallow all the costs related to
the electromechanical meters in the Kern region by (1) disallowing the
$41.03 million requested in this application?” to retrofit the installed
electromechanical meters; and (2) removing $23.2 million from PG&E's original
AMI budget, thus making it less possible for PG&E to indirectly recover some of
these costs through contingency allowances. TURN recommends the removal of
the meter costs from the original AMI budget, because they were stranded by
poor management decisions regardless of the outcome of this Upgrade
application.

TURN states that despite the fact that PG&E filed a request for
authorization of over a half a billion dollars to “upgrade” its AMI project, it
persisted in installing meters in the Kern region that it knew it would strand in
only four years. While PG&E claims that it did not finally decide it would
change its AMI technology until the date that it filed this application in
December of 2007, TURN argues that PG&E indicated that it began the process

of evaluating solid state meters, integrated load limiting disconnect switches,

27 This number includes the risk based allowance associated with the electromechanical
meter retrofit.

28 Exhibit 208, p. 12,
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and the availability of home area network technologies in early 2007,% and, by
May 2007, PG&E indicated that it was interested enough in the new technologies
to adjust its meter procurement plan and tell its electromechanical meter
supplier that it intended on terminating the contract for buying
electromechanical meters.?® According to TURN, PG&E was not forced to strand
this investment. It proactively chose to do so and did so while requesting
additional funds to fully deploy an entirely different technology. In TURN's
opinion, PG&E's decision to continue installation of electromechanical meters in
the Kern region was unreasonable and imprudent, and the Commission should
not insulate PG&E from the consequences of its decisions.

In response, PG&E expressed its understanding that DRA would allow
about $18.8 million of the requested costs, by adding $6.3 million in labor costs to
about $12.5 million for the incremental costs of an advanced solid state meter,
the integrated load limiting switch and the HAN device.3® DRA would not allow
funding for the “base” cost of the meter itself or the communications module that

would need to be replaced. PG&E further understands that TURN estimates the

29 Exhibit 209, Attachment G.
30 Id.

31 According to PG&E’s opening brief, the costs of the Electromechanical Meter
Upgrade of approximately $37.3 million (confidential Workpapers Supporting Exhibit 7,
WP A-2, line 7) includes approximately $12.5 million of incremental equipment costs.
This includes $4.8 million of incremental costs associated with advanced endpoint
functionality (230,000 x ($58 - $37)), approximately $5.2 million of costs associated with
the integrated load limiting switch (230,000 x $23), and approximately $2.5 million of
costs associated with the HAN Gateway Device (230,000 x $11), for the endpoints
located in PG&E’s Kern Division (Confidential Workpapers Supporting Exhibit
(PG&E-7), WP 1-50).
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installation costs of the Kern deployment for its proposed disallowance of
$23.2 million.

It appears to PG&E that, despite the proposed disallowances, both DRA
and TURN want the retrofit to be performed. According to PG&E, what
intervenors debate -- and the issue on which their proposed disallowances
depends --is whether PG&E should have installed (in the first instance) the DCSI
power line carrier (PLC) equipment on electromechanical meters in Kern. For
the three reasons described below, PG&E asserts that it was right to do so.

First, PG&E indicates that its deployment of the electromechanical meters
in Kern followed the directives of D.06-07-027 to the letter and was strongly
supported by DRA in that case. PG&E points out that (1) the meters deployed
include the technologies approved in D.06-07-027, (2) no party has alleged that
PG&E has somehow strayed from the letter or intent of D.06-07-027 in deploying
these meters, and (3) the deployment has been successful and the meters are

working as intended, generating operational benefits as meters are activated.
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Second, PG&E states that the argument that PG&E should have delayed
installing the Kern meters, as an alternative to incurring the proposed retrofit
costs has no merit, because it ignores the evidence in the record that continued
deployment was beneficial for ratepayers. PG&E explains that when it became
apparent the Upgrade technology might be becoming commercially feasible,
PG&E considered a short-term suspension of electric meter deployment, but
determined this would not be in the best interest of its customers. PG&E
concluded that delaying implementation would serve to increase overall costs as
vendor commitments had already been made and a suspension would result in
further delays to the benefits.

Third, regarding DRA and TURN suggestions that if PG&E had installed
solid state meters in Kern, then a retrofit to accommodate the HAN device would
not be necessary,?? PG&E states that a retrofit would still be necessary and the
original deployment would have been more costly. This is because the use of
electromechanical meters in the original deployment plan resulted in
approximately $36 million in cost savings when compared to using basic solid
state meters. PG&E also states that these basic solid state meters that were
available for deployment at the time of the original AMI case would not support
a HAN device and thus would need to be replaced now anyway, a point that

DRA conceded during hearings.®

32 PG&E cites DRA, Exhibit 108, Exhibit 2, Chapter 3, p. 3-3, line 11 and TURN,
Exhibit 208, pp. 12-13 as the basis of the suggestions.

33 DRA, Abbott, 4 RT 463.
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7.3.2. Discussion

Electromechanical meters have been deployed in the Kern region, and, as a
result of PG&E’s Upgrade request, the electromechanical meter costs will
become stranded once these meters have been replaced. We see the fundamental
issue to be whether these stranded costs should be addressed as part of the costs
of the original AMI program or as part of the costs of the Upgrade. As discussed
further in this decision,?* we determine that the stranded costs related to the
electromechanical meters should be considered as original AMI program costs,
specifically under the risk based allowance for the original AMI project.
Therefore, for purposes of this proceeding, we need not determine whether
PG&E should or should not have deployed electromechanical meters in the Kern
region, or whether PG&E came prematurely to the Commission with its original
AMI application.

Our result is similar to that of DRA in that we include costs for the
upgraded system, but exclude costs related to the original meter and
communications device. Based on PG&E’s representation of DRA’s
recommended cost for the electromechanical meter retrofit, we will adopt, as
reasonable, an amount of $18.8 million for that purpose.

Because of the manner in which this issue is resolved, it would not be
appropriate to remove $23.2 million from the original AMI budget as proposed
by TURN. It appears that amount represents the stranded costs that should be

absorbed through the risk based allowance or contingency.

34 See Section 7.12.2.
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7.4. HAN Connectivity
PG&E states that one challenge in effectively deploying HAN technologies

is the variety in configuration of customers’” premises. In some residences, the
signal from the HAN device may need to travel long distances because of a
meter located away from the home. Even for homes with attached meters, it is
possible that appliances and devices such as thermostats, pool pumps or water
heaters may be placed in locations that are difficult for the signal to reach. For
example, water heaters may be located in basements or garages and pool pumps
could be in external structures.

According to PG&E, currently, there are two predominate HAN gateway
technologies in the marketplace, PLC technology and RF technology. Each of
these technologies has strengths and weaknesses in dealing with the challenges
created by the diversity of structure types and distances. For example, PLC
technology is better at traveling long distances and has the ability to
communicate with some devices that are not plugged into an electrical outlet
such as a thermostat, while RF technology is better able to reach devices that
may not be able to receive PLC communications.

To compensate for the variations in functionality of different HAN
gateway technologies and to take advantage of the best available solutions,
PG&E proposes a combined RF and PLC solution. This combination of
approaches will serve more types of homes than one approach or the other.
PG&E would likely deploy a PLC-based solution to customers living in multi-
dwelling units. This is because the HAN signal travels into the home through
the electric wiring instead of via radio signal that can frequently be blocked or
attenuated. Therefore, for the HAN gateway, PG&E proposes to use a
combination of Homeplug (PLC) and Zigbee (RF) devices - whereby the PLC
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solution would be used to enhance reliable connectivity for large, multi-storied
and multi-unit dwellings, and the RF solution would likely be deployed to other
types of residential electric customers.

Based on ongoing research and discussions with DRA, PG&E believes that
it is prudent to deliver a standardized and common RF based HAN signal into
all customers’ premises.?> According to PG&E, this means that for the
approximately 40% of premises that were expected to receive a Homeplug
device, all of those premises will require some type of bridging or augmentation
device to bring an effective signal from the meter location to an interior wall of
the customer’s premises.

However, at the present time, there are still a number of uncertainties
regarding the best approach to extend the connectivity of the HAN devices at the
meter to an interior wall of a customer’s premise. PG&E states that, although
much work in the industry and in standards development is occurring, there is
not yet a standard approach to reliably deliver HAN connectivity on a universal
basis, including translation or bridging devices. PG&E and the others in the
industry are currently evaluating several approaches to address this challenge.
Therefore, while it is premature to settle on a specific solution and lock in to a
defined approach for an extended period of time, PG&E believes its
recommendation is appropriate given the stated goals related to the home area

network and reflects a thoughtful consideration of the known technical

% For example, regardless of what technical solution PG&E uses for a particular HAN
device in the meter (RF or power-line based), the customer would be provided a single
or common RF based protocol once the signal is made available within the customer’s
premises.
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challenges of each HAN technology and the state and direction of the HAN
standards and industry.

PG&E has developed its estimate of costs to extend HAN functionality
from the electric meter location to an interior wall of a customer’s premises using

the following assumptions:

(a) 40% of customers’ premises with installed Smart Meters will
require a bridging, translation or another augmentation device
to bring RF connectivity to an interior wall of the customer’s
premises.

(b) During the period covered by the revenue requirement request
in this case, 15% of the above-described customers” premises will
require a bridging, translation or another augmentation device
to bring RF connectivity to an interior wall of the customer’s
premises during the project period, considering customers’
demand for HAN functionality. The remaining customers
would obtain the bridging, translation or another augmentation
device in later years.

(c) PG&E set an allowance of $50 for each bridging, translation or
other augmentation device for either the provision of such a
device or to provide a rebate to customers seeking to install their
own devices.

By doing the above, PG&E states that it would deploy a solution that
would bring the highest probability of transmitting a signal from the electric
meter to an interior wall of the customer’s premises. However PG&E cautions
that no utility can guarantee that the HAN signal would be available throughout
all areas of the customer’s premises or property. Under PG&E's proposal,
additional signal enhancements within a customer’s premises to extend the

connectivity of the HAN device from an interior wall to other locations within
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the premises would be the responsibility of the customer or the provider of the

HAN enabled device with which the customer desires to establish a connection.
For HAN connectivity, PG&E seeks $16,891,000 in incremental costs. In

total, the HAN connectivity related PVRR amounts to $59,123,000 under PG&E's

proposal.

7.41. DRA'’s Position
DRA recommends Homeplug deployment be set at 30% rather than the

40% requested by PG&E. According to DRA, while PG&E’s Homeplug estimate
is based on the “nature of dwelling types in its service area,” that is, the ratio of
single family homes to multiple family homes, it does not take into account that
some multiple family homes are duplexes that are not much larger than a single
family home. DRA states that PG&E has provided no data on the typical
broadcast footprint (in feet of dispersion) of the Zigbee interface, and PG&E has
adopted the most conservative assumption possible, that is, that all multiple
family homes will require a HomePlug interface. DRA likens this to asking for
an extra cushion on top of its normal risk allowance.

In response, PG&E states that the net effect of DRA’s recommendation
would be to reduce PG&E’s costs by approximately $4 million®* and argues that
DRA’s recommendation is not supported by any analysis or documentation and
is made solely as a way of reducing project costs. PG&E cites the following from

the evidentiary hearing transcript:?”

3% By changing the percentage split of ZigBee/ HomePlug from 60% /40% to 70% /30%,
the weighted average cost of the HAN Gateway Devices would be reduced by $0.75 and
result in a decrease of approximately $4 million.

37 Reporter’s Transcript, p. 548, line 13 to p. 549, line 9.
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PG&E Counsel: What does DRA want to do?

DRA Witness Levesque: 70/30. [Meaning 70% ZigBee and 30%
HomePlug.]

Q: Did you do any analysis of PG&E's system to come up with that
percentage?

A: The foundation for that change was in one sentence of what if it
were 70/30. And the reliance upon would 70/30 make sense was
based entirely on subjective opinion of number of households,
number of apartments and small apartment buildings the size of a
population of the City of San Francisco. And that was in a
communication with DRA that gave me that information.

I have no supporting, specific documentation for the 70/30. And I
don't know if there is empirical evidence in the marketplace today
as to whether HAN will produce 62/38 or 70/30.

Q: When you say what-if scenario, was that an effort to get the price
down?

A: It was an effort to understand the magnitude of what a change
would be of -- if HAN were 10% more effective, what that might do
for pricing.

Q: The effect of raising the percentage of [ZigBee] effectively
reduces the amount of money PG&E gets; right?

A: That is correct.

Accordingly, PG&E asserts that DRA’s recommendation has no proper
evidentiary basis, PG&E’s proposal for a 60/40 split in the deployment of ZigBee
and HomePlug devices is the only proposal on record with a proper evidentiary
basis, and PG&E’s proposal is the most appropriate for promoting HAN

receptivity for customers.
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7.4.2. TURN’s Position
TURN argues that the request should be rejected, because extended HAN

connectivity costs are directly related to PCTs associated with PG&E’s Title 24
program, and PCTs will not be incorporated into the next round of Title 24
building standards. PG&E will not be recruiting customers until 2013, outside
the forecast period for this application. Therefore, TURN asserts that HAN
connectivity costs should also be excluded from the program.

TURN also argues that HAN bridging device technology is not well
known at this time, and is in the infant stage of development. According to
TURN, the Commission should therefore not authorize this request and expose
ratepayers to further risk of stranded technology and costs. TURN also
questions the efficacy of this type of investment given that customers in multi-
family dwellings are the least likely customers to be able to take advantage of
HAN to alter energy usage since they rarely have the ability to install HAN-
enabled appliances. Furthermore, because these customers generally have a
lower energy usage than residential customers that live in single-family
dwellings, TURN asserts they have less energy to conserve, reduce, or shift and
are therefore poor candidates for providing demand response.

In response to TURN, PG&E states that regardless of whether a landlord
or tenant owns an appliance, the person who pays the energy bill - typically the
tenant - has the incentive to reduce his or her energy costs through the
information available from the HAN repeater device. According to PG&E,
studies have shown that tenants may have even more to gain from the
information available from the HAN. This is because such tenants are deprived

of the ability to control their energy use through hardware choices and their best
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means of control is through their use patterns and the information available

through the HAN.

7.4.3. Discussion

First of all, we are in agreement with PG&E’s general direction in
attempting to deploy a solution that would bring the highest probability of
transmitting a signal from the electric meter to an interior wall of the customer’s
premises. To do this, it is reasonable to use both RF and PLC technologies as
proposed by PG&E.

With regard to whether the HomePlug or PLC technology should be
applied to 30% of the residences as proposed by DRA or 40% as proposed by
PG&E, we will adopt PG&E’s 40% proposal. The basis for DRA’s proposal stems
from a hypothetical analysis involving cost sensitivity based on a 30%
assumption. There is no evidence as to the reasonableness of using 30% to reflect
what might actually occur.

With respect to TURN's argument that HAN connectivity costs should be
excluded because PG&E will not be recruiting Title 24 PCT customers until 2013,
we decline to do so, because HAN connectivity relates to not only PCTs but also
to other devices such as in home displays. In PG&E'’s supplemental testimony,
the proposal for HAN connectivity was expanded to all customers, not just to
Title 24 PCT customers.38

Regarding TURN’s argument that customers in multi-family dwellings are
the least likely customers to be able to take advantage of HAN to alter energy

usage and PG&E’s response, the determination of who will use the HAN

38 See Exhibit 7, p. 8.
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technology, and to what extent they will use it, is fairly subjective at this point.
From a policy perspective, we feel it is important that customers that wish to use
the technology are, to the most reasonable extent possible, able to do so.

We are however somewhat hesitant to authorize additional funds to
provide a single or common RF based protocol once the signal is made available
within the customer’s premises. As PG&E itself acknowledges there is not yet a
standard approach to reliably deliver HAN connectivity on a universal basis,
including translation or bridging devices. TURN argues ratepayers should not
be exposed to the risk of stranded technology and costs, and PG&E’s request
regarding HAN connectivity should be rejected. On the other hand, we believe
HAN connectivity on a universal basis makes sense for such purposes as
advancing and developing the HAN technology in an efficient manner. With the
expectation that it may be necessary in some form, we will authorize PG&E’s
HAN connectivity request. We expect PG&E to adapt the implementation of
HAN connectivity over time consistent with approaches and solutions that are
being addressed and developed, currently and in the future, by those in the
industry that are addressing these issues. It is PG&E’s responsibility to achieve
HAN connectivity in the most cost effective manner within the costs and risk
based allowances provided by this decision. PG&E should understand that we
will be extremely reluctant to saddle ratepayers with stranded assets and costs

associated with any cost overruns related to HAN connectivity.

7.5. Information Technology

PG&E estimates that it will incur incremental information technology (IT)
costs resulting from the additional scope functionality of the SmartMeter

Program Upgrade. These include IT costs to support the PTR Program, HAN
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functionality, the AC Program, the Load Limiting Functionality and IT project

management. Briefly,

e In order to accommodate its proposed PTR program, PG&E
states that it will be necessary to modify its Customer Care and
Billing (CC&B) and Customer Service On-Line (CSOL) systems.
To estimate the cost of these efforts, PG&E used its standard
four-phase IT model: pre-build, develop, test, and support. The
estimated labor cost of this incremental scope increase is $4
million, which is based on PG&E’s average, daily, internal and
external labor rate of $1,200. PG&E expects to incur these PTR-
related costs from mid-2008 to mid-2009.

e To support the HAN functionality, PG&E proposes to establish
reliable and secure two-way communication between PG&E'’s
network management systems and the HAN gateway devices. It
will also confirm the ability to address an Internet Protocol (IP)
addressable device behind the meter and receive a response.
PG&E anticipates it will perform the HAN infrastructure and
integration work in 2009 at an estimated cost of $23.1 million,
which includes $4.6 million of non-labor costs and $18.5 million
of labor costs.

e Starting in 2013, PG&E proposes to use HAN capability to
provide AC Program functionality for Title 24 compliant
programmable communicating thermostats (PCT) as part of the
SmartMeter Program Upgrade, in order to enhance and expand
PG&E’s current SmartAC Program. PG&E states that operating
the AC Program on the HAN network (likely in parallel to the
current vendor-provided SmartAC Program) for all Title 24 PCTs
requires PG&E to: (1) provide in-house services similar to those
currently performed by vendors for the SmartAC Program (i.e.,
program enrollment, deployment, customer service, and
load/event management); (2) utilize the two-way AMI
network/HAN; and (3) integrate a PG&E-hosted load
management system with the AMI infrastructure. To estimate
the costs of using the HAN network to communicate with new
PCTs, PG&E reviewed the program’s current business and
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technical requirements and estimated the software and labor
resource needs required to build the system internally. PG&E
anticipates it will incur these incremental AC Program costs in
2011. PG&E estimates the incremental cost of the upgrade to be
$14.8 million, which includes $2 million of software costs and
$12.8 million of labor costs.

e PG&E estimates it will incur additional costs to integrate the load
limiting connect/disconnect switches for all its single phase
residential meters with a maximum of 200 amps. Modifications
and interface changes will be required to create new
credit/collection templates, start/stop algorithms, and partial
Load Limiting Functionality. To estimate the cost of these efforts,
PG&E used its standard four-phase IT model: pre-build, develop,
test, and support. The estimated labor cost of this incremental
scope increase is $3.7 million, which is based on PG&E's average,
daily, internal and external labor rate of $1,200. PG&E expects to
incur these costs from mid-2008 to mid-2009.

e PG&E states the Upgrade will require additional IT project
management efforts to support the additional IT work discussed
above. PG&E anticipates it will need three additional FTEs from
mid-2008 to mid-2011 at an estimated total cost of $2.8 million.

7.5.1. DRA'’s Position

As discussed further on in this decision, DRA opposes consideration of the
PTR program as part of the Upgrade, because DRA feels the PTR program could
be implemented in conjunction with PG&E’s originally authorized AMI system.
For this reason, DRA excludes all PTR benefits and the majority of PTR related
costs including $4 million (PVRR) in IT costs associated with the PTR program.
DRA states that, if the PTR program is funded in another proceeding, the
associated IT cost could be considered there.

DRA also notes that an unnecessary duplication of IT costs has occurred

because of PG&E’s choice to implement a communication system as part of its
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SmartAC program that is duplicative of the HAN communication system.
However, because DRA is supportive of the HAN technology, it did not exclude
the IT costs associated with HAN communication.

With respect to DRA’s exclusion of $4.0 million in PTR related IT costs,
PG&E states that the adjustment is a corollary to DRA’s position that benefits for
the PTR program should also be excluded from the cost/benefit analysis for the
Upgrade, and accordingly, if the benefits of the PTR program are included - as
PG&E believes they should be - the IT costs for the PIR program should be

included as well.

7.5.2. TURN’s Position
Similar to DRA, TURN asserts that PG&E’s original AMI technology was

capable of implementing PTR on a wide scale, and reduces both costs and
benefits as they relate to the Upgrade. This includes exclusion of the $4.0 million
in IT costs for the PTR program.

TURN also excludes $14.8 million in IT costs requested by PG&E in
conjunction with the proposed use of the HAN functionality to communicate
with Title 24 building standard compliant PCTs. TURN states that PG&E itself
has withdrawn other costs associated with the Title 24 PCT program.
Specifically, PG&E assumed in the application that the CEC’s proposed Title 24
building standards would begin in 2009, but the CEC later postponed its
recommendation. As indicated in its supplemental testimony, PG&E now
assumes the standard will be implemented in 2012 and that PG&E will begin
recruiting customers in 2013. TURN states that PG&E reduced its Title 24 PCT
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program cost request by $5.0 million3® because 2013, the year PG&E begins the
program, is outside of the forecast period for this application and argues that the
Commission should similarly reduce PG&E’s request for the related IT costs.

TURN states that PG&E’s current Smart AC Program is the result of a
settlement with PG&E, DRA, and TURN that was adopted by the Commission in
D.08-02-009. That settlement provided PG&E with sufficient funds to implement
a 305 MW direct load control program by 2011. The settlement directs PG&E to
come back to the Commission in the second quarter of 2009 with an additional
application to extend the program to 2020 - after PG&E has completed and
reported certain measurement and evaluation studies required in that
settlement. According to TURN, any funds used to supplement the program or
change recommendations to that program are supposed to be contained in the
application PG&E is directed to file with the Commission in the second quarter
of 2009. TURN states that the Commission should require that PG&E honor its
end of the TURN/DRA /PG&E settlement and reject any costs for the Smart AC
program that conflict with that settlement.

Finally, TURN asserts that PG&E requests ratepayer funds to duplicate
processes that it readily admits are already being provided by its vendors. As
stated in its application, PG&E wants to “provide in-house services similar to
those currently performed by vendors for the Smart AC Program” and operate
the program “in parallel to the current vendor provided” program. According to
TURN, this is operating a redundant program and a wasteful use of ratepayer

funds.

3 Reduced costs are related to program administration, marketing, customer incentives
and the call center.
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In response, with respect to TURN'’s Title 24 PCT related adjustment,
PG&E states that TURN's primary argument, that since PG&E has delayed
incurring approximately $5 million in administration and marketing costs
associated with the Title 24 PCT program until 2013 or later -- due to the delay in
the expected date of the new regulations from the CEC -- so too the IT costs
should be removed, has no merit. According to PG&E, the administration and
marketing costs associated with the A/C program are distinct from the IT costs.
They are for different purposes and are to be expended at different times. PG&E
states that under its proposal, the IT work for the A/C program would be
performed in 2011, which is still prudent due to the fact that the CEC Title 24
regulations are now expected to be implemented in 2012.

Regarding TURN's other arguments on this issue, PG&E states that first,
there is no conflict with the SmartAC settlement, in that, at the time of the
settlement, PG&E had notified parties of the possibility that it might file an
upgrade to its SmartMeter Program and the settlement expressly envisioned this

fact. On this point, the Commission explained,

[T] he settlement requires PG&E to analyze how to fully integrate
the AC Program with its AMI. Integrating the AC Program with
AMI will likely increase the value of both programs and expand
opportunities for customers to engage in demand response.
Therefore, 90 days after the Commission acts on PG&E’s pending
AMI application (A.07-12-009), PG&E should provide a report to
Energy Division, DRA and TURN explaining how PG&E intends to
integrate the AC Program with AMI.40

40 D.08-02-009, p. 13.
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PG&E argues it is disingenuous for TURN to suggest that there is conflict
with the settlement when the settlement itself expressly envisioned that the AC
program could be integrated with the Upgrade. PG&E adds that integration of
the AC Program with AMI is what this IT expenditure is designed to do and the

costs are neither redundant nor wasteful.

7.5.3. CCSF’s Position
CCSF states that PG&E may well have underestimated the true cost of the

Upgrade. While the hardware to be installed is the most visible element of
PG&E’s upgrade, it is common practice in joint development efforts of this kind
that hardware engineering often leads software engineering. According to
CCSF, many of PG&E's chosen hardware components reflect relatively early
stage technology, and some of these components do not yet have software
necessary to drive them, or to coordinate their individual functions into the
larger web of grid and data management systems. To CCSF, this absence of the
necessary software suggests that there will likely be significant systems
integration challenges, the complexity and cost of which PG&E may well have
underestimated. CCSF is concerned, therefore, that PG&E will at a later date
seek to recover even more than the nearly $3 billion the Commission will have
approved if this upgrade is authorized.

In response, PG&E states that CCSF makes no acknowledgement of the
substantial amount of testimony that PG&E has submitted in the area of IT,
which addresses not only the IT hardware, but also the software and system
integration needs associated with the Upgrade. PG&E states that it understands
and has already articulated the types of risks that CCSF purports to have

discovered.
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7.5.4. Discussion

As discussed further in this decision, we have included the benefits of the
PTR program in evaluating the cost effectiveness of the Upgrade.#! For that
reason, it is also appropriate to include the $4.0 million in IT costs related to the
PTR program in rates, as requested by PG&E.

Regarding TURN's proposed adjustment for Title 24 PCT related IT costs,
PG&E'’s argument -- that assigning the costs to 2011 is still reasonable because
the CEC Title 24 regulations are now expected to be implemented in 2012 -- is not
persuasive. In its application filing, PG&E proposed to spend $6,728,000 in 2010
and $8,105,000 in 2011.42 Also, it expected to begin recruiting AC customers
starting in 2011 and estimated the number of customers for that year to be
16,000 with increasing amounts thereafter (e.g., 47,000 new customers in 2012).43
In its supplemental testimony, PG&E indicates that it now expects to begin
recruiting AC customers in 2013 and estimates the number of customers for that
year to be 18,000 with increasing amounts thereafter (e.g., 52,000 new customers
in 2014).4

PG&E has provided no specific reasons to justify why the IT related costs
need to be incurred prior to or in 2011 and why they cannot be shifted
commensurate with when the expected recruitment of Title 24 PCT customers is
expected to begin. Without such justification, we conclude it is reasonable to

shift the costs. We will do so by shifting these costs to 2013 and 2014, principally

41 See Section 10.2.4.

42 Exhibit 3-4W, p. WP 4-1.
4 Exhibit 3-5W, p. WP 5-3.
44 Exhibit 7-W, p. WP 1-71.
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to remove such cost recovery from this decision. There is significant uncertainty
as to when this program will begin,*> and we prefer not to authorize related costs
at this time. The Title 24 PCT program costs have already been moved by PG&E
to 2013, outside the timeframe for cost recovery authorized by this decision.
Those costs will have to be recovered in a separate proceeding. PG&E should
seek recovery of the related IT costs at the same time.

We do agree with PG&E regarding TURN's allegations of conflicts with
the SmartAC program. It is clear that, in D.08-02-009, the Commission expected
the SmartAC program would be integrated with the Upgrade. Also, in that
decision, the Commission welcomed PG&E’s commitment to incorporate Title
24-compliant PCTs into its project and expressed a concern regarding the
settlement’s 40% limitation on PCT installations.4¢ Further in this decision, we
address issues related to the inclusion of the Title 24 PCT program in
determining costs and benefits associated with the Upgrade.

Finally, we understand CCSF’s concerns regarding what may be
significant systems integration challenges. However, while nothing is certain,
we feel that PG&E’s IT proposal is a reasonable means for overcoming any
related problems. This is consistent with our authorization of the same
advanced metering technologies, with the same integration challenges, for

SDG&E and SCE.

7.6. Title 24 PCT Program Costs

45 See Section 10.4.3.
46 See D.08-02-009, pp.13-14.
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PG&E explains that customers with Title 24 compliant PCTs will need to
be identified and recruited for participation in the SmartAC Program and there
are costs associated with that activity.#” In addition, the initiative will be
reaching out to customers with existing air-conditioning systems for an early
change out of the thermostat with a Title 24 compliant PCT. Administrative
costs and minor other costs for software and call center support are also included
in incremental costs for the program.

Some of the outreach activities considered by PG&E include using new
customer connect records for identification of likely new construction sites and
purchasing permit records to target market to permitted retrofits. Customer
acquisition costs of $53 per participant and $25 sign-up incentives are based on
the current SmartAC Program estimates.

Due to PG&E’s revised assumed timing of the Title 24 PCT program from
2009 to 2012, costs will occur outside of the time period that PG&E is requesting
the related rates as part of this application. For costs through 2030, PG&E
estimates costs with a PVRR of $37,906,000.

DRA and TURN have not forecasted the PVRR of any Title 24 PCT
program costs, not because of any differences in what the estimated costs should
be, but because of their positions that neither Title 24 PCT program costs nor
benefits should be included in the cost effectiveness analysis of the Upgrade. As
discussed elsewhere in this decision, we have included the benefits of the Title 24
PCT program in evaluating the cost effectiveness of the Upgrade. For that

reason, it is also appropriate to include an estimate of the costs through 2030 on a

47" A description of the PCT program and the associated benefits is provided in
Section 10.4 of this decision.
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PVRR basis for use in the cost effectiveness analysis. However, consistent with
our adjustments for reduced participation to the expected benefits of the
program, as discussed in Section 10.4.3 of this decision, we reduce the costs by
related marketing and incentive amounts. We adopt Title 24 PCT program costs

of $26,174,000 on a PVRR basis, as opposed to PG&E’s estimate of $37,906,000.

7.7. Peak Time Rebate Program Costs

The PTR program? does not require customers to enroll, however
awareness of a critical peak event (the day and time period that PTR as well as
CPP will be in effect) is critical to achieve both customer bill rebates and DR
resources. PG&E estimates that approximately 50% of residential customers will
need to be aware of critical peak events in order to achieve anticipated PTR
benefits. According to PG&E, awareness is not an indication of a committed
effort. Instead, it provides a proxy for “participation” in the determination of
average benefits. PG&E has developed a general strategy for an estimated $7.5
million annual marketing campaign to achieve an average of 50% residential
awareness rate of an event without any enabling technology. The media strategy

calls for two phases to achieve the objective:

1. Education phase: This includes a pre-summer media and PR
effort to raise general awareness of the program; and

2. Event phase: Media and PR during events focused on
immediately notifying customers an event is in effect.

48 Descriptions of the PTR program and PTR benefits are provided in Sections 10.1
and 10.2 of this decision.
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The day of the event activities will include newspaper, spot radio, TV and
geo-targeted online efforts. The level of media available is constrained by the
fact that events are not known more than 24 hours in advance.

PG&E will begin the PTR program in 2010 and will not have the
SmartMeter Program Upgrade technology and features, including interval
billing, fully deployed in the PG&E service territory that year. As a result, the
marketing campaign will be limited geographically in 2010 and is estimated to
cost $3.4 million. Years 2011 and 2012 are estimated at the full $7.5 million
annual cost for the two-phase education strategy. Years 2013-2030 have a lower
annual estimated cost of $1.8 million due to the assumption of a transition to a
more direct method of event notification through in-home displays and enabling
DR technologies the customer will choose to install.

DRA and TURN recommend no PTR program costs, not because of any
differences in what the estimated costs should be, but because of their positions
that neither PTR program costs nor benefits should be included in the cost
effectiveness analysis of the Upgrade. As discussed further in this decision, we
have included the benefits of the PTR program in evaluating the cost
effectiveness of the Upgrade. For that reason, it would also be appropriate to
include the $18.3 million in PTR program costs, in rates, as requested by PG&E.
However, since this decision approves a two-tier PTR incentive structure that
will be detailed by PG&E in a November 2009 rate design window filing,* it
would be more appropriate to address the costs of such a program at the same

time, and we will order PG&E to do so.

49 See Section 10.1.2.
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While PG&E’s current PTR program cost estimate of $18,342,000 is for a
single tier PTR incentive structure, we will use the related PVRR of the PTR
program costs, which amount to $27,592,000, for the purpose of evaluating the

cost effectiveness of the Upgrade.

7.8. Project Management Costs

PG&E has forecast $15.3 million in additional project management costs
associated with the Upgrade. According to PG&E, these costs are associated
with additional project management efforts that will be required as the industry
continues to evolve and offer new technologies. PG&E specifically cites
additional project management efforts that will be required to deal with the
added technological complexity of the HAN, ubiquitous load limiting switch and
the advanced solid state meters and to manage additional vendors and the
associated issues in contract administration and management of warranties,

supply chain issues, costs and benefits realization, and performance metrics.

7.8.1. Positions of DRA and TURN

DRA excluded incremental project management costs completely from its
business case, because it believes that what PG&E received in the original case
was sufficient. DRA explains that while PG&E asserts that there is additional
complexity associated with managing multiple technologies, in its original case,
PG&E argued for the need for multiple technologies, one for gas and one for
electric, and included the cost to manage the deployment of and operation of
these multiple technologies. Since the Upgrade proposes to eliminate the PLC
technology, deploying only the Aclara RF technology, and PG&E anticipates
introducing a second technology, Silver Springs, DRA asserts that PG&E would

still be managing only two technologies as proposed in its original case.
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TURN argues that PG&E has not adequately justified its request to
increase its project management costs, and the Commission should reject PG&E’s
request. According to TURN, while PG&E states that the additional funds are
supposed to pay for in-house labor costs associated with the increased costs of
dealing with more vendors resulting from this “AMI Upgrade” and external
professional services to help with in-house project management, risk assessment,
and evaluation of PG&E’s program management process, with the exception of
retrofitting meters with yet unavailable HAN devices and re-deploying solid-
state meters to replace stranded electromechanical meters, in general, PG&E is
installing the same number of gas and electric meters that were authorized in
A.06-07-027. TURN further states that PG&E may have a handful of additional
vendors to administer but PG&E has not met its required burden of proof
demonstrating that there is a linear function between administering a few more
vendors and its proposed increase to program management costs. TURN adds
that the rate at which PG&E has been spending its project management and risk
allowance funds without installing many meters has led TURN to believe that
PG&E’s request is premised on the fact that PG&E has squandered its original
budget.50

In response, PG&E states that it has provided substantial evidence
regarding how the additional complexity of the industry and the new project
technology will add to its project management costs, and intervenors cannot

legitimately ignore the evidence presented by PG&E - that clearly shows a

50 TURN cites evidence that indicates that, while PG&E has already spent 79% of its
authorized project management budget, it has only installed 4% of its forecast electric

Footnote continued on next page
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correlation between project management costs and increased numbers of
vendors within an increasingly complex industry -- and instead rely on alternate
theories that would correlate project management costs with the numbers of

meters or networks being deployed.

7.8.2. Discussion

As discussed further in this decision,”* we determine that PG&E’s project
management costs associated with the Upgrade should be considered as original
AMI program costs, specifically under the risk based allowance. Therefore, for
purposes of this proceeding, we need not determine an appropriate measure or
theory to guide our determination of incremental project management costs, or

whether PG&E's project management to date has been imprudent.

7.9. Operation and Maintenance Expense

PG&E has forecast $5.1 million in operation and maintenance (O&M)
costs. These costs include O&M costs related to the load limiting switch, the
HAN device and IT. The only category of these costs challenged by intervenors
is that relating to expected calls to PG&E's call centers concerning the HAN
device. These call center costs - forecast at $455,000 per year through 2010 - are
tied to expected rates of HAN adoption.®2 That is, the higher the rate of HAN

adoption, the higher the expected call center costs.

meters and 11% of total gas meter installations. Further, it has only activated 2% of its
electric meters and only 1% of its gas meters.

51 See Section 7.12.2.

52 In rebuttal testimony, PG&E revised its forecast of call center costs in outlying years,
but the forecast through 2010 remains the same as set forth in the December 2007
testimony. See PG&E, Exhibit 8, p. 3-19, Table 3-1.
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DRA'’s benefit calculations reflect the use of a lower HAN adoption rate
than assumed by PG&E. DRA modified PG&E’s annual HAN technology
adoption rate by a ratio of 21 to 30, which is equivalent to a scalar adjustment of
0.7. This adjustment results in the projected annual adoption rate increases from
0.1% in year 2012 to 21% in 2024. DRA recommends reducing PG&E’s call center
costs by 70% to reflect the fewer calls that will be received as a result of DRA’s
lower HAN adoption rate.?® DRA’s adjustment results in a $319,000 reduction in
O&M costs.

As discussed further on in this decision,5 we have adopted DRA’s
proposed HAN adoption rates, which were derived by applying a 0.7 scalar to
PG&E’s proposed adoption rates. Therefore, we will apply the same 0.7 scalar to
PG&E’s proposed call center costs, resulting in an adopted call center estimate of

$319,000, which is $136,000 less than projected by PG&E.

7.10. Technology Assessment Costs
In PG&E’s original AMI decision, the Commission stated:

While we recognize that PG&E’s AMI deployment meets our
functionality requirements as set forth, new technology may emerge
that offers PG&E and its customers increased reliability and
performance enhancements. We expect PG&E to monitor market
place developments so, whenever feasible, it can upgrade its AMI
system and offer its customers technology upgrades. (D.06-07-027,
p. 52.)

5 DRA does not explain the apparent discrepancy of recommending adoption of 70%
of PG&E’s HAN adoption rates but recommending only 30% of the call center costs
related to the HAN adoption rates.

54 See Section 9.1.4.
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In response to this statement, PG&E states that it has closely monitored the
advancements in AMI technology advancements. In its application, PG&E
proposed technology assessment and pilot costs of $15.4 million through 2012.
These costs include approximately $9 million in staffing and other recurring
costs and $6.4 million for a pilot test of new technologies.

Considering recent technology developments in communication networks
supporting the transfer of information between a utility and its customers’
premises, PG&E indicates that it has embarked on a program to identity,
evaluate, and test the latest emerging technologies that it may be able to
incorporate into its SmartMeter Program Upgrade.

In its May 2008 Supplemental Testimony, PG&E included additional
technology assessment costs of $22.5 million for HAN standards development.
This consists of $12.5 million for demonstration facility /laboratory testing
environment, $5 million for labor for HAN standards support, and $5 million for
devices that would enable home computers to function as in-home display
devices.

PG&E states that it will continue to work with the other utilities in
California and throughout the United States to establish standards for HAN
technology and applications and encourage customers to take advantage of the
benefits supported by HAN-enabled functionality.

The total of PG&E's technology assessment request is $37.9 million.

7.10.1. DRA'’s Position

DRA states that given that PG&E’s technology assessment request came in
response to a Commission directive to monitor the market, DRA has proposed
that this program be partially funded. DRA recommends an amount of

$9 million (direct nominal dollars). DRA indicates that this figure would allow

-80 -



A.07-12-009 ALJ/DKF/sid

for the monitoring of emerging technologies. DRA excludes the cost of a
technology laboratory, a demo facility for HAN devices, HAN standards work,
development of a Zigbee device that can be plugged into a computer, and an
ongoing pilot test of the Silver Springs Network.

DRA does not believe there are sufficient benefits in PG&E’s business
analysis to cover these costs. If the Commission disagrees, DRA would suggest
moving up to a figure of $15.4 million, which is what PG&E included in its initial
application and testimony in December 2007. That figure would only cover the
monitoring of new technologies and the Silver Spring pilot, which is currently
being carried out by PG&E anyway.

According to DRA, much of the added work that PG&E proposes is more
properly done by organizations such as the Electric Power Research Institute, by
national research laboratories, or by consortia jointly financed by several utilities.
Furthermore, no other California utility has received an authorization to perform
AMl-related research and development work at the same level as what PG&E
has requested.> DRA states that while SCE may have received more pre-
deployment money than PG&E, adding $37 million will clearly put PG&E higher
than SCE.

In response, with respect to HAN standards, PG&E cites the
cross-examination of DRA’s witness who stated it was not unreasonable of
PG&E to request the funds for one pilot during the construction of this project.

He indicated there might be value to a pilot but objected to the notion of

5 DRA indicates that SCE received a total of $67 million in pre-deployment funding
($12 million in A.05-03-026 and $45 million in A.05-12-026). PG&E received $49 million,

Footnote continued on next page
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establishing the timing and cost in this proceeding. PG&E argues that DRA has
not provided any evidence regarding what timing or magnitude of testing is
more appropriate than that provided by PG&E, and the only record evidence on
this issue supports PG&E'’s proposal.

With respect to pilot testing, PG&E similarly cites the cross-examination of
DRA'’s witness who stated that he agreed that PG&E should be involved in the
HAN standards development process but does not agree that PG&E’s cost
estimate is the right number. PG&E again argues that DRA has not provided
any countervailing evidence regarding what level of commitment is more
appropriate than that proposed by PG&E, and the only record evidence on this
issue supports PG&E’s proposal.

7.10.2. TURN’s Position
Regarding PG&E’s application request of $15.4 million, TURN

recommends that the Commission reject the total amount.

TURN states that when the Commission authorized PG&E's full
pre-deployment funding request in A.05-03-016 it did so in part because it felt
that PG&E’s AMI project was farther along than the other two electric utilities
and that PG&E was past the technology assessment phase and required
pre-deployment funding to essentially keep its AMI deployment on track.
According to TURN, requesting the additional funds to evaluate AMI technology
is akin to re-asking the Commission for pre-deployment funding, and PG&E is
too far along in its AMI deployment to continue wasting ratepayer money to

evaluate new AMI technologies.

and when the $37 million in technology assessment costs are added to $49 million, the
result is $86 million.
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TURN also states that D.06-07-027 already requires PG&E to regularly
assess AMI technology and to report back to the Commission on its assessments
as one of the requirements for receiving authorization of its proposed $1.7 billion
funding request, and the Commission has therefore already funded PG&E's
technology assessment activities with that $1.7 billion authorization.

Regarding PG&E’s supplemental testimony request of $22.5 million,
TURN recommends that the Commission authorize $2 million to provide input
to and obtain information from private sector projects that will ultimately
develop HAN standards.

It is TURN's position that developing HAN standards and functionality to
enhance the commercial availability of home area networks is the job of private
industry not the ratepayers. Private industry will benefit from selling HAN
devices to customers and, therefore, private industry should have the
responsibility of developing the technology. In addition, TURN asserts that
HAN devices contained within a customer’s home are the property of the
customer and are not necessarily wholly devoted to managing the energy usage
of appliance end-uses. TURN adds that, in the context of an application to redo a
multi-billion dollar project a few years after it was authorized, the Commission
should not fund extraneous exercises such as this.

In response, PG&E notes the cross-examination of TURN’s witness who
stated (1) he could not say he had the expertise to understand exactly what was
going on in the HAN industry; (2) he did not know how a standard is developed
for HAN; and (3) he did not know whether or not a pilot was necessary. PG&E
asserts that TURN’s recommendation for this cost category is arbitrary and put

forth by a witness who acknowledged that he has no specific knowledge or
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understanding of PG&E’s technology evaluation requirements, and, therefore,
TURN’s recommendation should be rejected.

In response, TURN states the depth of its witness’s knowledge of HAN
standards development is irrelevant, given that TURN does not believe any of
the specific tasks related to its proposed disallowances are necessary for

upgrading PG&E’s existing AMI system with new meters.

7.10.3. Discussion

PG&E’s request has not been fully justified and appears to be excessive.

With respect to its application request of $9.0 million for staffing and
recurring costs, PG&E indicates that it is actively evaluating broadband over
power line (BPL) and medium-band over power line (MPL) network options
along with Internet Protocol (IP) solutions as an approach to expand its network
bandwidth and create a more open communications framework. In our previous
discussion on network technologies, we gave PG&E latitude on the type of
networks to be deployed, with the understanding that it would be within
previously authorized budgets. It is not clear that these currently considered
communication networks are deficient in particular respects. It is not clear how
BPL, MPL or IP would be incorporated into the currently proposed AMI
structure.

PG&E did indicate that the backhaul technology is in rapid development
and there may be a time when new methods of data transport become
commercially viable for deployment. However, while this may warrant
continued monitoring, it does not necessarily warrant extensive evaluation
processes as proposed by PG&E.

PG&E has not provided convincing evidence that its proposed technology

assessment expenditures related to communication networks are necessary or
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reasonable. However, since there is potential value in having PG&E monitor
market place developments, we will authorize $4.0 million for that purpose.>

With respect to the $6.4 million pilot testing request, it appears to be
related to a network technology that is currently being considered and which
may be deployed as part of the Upgrade. There is value in pilot testing to ensure
that the proposed network can be integrated into the AMI and will work as
intended. We will authorize the requested amount.

With respect to HAN standards development costs, we are in general
agreement with the positions of DRA and TURN. Laboratory testing and
product demonstrations should first be the responsibility of those in private
industry who will in the end profit from the various HAN related devices. Also,
some of the work might be done by organizations such as the Electric Power
Research Institute, by national research laboratories, or by consortia jointly
financed by several utilities. We see no justification for saddling PG&E's
ratepayers alone with these laboratory testing and product demonstration costs.
However, PG&E has alternatively proposed that for $21 million of its proposed
costs, ratepayers would provide half of the amount and PG&E would obtain the
remainder from other private or public sources to defray costs that exceed the
ratepayer share.” We see merit in PG&E's proposal as it relates to laboratory

testing and product demonstrations. It is reasonable that ratepayers provide at

% For technology assessment, there is no evidence as to what costs might be reasonable
for monitoring purposes as opposed to evaluation purposes. The $4.0 million amount
for monitoring purposes is based on the assumption that monitoring costs and possibly
some evaluation costs would be substantially less than the $9.0 million proposed by
PG&E for essentially evaluation purposes.

57 See PG&E Reply Comments on Proposed Decision of AL] Fukutome, pp. 1-2.
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least some of those costs related to protecting PG&E’s system from such potential
problems as security breaches, interference with bill reading and interruption of
customers’ service, which can be avoided by first testing devices in a lab that
replicates PG&E’s system. We will allow $6 million (plus the associated risk
based allowance) for this purpose with the understanding that PG&E can use
those ratepayer provided funds to the extent that it matches those funds from
other sources. Any unspent funds should be credited back to ratepayers.

With respect to the $5 million for labor for HAN standards support, there
is value in having PG&E provide input to and obtain information from private
sector projects and to interact with developers and other utilities as HAN
standards are developed, and we will provide funds to do so.

With respect to the $5 million for devices that would enable home
computers to function as in-home display devices, the purpose of these costs is
unclear. The funding is for a device that would enable IHD functionality on a
home computer but it is included under technology assessment. We are not clear
as to whether the device itself is being tested or whether the customers” use of
the device is being assessed. If it is the former, we would exclude the costs as
being the responsibility of those in private industry who will, in the end, profit
from the device. If it is the latter, we see no reason why the device should be free
or discounted when, under PG&E’s Upgrade proposal, the cost of the IHD is the
customer’s responsibility. For these reasons, we will not adopt funds for this
category.

In total, the adopted technology assessment costs amount to $15.4 million.

7.11. Training Costs
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PG&E has included incremental training costs of $1,697,000 for installation
vendor software training, Field Automation System training, and customer call

center training. No party disputes any of these costs, and they will be adopted.

7.12. Risk Based Allowance
PG&E estimates $506,920,000 in Upgrade costs and on top of this adds an

additional $65,533,000 as a risk based allowance or contingency. PG&E indicates
that it followed the same approach in calculating its risk based allowance for the
Upgrade as it followed in its original AMI application. In D.06-07-027, for that
proceeding, the Commission authorized $128.8 million for a risk based allowance
on top of $1,610.6 million of estimated project costs. In the Upgrade, the risk
based allowance increases costs by 12.9%, while in the original AMI application,

the risk based allowance increased costs by 8.0%.58

7.12.1. TURN'’s Position
TURN recommends that the risk based allowance be limited to 7.5%, based

on what was authorized in D.06-07-027.5

PG&E argues that its risk based allowance estimates are dependent on the
category of cost and the specific risk associated with that category of cost.
According to PG&E it followed the same procedure as in the original AMI
application. That is, certain risk factors were assigned to specific cost categories
based on PG&E's perception of what that risk factor should be. The 8% number

is a result of assigning different risk factors to different cost categories and

58 This overall percentage is calculated by dividing the total authorized risk based
allowance by the total authorized costs less the authorized risk based allowance.

5 TURN calculates the percentage by dividing the total authorized risk based
allowance by the total authorized costs.
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looking at the results in total. The overall risk based allowance percentage
calculated for the Upgrade is higher than that of the original AMI request
because the Upgrade has higher amounts of expenditures in the higher risk

categories than did the original AMI request.

7.12.2. Discussion

No party appears to object to the concept of a risk based allowance or
contingency. Consistent with the outcome of PG&E's original AMI decision, we
will adopt the use of such a factor for the Upgrade. We understand that
elements of the risk profiles that were considered in determining the
reasonableness of PG&E’s contingency amounts were such things as “the types
of equipment that PG&E is proposing to deploy; the maturity levels of the
industries that will be providing equipment; vendor experience with similar
projects; the timing and scope of the deployment efforts; the current phase of the
different contract life cycles; the number and types of vendors that will be
managed during the project; equipment failure rates; and other project based
factors.”s0 We therefore consider these elements as the types of things that
should be covered by the risk based allowance for both the original AMI project
and the Upgrade.

Consistent with the manner in which the risk based allowance adopted in
D.06-07-027 was calculated, we will adopt a risk based allowance for the
Upgrade based on the risk profiles of the specific categories of Upgrade costs.
That PG&E's estimated overall Upgrade risk based allowance factor of 12.9% is

higher than the 8.0% allowance for the original AMI project is a result of PG&E’s

0 See Exhibit 8, p. 10-10.
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analysis of risk for specific categories of Upgrade related costs as opposed to its
analysis of risk for specific categories of costs for original AMI project. We agree
with PG&E's position that the analysis of risk for the Upgrade should consider
the risk profiles specific to the Upgrade, rather than that of the original AMI
project.

Because of the manner in which TURN’s recommended risk based
allowance factor is derived, there are no specific evaluations of, or agreements or
disagreements with, the specific risk factors that PG&E has assigned to the
various cost categories. However, it is not surprising that overall risk related to
newer technologies included in the Upgrade, in particular the currently evolving
HAN technology, and the information technology system integration might have
higher risk factors than that for the more traditional technologies that were
included in the original AMI project. A review of PG&E’s proposed risk factors
does not cause any specific concerns with the magnitude of the factors or with
the cost categories to which they are applied. We will therefore adopt PG&E's
proposed risk base allowance methodology along with the specific factors
themselves and the categories of cost to which they are applied.

In adopting PG&E’s broad application of the risk based allowance
methodology to its cost estimates, for both the original AMI project and the
Upgrade, we feel it is vital to fully consider the implications of the risk based
allowance concept. Specifically, we must consider if, and to what extent, it can
be assumed that the risk based allowances for the original AMI project should
cover specific requested Upgrade costs. Also, going forward, we must be
vigilant in identifying future costs related to the Upgrade that should be covered
by the risk based allowance that we are adopting today, rather than covered by
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additional rates adopted in another proceeding where such costs might be
raised, such as in a future general rate case (GRC).

Regarding future costs that may be related to the original AMI project or
the Upgrade and which are raised in separate proceedings for the purpose of
additional rate recovery, they are only speculative at this time. We can only note
that, in order to get such additional rate recovery, PG&E has the burden to show
that such costs are neither covered by the specific costs adopted in either
proceeding nor by the risk based allowances adopted in either proceeding.

Regarding requested Upgrade costs that should be covered by the risk
based allowance adopted in D.06-07-027 for the original AMI project, two
requested Upgrade costs are of concern. They are the incremental project
management costs and certain of the costs related to the Kern County
electromechanical meter retrofit.

For project management, PG&E requests additional cost recovery for
activities related to the newer technologies and an increased number of AMI
vendors mostly caused by the added Upgrade functionalities. However, PG&E
itself, as described above, includes “the types of equipment that PG&E is
proposing to deploy ... and the number and types of vendors that will be
managed during the project” as elements of the risk profiles that were
considered in determining the reasonableness of PG&E's contingency amounts
for the Upgrade, and we see no reason why it should be any different for the
original AMI. It follows that these activities are of the type that should be
covered by contingencies such as the risk based allowance. It is reasonable that
the additional project management costs requested by PG&E as part of the
Upgrade should instead be covered by the risk based allowance adopted in D.06-
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07-027.61 The requested amount of $15.318 million ($17.914 million PVRR) will
be excluded from the adopted Upgrade costs.

For the electromechanical upgrade, it is reasonable to include the
incremental costs of the advanced solid state meter, the integrated load limiting
connect/disconnect switch, the HAN gateway device and the installation cost as
part of the Upgrade costs. These are the specific costs necessary to provide the
functionalities of the Upgrade project and are reasonable. However, the
electromechanical upgrade also includes the costs needed to install the
approximate 230,000 electromechanical meters that are being replaced by the
upgraded devices. The question to consider is whether the stranded costs
related to the premature retirement of the electromechanical meters should be
absorbed through rates established for the original AMI or through rates
established for the Upgrade. The decisions to deploy the electromechanical
meters were made by PG&E in conjunction with the original AMI authorization.
It is appropriate that the consequences of those decisions should be reflected as
part of that same authorization.

Also, as indicated above, PG&E has identified changed timing and scope
as elements of the risk profiles that were considered in determining the
reasonableness of PG&E’s contingency amounts for the Upgrade, and we see no
reason why it should be any different for the original AMI. Changed scope (i.e.,
advanced meters with higher functionality) is the driving factor that resulted in

the electromechanical meters and associated equipment becoming obsolete. It

61 This adjustment does not apply to information technology project management,
which has been estimated by PG&E to be $2.8 million, plus the associated risk based
allowance. That amount is included in this decision as an authorized cost.
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follows that the costs imposed by the premature retirement of the
electromechanical meters are of the type that should be absorbed through the
risk based allowance. Those costs were imposed as part of the original AMI
project and it is reasonable to assume the related stranded costs should be
covered by the risk based allowance authorized by D.06-07-027 for the original
AMI project. We will therefore exclude $18.5 million ($20.0 million PVRR)
related to the Kern County electromechanical meter retrofit from the adopted

Upgrade costs.

8. Operational Benefits

Operational benefits include (1) the elimination of labor costs currently
required for manually turning on or off a customer’s electrical usage at the
premises; (2) bad debt reduction resulting from earlier collection of outstanding
balances and earlier shut-off; and (3) cash flow savings from these earlier
collections and shut-off. Also, PG&E has identified a tax benefit from meter

retirement that is included under this category of benefits.

8.1. Field Technician Labor Savings

PG&E proposes to install integrated load limiting connect/ disconnect
switches in the solid state meters for all single phase residential meters with a
maximum of 200 amperes (amp). While deployment of these switches could
begin in the latter half of 2008, for purposes of its benefits analysis, PG&E expects
that activation of these switches will occur once enabled through PG&E systems
in July 2009.

Electric field technicians typically perform four types of
connect/disconnect services at premises with a single-phase residential meter
with a maximum of 200 amps: customer move-out, customer move-in, Shut-off

for Non-Payment (SONP), and reinstatement of SONP (RSONP). PG&E
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estimates that it will realize a total of approximately $6.9 million in incremental
operational benefits during 2009 and 2010 that relate to the savings from the
elimination of labor costs currently required for manually turning on or off a
customer’s electrical usage at the premises. That is, PG&E offsets the overall
O&M labor savings from the integrated load limiting connect/disconnect
switches with the O&M labor savings for the 600,000 disconnect collars it
included in the original AMI Application.

No party has challenged either PG&E’s inclusion of field technician labor
savings as a benefit or PG&E’s quantification of these savings. We will include

the undisputed amount as part of the benefits adopted by this decision.

8.2. Reduced Bad Debt Savings and Cash Flow
According to PG&E, the integrated load limiting connect/disconnect

switches will also help PG&E reduce bad debt and improve the timing of cash
flow. Each month, approximately 41,000 PG&E residential customers are eligible
to be SONP. Due to manpower constraints, only an estimated 13,000 of these
41,000 SONPs (i.e., 32%) are physically turned off each month by sending a field
service representative to the premises. The remaining 28,000 (i.e., 68%) are not
shut-off and continue cycling for another month. Further, there are two
categories of SONPs: (1) those that ultimately remit the balance due; and

(2) those that do not and for whom their owed balance must be written-off as bad
debt. Based on historical data, PG&E collects approximately 92.2% of SONP

balances; the remaining 7.8% are written off.

8.2.1. Reduced Bad Debt Savings
For the SONP balances that are ultimately written off (i.e., 7.8%), the
benefit of performing the turn-off remotely is that the turn-off is done more

quickly, which results in a lower balance to be written-off as bad debt. The
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incremental benefits of the load limiting connect/disconnect switch vary,
however, depending on whether that SONP would have been processed during
a given month. PG&E forecasts that it will realize a total of $1.7 million in bad
debt savings in 2009 and 2010.

No party has challenged PG&E’s inclusion of bad debt savings as a benefit
or PG&E’s quantification of these savings. We will include the undisputed

amount as part of the benefits adopted by this decision.

8.2.2. Improved Timing of Cash Flow Savings
For the SONP balances that are ultimately collected (i.e., 92.2%), the benefit

of performing the turn-off activity remotely is that the turn-off is done more
quickly, which results in making a collection sooner. That is, the benefit is the
time value of money associated with the collections. PG&E forecasts that it will
realize a total of $0.7 million in the improved timing of cash flow in 2009 and
2010.

No party has challenged PG&E’s inclusion of these cash flow savings as a
benefit or PG&E's quantification of these savings. We will include the

undisputed amount as part of the benefits adopted by this decision.

8.3. Tax Benefit from Meter Retirement

Since PG&E proposes to replace all existing electromechanical meters with
solid state meters, PG&E will need to retire the existing electromechanical
meters. PG&E explains that for tax purposes, there will be a loss on the
retirement that will be recognized to the extent that the remaining (i.e.,
undepreciated) tax basis of the assets exceeds the net salvage value, after
subtracting the cost of removal. Since for purposes of this calculation, PG&E
assumes that the salvage value and removal costs are approximately equal, the

loss on retirement would be equal to the remaining (i.e., undepreciated) tax basis
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of the asset. The associated benefit is the time-value of money associated with
receiving a current deduction for the loss on retirement, instead of waiting for
the depreciation deduction over time, based on the tax-life of the asset. PG&E
compared the present value of the tax benefit associated with the expected
depreciation stream of the assets (assuming they remained in service) with the
present value of the tax benefit associated with the expected loss on retirement of

assets, to derive a net benefit of approximately $11.8 million.

8.3.1. TURN'’s Position

According to TURN, tax retirement benefits are actually an accounting
treatment and not an increase in efficiency or a savings in operational expenses.
Essentially, the tax benefits only mitigate the stranded costs that will arise from
PG&E retiring all of its existing electromechanical meters. TURN does not
consider this to be a “benefit” of the project.

In response, PG&E states that, regardless of the categorization of these
benefits, there is no debate regarding the savings to ratepayers that result from
these tax benefits. These savings rebound to the benefit of ratepayers through
lower requested revenue requirements both in this case and for future
proceedings where the tax savings are realized. According to PG&E, whether
these tax benefits are categorized as an operational benefit that reduces costs to
ratepayers or as an accounting treatment that reduces project costs, the end-
result is the same. PG&E argues that TURN's distinction is one of semantics and

should be disregarded.

8.3.2. Discussion
No party has challenged PG&E’s calculation of this tax retirement benefit.

Whether it is identified as a benefit or a reduction to costs, the net effect with

respect to a benefit/cost analysis will be the same, and, in either case, that net
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effect should considered in evaluating the cost effectiveness of the Upgrade. For
the purposes of this proceeding, it is reasonable to include the undisputed

amount of this tax benefit as a “benefit,” and we will do so.

8.4. Remote Programmability

In rebuttal testimony, PG&E raised the issue of a remote programmability
benefit. PG&E states that the upgraded meter and communication device will
have enhanced processing, storage, and remote programmability benefits that
will allow the meters to be upgraded remotely via a network download.
According to PG&E, this type of capability will have tangible operational

benefits and presents the following example:©2

PG&E states that in the next 20 years we can expect computing
power needs at the endpoints to increase at a high rate, and that one
of the needs and drivers for this computing power is the issue of
data, device and operational security. According to PGE, the
upgraded meter and communication devices have the ability to be
remotely programmed, much like today’s modern computers, and
the capability to transmit or implement security or functionality
patches will be critical to ensuring a reliable and secure network
over time.

PG&E believes the benefits associated with the ability to implement
this one capability alone through the remote downloading of the
necessary software updates and security upgrades to meter
endpoint platforms capable of taking advantage of those downloads
are significant. According to PG&E, the benefit arises because the
ability to remotely reprogram an advanced meter allows PG&E to
avoid the need for a field visit to each meter needing
reprogramming,.

62 See PG&E, Exhibit 8, pp. 3-17 - 3-18.
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Based on a cost of about $20 per meter, PG&E estimates the cost of
reprogramming all of PG&E’s 5.4 million electric meters would be
$108 million (nominal). PG&E goes on to state there are several
reasons that system-wide software upgrades or patches are likely to
be required over the 20-year system life. First, there is the issue of
security discussed above. Second, there are likely to be several
software updates over the course of 20 years. Seven-year
replacement intervals are to be expected for many types of software.
Furthermore, in between replacements, software and security
patches are frequent.

For these reasons PG&E determines it is reasonable to assume that it
would have to perform system-wide software patches or
replacements at least every three years. Assuming modest labor
escalation and system growth, PG&E estimates the incremental
benefit of installing endpoints and systems robust enough to handle
these expected upgrades remotely to be at least additional $520
million (PVRR) over the 20-year life.

In its opening brief, PG&E states that the significance of this very

important addition to the project should not be overlooked.

8.4.1. DRA'’s Position

DRA indicates that in evaluating this example, one must be clear about
what “status quo” reference point is being used to calculate the benefit.
According to DRA, the calculation of any benefit is always in reference to some
other state. If benefits are to be calculated on an incremental basis relative to the
DCSI-based AMI system examined in A.05-06-028, then the reference point is
that system. If benefits are calculated on a total basis, including those achievable
by the AMI system examined in A.05-06-028, then the reference point is the pre-
AMI stock of electromechanical meters with no communications capability.

DRA states that it should be obvious that the pre-AMI meters had no

security problems other than a minor amount of energy theft. The meters were
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mechanical and did not include any components that could be reprogrammed.
Hence, no truck rolls were required to change software for the entire stock of
meters. DRA also states that the situation is similar with the DSCI system
examined in A.05-06-028, since the DCSI system is relatively impermeable to
security threats.®® DRA notes that had there been a security problem, the
business case evaluated in A.05-06-028 would have had to include an additional
$520 million to cover the cost of such truck rolls, adding there was no money
included for this purpose.

DRA asserts that PG&E's argument collapses into nothing more than a
solution to a problem created by the enhanced functionality added by the AMI
upgrade. It was not a problem with the system examined in A.05-06-028, or with
the pre-AMI meter stock. Thus this benefit does not belong in the benefits

stream.

8.4.2. TURN'’s Position

TURN also asserts that the Commission should reject the use of this benefit
for cost effectiveness purposes. TURN first states that the inclusion of this
operational benefit in rebuttal testimony is procedurally incorrect as PG&E
raised the issue for the first time in rebuttal and the issue was not responsive to
any party’s testimony. TURN then states that the benefits cannot be justified as
an incremental benefit of the SmartMeter Upgrade, since the purported costs
could not and were not included in the original AMI application. According to
TURN, in order to claim a $520 million benefit of avoiding reprogramming costs,

PG&E would have needed to be burdened with those costs in the first place,

63 See PG&E, Vahlstrom, 1 RT 133.
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either before the AMI program ever existed or, at least, as part of the original
AMLI filing. However, the old electromechanical (non-AMI) meters did not
require reprogramming nor did the DCSI electromechanical AMI meters require

such servicing.

8.4.3. Discussion

We agree with DRA and TURN on this issue and will not reflect remote
programmability as a benefit in the Upgrade cost effectiveness analysis. As both
parties indicate, the need for reprogramming the advanced meters is caused by
the added functionality of the programmable meter itself. The $520 million in
potential costs are just that. They are potential costs that never existed. They are
avoided because the meter that necessitates the costs can accomplish the task
remotely. To assign this purported benefit as an incremental benefit in the cost

effectiveness analysis of the Upgrade is illogical and inappropriate.

9. Conservation Benefits
PG&E asserts that the SmartMeter Upgrade Program with the HAN

gateway device will enable PG&E to offer a set of information tools to residential
customers that will allow for increased energy conservation. That is, the
feedback of information on energy usage will increase energy awareness,
resulting in a modification of energy usage behavior. PG&E cites a study that
reviewed over 100 DR programs and showed residential customers who were
provided with daily feedback on their electric usage via the Internet or in-home

displays reduced their energy consumption by an average of 11%.% Another

¢4 King and Delurey, Efficiency and Demand Response: Twins, Siblings, or Cousins?
Public Utilities Fortnightly, March 2005, p. 57.
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study that focused on general energy conservation, instead of DR reductions,
found feedback on consumption resulting in energy savings ranging from 0% to
20%.%5 The author concluded that “feedback is an essential element in effective
learning” and that feedback will have a significant role to play in raising energy
awareness and in bringing about reduced consumption on the order of 10%.
PG&E’s HAN gateway device will allow a customer purchased device
with compatible communications technology to receive near real time
information on the customer’s energy use. According to PG&E, in most cases
today, even with the next day web presentment of interval data (hourly for
electric and daily for gas) included in PG&E's original AMI business case,
customers evaluating their energy use or efficiency options will use survey or
audit tools that must rely on average appliance consumption assumptions.
PG&E asserts that (1) getting the consumption rate shortly after turning on
appliances like the dishwasher or laundry equipment would have a more
immediate impact; (2) customer interest in more detailed information can be
inferred by the fact that plug in devices are appearing in retail stores to measure
plug load; and (3) near real-time feedback in combination with interval data on
the web will provide a powerful diagnostic tool for customers interesting in
managing their energy use for financial, environmental or societal reasons.
PG&E estimated conservation benefits starting in 2012 using the following

assumptions:

% Darby, Sarah, “Making it obvious: Designing feedback into energy consumption.”
Proceedings of the 2nd International Conference on Energy Efficiency in Household
Appliances and Lighting. Italian Association of Energy Economists/EC-SAVE
programme, 2004 and The Effectiveness of Feedback on Energy Consumption,
Environmental Change Institute, April 2006.
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A technology adoption curve adapted from historic cell phone
annual adoption rates;

e Adoption rates begin at 2% in 2012, top out at 30% in 2024, and
remain flat until 2030;

e Anaverage of 6.5% energy conservation for both electricity and
natural gas annually for a customer with an in-home display
device;

e Average usage per customer is based on PG&E’s share of the
CEC’s 2008-2018 demand forecast;

e Energy forecasts for 2019 through 2030 are extrapolated from the
average annual growth rate in the 2008-2018 forecast; and

o PG&E’s share of the CEC demand forecast is estimated based on
PG&E’s 2006 FERC Forms 1 (electric) and 2 (natural gas) sales as
a percent of the CEC’s area recorded 2006 sales.

9.1. Electric Conservation Benefits

For the time period 2012 - 2030, PG&E estimates an electric conservation
level of 10,194 gigawatt-hours (GWh) resulting in a PVRR benefit of $311,881,000,
as quantified in the application. That amount would be $384,067,000 if updated
for more current energy costs recently incorporated into the E3 model for the
2009-2011 energy efficiency program cycle. PG&E recommends that the

Commission should consider the updated amount.

9.1.1. DRA’s Position

DRA'’s estimate of electric conservation benefits is $209 million. DRA’s
analysis of the upgrade’s potential electric energy conservation benefits hinges
on three issues: (i) a comparison of the daily information feedback that

customers can achieve through PG&E’s approved AMI system, as opposed to the

-101 -



A.07-12-009 ALJ/DKF/sid

real-time feedback that the upgrade potentially provides; (ii) a different annual
adoption rate of information display technology; and (iii) a double counting of
energy efficiency benefits issue between this application and the energy
efficiency program proceeding.

DRA accepts that direct information feedback has potential to deliver
conservation benefits, however DRA distinguishes between the effects of real
time versus day-late information. DRA argues that day-late information
feedback conveyed via the personal computer can be achieved with the already
approved AMI system. Furthermore, it is DRA’s position that day-late
presentation of usage information affects space conditioning usage, as it provides
customers with insight into energy used for heating and cooling. DRA cites the
work of Lou McClelland and Stuart Cook of the Institute of Behavioral Science at
the University of Colorado that concluded, “...conservation actions taken by
households with [display monitors] primarily affected energy uses other than
heating and cooling.” ¢

Using the California Energy Commission 2006 Update to the Residential
Appliance Saturation Survey results for the PG&E service territory, DRA
calculates that approximately 9.5% of the residential load is attributable to space
heating and cooling, with the other 90.5% of residential energy sales attributable
to base energy usage. DRA applied the 90.5% scalar adjustment to PG&E’s
annual residential sales forecast, which discounted the portion of residential

sales forecast due to space heating and cooling load, leaving only the base energy

% McClelland and Cook, 1979, “Energy Conservation Effects of Continuous In-home
Feedback in All-electric Homes,” Journal of Environmental Systems, 9 (2), pp. 169-173.
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load in the benefit calculations. This results in a PVRR reduction of $30 million
to PG&E’s application benefit estimate.

DRA also disagrees with PG&E’s use of the cell phone adoption rate to
determine such a rate for in-home information display devices, and instead used
an adoption rate of compact fluorescent lamps (CFLs), which it considers to be a
more analogous historic adoption rate of residential energy efficient technology.
DRA made use of a report that examined the effect of customer preference on
cost potentials of residential lighting.¢” In the report it was calculated that, by
2005, a cumulative 25% of all residential light fixtures are assumed to be using
CFLs. DRA then modified the HAN technology adoption rate by a ratio of 21 to
30, or a scalar factor of 0.7, resulting in adoption rates from 1% in 2012 to 21% in
2024 and a further PVRR reduction of $84 million to PG&E's application benefit
estimate.

It is also DRA’s position that, if customers do adopt HAN-enabled
information feedback technology and conserve electric energy, the energy
savings associated with the SmartMeter Upgrade should not be used to justify
both the SmartMeter Upgrade cost and the shareholder incentive that PG&E
would inevitably earn as the result of the Commission’s D.07-09-043 on the
shareholder risk/reward incentive mechanism for energy efficiency programs.
DRA explains that the electric energy conservation benefits justify dollar-to-
dollar the Upgrade project cost and the associated return on equity, and, if not

properly accounted, PG&E shareholders would earn another 12% on the same

67 “Market Failures, Consumer Preferences, and Transaction Costs in Energy Efficiency
Purchase Decisions” by Jayant Sathaye and Scott Murtishaw for the Lawrence Berkeley
National Laboratory, 2005.
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energy saving benefits. Therefore, DRA proposes that 12% of the energy
conservation benefits be deducted, to reflect the shareholder incentives PG&E
could have earned if the energy savings attributable to the SmartMeter Upgrade
were not separately identified from those due to energy efficiency programs.
This results in a further PVRR reduction of $24 million to PG&E’s application
benefit estimate.

Lastly, DRA agrees with PG&E’s position that updating the estimate of
electric conservation benefits for more current energy costs recently incorporated
into the E3 model for the 2009-2011 energy efficiency program cycle is
appropriate. This results in a PVRR increase of $35 million to DRA’s estimate of
electric conservation benefits.

In response to DRA, PG&E argues that DRA’s 9.5% adjustment related to
space heating and cooling should be rejected. Regarding the 1979 study by
McClelland and Cook used by DRA to reach its conclusion that day-late
presentation of usage information affects space conditioning usage, PG&E states
that a careful review reveals that: (1) it contains no actual data on day-late
feedback and space heating and conditioning; (2) its statements about a reduced
effect of real-time feedback on those end-uses are inferences; and (3) its
interpretation of customer usage differences associated with real-time feedback
supports a positive relationship in the study’s summer months. PG&E also
points out that there is nothing to indicate that day-later feedback was involved
or studied, and the only information feedback described in the article was real-
time. According to PG&E, lacking actual data, the authors inferred that the
monthly differences between the test and control groups” energy consumption

“suggest” that the monitors had a greater effect on uses other than heating and
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cooling. That interpretation, however, is attenuated in PG&E’s opinion, given
the study’s lack of any identified day-late data collection or day-late feedback.

PG&E also asserts that most customers” access to their usage data via the
web will be too infrequent to produce conservation benefits DRA claims for day-
after information. The evidence indicates that 50% of customers indicate an
interest in checking their usage via the internet once a month and, in the
Statewide Pricing Pilot, 77% of customers visited the website at some time
during the program. According to PG&E, that frequency is no better than the
monthly bill that customers receive, and even if day-late feedback were sufficient
to produce energy conservation benefits for space heating and conditioning, the
majority of residential customers essentially will not use the AMI system’s web-
presentment next-day functionality for that purpose. According to PG&E, for
many of these customers, the Upgrade HAN and IHD will be a better way of
providing usage feedback that the customer will frequently see.

PG&E also disagrees with DRA’s use of the percentage of residential light
fixtures with CFLs to determine an IHD adoption level of 21%. PG&E does not
object to the idea of using CFL data to develop IHD adoption levels, but
maintains that CFL lamp penetration for fixtures is not an appropriate metric.
PG&E argues that since a single household will have multiple light fixtures, it is
not appropriate to assume that the percentage of light fixtures is an appropriate
proxy for the number of households adopting IHDs, especially in light of the fact
that most research to date was done with a single in-home display device per
household. PG&E believes that the CFL household adoption is more analogous
to the household adoption of IHDs than DRA’s use of CFL lamps in fixtures.

While the report used by DRA provided the basis for its estimated

assumption about the percentage of all fixtures assumed to be using CFLs, PG&E
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refers to a second report cited by DRA entitled “Compact Fluorescent Lighting in
America: Lessons Learned on the Way to Market” that reports on an on-site
survey of California CFL usage.®® This report indicates that 57% of homes in the
2004-2005 California Case Study had one or more CFLs installed. PG&E also
notes that the 2005 update to the California Statewide Residential Lighting and
Appliance Saturation Study found 57% of all homes had one or more CFLs
installed, and the 2004 Residential Appliance Saturation Survey for PG&E found
51% of households with at least one CFL. Based on these studies, which show
similar household penetrations for CFLs at over 50%, PG&E asserts that its 30%
IHD adoption level is conservative and should not be adjusted downward.

PG&E also opposes DRA’s recommendation to reduce electric
conservation benefits by 12% due to the shareholder risk/reward incentive
mechanism for energy efficiency programs, for two reasons.

First, PG&E indicates that even under the current mechanism, the utilities
only claim energy efficiency for their energy efficiency program applications
under the incentive mechanism; they do not make claims for energy
conservation savings. With respect to the Upgrade conservation benefits, PG&E
states there is insufficient information to differentiate between energy efficiency
program benefits versus other energy conservation. Hence, DRA’s adjustment
would be too large, even based on their theory.

Second, the scope and structure of the incentive mechanism for 2012 and
beyond is unknown at present. In D.07-09-043, the Commission directed the

Energy Division to prepare a report by February 2011 so the Commission can

68 Portions of the report were entered into evidence as Exhibit 22.
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consider possible modifications to the incentive mechanism in time for the
2012-2014 program cycle. PG&E indicates there will be many factors to consider,
such as the Assembly Bill (AB) 32 framework as well as how the Commission
defines the accounting rules for that period. PG&E agrees that there should be
no double payment, and that the effect of the SmartMeter upgrade should be
factored into the Commission’s proceeding when it finalizes the energy
efficiency goals for the 2012 and beyond period for the utilities. However, PG&E
asserts that the coordination of Upgrade conservation benefits with the energy
efficiency incentive mechanism framework for 2012 and beyond should occur

when the Commission establishes that framework.

9.1.2. TURN’s Position
TURN notes that even though the display is an essential component of the

notification protocol for the PTR rates and PG&E also relies upon the device to
achieve sizeable conservation benefits, initially PG&E did not include any cost
for this device in the application. Rather PG&E assumed that the homeowner
will purchase it voluntarily. PG&E presented no evidence as to the cost of this
device, and also lacks evidence that the customer will save enough energy to
make purchase of the device cost effective. TURN also notes that, while in its
supplemental testimony PG&E included $5 million to “promote the specification
and adoption of consumer in-home devices” using a proxy price of $20 for an in-
home device, no evidence has been provided that $20 is sufficient for an in-home
display device of the type PG&E envisions.

According to TURN, evidence shows that devices that provide the benefits
PG&E claims will result in conservation cost far more than PG&E indicates. For
example, the Kill a Watt device for $25 will only display one device at a time,

provides a readout only at the plug, could be hard to use behind a refrigerator,
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washer, dryer or any other bulky appliance, and is not designed for 220-volt
appliances. A more powerful device, such as the Blue Line Powercost to monitor
full house usage, is considerably more expensive at $140. According to TURN,
only a device such as this is capable of monitoring more than one or a few
devices plugged into the same power strip, and only a device of this cost level
can monitor heating and cooling systems.

The lack of reasonably priced devices to achieve the benefits PG&E claims
causes TURN to question the reasonableness of PG&E’s energy conservation
benefit.

In response, PG&E states that its data request response® on IHD costs
ranging from $25 to $235 confirms that the customer would purchase the display
himself/herself. PG&E further states that it expects that future costs of simple
IHDs will drive even lower and that IHDs costing less than $5 will become
available. PG&E elaborates that some customers may want a very simple device
that only provides one or two pieces of information, while other customers may
want to have more features — for which they will be willing to pay. Also, the
existing devices do not use HAN and must have a means of capturing interval
load from the meter and displaying the information, such as with a “clamp on
CT.” In the future, HAN will perform the job of capturing the interval data,
relieving the IHD of that function. With HAN, the IHD will only need to
perform the receiving and display function, which will contribute to lower IHD

costs. PG&E concludes that, as the technology and market develops, the costs of

69 See Exhibit 203.
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IHDs may also be expected to decline, just as the cost of solid state meters has

come down significantly between its original AMI case and this case.

9.1.3. CCSF’s Position
CCSF agrees with DRA’s position that instead of relying on adoption rates

for cellular telephones to determine HAN adoption rates, PG&E should have
relied on adoption rates for CFLs.

Also, CCSF claims there is no evidence to support PG&E’s assumption that
its customers will use real time pricing information obtained from IHDs to
change their electricity usage patterns. CCSF apparently argues that if customers
are not using historical usage information available through web-presentment in
the AMI project, there is no reason to think that they will use real-time
information from IHDs.

In response, PG&E states there is solid evidence that IHDs do elicit
significant conservation by showing customers how much energy they are using.

According to PG&E:7

This is because displaying current energy usage in the home will
reduce the effort required by customers to monitor their energy
usage and correlate energy use changes associated with behavioral
changes. Numerous research studies confirm that “direct feedback,’
such as that provided on demand by the customer through the HAN
gateway device and a receiving in-home display device, provides
more energy conservation than ‘indirect feedback” such as monthly
bills plus historical feedback. [Footnote: Darby, Sarah, 2004.
‘Making it obvious: Designing feedback into energy consumption.”
Proceedings of the 2nd International Conference on Energy
Efficiency in Household Appliances and Lighting. Italian
Association of Energy Economists/ EC-SAVE programme. ]

70 Exhibit 3, p. 5-8.
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Also, while PG&E and DRA disagree on the IHD impact on space heating
and conditioning, PG&E notes that DRA acknowledges that, for other end uses,

IHDs do promote energy conservation with respect to over 90% of electric use.

9.1.4. Discussion

To begin, we do not agree with DRA’ adjustments for space heating and
cooling or for double counting related to the shareholder risk/reward incentive
mechanism for energy efficiency programs. Regarding the space heating and
cooling adjustment, even if heating and cooling conservation can be
accomplished through day-ahead notification, we have previously noted that we
will use PG&E's definition of “incremental” for this proceeding. Therefore, since
conservation benefits were not quantified in the original AMI proceeding, the
conservation benefits we are considering for the Upgrade can result from either
the results of the functionality of the original AMI request (day ahead
information) or of the Upgrade and the HAN (near real time information). Also,
in general, we agree with PG&E's response regarding the 1979 study by
McClelland and Cook used by DRA to reach its conclusion that day-late
presentation of usage information affects space conditioning usage. In light of
PG&E’s criticisms, that study does not provide persuasive evidence to support
DRA'’s conclusions on this issue.

Regarding potential double counting related to the shareholder
risk/reward incentive mechanism for energy efficiency programs, we note
PG&E’s assertion that the incentive mechanism relates to energy efficiency and
not conservation and that its conservation benefits for the Upgrade include both.
Since neither PG&E nor DRA separated energy efficiency from the conservation
benefit estimate, we cannot properly apply a factor to prevent potential double

counting of energy efficiency. Therefore we will not reduce PG&E’s estimate of
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electric conservation benefits by 12% as recommended by DRA. Instead, when
the future of the energy efficiency incentive mechanism is clarified and if further
incentives are authorized, PG&E should ensure, through testimony in that future
energy efficiency proceeding, that there is no double counting of energy
efficiency embedded in the conservation benefits related to the Upgrade.

Regarding PG&E’s estimate of 30% IHD penetration as opposed to DRA’s
estimate of 21%, we note that the estimates are based on new technology
acceptance curves for different products (cell phones and CFLs). At this point,
we have no way of knowing for sure which estimate is better. Both are educated
guesses that are not substantially different. However, we will adopt DRA’s
lower value of 21%. We prefer to be conservative with respect to estimating this
benefit partly because of the speculative nature of the forecasts and partly due to
TURN's legitimate concerns regarding the cost of the IHD devices. Whether
costs will be a significant impediment to customer acceptance is unknown. As
does PG&E, we expect the prices of such devices to decline as the technology and
market develops, but the economics have not been fully analyzed by any of the
parties.” There is uncertainty. Therefore, we feel that a reduction to PG&E’s
estimate of electric conservation benefits is reasonable.

With respect to CCSF’s criticism regarding PG&E’s assumption that
customers will use information obtained from IHDs to change their electricity
usage patterns, we feel there is sufficient evidence, as noted by PG&E, to

determine that such devices do have that effect. CCSF has not cited any studies

71 TURN has not proposed a methodology for quantifying this effect.
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or produced any persuasive evidence to rebut those conclusions. Therefore, we
will not adjust the estimated electric conservation benefit for that reason.
Finally, both PG&E and DRA recommend that the more recent avoided
costs should be used for the purpose of estimating electric conservation benefits
for the Upgrade, and we agree that it is reasonable to do so.
Based on the above discussion, we will adopt an electric conservation

benefit amounting to $268,847,000 (PVRR).

9.2. Gas Conservation Benefits

For the time period 2012-2030, PG&E estimates a gas conservation level of
10,194 billion British thermal units (BBTU) resulting in a PVRR benefit of
$167,190,000.

9.2.1. DRA'’s Position

DRA questions the effect of the electric metering system upgrade on gas
conservation, quoting PG&E’s statement that the proposed SmartMeter Program
Upgrade does not affect PG&E’s gas meter infrastructure.”? DRA also states that
PG&E justified its gas system technology and network provider in its original

AMI case by stating that its technology provided functionalities that:”3

Allow one-way or two way radio communication capability directly
to each premise with PG&E gas service; use highly reliable and
powerful licensed radio frequency communication channels owned
by PG&E; provide 100% coverage for all gas customers in one
system; has proven module battery backed by the best proposed
warranty; provide daily gas usage with the potential for hourly data
for selected customers; provide customer level tamper detection

72 PG&E, Exhibit 2, p. 2-5.
7 A.05-06-028, Exhibit 8-1, p. 1-7.
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information; and enable messaging for smart thermostats, in-home
displays, and home automation.

It is DRA’s position that, since PG&E’s gas AMI system was approved in
D.06-07-027 and the SmartMeter Upgrade does not pertain to the gas AMI
system, PG&E’s $167 million claimed benefit of gas conservation is not
contingent upon the approval of the SmartMeter Upgrade, and consequently the
overall project benefit should be reduced by $167 million.

In response TURN argues that DRA errs in its description of the gas AMI
system, and also misses the importance of HAN-enabled in-home information on
energy conservation in general.

First, PG&E states that it clarified in rebuttal testimony that its request for
the gas AMI system did not include equipment and technology required for in-
home gas information display capabilities.

Second, PG&E states that the importance of HAN-enabled IHD is the
increased awareness of energy usage occurring at the time in the customer’s
home. That awareness can extend beyond electrical consumption displayed on
the IHD. According to PG&E, experience with residential customer surveys
indicates many customers do not clearly differentiate electric and gas
consumption by their appliances. PG&E points out that for these customers, the
increased awareness of energy use occurring right then-and-there in their homes
may encourage immediately cutting back on energy consumption, including gas
use. For those customers who are aware of gas versus electric consumption,
PG&E states that near-real time HAN enabled IHD information on electric use
from motors or fans associated with gas appliances also could support reducing
gas consumption by those appliances. Consequently, PG&E asserts that

assuming no connection between HAN IHD near-real time information display
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and gas conservation as DRA has done, takes an overly restricted view of the

effects of immediate energy usage feedback on residential customer behavior.

9.2.2. Discussion

We are not convinced that any gas conservation benefits should be
attributed to PG&E's original AMI project or to the Upgrade. The IHD shows
electricity usage, not gas usage. By looking at the IHD, there is no way to tell if
gas usage is high or low or possibly whether any gas is being used at all. If a
customer reduces gas usage (e.g., space heating, water heating, drying clothes, or
cooking), it is probably for economic reasons. That economic incentive is likely a
result of a gas bill or an examination of gas rates rather than a customer looking
at an IHD and noting electricity usage patterns.

With respect to customers that supposedly do not clearly differentiate
electric and gas consumption by their appliances, there is no record evidence
indicating what proportion of the customer base that might be. Furthermore,
there is no record evidence indicating whether such customers would be the type
that would even purchase an IHD. We cannot accept PG&E’s reasoning on this
issue as sufficient support for its gas conservation benefit estimate.

PG&E hypothesizes that near-real time HAN enabled IHD information on
electric use from motors or fans associated with gas appliances could support
reducing gas consumption by those appliances. We only note that a fan being on
is one thing, knowing what the gas usage is and whether it is high or low is
another thing. Also, it is fairly easy to know whether one’s gas space heater is
on. If heat is coming out of the vent, gas is probably being used at that time. The
same can be said regarding a gas stove. If one is cooking, gas is being used.
Neither PG&E's original AMI project nor the Upgrade is necessary to make those

determinations. While the IHD can display near real time electricity usage and
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customers can view that information to determine whether they should cut back
or not, the IHD does not display such information for gas. We do not feel that
customers’ decisions as to whether they should limit or curtail gas usage are
significantly enhanced by the presence of IHDs that only display electricity
usage patterns.

Therefore, we will assign zero gas conservation benefits in our cost

effectiveness analysis of the Upgrade.

10. Demand Response Programs

10.1. PG&E’s PTR Program Proposal

PG&E'’s proposed PTR program would offer new monetary incentives to
encourage residential customers to reduce their peak period usage on up to
15 event days per summer. PG&E states that the PTR program is being proposed
in part to allow for a consistent residential DR program offering across all three
major California investor-owned utilities, and in part to achieve additional DR
participation from residential customers who might not otherwise be reached by
residential CPP rates alone. By PG&E’s proposal, the PTR program will be
available to customers starting in summer 2010.

The PTR program would be established as an overlay to the customer’s
otherwise applicable residential tariff (OAT) by applying bill credits of $0.60 for
each kilowatt-hour (kWh) reduced during an event day. The energy reduction
from each event will be measured against a customer-specific reference level
(CRL) that is calculated for each customer. The proposed peak period times are
from 2:00 p.m. to 7:00 p.m. According to PG&E, this approach is similar to those
currently under consideration for both SDG&E and SCE, but has been adapted to
comport with PG&E’s adopted residential CPP program -- the residential CPP

and PTR programs offered to PG&E's residential customers would match both in
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terms of operating hours (2:00 p.m. to 7:00 p.m.) and pricing level ($0.60 per
kWh). PG&E also anticipates initiating CPP calls and PTR events on the same
summer peak days.

According to PG&E, due to AB 1X,7* residential customers currently
cannot be placed on a mandatory rate schedule or overlay that can result in
higher bills for Tier 1 and Tier 2 usage. PG&E argues that the limitations created
by AB 1X mean that dynamic pricing programs that could potentially increase
customer bills (e.g., CPP) may only be offered to residential customers on a
voluntary basis.”

PG&E states that until the AB 1X restriction is lifted, PTR will be a
preferred choice for maximizing DR from residential customers.”6 Because there
is no downside risk, PG&E recommends that all residential customers be
automatically enrolled in PTR once they are fully connected to the network,
unless they are enrolled in CPP. PG&E reasons that automatic enrollment in
PTR overcomes the hurdle of inertia (i.e., maintaining the status quo) that comes

with recruiting customers onto a new program. In addition, the positive

74 AB1X refers to Assembly Bill No. 1 from the 2001-2002 First Extraordinary Session as
codified by Water Code section 80000 et seq. Water Code section 80110 protects the
rates of residential customers for usage up to 130% of baseline quantities “until such
time as the [Department of Water Resources] has recovered the costs of power it has
procured for the electrical corporation’s retail end use customers....”

75 In D.06-07-027, the Commission ruled that residential customers may waive their
AB 1X protections to participate in voluntary tariffs that give customers an opportunity
to lower their bills.

76 According to PG&E, an affirmative waiver of AB 1X protection for the PTR program
would be unnecessary because (unlike with CPP) there is no potential for charges to
increase for usage billed at Tier 1 or 2 rates; customers who do not earn a rebate simply
continue to pay their normally applicable rate.
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reinforcement provided by a “carrots only, no sticks” approach facilitates
customer acceptance, since it will guide them towards understanding dynamic
rates without the possibility of a higher bill.

As with the CPP program, PG&E proposes to restrict eligibility to
individually-metered bundled service customers. Master-meter accounts would
be excluded from the program because it would not be possible to determine
load reductions for individual tenants. Net-metered accounts would be
excluded from PTR because these customers’ loads are served by a combination
of their own equipment and utility generation, and it would not be possible to
evaluate demand reductions for such customers independently of changes in
output from their customer-owned generation equipment. Finally, direct access
and community choice aggregation customers would be excluded from PTR (just
as they are excluded from participating in CPP), because the generation portion
of their service requirements is provided by third parties.

PG&E has evaluated potential interactions between the CPP and PTR
programs, with the expectation that customers may want guidance in helping
choose between these two demand response participation options. Its analysis
shows that customers who are believed to have significant central air
conditioning (CAC) usage would divide almost equally between finding CPP vs.
PTR participation most advantageous. Also, nearly 90% of customers who are
not believed to have significant CAC usage would be better off on CPP than
under PTR. Nonetheless, PG&E does not expect high levels of initial CPP
enrollment from customers without CAC, because non-CAC customer savings
under CPP would still be relatively modest and because PG&E’s marketing

efforts for CPP will be focused on customers with significant CAC loads.
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PG&E explains that customer bill savings associated with the PTR
program will be attributable to two factors: “structural” savings, and savings
attributable to actual demand reduction efforts undertaken in response to PTR
calls. Structural savings are sometimes referred to as “free rider” savings. In the
context of the PTR program, these are rebates that customers would receive as a
consequence of ordinary variation in their daily energy usage (e.g., if they
happen to be on vacation on the day a PTR event is called, but were home during
the period reflected in their CRL allowance). Customers will realize additional
bill savings under the PTR program if they initiate real demand reduction efforts
in response to PTR calls. In practice, each customer will realize a combination of
bill savings under PTR (structural and demand response), although such effects
must be estimated statistically and could never be measured independently for
each household.

PG&E proposes to estimate the structural component of PTR savings for
the residential class, using the best available load research information when rate
updates are prepared for January 1 rate changes each year. This structural
savings estimate would then be treated as an external adder to the residential
class cost allocation for the purpose of setting generation rates, so as to prevent
non-residential customers from having their own rates affected by the cost of the
free-rider portion of rebates received by residential customers. (The first such
estimate would be prepared in the fall of 2010 and will then be reflected when
rates are set for January 1, 2011.) After providing for this adjustment for the
structural component of the rebates, PG&E proposes that all actual rebates be
recognized as reductions to revenues from generation rates. This approach is

based on an assumption that the demand response component of PTR bill
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savings will be in reasonable accord with procurement cost savings that can be

attributed to the program.””

10.1.1. DRA'’s Position
DRA recommends that approval of the proposed PIR program should be

separated from a review of PG&E’s proposed AMI Upgrade system. DRA
recommends that the Commission approve the PTR program with modifications
in the 2009-2011 Demand Response Programs and Budget Application.

Regarding program design, DRA recommends that the Commission adopt
a two-level incentive structure to minimize free-ridership, as DRA recommended
for SCE and SDG&E’s PTR program proposals, and as adopted by the
Commission for SDG&E’s PTR program in D.08-02-034. Furthermore, PTR
program measurement and evaluation should conform to the demand response
load impact protocols adopted in D.08-04-050. Specifically, DRA emphasizes the
ex post assessment of free-ridership and the distribution of load impact across
customers.”

PG&E opposes DRA’s proposal to address PTR in PG&E’s 2009-2011
demand response (DR) program case. According to PG&E, the 2009-2011 DR

77" According to PG&E, this approach will reduce revenue accruing to the Utility
Generation Balancing Account (UGBA) by the demand response component of PTR bill
savings (total PTR rebates net of the free ridership adjustment), simply because the
UGBA is the generation-related account to which revenues accrue residually. This may
produce a modest mismatch between generation-related accounts, since PTR-related
procurement savings would most likely be realized as reduced costs in the Energy
Resource Recovery Account (ERRA). PG&E states that while this is a factor which
PG&E and the Commission might wish to weigh when reviewing future UGBA and
ERRA balances, it would not affect total generation rates or the division of costs
between different groups of customers.

78 DRA’s recommendation is detailed in Exhibit 108, Ex. 5, Ch. 5B.
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case is a consolidated proceeding for PG&E, SCE and SDG&E and it needs to
move forward expeditiously to allow the next cycle’s DR programs to proceed in
time for customers (primarily commercial and industrial) to know what will be
offered and to decide whether they will participate. PG&E states that adding the
DRA PTR proposal to that case would unreasonably delay the timetable and
expand the scope of the 2009-2011 proceeding.

PG&E notes that the SDG&E and SCE PTR proposals have been moved to
those utilities” respective GRCs, but if PG&E’s PTR were moved to Phase 2 of its
next GRC, implementation would be delayed beyond summer 2010, the program
start date. PG&E also notes that the Commission specifically stated that PG&E’s
Upgrade case is an appropriate forum to consider PTR.”

With respect to DRA’s proposed program design, PG&E states that DRA’s
proposal is flawed conceptually and lacks critical details. In the absence of any
presentation of these details, the DRA recommendations should be rejected.

DRA’s description of its higher and lower PTR incentives raises the
potential for the higher PTR incentive to exceed avoided cost, which PG&E
cautions should not be allowed to happen. PG&E is also concerned about
practical issues for establishing, enforcing and monitoring a two-tier incentive
program. For instance:

e How will the required technology measures be identified (and
updated)?

e How will individual customers’ adoption of such measures be known
and confirmed?

79 See D.08-07-045, Conclusion of Law 23. D.08-07-045 addresses the dynamic pricing
phase of PG&E’s last Phase 2 GRC.
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e How would continued on-going operation of installed measures on the
customers’ individual premises be monitored?

PG&E also notes the additional costs to implement, market and administer
a DRA two-tier, technology enabled PTR program, beyond what PG&E has

requested for a single-tiered PTR incentive.

10.1.2. Discussion

We believe the PTR program will encourage residential customers to
reduce their peak period usage on peak days. We also agree that the program is
allowable while the AB 1X rate protections remain in place. However, the PTR
program should be regarded as a transitional program that the Commission
intends to review when the AB 1X rate protections change.s

As discussed in other parts of this decision$! the costs and benefits of
PG&E’s proposed PTR program will be considered in the cost effectiveness
analysis of the Upgrade. We would also prefer to address the program design as
part of this proceeding. As DRA indicates a two-tier design has been adopted for
SDG&E.#2 Also, a two-tier settlement proposal for SCE has been deferred to

80 D.08-07-045 orders PG&E to “file an application proposing a default CPP rate for
residential customers 30 days after any change in the law that changes the Assembly
Bill 1X rate protections in a manner that could allow default or mandatory time-variant
rates for residential customers. If the Commission approves a decision that interprets
the Assembly Bill 1X rate protections in a manner that could allow default or
mandatory time-variant rates for residential customers, then PG&E shall file an
application proposing a default CPP rate for residential customers not later than 90 days
after the Commission decision goes into effect and is no longer subject to rehearing or
judicial review.”

81 See Sections 7.7 and 10.2.4.
82 See D.08-02-034, p. 22.
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SCE'’s Phase 2 GRC proceeding.8> We are therefore reluctant to move forward
with PG&E's single tier proposal. In other sections of this decision, we
emphasize consistency in how we treat the IOUs. We see no reason to stray from
that principle in this instance and will adopt a two-tier design for PG&E.
However, we do acknowledge that the details of DRA’s proposal are lacking and
there are a number of practical considerations that would need to be addressed.
For that reason, we will defer the PTR program design to PG&E’s November
2009 rate design window filing, where we will require PG&E to propose a two-
tier PTR incentive design and the associated PTR program costs for such a
design. This will allow PG&E time to (1) work with DRA and other parties to
work out program details and costs; (2) consider the adopted design for SDG&E
along with any solutions to practical considerations, if any; and (3) monitor and
evaluate what has happened or will happen in SCE’s Phase 2 GRC with respect
to implementing a two-tier PTR program design. Hopefully, this cooperative
effort will allow time for the Commission to adopt and implement a two-tier
design for PG&E in time for the anticipated Summer 2010 start of the program.

If it turns out that this is not possible, PG&E’s PTR program should instead be
implemented in 2011. PG&E'’s rate design proposal should be consistent with
the rate design guidance adopted in D.08-07-045.

10.2. PTR Benefits
The PTR benefits are calculated by PG&E with the same price elasticities as

the CPP program using the model developed from the AMI business case in

A.05-06-028. The model in this application assumes a total participation rate on

8 See D.08-09-039, p. 38.
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both PTR and CPP of 50 percent of the residential customer sector based on
PG&E'’s proposed awareness marketing. Estimated CPP participation is
subtracted out annually and the residual MW reduction is estimated as the
incremental DR benefit attributable to the PTR program. PG&E forecasts
avoided capacity of 6,307 MW through 2030. PG&E values the avoided
generation capacity costs at $85/kW-yr.

10.2.1. DRA'’s Position

In considering the demand response benefits PG&E attributes to the
Upgrade proposal, DRA argues that the Commission should consider the
metering functionalities needed to implement the proposed PTR program, and
compare that to the added functionalities offered by the Upgrade. Specifically, if
PTR implementation does not depend on the added functionalities, particularly
the HAN gateway and the integrated service switch, then the PTR costs and
benefits should not affect the Upgrade cost-benefit analysis.

DRA states that to implement a Peak Time Rebate program as PG&E has
proposed, PG&E needs to do the following:

(1) Notify customers the day before a peak event day, and

(2) Collect interval customer usage data, and compare usage on the
event day to average usage of the previous three-of-five days.

DRA examined Commission records and PG&E’s original AMI application
prepared testimony exhibits, and concluded that the listed requirements for the
proposed PTR program can be met with the already authorized AMI system,
without the added Upgrade functionalities. DRA recommends that the
$290 million PG&E includes in its benefits calculations for PTR should therefore
be excluded.
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In response to DRA, as well as TURN who makes essentially the same
recommendation, PG&E states that both DRA and TURN completely fail to
recognize the value of HAN and IHDs to reach more customers and
communicate most effectively with them, which is necessary to achieve the

desired result of an effective PTR program.

10.2.2. TURN'’s Position

TURN believes that any benefit from PTR rates is not incremental to the
hardware requested in this application but could be obtained (albeit at higher
marketing and IT cost) from the functionality specified for existing hardware. In
the event that demand response benefits from PTR are considered, it is TURN’s
position that those benefits, as estimated by PG&E, have been significantly
overestimated. TURN provides three basic reasons for this position.

First, TURN calculates an AC adjustment factor to incorporate its assertion
that AC loads will be decreasing over time as more efficient air conditioners are
installed according to federal regulations. According to TURN, the movement
from an average SEER®* rating of SEER 10 to SEER 13 at the end of 20 years
means that the stock of CAC units will result in less demand per unit over time,
thus a smaller starting point from which to undertake demand response. TURN
argues that use of its SEER rating adjustment is more appropriate than PG&E’s

position of no AC adjustment.s5

84 SEER is the Seasonal Energy Efficiency Rating, defined by the Air Conditioning and
Refrigeration Institute. Higher SEER ratings are more energy efficient.

8 TURN states that while its witness, Ms. Schilberg, conceded upon cross-examination
that the AC adjustment factor could involve a slightly smaller derate than appears in
TURN Ex. 211, p. 16, the AC adjustment factor was erroneously omitted from its
adjustments to the expected PCT MW. TURN states that it considers these two factors

Footnote continued on next page
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Second, TURN argues that PTR demand response calculated with the use
of unadjusted CPP elasticities will overstate response from PTR rates.

From a theoretical perspective, TURN argues that a priori one would
expect customers to consume less under a CPP rate than under a PTR rate. That
is because under a CPP rate, the charge on each kWh consumed during the peak
period on an event day is the OAT plus the CPP adder of 60¢/kWh. So if the
OAT is 16¢, a customer would be charged 76¢ for each kWh consumed during
the peak event (a “stick,” accompanied by a “carrot” of tariff reductions on other
kWh consumed). Under a PTR rate, the customer is charged the OAT on each
kWh consumed during the event peak period (e.g., 16¢), but receives a credit of
60¢/kWh for each kWh saved compared to a reference level. TURN states that
while the marginal incentive to save a kWh is the same between the CPP and
PTR rates, the marginal price to consume a kWh is far higher under the CPP rate
(76¢) versus the PTR rate (16¢). TURN interprets this to mean that the
consequence of peak consumption under CPP rates is likely to be more attention-
getting for the customer, and that expensive consumption will run into the
customer’s budget constraint. On the other hand, the customer under PTR rates
faces no adverse consequence from continuing to consume, and that extra
consumption at the lower OAT does not impact budget constraint.”

TURN also argues that quantitative evidence supports the theoretical
understanding that CPP customers will save more energy than under PTR rates.
According to TURN, the only study that examines both rates, using the same

incentive for CPP and PTR on the same days (same weather), is the Ontario

to be offsetting, and this decision assumes that TURN'’s total SEER related adjustment is
reflected in its PTR adjustment.
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study.® In that study customers under PTR rates saved 30% less than CPP
customers. TURN states that although the statistical results do not enable a
conclusion that the CPP and PTR savings rates are statistically different from
each other, the lower PTR value supports TURN's theoretical understanding and
is evidence that must not be discarded lightly. For these reasons, TURN
recommends that it would be reasonable to adjust the CPP elasticities downward
by 30 percent for PTR purposes.

TURN also argues that evidence from customer surveys supports its
position that PTR customers will save less than CPP (SmartRate) customers. In
citing a recent PG&E study,®” TURN states the survey shows that 22% of
customers were interested in signing up for CPP rates, and that they are “more
involved in energy than the average customer -they are more motivated to
conserve, they want more control, and they are more receptive to getting help
from PG&E to reduce their energy use further...tend to be under 55 years old,
higher educated, more affluent, with families, with higher than average energy
bills...” Also, although 47% of customers said they would sign up for PTR
(SmartRebate), they are “less interested in controlling their energy use, they are
less likely to think they can reduce their energy use weekday afternoons without
too much inconvenience, and they are less likely to want to think about or track
their energy use. SmartRebate customers also differ demographically from those

who say they would sign up for SmartRate. Both groups tend to be customers

86 IBM Global Business Services and eMeter Strategic Consulting for the Ontario Energy
Board, “Ontario Energy Board Smart Price Pilot Final Report” July 2007.

87 Hiner & Partners, Inc., "Pacific Gas and Electric Company 2007 Rate Option Survey,”
August 2007.
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who are under 55 years old, but in nearly all other respects customers interested
in SmartRebate are very much like the average of all customers. They do not
stand out in any respect other than being somewhat more likely to be on the
CARE rate.” According to TURN, it is clear from the customer surveys that
those signing up for the PTR rate will be far less interested than CPP customers
in saving energy and thus will not produce the same savings that can be
expected from CPP customers.

Also, TURN expects that participation in PTR will fall off over time,
because (1) customers value financial savings, and the small savings available
will not maintain participation in the long run; (2) a disadvantaged customer
needs to reduce energy by more than 15% before even earning a rebate on at
least one-third of the event days, which will defer many customers; and (3)
default PTR customers are not committed to demand response.

TURN also disagrees with PG&E’s assumption that its notification strategy
will reach 50% of the residential customers regarding critical peak time events
for PTR and CPP rates combined. TURN indicates that while PG&E expects to
provide direct notification to customers of event days via devices such as in-
home displays beginning in 2013, PG&E expects that market adoption of the in-
home display will reach 3% of customers by 2013 and top out at 30% of
customers in 2024. TURN argues that even at maximum penetration (30%) the
in-home displays cannot be relied upon to assure 50% awareness for PTR/CPP
rates in the near future.

TURN also states that the fact that PG&E intends to make 50% of its
customers “aware” of critical peak events is not an assurance that 50% of its
customers will behave as did customers who were enrolled in the SPP pilot.

While TURN did not make an additional adjustment for this factor, it states that
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this is another source of overestimates in PG&E's projections, which the
Commission should keep in mind in judging the merits of PG&E’s demand
response benefits.

Also, as a consequence of PG&E’s 50% participation assumption, TURN
understands that PG&E implicitly assumes 45% of its non-CAC customers will
participate in PTR.8¢ TURN states that expecting these customers to participate
in PTR for the next 20 years is not supportable because (1) non-CAC customers
have small usage; (2) financial savings from demand response are small; and
(3) non-CAC customers are unlikely to have in-home display devices. TURN
states that PG&E has no basis for assuming demand response of 104 MW from
non-CAC customers in 2012, up to 129 MW in 2027. Since SPP data show that
roughly 26% of participants identified non-financial reasons for their
participation, TURN expects that participation in PG&E’s PTR program is like to
be a maximum of 26% of non-CAC customers, rather than the 45% PG&E
assumes (adjustment factor = 58%).

In summary, TURN expects a maximum of 142 MW from PTR in 2012
(55% of PG&E’s 260 MW estimate), and 162 MW in 2025 (49% of PG&E's 328
MW estimate).

In response, with respect to TURN'’s assertion that increases in federally
mandated SEER from 10 to 13 would increase the energy efficiency of CAC units
while higher saturations of “more efficient” CAC units would reduce the peak
demand response potential from future CAC installations and retrofits, PG&E

states that TURN's argument ignores a well-established body of evidence that

88 Exhibit 211, p. 18.
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SEER is not a reliable predictor of energy performance in California or of
demand reduction. PG&E states that the CEC report cited by TURN for the
increase in SEER ratings is replete with statements about the inadequacy of SEER

ratings in California. For instance, the CEC report states: 89

Current HVAC appliance performance testing is conducted to
national standards. Standard ratings for the seasonal energy
efficiency ratio (SEER) are conducted at a maximum temperature of
82° Fahrenheit and treat dehumidification as equal to sensible
cooling. In the hot dry climates of California, outside air
temperatures over 95° Fahrenheit with 35% relative humidity is
common. The current standards provide inaccurate assessments of
energy requirements during peak periods in California and the
Southwest.

Peak energy use is further amplified by the natural tendency of
designers and contractors to provide a larger capacity system than
necessary, resulting in excessive and inefficiency cycling of the
compressor. Increased cycling of a direct expansion air conditioning
system reduces overall efficiency through cycle start-up losses
which occur until the cold liquid refrigerant returns to the
evaporator coil. The results of over sizing single-speed units include
increased electric peak and, in some cases, increased energy
consumption.

PG&E indicates that the bottom line of the CEC report cited by TURN is

that:%

[T]he state should investigate a new efficiency metric for residential
and nonresidential direct expansion, air cooled air conditioning
system that appropriately rates performance in hot and dry
California climate zones.

89 See PG&E, Ex. 25, p. 24.
9 Id, p. 25.
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PG&E also states that Exhibit 218 that was introduced by TURN echoes the
findings of Exhibit 25, wherein it states, “Neither SEER nor EER is a sufficiently
reliable indicator of cooling energy performance (consumption or demand) for
California.”"

With respect to TURN's proposed 30% reduction in SPP elasticities, PG&E
states that the standard error for both the CPP and PTR Ontario study results

was 8%, and:

Thus, the difference between the two values is less than one
standard deviation, which is much less than the two standard
deviations required to demonstrate that the difference is statistically
significant. Put another way, the empirical evidence from the
Ontario pilot does not support the claim that the impacts estimated
using the SPP demand models should be reduced by 30% —indeed,
the empirical evidence shows that there is no statistically significant
difference between the impacts expected from CPP and PTR
incentives when estimated based on data from a side-by-side
comparison of the two options for the same customer population.?

PG&E also points out that the Anaheim study produced PTR program
impacts nearly identical to the estimated impacts using the demand models from
the SPP (after controlling for air conditioning and climatic differences between
the Anaheim and SPP samples), and the convergence of the Anaheim PTR results
and the SPP model results corroborate the Ontario study’s finding of no
significant difference between PTR and CPP impacts.

With respect to TURN’s argument that non-CAC customer usage is small
and savings will be small, PG&E argues that, while the average PTR benefit for a

91 Exhibit 218, p. 25.
92 PG&E, Exhibit 8, p. 9-3.
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non-CAC customer may be small, there are a range of customers both above and
below the average with many distributions possible. PG&E indicates that if the
average benefit were $1.50 per month, there could be scenarios where half the
customers reduced load enough to get a $3.00 saving or where 25% of the
customers respond sufficiently to get a $6.00 bill savings. Moreover, if the
customers are in tiers 4 or 5, their savings could even be greater.

With respect to TURN’s assumption that a customer must purchase an
IHD to participate in PTR, PG&E indicates that it has budgeted funds to provide
continued support of education and event notification, such as public service
messages and press releases. Thus, according to PG&E, although IHDs are
critical as an additional notification channel, a portion of PG&E’s customers
(particularly in high density urban areas like the San Francisco Bay Area) may
learn about PTR events through other media. PG&E does agree that a large
percentage of customers will participate for environmental or societal reasons,
but does not agree that participation for non-CAC customers should be limited

to only that group.

10.2.3. CCSF’s Position
CCSF agrees with DRA that PTR implementation is not dependent on real

time communication with customers. According to CCSF, using PG&E’s website
or the media to send out notices of a PTR event could be just as effective as
PG&E providing notice through its customers’ IHDs, and the added
functionalities provided by the HAN are not an additional benefit of PG&E’s
proposed AMI upgrade.

The City also agrees with TURN, that there is no evidence to support
PG&E’s claim that its customers will respond to PTR rates in the same way they

do to CPP rates.
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10.2.4. Discussion

With respect to DRA’s position, as indicated previously in this decision,
we are accepting PG&E’s definition of “incremental” for purposes of
determining Upgrade costs and benefits. Since PTR benefits result from PG&E’s
SmartMeter project and were not quantified in PG&E’s original AMI proceeding,
we will do so now as part of determination of the cost effectiveness of the
Upgrade.

With respect to TURN’s recommended adjustments, in the event that PTR
benefits are considered, we agree, to an extent, that demand response related to
PTR will likely be less than that estimated by PG&E.

PG&E has provided persuasive evidence to justify its position that SEER is
not a reliable predictor of energy performance or of demand reduction in
California. We interpret that to mean, for instance, if a customer upgrades from
a unit with a SEER 10 rating to a SEER 13 rating, which reflects a 30% increase in
the rated efficiency of the equipment, the customer will probably not realize a
30% reduction in demand or 30% energy savings. Demand reduction and energy
savings will likely be lower. However, we do not interpret this to mean there
will be no energy savings or reductions in demand at all. For example, in
Exhibit 218, Figure 12 shows median savings, ranging from 6% to 33 %,
associated with upgrading from a lower SEER system to a higher SEER system
under different upgrading scenarios, although the number of units achieving
expected savings is low (from 8% to 29%). Therefore, even though the climate
and other factors particular to California are not the same as that assumed for
SEER purposes, it is reasonable to assume that as manufacturers attempt to make

more efficient systems to comply with upgraded SEER levels, there will be some
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effect of demand reductions and energy savings in California. We will reduce
TURN's proposed adjustment by 50% to reflect this effect.

With respect to TURN's proposed 30% elasticity adjustment, we are
convince by PG&E’s arguments that there is no statistically significant difference
between the impacts expected from CPP and PTR incentives when estimated
based on data from a side-by-side comparison of the two options for the same
customer population, and the Anaheim study produced PIR program impacts
nearly identical to the estimated impacts using the demand models from the SPP.
We will therefore not adopt TURN’s recommended adjustment. This is
consistent with our actions in SCE’s AMI proceeding where a similar TURN

proposal was rejected and where we stated:

Current evidence does not provide a definite picture of customer
behavior under a PTR rate, since such rates are not currently in
widespread use. However, based on existing evidence it is
reasonable to conclude that the elasticity of customer electric
demand under a PTR rate may be comparable to under a CPP rate.
Similarly, though it is not possible to be certain how customers will
react to a PTR rate on a long-term basis, it is reasonable to apply
economic theory to this question and assume that long-run
elasticities will not be lower than short-run elasticities. Over the
long run, for example, customers may have access to more enabling
technology allowing them to respond more easily to PTR rates and
increase their resulting demand response. For these reasons, the
elasticities used in the settlement agreement business case, which
are based on elasticities calculated from CPP rates and are assumed
to remain stable over time, are reasonable for the purposes of

% TURN assumed a 30% increase in efficiency when moving from SEER 10 to SEER 13.
Based on the information in Exhibit 218, Figure 12, and the general concerns related to
using SEER for such purposes, a 15% increase in efficiency appears reasonable.
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estimating future energy savings from PTR rates and their
associated benefits.%

With respect to TURN'’s non-CAC customer participation adjustment, we
understand TURN’s concerns regarding limited savings. While PG&E
demonstrates that a non-CAC customer might realize significant savings under
the PTR program under certain scenarios, there is no evidence as to suggest what
the expected scenario might be and what savings would result from such a
scenario. We do agree that there will likely be a response beyond that of those
who would participate for environmental or societal reasons and assume for
purposes of this analysis that it is halfway between that estimated by TURN and
that implicit in PG&E’s forecast. This results in a non-CAC customer
participation rate of 35.5%.

Based on the above discussion, we adopt PTR savings through 2030 in the
amount of 5,714 MWs as opposed to PG&E’s forecasted amount of 6,307 MWs.
This results in a PVRR benefit of $262,941,000 as opposed to the PG&E's
$290,222,000 estimated amount.

10.3. TURN’s Demand Response Guarantee Proposal

In TURN'’s opinion, the implementation of a PTR rate is likely to
undermine customer participation in the CPP rate which was approved in
D.06-07-027, and there is a danger that the benefit stream upon which approval
of the initial AMI project was based will not be fully realized. Also, TURN
estimates demand response benefits that are 40%-49% of the MW that PG&E

projects, reducing projected benefits by at least $222.5 million. For these reasons,

% D.08-09-039, p. 30.
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TURN believes there is a significant probability that not only will the benefits of
this application not be realized, but also the benefits approved in D.06-07-027
will be diminished. Itis TURN'’s position that failure to fully realize the
projected demand response in both projects - the initial AMI project and the
Upgrade-- doubly harms ratepayers by not only saddling them with costs that
are not accompanied by benefits, but also requiring ratepayers to purchase
expensive power at peak times to replace the unrealized demand response.
TURN also indicates that, because demand response and conservation benefits
account for 85% of the Upgrade benefits, failure to achieve 100% of these
amounts has a large impact on the benefit/ cost ratio.

In light of these considerations, TURN recommends that, if the
Commission proceeds with any part of PG&E’s Upgrade application, PG&E

should be required to adhere to the following guarantee:

Failure to achieve 65% of the MW savings approved in D.06-07-027,
and 100% of the additional PTR and PCT MW projected in this
application (see Table below) should result in penalty payments to
ratepayers. The penalty should equal one-half of the annualized
cost of a peaking powerplant adjusted for losses (and for reserves if
applicable at the time) multiplied by the unachieved savings for
each year of underachievement.

In summary, PG&E opposes TURN'’s penalty proposal as inappropriate in
this case. First the time, effort, expertise and focus needed to address the
complex issue of shareholder risks and rewards for demand response is beyond
the scope of this proceeding. Second, TURN’s penalty-only proposal is arbitrary
and has no sound justification. And third, as the Commission did not adopt this
type of mechanism in its original decision on PG&E’s AMI application, it would

be unreasonable to introduce a penalty mechanism now, two years later.
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PG&E adds that forecasts of avoided costs, other costs, benefits, and the
metrics for measuring them out into the future should be expected to change
over time, with more experience. For instance, the Commission may institute
new programs that take advantage of the upgraded elements of PG&E’s
SmartMeter system to obtain new benefits.®> PG&E points out that the
Commission has extensive review and approval oversight for demand response,
where it can take corrective steps that may be appropriate at the time. PG&E
also notes that future increases in the economic value of the demand response
could produce values exceeding those estimated in this case, even if the
forecasted MWs are not achieved. So, under TURN’s MW approach, PG&E
could be penalized even though the value of the demand response achieved was

higher than forecast in the case.

10.3.1. Discussion

We will not adopt TURN'’s demand response guarantee proposal. First of
all we have adjusted PG&E’s PTR and Title 24 PCT program benefit estimates to
what we feel are reasonable levels, in light of the record of this proceeding. Also,
a similar issue was addressed recently in SCE’s AMI proceeding, where TURN
proposed that the Commission should also adopt a penalty mechanism under
which SCE would be required to pay a penalty in the event that it failed to reach
65% of its forecast demand response. TURN recommended a penalty

mechanism equal to one-half of the annualized cost of a peaking power plant

% PG&E points to the requirements for PG&E’s February 2009 rate design window
filing contained in D.08-07-045 that suggest that the Commission has more dynamic rate
options in mind.
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adjusted for losses and multiplied by the unachieved savings. In resolving the

issue, the Commission stated:

As discussed above, any forecast of costs and benefits that goes out
far into the future is subject to great uncertainty. We approve the
settlement agreement based on the best available current
information, but many of the rates and programs assumed for the
purposes of the business case have not been adopted by the
Commission, and must ultimately be considered on their merits
when specific proposals are made. Similarly, we have used the best
available estimates for program participation in the business case
analysis, but because CPP and PTR rates are not currently in
widespread use for residential customers in California, these
estimates, too, are subject to uncertainty. Future information on
customer behavior in response to these or other dynamic rates may
provide more accurate information on participation rates and
demand elasticities, but we must analyze the settlement agreement
based on the information available today. For these reasons, it is not
reasonable to penalize SCE for failing to meet the forecasts made in
the business case.

It is, however, reasonable and desirable to determine how closely
the demand response, conservation, and load control forecasts, and
forecasts of associated benefits, match the forecasts made here. The
collection of data the actual demand response achieved with the
AMI system will provide us with valuable information on customer
behavior, and enable us to track progress towards state energy
policy goals associated with AMI, DR, and related issues. For this
reason, in addition to approving the settlement agreement, we
require SCE to report to the Commission on the energy savings and
associated financial benefits of all DR, load control, and conservation
programs enabled by AM], including PCT programs, Peak Time
Rebate programs, and other dynamic rates for residential customers.
SCE should work with Energy Division develop a reporting format
for this information, and should file annual reports in April of each
year in R.07-01-041 or a successor proceeding until April 2019. If no
successor proceeding exists, SCE should send these reports to the
Director of the Energy Division and serve the service list of the most
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recent Commission demand response rulemaking. To the extent
possible, SCE shall base its estimates of energy savings on the
Commission’s adopted load impact protocols contained in
D.08-04-050 or successor protocols adopted in the future.%

The reasons expressed by the Commission for rejecting TURN’s penalty
proposal in SCE’s AMI proceeding are applicable here. We have reviewed the
record in this proceeding and have adopted what we consider reasonable
estimates based on that record. It would not be appropriate to penalize PG&E, if
the adopted demand response does not materialize.

Similar to what was required for SCE in D.08-09-039, PG&E should report
to the Commission on the energy savings and associated financial benefits of all
DR, load control, energy efficiency, and conservation programs enabled by AMI,
including PCT programs, Peak Time Rebate programs, and other dynamic rates
for residential customers. If not already included, these requirements are
supplemental to the PG&E's reporting requirements mandated by D.06-07-027.
PG&E may request recovery for the cost of this reporting requirement in

appropriate cases.””

10.4. PG&E's Proposed Title 24 PCT Program for Residential
Customers

In its December 12, 2007 application testimony PG&E indicated that new
Title 24 building code air conditioning standards were expected in 2009. The
new standards would require all new homes and retrofits requiring building

permits for central air conditioning and heating to have Title 24 compliant PCTs

% D.08-09-039, pp. 52-54.

97 If PG&E requests such recovery, it must fully justify the costs and the incremental
nature of the costs.
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installed. PG&E would then target residential customers with the new PCTs for
participation in PG&E’s SmartAC Program. PG&E would also create a program
to encourage existing air conditioning customers to initiate early retrofit of their
standard thermostat with Title 24 compliant PCTs. However, the CEC withdrew
its Title 24 building code air conditioning standards recommendation shortly
after PG&E filed the application. PG&E now assumes the standard will be
implemented in 2012 and that PG&E will begin recruiting new construction and
permitted replacement/retrofit customers in 2013. PG&E states that all of these
customers will be seamlessly integrated into PG&E’s existing SmartAC Program,
although the temperature set points, event notifications, and the ability for
customers to override events will be communicated through the HAN gateway.

Under PG&E’s proposal, PG&E's existing SmartAC Program will continue
to operate as designed including the option as an enabling technology for a
pricing program. All eligible SmartAC customers will be able to enhance their
participation in CPP or PTR with the enabling technology provided on the
SmartAC Program, including those joining the program through the proposed
Title 24 PCT program. PG&E will offer to adjust participating customer air
conditioning on the event days.

The Title 24 PCT program assumes the SmartAC Program will continue,
but IT costs associated with the implementation via the HAN gateway device
and using internal customer tracking systems are included by PG&E in this

proceeding. Additional assumptions by PG&E include:

e All new residential construction with AC would have a Title 24
compliant PCT installed (based on the Residential Appliance
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Saturation Study (RASS),% 75.5% of new homes are assumed to
have AC);%

e 38,000 or 38% of the expected number of 100,000 major home
remodels assumed to have AC (based on the RASS);

e Only 70% of heating, ventilation and air conditioning (HVAC)
replacements or retrofits would be done with building permits,
and that only the permitted retrofits would have Title 24
compliant PCTs installed;

e 25% of residential customers with a Title 24 PCT will enroll in
the program based on a $25 incentive and the opportunity to
lower peak time energy usage and save money on critical event
days;

e The average number of AC units per customer is 1.08 based on
recent SmartAC Program experience;

e Average of 0.75 kW per PCT consistent with PG&E’s existing
SmartAC Program impact estimates;! and

e A 15-year life of the PCT.

% California Statewide Residential Appliance Saturation Study Update to Air
Conditioning UECs Using 2004 Billing Data Final Report, prepared for California
Energy Commission (400-04-010), KEMA-XENERGY, May 2006.

9 New construction annual population estimates are calculated by applying climate
zone growth rates and population counts consistent with those included in A.05-06-028,
PG&E-4, Table 2-4 and 2-5, p. 2-10.

100 PG&E states that consistent with the SmartAC impact estimates is the assumption
the 30% of residential customers will also participate in a dynamic pricing option, and
therefore the average technology impact of 1.1 kW is expected to eliminate double
counting of demand benefits with CPP or PTR.
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In addition, for the early retrofit of existing air conditioning systems with
Title 24 compliant PCTs, PG&E will target 30,000 customers a year with an
enrollment cap of 250,000 customers. Since PG&E’s current SmartAC Program is
approved for up to 305 MW of demand response, the Title 24 PCT benefits
claimed for Upgrade are only for demand response MW amounts above the
305 MW level.

PG&E’s Upgrade demand response benefits include reductions of
3,738 MWs from 2013 through 2030 for demand response from Title 24 PCTs.
Using an avoided capacity cost of $85 per MW, PG&E calculates PVRR benefits
of $129,401,000.

10.4.1. DRA'’s Position
DRA states that PG&E has already counted the participation of new

customers in its SmartAC program and has thus excluded Title 24 PCT benefits
from its cost effectiveness analysis of the Upgrade.

Also, DRA questions whether PG&E can “seamlessly integrate” the HAN
functionality with its SmartAC program operation as it claims. DRA states that
operating the SmartAC program through the HAN interface does not mean that
PG&E can replace the 900 MHz paging system approved for its SmartAC
program, and quotes the following from PG&E’s Upgrade testimony:

Separate communications systems are likely to be necessary due to
the possibility that customer-owned equipment installed under the
current SmartAC program may not be able to communicate with the
new HAN network."""

101 PG&E, Exhibit 3, p. 4-4, footnote 2.
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Consequently, DRA argues that PG&E may not be able to operate all AC
units participating in its SmartAC program through the HAN interface.

DRA notes that, as approved in D.08-02-009, PG&E has a communication
system to remotely control PCTs. To promote interoperability, the CEC also
considered requiring the PCTs to incorporate “communication expansion ports,”
to allow for remote control of the PCTs via other communication systems, such
as the 900 MHz paging system for which PG&E received ratepayer funding in
D.08-02-009. According to DRA, even if the CEC were to revert to mandate Title
24 PCT in new construction, its focus on technological interoperability (which
both DRA and PG&E have publicly supported) would likely persist. In DRA’s
opinion, the Upgrade would not add an incremental functionality to PG&E’s
existing demand-side management system, beyond what PG&E could already
achieve with its functionality claims in the AC Cycling and the original AMI
applications.

In response, regarding DRA’s double counting argument, PG&E notes that
DRA’s witness acknowledged that the AC Cycling settlement provided for up to
400,000 devices to provide 305 MW of demand response, including additions to
cover attrition to maintain 400,000 devices in the program.1©2 PG&E also
indicates that its testimony also recognized that the A/C settlement was to install
305 MW of dispatchable demand response from 2007- 2011, with a cost/benefit
analysis for the 15-year life of the program technologies. However, PG&E asserts
that CAC cycling beyond the A/C settlement scope is needed to address

increased demand from new construction over the Upgrade period. According

102 DRA, Lee, 5 RT 718-719, 723.
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to PG&E, its Upgrade cost/benefit analysis includes HAN facilitated CAC
cycling for new Title 24 PCTs beyond the level needed to replace attrition
associated with the 305 MW in the A/C settlement.

Regarding DRA claims that technological interoperability issues with Title
24 PCTs may interfere with PG&E’s ability to operate AC units through the HAN
interface, PG&E notes, as did DRA, that the CEC has considered requiring the
PCTs to incorporate other communication systems. PG&E states that industry
participants certainly are promoting HAN communication to CEC staff for this
purpose, and the fact that the two southern California investor-owned electric
utilities will have HAN systems, plus PG&E if the Commission approves this
application, may move the market, making HAN communication a sensible

element of Title 24 PCTs.

10.4.2. TURN'’s Position
TURN states that the PCT devices should be attributed zero benefits in this
application, because PCTs are not incremental to the hardware requested in this
application. PG&E already has a SmartAC program involving PCTs that can
achieve demand response without the necessity to approve this application.
Also, TURN asserts that PCT demand response will be significantly less
than anticipated by PG&E for the following reasons:
e Although PG&E assumes that PCT program participants will
save on average 0.75 kW per hour per event, data from PG&E’s
2007 SmartAC program (which offers either a one-way

communicating PCT or AC cycler) predicts only a 0.48 KW
impact for PCTs.

e Based on data from a ramping strategy that sets back the
thermostat by 4° at the beginning of the event period, evidence
from DOE modeling shows that a residential thermostat’s impact

-143 -



A.07-12-009 ALJ/DKF/sid

on savings goes from 0.42 kW /ton in the first hour (2:00 p.m.)
down to 0.25 kW in the fourth hour (6:00 p.m.). There is a
snapback or rebound effect after the event ceases and the AC unit
attempts to recover to its normal temperature setting. The full
impact of the demand response does not last for four hours, as
would be required for most resources that comply with resource
adequacy (RA) requirements.

PCTs measured in PG&E’s 2007 SmartAC program also
sometimes showed a reduction in savings in the last hour. As
shown in Ex. 206, p. 5-36, Figure 5-3 shows lower per-unit
average kW reduction in the last hour in three of the six scenarios
examined (two ramping strategies, three days each).

e Evidence from marketing surveys as well as marketing efforts
supports a conclusion that it will be difficult for PG&E to achieve
25 % participation of PCT owners to receive temperature setbacks
under its PCT program.

TURN cites the 3.6% response rate from a marketing solicitation,
stating that this result gives little confidence that PG&E would
obtain 25% market penetration for its PCT program. TURN
asserts that this is a long way from 25%.

TURN also cites Greenberg research as evidence that PG&E
would have difficulty reaching 25% participation. That research
shows that customers with newer systems were negative about
direct load control, feeling their equipment installation was a
significant enough contribution to the energy shortage. TURN
argues that the fact that the PCT is installed does not address at
all the customer’s reluctance to have it activated and to
participate with temperature setbacks in the PCT program.

e For the 30,000 customers per year expected to voluntarily
purchase PCTs and enroll in PG&E’s PCT program, TURN states
that the retail cost of the PCT device could be a barrier to
participation. TURN states that PG&E did not provide an
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estimate of the cost of a two-way communicating PCT, and
TURN calculated an estimate of between $90 and $120.

Also, TURN cautions that, in the event that the CEC does mandate PCTs,
the cost to the homeowner of such a mandate will need to be offset with the
benefit, e.g., the savings due to demand reduction. According to TURN, under
this scenario PG&E cannot also count the value of the same demand reduction,
as that would be double counting one benefit against two sets of costs in two
different proceedings. TURN further states that PG&E’s own assumption of only
25% of PCT customers actually participating in the demand reduction program
lowers the likelihood that such a PCT mandate could even be cost-effective at the
CEC.

TURN points out that alternatively PG&E could assume that no Title 24
mandate occurs, and include in the Upgrade project both the cost of a PCT as
well as the benefit of the PCT demand reduction. This is the approach taken by
SCE in its recent AMI proceeding (A.07-07-026), where SCE included a $50
charge for a PCT (in case there is no Title 24 mandate) and also included the
benefit of the PCT demand response. PG&E states that, in the Upgrade, PG&E
has not included a cost for the PCT as SCE did, and thus inclusion of the PCT DR
benefit is not legitimate.

TURN asserts that its evidence justifies the following recommendations:

e The “Title 24” MW should be zero, even if PCTs are mandated
elsewhere. A device could only be mandated if it were
considered cost effective by the mandating agency, in which case
the “benefit” of demand reduction will double count what PG&E
proposes here. Otherwise the same benefit will be used to justify

two sets of costs in two different venues. This reduces PG&E's
projection by 40 MW in 2015 and 154 MW in 2025.
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e For voluntary PCTs (PG&E’s “non-construction” category),
TURN expects the MW to be reduced by 33%, based on recent
Smart AC evidence. This reduces PG&E’s projection by 11 MW
in 2015 and 41 MW in 2025. The cost of the PCT device,
purchased by the customer, would need to be included in the
TRC test. The high cost of a PCT device, relative to what PG&E
proposes as an incentive to join the program, also causes TURN
to doubt PG&E’s projection for participation, although TURN has
not imposed a separate adjustment for that factor.

Thus, for the years through 2030, TURN's projections are roughly 28%-
37% of the annual PCT MWs that PG&E projects.

In response, regarding TURN’s statement that the PCTs are not
incremental to the “hardware” requested in the Upgrade case adding “PG&E
already has a SmartAC program involving PCTs that can achieve demand
response,” PG&E states that TURN's later statement is not true for the Title 24
PCTs, as discussed in PG&E’s response to DRA. As to the first statement, PG&E
argues that TURN misses the point by asserting that PCTs should somehow be
incremental to Upgrade equipment. According to PG&E, what matters is the
Upgrade equipment’s functionality with Title 24 PCTs. PG&E anticipates that
the additional HAN functionality will be used with PCTs in the future for
operation of CAC cycling during events for all three California investor owned
electric utilities; and it is HAN'’s functionality that facilitates demand response
with Title 24 PCTs which supports inclusion of the PCT benefits in this case.

In response to TURN's assertion that PCT demand response will be
significantly less than anticipated by PG&E, PG&E provided the following

reasons for rejecting TURN's analysis:

e Regarding TURN's attack on PG&E's estimated 0.75 kW /hour
savings per customer for the PCT program, PG&E indicates that
the KEMA study referenced by TURN analyzed performance
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during the first summer of PG&E’s A/C cycling program (2007)
with 5,000 customers in the Stockton area. Differences between
the demand reductions produced by switches versus PCTs were
recorded, but those differences were primarily driven by how the
program was operated, not by technology. PG&E witness
Alexander reported that there were two ramping strategies with
PCTs, both designed to overcome limitations of a single set point
increase at the beginning of an event. Those strategies did not
achieve the same load impacts as with switches. There are
additional strategies that will be used in 2008. PG&E witness
Alexander expects future ramping strategies and greater
experience will lead to PCT load reductions comparable to
switches. PG&E argues that it is not reasonable to discount
potential PCT benefits based solely on the results of the limited
operations of the startup program in a compact geographic area.

e With regard to TURN'’s questions of whether the demand
response benefits from PCTs will last for four hours, PG&E states
that TURN used a figure from PIER Buildings Program SCE
Codes & Standards Program Workshop held early in 2006 to
illustrate a steep drop in PCT impact near the end of the fourth
hour. However, that table is the product of a DOE 2.2 model
simulation, where the program is told to end by 6:00 p.m. Hence,
according to PG&E, the model should be expected to produce a
sharp drop in its simulated demand response by 6:00 p.m.

In response to TURN's statement regarding RA requirements,
PG&E notes that demand response can count for RA if it is
available for 48 hours per summer, or qualify as a two-hour
resource if not more than 0.89% of the RA need. In effect PG&E
is reserving the right for the PCT (and possibly other DR
programs under consideration here) to provide a smaller value to
ratepayers (only two hours rather than four hours per day).
However PG&E states it has made no showing that the PCT
program is the only two-hour resource that the company will
consider, and that the 0.89% of capacity from two-hour resources
is not already oversubscribed (in which case the RA value of
two-hour PCT savings would be zero)
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While TURN refers to Figure 5-3 in the KEMA report for the
proposition that PCT demand response drops off, PG&E points
out that what the KEMA report really shows is a positive
relationship between the temperature and the demand reduction
for PCTs, as well as the program in general, based on summer
2007 data. Moreover, according to PG&E, KEMA’s analysis of
the summer 2007 data found no statistical difference between the
PCT drop-off and the switches. (Reporter’s Transcript, p. 221,
lines 5-18.)

e Regarding TURN'’s attack on PG&E’s 25% participation
assumption, PG&E states that the KEMA process evaluation cited
by TURN was performed at the program’s infancy, when
participation had yet to reach 5,000. However, in less than a
year, the program has grown to over 75,000 customers with the
$25 incentive, and PG&E indicates that is well on its way to
achieving the 25% market penetration target.

In addition, PG&E states that TURN's use of the Rate Option
Positioning Research performed by Greenberg Brand Strategy in
2007 (Greenberg study) is inapplicable for Title 24 PCTs. The
statement from the Greenberg study referenced by TURN reports
that focus group participants with newer air conditioning
systems were negative about changing equipment they had just
installed. According to PG&E, this point is irrelevant for Title 24
PCTs required for new construction and permitted retrofits,
because the PCTs would already be installed to comply with
state building code standards. That code standard would
neutralize the issue over time, and would help with several other
customer concerns.

Regarding TURN’s double counting argument related to how the CEC
might conduct future analysis for new initiatives within its jurisdiction, PG&E
states it is speculative and indicates that the CEC analysis TURN cites was done
several years ago and includes assumptions of questionable relevance now.

Also, PG&E states the CEC will have a number of input options that are not used
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in the Total Resource Cost (TRC) test at the Commission. For instance, the CEC
might include customer bill savings and incentives from DR or rate programs in
its analysis, although they are not part of a TRC analysis at this Commission.
PG&E concludes that, since the CEC does things its own way, there is no way to
know today what a future CEC analysis will depend upon.

10.4.3. Discussion

The threshold issue is whether or not to include PCT benefits in the cost
effective analysis for the Upgrade. PG&E has produced evidence from which it
can be concluded that its cost effectiveness analysis includes HAN facilitated
CAC cycling for new Title 24 PCTs beyond the level needed to replace attrition
associated with the 305 MW in the A/C settlement. We do not see double
counting as alleged by DRA.

Also, we are not convinced by TURN's double counting argument
involving future CEC actions. TURN has not listed the costs that would or might
be assumed in such CEC actions that would need to be compared to a benefit
such as demand reduction, and we do not know what they would be. There is
also no evidence as to what the magnitude of those costs might be. Therefore,
we have no way of knowing whether or not any future CEC assumed costs
would significantly affect the cost benefit analysis as it applies to the Upgrade.
We can only conduct our analyses with the information available and take
factors such as CEC actions into account when they are known and relevant. It
would therefore not be appropriate to completely dismiss the use of Title 24 PCT
benefits in the Upgrade cost effectiveness analysis, as proposed by TURN.

For these reasons, we will include the PCT benefits in the Upgrade cost

effectiveness analysis. However, while we will consider Title 24 PCT benefits as
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proposed by PG&E, we do agree with TURN that PG&E’s estimates of MW
savings may be excessive.

First, there is no certainty that the Title 24 regulations will be implemented
in 2012, if ever. While PG&E assumes that date, there is no real evidence to
substantiate it. There apparently was significant opposition to the regulation to
the extent that it was eventually withdrawn. Whether such opposition can be
overcome either in the short term or the long term is uncertain in our minds. If
new construction and permitted retrofits are excluded from the benefit analysis
for any length of time beyond 2012, the benefits will be reduced significantly.103
PG&E projects some voluntary participants for this program. Whether the
amount of voluntary participation will grow, if the Title 24 PCT regulations are
not enacted, is uncertain.

There is also some uncertainty as to whether technological interoperability
issues with Title 24 PCTs may interfere with PG&E’s ability to operate AC units
through the HAN interface.104

103 As TURN indicates this issue was not as critical in evaluating SCE’s AMI proposal,
because SCE included both the cost of a PCT as well as the benefit of the PCT in its PCT
demand reduction analysis. PG&E does not provide for the cost of the PCT, although it
does provide a $25 rebate for this program.

104 Tn its Comments on the Proposed Decision of AL] Fukutome, DRA noted the recent
CEC Draft Committee Report on Proposed Load Management Standards, dated
November 2008. In that report, the CEC proposed that communication of DR events
with DR enabling technology be communicated through a Radio Data System and via
the internet. In reply comments, PG&E states that in comments posted on the CEC
website, PG&E and other utilities have identified major problems with the draft
technical standard, and the Draft Technical Report recognizes the importance of the
utilities” AMI systems that meet the CPUC’s minimum functionality requirements to
meeting the CEC’s goals.
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Regarding PG&E’s estimated 0.75 kW /hour savings per customer for the
PCT program, PG&E gives a reasonable explanation of why 0.48 KW /hour
savings may be low but provides no convincing evidence to justify its assertion
that different ramping strategies will necessarily result in 0.75 kW /hour savings.

Whether PG&E's 25% market penetration rate will be reached is debatable.
PG&E states that participation has grown to over 75,000 customers with the $25
incentive, and indicates that is well on its way to achieving the 25% market
penetration target, but does not indicate where it is now and how much further it
needs to go to meet the target.

We accept PG&E's explanations related to PCT duration and RA credits,
but TURN'’s proposed reduction in PCT demand response due to the cost of the
PCT for voluntary participants has some merit. PG&E has produced no estimate
of what a PCT device would cost, while TURN estimates costs to be in the range
of $90 to $120, which is significantly higher than the $25 rebate.

Given the above discussion, it is reasonable to reduce PG&E’s forecasted
benefits for the Title 24 PCT program by some amount. However, the state of the
evidentiary record does not facilitate the quantification of what that amount
should be. Demand response benefits are difficult to quantify because they
depend substantially on future customer behavior to changed circumstances.
Parties can speculate on what that behavior might be based on limited studies or
theories but what will actually happen is far from certain. For these reasons, we
will instead split the difference between TURN's estimate of Title 24 PCT
program benefits and that of PG&E. We calculate that amount to be a PVRR of
$83,427,000 as opposed to PG&E’s estimate of $129,401,000.
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11. Adopted Incremental Costs and Benefits

Table 3
Adopted Estimates of Incremental Costs

Incremental Costs
Nominal PVRR
(Dollars in thousands)

Deployment Costs
Meter Devices (Less HAN and Electromechanical $ 310,757 $ 486,358
Meter Upgrades)
HAN Retrofit 26,532 24,581
Electromechanical Meter Retrofit 18,800 20,372
Information Technology 33,600 49,793
Title 24 Program Costs - 26,174
Peak Time Rebate Program Costs - 27,592
Project Management - -
Training 1,697 1,592
Risk Based Allowance 44,139 46,724
Subtotal $ 435,525 $ 683,186
Operations and Maintenance Costs
Operations and Maintenance $ 4,993 $ 42,886
Risk Based Allowance 562 503
Subtotal $ 5,555 $ 43,389
Other Costs
Technology Assessment $ 21,400 $ 18,995
Risk Based Allowance 4,280 3,445
Subtotal $ 25,680 $ 22,440
Total Incremental Costs $ 466,760 $ 749,015
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Table 4
Adopted Estimates of Incremental Benefits

Incremental Benefits
Annualized PVRR
(Dollars in thousands)
Operational Benefits
Integrated Connect/Disconnect Switches

Avoided Field Visits $ (6,682) $ (114,702)
Improved Cash Flow (969) (11,174)
Reduced Bad Debt (2,429) (26,756)
Tax Benefit from Meter Replacement n/a (11,799)
Subtotal $ (10,080) $ (164,431)
Energy Conservation/Demand Response Benefits
Electric Conservation n/a $ (268,847)
Gas Conservation n/a 0
Peak Time Rebate n/a (262,916)
A/C Cycling n/a (83,427)
Subtotal n/a $ (615,190)
Total Benefits n/a $ (779,621)

11.1. Conclusion
The adopted costs and benefits result in a PVRR net benefit of

$(30,606,000). By this adopted analysis, the Upgrade is cost effective. However,
we note that, when compared to the total Upgrade incremental PVRR cost of
$749,015,000, that net benefit is small (only 4.1%). It is insignificant when
considering the uncertainties in estimating the PVRR of the Upgrade costs and
benefits, especially the conservation and demand response benefits. Changes in
only a few assumptions could make the Upgrade cost ineffective or substantially
more cost effective. Despite the narrow margin of cost effectiveness reflected in
this decision, we feel it is reasonable to authorize PG&E to proceed with the

proposed SmartMeter Upgrade, subject to the conditions and costs specified in
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this decision and will do so. Our judgment is influenced by the results of the

cost effectiveness analysis and following additional factors:

e InPG&E’s original AMI proceeding, benefits exceeded costs by
$104.4 million (4.6%). When looked at on a total basis, it is even
more likely that the ratepayers will not be harmed by
implementing the Upgrade.

e As described previously by PG&E, on a total basis, the
SmartMeter Program compares favorably with what was
authorized for SCE and SDG&E. While our adjustments to
PG&E’s estimates may make that comparison less favorable, it is
worthwhile to note that PG&E’s costs and cost effectiveness are
still in the range of the other two IOUs.

Authorizing the Upgrade results in a common statewide
technology platform for the three IOUs. In general, reasonable
consistencies in system components and functionality will
facilitate the implementation of consistent demand response and
conservation programs, which is desirable.

The upgraded technology will provide for a technology platform
that offers common functionality for PG&E customers, for utility
program offerings, and for vendor development of tools,
applications, and the expanding market for home energy
management devices. Consistency in the marketplace will
provide vendors a common set of functionality against which to
develop interoperable products that adhere to common
standards.

e Itis likely that there are other benefits that have not been
quantified by PG&E or other benefits that can be realized
through the upgrade technology that may arise in the future.
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12. Cost Recovery

12.1. General Proposal

Regarding cost recovery of the Upgrade, PG&E proposes the following

ratemaking treatment:

e Rates will be set initially to recover forecasted project costs,
including the incremental costs and benefits of the SmartMeter
Program Upgrade; with true-up to actual costs achieved through
the existing SmartMeter Balancing Account - Electric (SBA-E).

e The Commission will review forecasted incremental costs in this
application and, as a result of that review, these forecasted costs
will be deemed reasonable and will not be subject to after-the-
fact reasonableness review. If actual costs exceed the forecast,
then PG&E proposes to file for recovery of the difference through
a traditional after-the-fact reasonableness review filing.

e Costs associated with the SmartMeter Program Upgrade
incurred prior to a Commission decision of this application and
recorded in a memorandum account, upon approval of the
advice letter filed concurrently with this application, will also be
reviewed in this application, and as a result of that review, these
incurred costs will be deemed reasonable and will be transferred
to the SBA-E for recovery.

e Incremental benefits or cost reductions will also be reviewed in
this proceeding, and specified pre-approved forecasted benefits
will be incorporated into rates through the SBA-E as associated
project milestones are met.

e Rates covering the SmartMeter Program Upgrade, including the
incremental costs and benefits, will be revised annually in the
Annual Electric True-Up advice letter, or as otherwise authorized
by the Commission.
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As ordered in D.06-07-027,105 PG&E indicates that it will present testimony
in its next GRC concerning the continuation of the balancing accounts as an
alternative to traditional ratemaking treatment.

No party has challenged PG&E’s general cost recovery proposal as
described above. It is reasonable and will be adopted. However, parties have
challenged certain aspects of PG&E's allocation methodology, as well as the

benefits recognition proposal, as discussed below.

12.2. Generation/Distribution Allocation

PG&E proposes to recover the SmartMeter Program Upgrade costs from
customers in the same manner as adopted in D.06-07-027 for other SmartMeter
Program costs. That is, the total revenue requirement will be recovered in the
same manner as other distribution revenue, based on the distribution revenue

allocation and rate design methods authorized by the Commission at that time.

12.2.1. DRA’s Position

Since PG&E justifies the Upgrade costs primarily on demand response and
energy conservation benefits, DRA recommends that any Upgrade costs
approved by the Commission be allocated by a generation allocator. According
to DRA, savings due to peak load reduction and energy conservation typically
flow through an energy resource recovery account, from which the account
balance automatically flows to customer classes based on a generation allocator.
This means that, if the potential benefits of the Upgrade do occur, the energy
saving benefits would flow back to customer classes accordingly. For the

residential class, the generation allocator is approximately 40.6%. DRA argues

105 D.06-07-027, Ordering Paragraph 15.

- 156 -



A.07-12-009 ALJ/DKF/sid

that, as the residential class would obtain 40.6% of potential benefits, it makes
sense that they also pay 40.6% of the costs. According to DRA, PG&E’s proposal
to allocate AMI Upgrade costs by a distribution allocator would allocate 55.1% of
these costs to the residential class. DRA states that PG&E is thus recommending
that residential customers pay far more than they would potentially benefit from
the Upgrade. DRA instead recommends that the Commission allocate any
approved Upgrade costs by generation allocators that would allocate
approximately 40.6% of these costs to the residential class.

In response, PG&E states that DRA’s proposal is inconsistent with
established practices of cost allocation. PG&E notes that DRA acknowledges
PG&E’s proposal follows the method already being used to recover those costs
authorized by PG&E’s Original AMI Case. PG&E also notes that its proposal is
consistent with the method adopted by the Commission in SDG&E’s recent AMI
case, as well as DRA’s settlement with SCE on its recent AMI case.106
Furthermore, PG&E is not aware of any cases where distribution infrastructure

costs have been allocated on a method other than to distribution-level EPMC.

12.2.2. Discussion

At this point, we will continue the use of the allocation methodology that
applies to PG&E’s original AMI authorization. In general, it is reasonable to
allocate distribution infrastructure with distribution level EPMC related
allocators, and PG&E’s methodology is consistent with how SDG&E’s AMI
related costs are allocated. We will not preclude DRA, or any other party, from

raising the issue in PG&E’s next Phase 2 GRC proceeding. In fact, that would be

106 The SCE AMI settlement defers consideration of the allocation methodology to
SCE’s GRC, and uses a distribution allocation for any interim period.
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a more appropriate forum for proposing such an allocation methodology that is

based on principles which differ significantly from existing principles.1”

12.3. Streetlight Allocation
CAL-SLA argues that PG&E does not need a meter to determine street

light energy usage.®® According to CAL-SLA, PG&E already has more than
sufficient information to determine annual energy usage from streetlights, so a
meter would be surplus. CAL-SLA also notes that while some other customers
might use the SmartMeter to alter their energy usage pattern, it is not the case
with street lights, since they only operate at night.

CAL-SLA’s policy position is, since SmartMeters will not be installed on
street lights because they are unnecessary, street light customers should not pay
for SmartMeters. CAL-SLA points out that it has never contended that street
light facility charges which are unique to street lights should be assessed against
all other customers.

PG&E disagrees with CAL-SLA’s position for the following two reasons.
First, it is at odds with the Phase 2 GRC Settlement, of which CAL-SLA was a
signatory. Second, CAL-SLA’s position ignores the benefits that would accrue to
streetlights customers from the Upgrade. According to PG&E, street light
customers will receive benefits as a result of many of the improved operating
efficiencies that will benefit all customer classes, such as reduced labor costs and

improved cash flows. PG&E also notes that street light customers will benefit

107 In this proceeding, the record on this issue is limited. Viewing it in the context of all
of PG&E costs would provide a venue for considering all costs and applying the
proposed principles in a consistent manner across all costs, if adopted.
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from the new peak load management efforts and energy conservation efforts that

should result in lower overall generation and distribution revenue requirements.

12.4. Discussion

In addressing this issue, we agree in general with PG&E'’s position that,
while street light customers will not receive any benefits directly associated with
having an upgraded meter, there are likely to be some benefits to street light
customers due to the Upgrade, in the form of increased operational efficiencies
and reduced revenue requirements. For this reason, it is reasonable to allocate
some amount of the Upgrade costs to street light customers. We also feel it is
reasonable to use the settlement in PG&E’s last rate design settlement to do so.

In its testimony, CAL-SLA states the following:1%

PG&E states that in Exhibit C, Table 1, the revenue allocation

methodology is to allocate distribution revenue to each class based

on each class’ total share of present distribution revenue. For the

street light class, revenue from facilities charges is included in

distribution revenue used for the basis of the allocation. The

inclusion of facilities charges causes the percentage increase for the

street light class to be higher than for other classes and the
systemwide percentage change.

PG&E goes on to state that the revenue allocation methodology used
in the SMU application is not what was approved in D.07-09-004 in
Phase 2 of the utility’s 2007 Test Year General Rate Case.

CAL-SLA recommends that the Commission use the revenue
allocation methodology adopted in the Phase 2 GRC D.07-09-004.

108 According to CAL-SLA, out of the approximate 45,000 streetlight accounts taking
service from PG&E, 1,000 are metered under Schedule LSD-3.

109 Exhibit 301, p. 8.
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Street light facilities charges should be treated as non-allocated
revenues and therefore excluded from revenue allocation. Under
the Phase 2 revenue allocation, street light’s increase would be
reduced from 1.7% to 0.5%.

The use of the Phase 2 GRC decision revenue allocation methodology for
allocating the Upgrade revenue increase is apparently a secondary
recommendation of CAL-SLA, whereby the street light customers’ increase
would be reduced when compared to PG&E’s proposal for the Upgrade. In
rebuttal testimony, PG&E states, “Yes. PG&E agrees that D.07-09-004, as issued
in Phase 2 of PG&E’s 2007 GRC, sets forth the appropriate methods for changing
rates that may result from a change in revenue requirements to recover the costs
of the Upgrade project.”110

There were a number of settlements in Phase 2 of PG&E’s 2007 GRC,
which addressed marginal costs, revenue allocation and rate design. In the
particular settlement on marginal costs and revenue allocation,'! Section VII.3
addresses rate changes between GRCs. The Upgrade will result in a rate change
between GRCs, so it is appropriate that the Section VIL.3 principles in the
marginal cost and revenue allocation settlement should be followed in
determining the allocation of Upgrade costs to the various customer classes.
PG&E should allocate the Upgrade revenue increases accordingly.

CAL-SLA indicates that its primary recommendation does not comport
with the Phase 2 GRC settlement but adds that SmartMeters were never

identified in that proceeding as a cost to be allocated to street lights.

110 Exhibit 8, p. 5-3.
111 See D.07-09-004, Appendix B.
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We do not know what was assumed by the settling parties, including
CAL-SLA, when the marginal cost and revenue allocation settlement agreement
was reached. Settlements generally represent a compromise among the Settling
Parties” respective litigation positions, in order to agree on a mutually acceptable
outcome. What may not seem to be fair, when viewing a portion of the
settlement in isolation, may be fair, when viewing the settlement in its entirety.
We can only judge issues such as this by the plain language of the settlement.
Authorization of the Upgrade necessitates a rate change between GRCs. The
settlement provides principles for rate changes between GRCs. There is nothing
in that section of the settlement that limits the application of those principles, if
the increase is driven by SmartMeter costs or any other specific costs. There is
nothing that states that certain customers can avoid an increase, if the reason for
that increase does not directly benefit those customers. In order to honor the
settlement process, we have no alternative but to impose the principles for rate
changes between GRCs, as identified in PG&E’s TY 2007 Phase 2 marginal cost
and revenue allocation settlement, in allocating the Upgrade related revenues to
customer classes. In doing so, street light customers will receive an allocation of
Upgrade costs, although that allocation will be substantially lower than what
was originally proposed by PG&E.

By our determination today, we are not precluding CAL-SLA or any other
party from raising the issue of how SmartMeter costs should be allocated in
PG&E'’s next Phase 2 GRC proceeding. We expect such an issue would
necessitate a fairly comprehensive analysis of what types of costs, beyond just
SmartMeter costs, directly benefit or do not directly benefit the various customer
classes and which of those costs should be assigned to particular customer

classes.
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12.5. Benefits Recognition

PG&E proposes to continue the current mechanism for recognizing
benefits resulting from the Upgrade on a monthly basis as meters are activated
and project milestones are achieved. Specifically, once the remote
connect/disconnect functionality has been activated (expected in the latter half
of 2009), PG&E would adjust the existing per electric meter monthly benefits
calculation from $1.7722 per active electric meter per month by an additional
$0.1821 per active electric meter per month, to be in effect through the end of
2010. Starting with 2011, these amounts would be subject to revision through
PG&E’s GRC or other applicable regulatory mechanisms. DRA and TURN

dispute the timing of PG&E’s benefits recognition proposal.

12.5.1. DRA’s Proposal
DRA recommends that PG&E track and report the differences between the

AMI benefits actually credited to ratepayers and those shown in PG&E's
business cases, for both the original and Upgrade applications. DRA
recommends that PG&E should automatically credit ratepayers with the benefits
of both the original and Upgrade projects eight months after meter costs enter
into the rate base. This will ensure that ratepayer benefits are not delayed due to
further deployment delays. According to DRA, continuing the benefits
recognition proposal adopted in the original AMI decision unfairly allocates a
disproportionate share of the financial risks to ratepayers.

PG&E states that adhering to DRA’s proposed timeline would reduce
PG&E’s incentive and flexibility to actively manage and reduce project costs. For
instance, PG&E indicates that its management currently has incentives to take
advantage of volume discounts for purchasing materials during a certain period

of time, and for taking advantage of tax rules that can provide benefits from
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accelerating the purchase of items during a certain tax year. In order to take
advantage of these discounts, PG&E may need to buy items in advance of what
would be needed for the deployment schedule. A mandate to begin crediting
customers eight months from the booking of such costs into rate base would
provide a disincentive to PG&E from taking advantage of these discounts,
resulting in higher project costs. PG&E indicates this would also increase the
administrative burden and therefore the cost of running the project. Hence,
PG&E believes that it would be prudent to adhere to the current benefits
recognition method under which PG&E commences recording benefits only after

the meter is activated.

12.5.2. TURN’s Proposal
TURN states that PG&E’s AMI pre-deployment and AMI deployment

funding requests were both authorized, in large part, because the tangible
operational cost savings flowing back to ratepayers were supposed to pay for
approximately 90% of the project costs; and PG&E is significantly behind in
crediting ratepayers with the per-meter operational benefits that were included
in PG&E's originally authorized AMI program. TURN asserts that because
PG&E’s AMI project is so far behind schedule, for both gas and electric meter
deployment, as compared to the deployment forecast authorized in D.06-07-027,
only negligible operational cost savings have been credited back to ratepayers to
date (less than 18% of total costs). TURN therefore recommends that PG&E be
directed to credit at least $44.8 million in operational benefits back to ratepayers
as part of this proceeding.

It is TURN'’s position that, given that so few operational benefits are being
provided as planned, combined with the time value of money where costs and

benefits in earlier years are weighted more heavily than in the outer years,
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PG&E's original 90% operational cost-effectiveness will no longer be achievable
unless the Commission orders a crediting back to ratepayers.

In response, PG&E provides three reasons why it believes TURN's
proposal should be rejected.

First, according to PG&E, the values used by TURN to calculate the level
of expected benefits were forecast estimates and never meant to be —nor did they
become —required targets set by the Commission. TURN’s recommendation to,
in essence, require PG&E to record benefits in accordance with such a schedule is
contrary to the method adopted by the Commission in D.06-07-027. That method
requires PG&E to record in the balancing accounts revenue requirement costs
and agreed-upon benefits only after meters are activated, not in accordance with

some prescribed schedule. The Commission stated:

We find PG&E’s proposed balancing account mechanism, with a per
meter benefit credit, to be reasonable because PG&E recovers its
new AMlI-related costs on an actual basis and it ensures ratepayer
benefits are captured as meters are activated. (D.06-07-027, p. 51.)

PG&E notes that in adopting this mechanism, the Commission expressly
rejected a competing ratemaking proposal from TURN that would have levelized
costs and benefits according to a prescribed schedule somewhat analogous to
that proposed here by TURN. The Commission rejected TURN’s proposal
stating that it was not persuaded by TURN “[T]hat such a method is reasonable
for either ratepayers or shareholders.”112

Second, PG&E states that TURN's argument ignores the fact that recorded

costs have also trended behind the original forecasts; and while TURN argues

12 D.06-07-027, p. 54.
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that benefits are trending $45 million behind schedule, the costs of the project are
trending $161.9 million behind the original schedule. PG&E argues that this
“delay” in expenditures dwarfs the value of “delayed” benefits, a fact that
benefits ratepayers under the ratemaking scheme adopted by D.06-07-027.

Third, PG&E states that TURN’s argument ignores the fact that PG&E's
current deployment schedule still reflects an overall completion timeframe of
five years as per the original timeframes within the AMI case; and any “delay”
in benefits or costs will be short-lived with project benefits accelerating during

the later years of deployment.

12.5.3. Discussion

We see no compelling reason to change the benefit recognition procedures
adopted in D.06-07-027 and will not adopt DRA’s proposal. We recognize that
DRA’s proposal is similar to the benefit recognition procedure that was included
in SCE’s AMI decision. However, it is not clear from the record that, over the
long term, the DRA proposal will be more beneficial to ratepayers. Consistency
is important, but being consistent with the benefit recognition procedures
previously found reasonable in D.06-07-020 is just as valid as being consistent
with the settled procedure adopted for SCE. We have not been presented with
evidence that suggests PG&E is mismanaging funds, and recognizing benefits
when the meter is activated is reasonable, if only because no benefits can be
realized until the meter is activated. Also, as PG&E indicates in responding to

TURN, while benefits are trending $45 million behind schedule, the costs of the
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project are trending $161.9 million behind the original schedule. For that reason,
we do not see any harm to ratepayers by continuing the existing procedures.!13
Also, PG&E's reasons for rejecting TURN's $44.8 million ratepayer credit

proposal are persuasive, and we will not adopt that proposal.

13. Revenue Requirement

PG&E uses a results of operations model to compile all capital-related
costs, operating expenses and benefits into an income statement format to
estimate the additional amount of revenue needed to recover the cost of the
Upgrade. PG&E has presented these forecasted revenues, or revenue

requirement, for the following reasons:

e PG&E requests that initial rates for project deployment, to be
effective January 1, 2009, be set based on the revenue
requirements presented in its testimony, although ultimately
PG&E proposes to recover actual costs of the project;

e PG&E also requests that SmartMeter Program Upgrade rates be
changed on January 1 of 2010, based on the revenue requirement
presented in its testimony, plus balancing account balances
calculated at the time the rate change is requested;

o PG&E asks that the RO model assumptions and methods used to
calculate the capital revenue requirements discussed in its
testimony be approved for calculating monthly capital revenue
requirements based on recorded SmartMeter Program Upgrade
plant;

113 While rates will be set initially to recover forecasted project costs, including the
incremental costs and benefits of the SmartMeter Program Upgrade; a true-up to actual
costs will be achieved through the existing SmartMeter Balancing Account.
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e To show how the incremental costs presented in Exhibit 3
translate into revenue increases; and

e To provide forecasted revenue requirements for the calculation
and evaluation of rate impacts.

PG&E’s cost recovery proposal seeks to recover the entire costs of the
SmartMeter Program Upgrade from customers. PG&E requests that the
Commission approve the use of the revenue requirements set forth in its
showing to establish rates.

No party has disputed the use of PG&E’s results of operations model for
the purposes of calculating the revenue requirements associated with the
Upgrade. The use of the model for this purpose is reasonable, and it should be
used to calculate the Upgrade revenue requirements, using the costs adopted by

our decision today.

14. DRA'’s Water Utility Proposal
DRA proposes that PG&E’s SmartMeter Program facilitate the automated

meter reading (AMR) of its customers’ water usage. It is DRA’s belief that AMR
provides cost savings mainly associated with water meter reading and assists as
a tool to promote water conservation. According to DRA, facilitating water
AMR is fairly easy to do at the meter endpoints. Also, the amount of additional
information involved would not significantly tax the head-end hardware and
software given that water meter reads generally only occur monthly. The largest
issue is that of PG&E coordinating with the billing departments of various water
utilities and providing billing data in an electronic form in a timely and secure
manner.

DRA accepts that water metering benefits need not be part of this

proceeding, but urges the Commission to order PG&E to try to incorporate this
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potential benefit into its long term deployment. DRA states that PG&E should
hold workshops, as SCE has agreed to do in its AMI settlement, to explore issues

related to AMI for water utilities.

14.1. CCSF’s Position
CCSF interprets that the purpose of DRA’s testimony regarding water

metering appears to have been to recommend that the Commission should
explore the possibility of using of using PG&E’s AMI system for water metering
in a separate proceeding and does not object to the recommendation. CCSF
states, to the extent feasible, water and electric utilities should be cooperating
and working together in the best interests of their common customers. Because
CCSF’s water utility is in the process of implementing its own AMI system,
CCSF states it is willing to work with PG&E to avoid system redundancy. In the
event the Commission should decide to hold workshops on this issue, CCSF
recommends that the Commission first notify all water utilities and urge them to

participate.

14.2. PG&E’s Position

Consistent with DRA’s recommendation, PG&E supports ongoing
dialogue with water agencies and seeks the flexibility from the Commission to
pursue these discussions through either multi-party workshops or direct
dialogue with the water utilities. PG&E also states that, for the most part, CCSF
echoes the recommendations of DRA and, to the extent CCSF does so, PG&E
does not disagree with CCSF’s testimony. However, PG&E states that it does
disagree with the suggestion in CCSF’s testimony that it may be cost-effective for
PG&E to consider use of CCSF’s possible automated water meter reading

system.
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PG&E indicates that it is highly unlikely that it would ever be cost-
effective for PG&E to use a water utility’s water meter reading system and cites

the following cross-examination of DRA’s witness:114

CCSF Counsel: And are they -- the AMI systems being installed by
these water companies, could they be used by PG&E instead of the
water companies using PG&E's?

DRA Witness Abbott: No. It would normally be the other way
around. And the reason for that is that the electric metering
application is very data-intensive. There's an awful lot of data
processing. In this case we're talking about PG&E doing hourly
metering. There's very few cases that I'm aware of in which any
water utility would try to deal with hourly water metering at the
residential level.

PG&E agrees with DRA on this and recommends that the Commission

should not entertain CCSF’s suggestion any further.

14.3. Discussion

DRA’s recommendation that PG&E pursue water meter AMR with water
utilities in its service territory is reasonable and may result in additional benefits
for the SmartMeter project. PG&E and CCSF support DRA on this, and we will
order PG&E to work with the water utilities, either through multi-party
workshops or direct dialogue with the water utilities.!’> We suggest that this
should be done sooner rather than later and will require that PG&E report back

on the status of its efforts and results of its discussions on a quarterly basis.

114 DRA, Abbott, 4 RT 495-496.

115 PG&E should arrange and conduct the workshops similar to what is currently being
done by SCE in addressing a similar requirement.
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We understand PG&E’s concerns regarding its use of a water utility’s AMI
system and suspect that it would be an unlikely occurrence, but we will not limit

potential discussion and foreclose that possibility.

-170 -



A.07-12-009 ALJ/DKF/sid

15. Procurement Diversity

PG&E’s SmartMeter Program, including the Upgrade approved herein, is
a substantial project that will involve significant procurement of goods and
services. Accordingly, we remind PG&E that “it is the declared policy of the
state to aid the interests of women, minority, and disabled veteran business
enterprises in order to preserve reasonable and just prices and a free competitive
enterprise, to ensure that a fair proportion of the total purchases and contracts or
subcontracts for commodities, supplies, technology, property, and services for
regulated public utilities are awarded to women, minority, and disabled veteran
business enterprises, and to maintain and strengthen the overall economy of the
state.”116 Furthermore, General Order 156 requires certain utilities, including
PG&E, “to submit annual detailed and verifiable plans for increasing women,
minority and disabled veteran business enterprises' (WMDVBE) procurement in
all categories.”17 We expect PG&E to comply with the spirit as well as the letter
of General Order 156 in the course of carrying out the activities related to the

Upgrade approved herein.

16. DRA Motion to Reopen the Record
On February 17, 2009, DRA filed a motion to set aside submission and

reopen the record for the taking of additional evidence in this proceeding. DRA

requests that Attachment A to a February 10, 2009 PG&E Ex Parte Notice

116 Pyblic Utilities Code Section 8281(a)

17 General Order 156, “Rules Governing the Development of Programs to Increase
Participation of Women, Minority and Disabled Veteran Business Enterprises in
Procurement of Contracts from Ultilities as Required by Public Utilities Code
Sections 8281-8286", current as of August 24, 2006, Rule 1.1.1.
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(Attachment A) be introduced into the record as an indication that substantially
fewer meters, when compared to the 288,000 meters forecasted by PG&E in this
proceeding, were actually deployed before HAN gateway devices became
available to PG&E. Once this document is entered into the record, DRA requests
that, if the Commission decides against DRA to fund the retrofit, funding should
be limited to the cost of retrofitting the actual number of meters that were
installed in 2008 rather than PG&E’s forecasted numbers.

On February 18, 2009, PG&E responded to DRA’s motion. PG&E indicates
its opposition, arguing that DRA has not satisfied its burden in justifying its
request!8 and DRA’s interpretation of the data in the Ex Parte Notice is
fundamentally flawed. PG&E states that the final decision is already two
months delayed beyond the schedule originally adopted for this case, and PG&E
is at risk for Upgrade costs already incurred. If the record is reopened and the
matter delayed, PG&E states that its costs and financial risk would be
proportionately higher. PG&E also asserts that DRA’s evaluation of the
information contained in Attachment A contains errors and fails the high
standard imposed by the Commission for reopening the record. According to
PG&E, DRA misrepresents the number of meters that will require a HAN
retrofit, and PG&E will actually end up spending more than its forecasted

amount of $32 million to maintain the benefit stream for customers. To the

118 According to PG&E, in a case addressing a request to reopen a proceeding under
Public Utilities Code Section 1708, the Commission explained:

“The burden of demonstrating that reopening is justified is substantial. The showing
required in any given case will necessarily depend on an assessment of the financial and
other costs to the parties and the ratepayers should authority be suspended and a case

Footnote continued on next page
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extent that DRA seeks an opportunity to reduce costs based on its interpretation
of actual deployment data, PG&E argues that it should have an equal
opportunity to correct DRA’s arguments and provide evidence that shows actual

deployment costs are higher than forecasted.

16.1. Discussion

DRA’s motion to set aside submission and reopen the record for the taking
of additional evidence in this proceeding is denied, as explained below

That the deployment of electric and gas meters might vary, not only from
what was originally planned but from updated deployment plans as time goes
by, is not unexpected. The manner in which the final deployment of meters
evolves will reflect how PG&E is able to manage the effects of factors such as the
availability of materials and equipment, the regulatory process, and changes in
technology as the deployment of meters is progressing. We must authorize a
reasonable projected meter deployment cost based on information known and
analysis conducted at a certain point in time. From that point on, we expect
PG&E to manage its plans and costs in a manner that results in successful
implementation of the Upgrade at or near the authorized funding levels while
maximizing ratepayer value.

DRA’s Motion to Reopen the Record raises the issue of determining the
appropriate point in time to cut off the use of more recent information and
related analyses in deciding what costs to authorize for the Upgrade. Normally
that cut off point would be when prepared testimony and rebuttal testimony

have been issued. That evidence can be tested through the evidentiary hearing

reopened, as well as an evaluation of the information submitted in support of the
request.” (Re Pacific Gas and Electric Co., 4 CPUC2d 139, 150 (1980).)
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process and critiqued in post hearing briefs.’® While under certain
circumstances, it may well be appropriate to reopen the evidentiary record to
consider more recent information and changed circumstances, this is not the case
with respect to the more recent information contained in Attachment A.

As indicated by DRA, Exhibit 2 in Attachment A shows that during the
second half of 2008 there was a significant reduction in the deployment of meters
that will require a HAN retrofit when compared to the 288,000 such meters that
were forecasted to be deployed during that timeframe in PG&E’s May 14, 2008
testimony. However, there is additional information in Exhibit 2 in Attachment
A that indicates, among other things, that (1) the total number of gas and electric
meters that were actually deployed by the end of 2008 was greater than the total
number of gas and electric meters forecasted to be deployed by the end of 2008
in PG&E's testimony; (2) the related benefits for the 2008 through 2010 time
period were now forecasted to be larger based on the actual deployment, as
opposed to the magnitude of benefits reflected in PG&E's testimony for that
timeframe; and (3) the cost to maintain the benefit stream associated with the
actual deployment of meters through February 10, 2009 is expected to be greater
than the $32,032,000 in HAN retrofit costs reflected in PG&E's testimony.

It appears that PG&E has modified its meter deployment plan in response
to changed circumstances. As explained above, such changes can be expected
and may be reasonable. In this instance, it appears that there is a slight increase
in benefits with the change. It also appears that the costs related to the changed

plan, which includes costs to retrofit a reduced number of meters with HAN

119 In certain instances, such as in GRCs, update testimony and associated evidentiary
hearings are provided for.
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gateway devices and costs to accelerate the meter deployment schedule, among
other things, will exceed the forecasted amount for the HAN retrofit that was
contained in PG&E’s testimony. That is, while the number of meters requiring a
HAN retrofit has decreased, the revised deployment plan that reflects that
reduction will actually cost more than the originally forecasted HAN retrofit.

At this point, we do not feel it is necessary to reopen the record for the
taking of additional evidence. While there may be an indication that costs are
being incurred in a different manner than anticipated in the process of deciding
this matter, that indication in itself is not sufficient reason to reopen the record
for this proceeding. For a project of this magnitude, we do not expect that any
amount of evidence record will result in a forecast of costs that will be replicated
by what is actually spent on a detailed cost category basis. As mentioned
previously, the manner in which the final deployment of meters evolves will
reflect how PG&E is able to manage the effects of changed circumstances. Also,
when looked at in total, the Attachment A information does not support a
significant cost decrease as requested by DRA. It, in fact, shows overall
increased costs. However, if total projects costs were to go up as indicated in
Attachment A, it would be appropriate to assume that the additional costs would
be covered by the risk based allowance authorized by this decision. Under these
circumstances, it would not be an efficient use of Commission resources to
reopen the record to consider all aspects of the information contained in
Attachment A, a process that might require additional evidentiary hearing and

briefs.

17. Comments on Proposed Decision

The proposed decision of the AL]J in this matter was mailed to the parties

in accordance with Section 311 of the Public Utilities Code and comments were
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allowed under Rule 14.3 of the Commission’s Rules of Practice and Procedure.
Comments were filed on January 16, 2009 by PG&E, DRA, TURN, CCSF and
CAL-SLA. Reply comments were filed on January 22, 2009 by PG&E, DRA, and
TURN

To the extent that comments merely reargued the parties’ positions taken
in their briefs, those comments have not been given any weight. The comments
which focused on factual, technical, and legal errors have been considered, and,

if appropriate, changes have been made.

17. Assignment of Proceeding

Rachelle B. Chong is the assigned Commissioner and David K. Fukutome

is the assigned Administrative Law Judge in this proceeding.

Findings of Fact
1. The Commission has already authorized deployment of the HAN gateway

for both SDG&E and SCE, and to do for PG&E would ensure statewide
consistency as long as their efforts are coordinated. Consistency is important in
providing a basis on which the HAN technology can efficiently develop and for
providing a large market force that can be influential in developing appropriate
standards.

2. There is no evidentiary record on which to judge the merits of a stand-
alone HAN gateway device.

3. The most cost effective way to provide HAN access through PG&E’s
meters, over the long term, would be through PG&E’s meter deployment plan
rather than through random retrofits.

4. The increased functionality of the integrated load limiting
connect/disconnect switch could be used to implement certain demand response

programs and to provide area-wide and system-wide relief during peak usage
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periods that are in the public interest and are not available under PG&E's
original AMI program.

5. The integrated load limiting connect/disconnect switch provides
significant incremental operational benefits related to field technician labor
savings for connect/disconnect services.

6. A number of new capabilities including a HAN gateway device (enabling
price signals, load control and near real time data for residential electric
customers) and load limiting disconnect switches, and potentially more features
in the future, are possible because of the increased processing power, memory
storage, programmability, and upgradeability provided by the solid state meter
platform.

7. No party disputes the technological merits of the advanced solid state
meter.

8. PG&E is not requesting additional funds for either its electric or gas
communication networks.

9. Certain technologies, such as that related to communication networks,
have evolved over the course of PG&E’s SmartMeter project making them more
cost effective to employ.

10. PG&E considers any costs and benefits related to its total AMI project
(original plus Upgrade) that were not specifically included in the original AMI
project cost/benefit analysis to be incremental for the purposes of justifying the
cost effectiveness of the Upgrade.

11. DRA believes that Upgrade benefits that could have been achieved by the
original AMI system that was approved by the Commission in D.06-07-027,
should be excluded from the cost-effectiveness analysis for the Upgrade. TURN
and CCSF support DRA’s position.
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12. The levels of conservation and demand response benefits PG&E claims in
the Upgrade cannot be achieved without the further expenditures contained in
the Upgrade.

13. DRA’s definition of incremental is unduly restrictive in that it results in
certain benefits not being recognized at all for cost effective purposes, either in
PG&E's original AMI case or the Upgrade.

14. DRA’s definition of incremental is essentially at odds with the manner in
which the Commission evaluated the AMI requests of SDG&E and SCE.

15. The record in this proceeding is insufficient for determining the cost
effectiveness of PG&E’s SmartMeter program on a total basis (PG&E’s original
AMI plus the Upgrade).

16. The Upgrade will facilitate upgrades of both firmware and software and
will enable PG&E to update both the functioning of the endpoint and initiate
future programs without the necessity of visiting the endpoint. This aspect of
the Upgrade should permit the current technology to perform capably well into
the future even in the face of major advancements in technology.

17. PG&E'’s estimate of meter device costs is based on costs derived from an
RFP process. Based on responses to that process, PG&E conducted an evaluation
of the integrated meter devices from certain vendors to help identify vendor and
meter device technologies best suited to serve PG&E and its customers.

18. Details regarding DRA’s estimate of meter device costs is limited due to
non-disclosure restrictions.

19. The HAN Retrofit involves PG&E deploying 288,000 upgraded meters
with load limiting switches and upgrading these meters with HAN gateway

devices at a later date.
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20. The estimated 20-year life for endpoints is not relevant for purposes of
analyzing the economic impact of a deployment scenario.

21. Costs incurred prior to the starting point of a comparative analysis (and
recorded benefits) have no impact on the result of the HAN Retrofit comparative
analysis, because they would be the same for all scenarios being compared.

22. PG&E'’s consultant’s HAN retrofit suspension analysis was performed
before the HAN retrofit aspect of meter deployment began, and was thus
available for PG&E’s project management to use in determining whether or not
to go forward.

23. Despite the significant costs related to the HAN Retrofit, the evidence
suggests that lost benefits, due to a meter deployment suspension until the HAN
devices became available, would exceed the net reduced costs caused by the
suspension.

24. PG&E has not fully supported and justified the magnitude of its HAN
retrofit cost estimate.

25. Electromechanical meters have been deployed in the Kern region, and, as
a result of PG&E’s Upgrade request, the electromechanical meter costs will
become stranded once these meters have been replaced.

26. In our analysis of PG&E’s risk based allowance, we have determined that
the stranded costs related to the electromechanical meters should be considered
as original AMI program costs, specifically under the risk based allowance for
the original AMI project.

27. The basis for DRA’s proposal for a 30% use of the HomePlug or PLC
technology stems from a hypothetical analysis involving cost sensitivity based on
a 30% assumption. There is no evidence as to the reasonableness of using 30% to

reflect what might actually occur.
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28. The determination of who will use the HAN technology and to what
extent they will use it is fairly subjective at this point.

29. HAN connectivity on a universal basis makes sense for such purposes as
advancing and developing the HAN technology in an efficient manner.

30. Itis PG&E’s responsibility to achieve HAN connectivity in the most cost
effective manner within the costs and risk based allowances provided by this
decision.

31. Inits supplemental testimony, PG&E indicates that it now expects to
begin recruiting AC customers in 2013 and estimates the number of customers
for that year to be 18 with increasing amounts thereafter.

32. Regarding IT costs associated with the Title 24 PCT program, PG&E has
provided no specific reasons to justify why these costs need to be incurred prior
to or in 2011 and why they cannot be shifted commensurate with when the
expected recruitment of Title 24 PCT customers is expected to begin.

33. There is significant uncertainty as to when Title 24 PCT program will
begin, and the program costs have already been moved by PG&E to 2013,
outside the timeframe for cost recovery authorized by this decision.

34. The adoption of PG&E’s IT proposal, as a means for addressing
significant systems integration challenges, is consistent with the Commission’s
authorization of the same advanced metering technologies, with the same
integration challenges, for SDG&E and SCE.

35. DRA and TURN have not forecasted the PVRR of any Title 24 PCT
program costs, not because of any differences in what the estimated costs should
be, but because of their positions that neither Title 24 PCT program costs nor

benefits should be included in the cost effectiveness analysis of the Upgrade.
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36. Reduction of Title 24 program costs related to marketing and incentive
costs, commensurate with reductions to program participation, results in
adopted Title 24 PCT program costs of $26,174,000 on a PVRR basis.

37. DRA and TURN recommend no PTR program costs, not because of any
differences in what the estimated costs should be, but because of their positions
that neither PTR program costs nor benefits should be included in the cost
effectiveness analysis of the Upgrade.

38. PG&E requests $15.3 million in additional project management costs
associated with additional project management efforts that will be required as
the industry continues to evolve and offer new technologies.

39. In our analysis of PG&E’s risk based allowance, we have determined that
PG&E’s requested additional project management costs should be considered as
original AMI program costs, specifically under the risk based allowance for the
original AMI project.

40. PG&E's technology assessment cost request has not been fully justified
and appears to be excessive.

41. Itis not clear that the currently proposed communication networks are
deficient in particular respects, and it is not clear how BPL, MPL or IP would be
incorporated into the currently proposed AMI structure.

42. There is potential value in having PG&E monitor market place
developments.

43. There is value in pilot testing to ensure that the proposed network can be
integrated into the AMI and will work as intended.

44. While laboratory testing and product demonstrations should first be the
responsibility of those in private industry who will in the end profit from the

various HAN related devices, there is merit to PG&E’s alternate proposal to have
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ratepayers fund certain technology assessment costs in conjunction with
matching funds from other sources.

45. Potential problems such as security breaches, interference with bill
reading and interruption of customers’ service can be avoided by first testing
devices in a lab that replicates PG&E's system.

46. There is value in having PG&E provide input to and obtain information
from private sector projects and to interact with developers and other utilities as
HAN standards are developed.

47. No party disputes PG&E’s estimate of incremental training costs.

48. No party objects to the concept of a risk based allowance or contingency.

49. Analysis of risk for the Upgrade should consider the risk profiles specific
to the Upgrade, rather than that of the original AMI project.

50. A review of PG&E’s proposed risk factors does not cause any specific
concerns with the magnitude of the factors or with the cost categories to which
they are applied.

51. The types of equipment to be deployed and the number and types of
vendors that will be managed during the project are elements of the risk profiles
that were considered in determining the reasonableness of PG&E’s contingency
amounts fort the Upgrade.

52. The electromechanical meters in Kern County, which have become
stranded, were an element of PG&E’s original AMI project.

53. Changed timing and scope are elements of the risk profiles that were
considered in determining the reasonableness of PG&E's contingency amounts

for the Upgrade.
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54. Changed scope (i.e., advanced meters with higher functionality) is the
driving factor that resulted in the electromechanical meters and associated
equipment becoming obsolete.

55. For operation and maintenance, the only category of costs challenged by
intervenors is that relating to expected calls to PG&E's call centers concerning
the HAN device.

56. DRA recommends reducing PG&E’s call center costs by 70% to reflect the
fewer calls that will be received as a result of DRA’s lower HAN adoption rate,
despite its recommendation to reduce PG&E’s HAN adoption rate by only 30%.

57. No party has challenged either PG&E’s inclusion of field technician labor
savings as a benefit or PG&E’s quantification of these savings.

58. No party has challenged PG&E’s inclusion of reduced bad debt savings as
a benefit or PG&E’s quantification of these savings.

59. No party has challenged PG&E’s inclusion of reduced cash flow savings
as a benefit or PG&E’s quantification of these savings.

60. Whether the tax retirement benefit for meters is identified as a benefit or a
reduction to costs, the net effect with respect to any benefit/cost analysis will be
the same.

61. The need for reprogramming advanced meters is caused by the added
functionality of the programmable meter itself.

62. The cost savings identified by PG&E, with respect to its remote
programmability adjustment, are related to potential costs that never existed.
Those costs are avoided because the meter that necessitates the costs can
accomplish the task remotely.

63. Conservation benefits were not quantified in PG&E’s original AMI

proceeding.
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64. The 1979 study by McClelland and Cook, used by DRA to reach its
conclusion that day-late presentation of usage information affects space
conditioning usage, does not provide persuasive evidence to support DRA’s
conclusions on this issue.

65. The shareholder risk/reward incentive mechanism for energy efficiency
programs relates to energy efficiency and not conservation, and the conservation
benefits for the Upgrade include both energy efficiency and conservation.

66. PG&E’s estimate of 30% IHD penetration and DRA’s estimate of 21% are
based on new technology acceptance curves for different products (cell phones
and CFLs).

67. There is sufficient evidence to determine that customers will use
information obtained from IHDs to change their electricity usage patterns.

68. Both PG&E and DRA recommend that the more recent avoided costs
should be used for the purpose of estimating electric conservation benefits for
the Upgrade.

69. The IHD shows electricity usage, not gas usage.

70. The economic incentive for reducing gas usage is likely a result of a gas
bill or an examination of gas rates rather than a customer looking at an IHD and
noting electricity usage patterns.

71. With respect to customers that supposedly do not clearly differentiate
electric and gas consumption by their appliances, there is no record evidence
indicating what proportion of the customer base that might be. Furthermore,
there is no record evidence indicating whether such customers would be the type
that would even purchase an IHD.

72. With respect to the PTR program design, PG&E proposes a single-tier

incentive, while DRA proposes a two tier incentive.
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73. A two-tier PTR incentive has been adopted for SDG&E, and a two-tier
PTR incentive settlement proposal for SCE has been deferred to SCE’s Phase 2
GRC proceeding.

74. Requiring PG&E to propose a two-tier PTR incentive design in its
November 2009 rate design window filing, will allow PG&E time to (1) work
with DRA and other parties to work out program details; (2) consider the
adopted design for SDG&E along with any solutions to practical considerations,
if any; and (3) monitor and evaluate what has happened or will happen in SCE'’s
Phase 2 GRC with respect to implementing a two-tier PTR program design.

75. That SEER is not a reliable predictor of energy performance or of demand
reduction in California is supported by evidence.

76. There is evidence that there are energy savings ranging from 6% to 33%,
associated with upgrading from a lower SEER system to a higher SEER system
under different upgrading scenarios, although the number of units achieving
expected savings is low (from 8% to 29%).

77. There is no statistically significant difference between the impacts
expected from CPP and PTR incentives when estimated based on data from a
side-by-side comparison of the two options for the same customer population.

78. The Anaheim study produced PTR program impacts nearly identical to
the estimated impacts using the demand models from the SPP.

79. Rejection of TURN's proposed 30% elasticity adjustment is consistent
with Commission action in D.08-09-039 regarding TURN'’s similar proposal in
SCE’s AMI proceeding.

80. While PG&E demonstrates that a non-CAC customer might realize

significant savings under the PTR program under certain scenarios, there is no
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evidence as to suggest what the expected scenario might be and what savings
would result from such a scenario.

81. Regarding non-CAC customer participation in the PTR program, there
will likely be a response beyond that of those who would participate for
environmental or societal reasons.

82. In D.08-09-039, the Commission rejected TURN’s proposed demand
response guarantee for SCE, which is similar to TURN’s proposed demand
response guarantee for PG&E.

83. PG&E has produced evidence from which it can be concluded that its cost
effectiveness analysis includes HAN facilitated CAC cycling for new Title 24
PCTs beyond the level needed to replace attrition associated with the 305 MW in
the A/C settlement.

84. The Commission has no way of knowing whether or not any future CEC
assumed costs would significantly affect the cost benefit analysis as it applies to
the Upgrade.

85. There is no certainty that the Title 24 PCT regulations will be
implemented in 2012, if ever.

86. Whether the amount of voluntary participation will grow, if the Title 24
PCT regulations are not enacted, is uncertain.

87. Regarding PG&E’s estimated 0.75 kW /hour savings per customer for the
PCT program, while PG&E gives a reasonable explanation of why 0.48 KW /hour
savings may be low, it provides no convincing evidence to justify its assertion
that different ramping strategies will necessarily result in 0.75 kW /hour savings.

88. Regarding the SmartAC program, while PG&E states that participation
has grown to over 75,000 customers with the $25 incentive, and indicates that it

is well on its way to achieving the 25% market penetration target, it does not
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indicate where it is now and how much further it needs to go to meet the 25%
target.

89. PG&E has produced no estimate of what a PCT device would cost, while
TURN estimates costs to be in the range of $90 to $120, which is significantly
higher than the $25 rebate.

90. No party has challenged PG&E'’s general cost recovery proposal.

91. In general, it is reasonable to allocate distribution infrastructure with
distribution level EPMC related allocators.

92. PG&E's cost allocation methodology is consistent with how SDG&E’s
AMI related costs are allocated.

93. There were a number of settlements in Phase 2 of PG&E’s 2007 GRC,
which addressed marginal costs, revenue allocation and rate design. In the
particular settlement on marginal costs and revenue allocation, Section VIL.3
addresses rate changes between GRCs.

94. With respect to benefits recognition, there is no evidence that PG&E is
mismanaging funds.

95. Recognizing AMI benefits when the meter is activated is reasonable,
because no benefits can be realized until the meter is activated.

96. Regarding TURN'’s benefits recognition proposal, the Commission
rejected a similar ratemaking proposal from TURN in D.06-07-027.

97. While benefits are trending $45 million behind schedule, the costs of the
project are trending $161.9 million behind the original schedule.

98. PG&E’s current deployment schedule still reflects an overall completion

timeframe of five years.
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99. No party has disputed the use of PG&E's results of operations model for
the purposes of calculating the revenue requirements associated with the
Upgrade.

100. DRA’s recommendation that PG&E pursue water meter AMR with
water utilities in its service territory may result in additional benefits for the
SmartMeter project.

101. That the deployment of electric and gas meters might vary, not only from
what was originally planned but from updated deployment plans as time goes
by, is not unexpected.

102. The manner in which the final deployment of meters evolves will reflect
how PG&E is able to manage the effects of factors such as the availability of
materials and equipment, the regulatory process, and changes in technology as

the deployment of meters is progressing.

Conclusions of Law

1. This is an appropriate time to authorize deployment of HAN gateway
devices for PG&E, and PG&E’s request to do so is reasonable.

2. PG&E should work with the other major California energy utilities to
strive for statewide, easily understandable information and other resources, as
appropriate, to increase consumer awareness of commercially available HAN
technologies and HAN-enabled benefits and to promote the adoption of such
HAN technologies by consumers in order to facilitate their ability to understand
their energy consumption and costs and to optimally utilize their discretionary
options.

3. The increased functionality and the potential uses of the integrated load
limiting connect/disconnect switches justify providing all electric residential

customers with such switches.
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4. PG&E'’s decision to ubiquitously deploy the advanced solid state meter for
the SmartMeter Upgrade is reasonable.

5. PG&E should provide quarterly reports on the implementation progress of
the SmartMeter Upgrade to the Commission’s Energy Division and any
interested parties.

6. PG&E should select the communication network(s) that provide the
necessary functions in the most reasonable cost-effective manner.

7. PG&E’s definition of incremental for cost effectiveness analysis purposes
of the Upgrade is reasonable.

8. Any future requests to upgrade the SmartMeter Program should be
critically reviewed with the understanding that our interpretation of cost
effectiveness in this proceeding is appropriate for the circumstances that exist
today and may well be inappropriate for circumstances that exist in the future.

9. The use of a total cost effectiveness analysis should be limited to showing
whether or not the cost effectiveness of PG&E’s SmartMeter program is in the
range or generally comparable to that of SDG&E and SCE.

10. It would be inappropriate to impose DRA’s proposed meter device costs
on PG&E without assurance that the related meter devices provide the necessary
functions, without assurance that the vendors are capable of providing the
equipment when needed, and without knowledge of the type of warranties that
are associated with the costs.

11. PG&E’s decision to proceed with the HAN retrofit was reasonable.

12. To account for uncertainties and attempt to ensure that ratepayers only
fund appropriate costs, it is reasonable to reduce adopted funding for the HAN
retrofit by $5,500,000 (plus $550,000 for the related risk based allowance).
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13. For the electromechanical meter upgrade, a cost of $18.8 million for the
upgraded system is reasonable.

14. PG&E's general direction in attempting to deploy a solution that would
bring the highest probability of transmitting a signal from the electric meter to an
interior wall of the customer’s premises is reasonable.

15. PG&E should adapt the implementation of HAN connectivity over time
consistent with approaches and solutions that are being addressed and
developed, currently and in the future, by those in the industry that are
addressing these issues.

16. Because we have included the benefits of the PTR program in evaluating
the cost effectiveness of the Upgrade, it is also appropriate to include the $4.0
million in IT costs related to the PTR program, in rates, as requested by PG&E.

17. IT costs associated with the Title 24 PCT program should be recovered in
conjunction with PG&E'’s cost recovery of the Title 24 PCT program costs.

18. Because we have included the benefits of the Title 24 PCT program in
evaluating the cost effectiveness of the Upgrade, it is appropriate to include the
costs of Title 24 PCT program in that evaluation.

19. Since this decision approves a two-tier PTR incentive structure that will be
detailed by PG&E in a November 2009 rate design window filing, it would be
more appropriate to address the costs of such a program at the same time, rather
than as part of this decision.

20. Itis reasonable to use PG&E’s estimated PVRR amount of $27,592,000 that
is associated with a single tier PTR incentive structure, for the purpose of
evaluating the cost effectiveness of the Upgrade in this decision.

21. Since we have adopted DRA’s proposed HAN adoption rates, which were
derived by applying a 0.7 scalar to PG&E's proposed adoption rates, it is
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reasonable to apply the same 0.7 scalar to PG&E’s proposed call center costs,
resulting in an adopted call center estimate of $319,000, which is $136,000 less
than projected by PG&E.

22. With respect to devices that would enable home computers to function as
in-home displays, technology assessment costs should be borne by those in
private industry who will, in the end, profit from the device.

23. PG&E'’s proposed risk base allowance methodology along with the
specific factors themselves and the categories of cost to which they are applied
are reasonable.

24. It is reasonable that the additional project management costs requested by
PG&E as part of the Upgrade should instead be covered by the risk based
allowance adopted in D.06-07-027.

25. With respect to laboratory testing and product demonstrations, it is
reasonable that ratepayers provide at least some of those costs related to
protecting PG&E's system from such potential problems as security breaches,
interference with bill reading and interruption of customers’ service, which can
be avoided by first testing devices in a lab that replicates PG&E’s system.

26. Itis reasonable to allow $6 million as the ratepayers’ share of laboratory
testing and product demonstration costs, with the understanding that PG&E can
only use those ratepayer provided funds to the extent that it matches those funds
from other sources. Any unspent funds for this particular category should be
credited back to ratepayers.

27. Since the decisions to deploy the electromechanical meters in Kern
County were made by PG&E in conjunction with the original AMI authorization,
it is appropriate that the consequences of those decisions should be reflected as

part of that same authorization.
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28. Itis reasonable that the stranded costs related to the electromechanical
meters deployed as part of PG&E's original AMI project should be covered by
the risk based allowance authorized by D.06-07-027 for the original AMI project.

29. PG&E'’s estimates of field technician labor savings, reduced bad debt
savings, improved timing of cash flow savings, and the tax benefit from meter
retirement are reasonable and should be adopted.

30. To assign the PG&E identified remote programmability benefit as an
incremental benefit in the cost effectiveness analysis of the Upgrade is illogical
and inappropriate.

31. Rather than reducing PG&E'’s estimate of electric conservation benefits by
12% as recommended by DRA, it would be appropriate, when the future of the
energy efficiency incentive mechanism is clarified and if further incentives are
authorized, for PG&E to ensure, through testimony in that future energy
efficiency proceeding, that there is no double counting of energy efficiency
embedded in the conservation benefits related to the Upgrade.

32. It is reasonable to be conservative and to adopt DRA’s IHD penetration
estimate of 21%, partly because of the speculative nature of the forecasts and
partly due to TURN's legitimate concerns regarding the cost of the IHD devices.

33. Itis reasonable that the more recent avoided costs should be used for the
purpose of estimating electric conservation benefits for the Upgrade.

34. Since we do not feel that customers” decisions as to whether they should
limit or curtail gas usage are significantly enhanced by the presence of IHDs that
only display electricity usage patterns, zero gas conservation benefits should be

used in the cost effectiveness analysis of the Upgrade.
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35. For statewide consistency purposes, it is reasonable to impose a two tier
PTR incentive design on PG&E and to require PG&E to propose such a design in
its November 2009 rate design window filing.

36. Consistent with our acceptance of PG&E’s definition of “incremental” for
purposes of determining Upgrade costs and benefits, it is appropriate to include
PTR benefits that result from PG&E’s SmartMeter project and that were not
quantified in PG&E’s original AMI proceeding.

37. Even though the climate and other factors particular to California are not
the same as that assumed for SEER purposes, it is reasonable to assume that as
manufacturers attempt to make more efficient systems to comply with upgraded
SEER levels, there will be some effect of demand reductions and energy savings
in California.

38. Itis reasonable to reduce TURN'’s proposed SEER adjustment by 50% to
reflect increased AC efficiencies that result from increased SEER requirements.

39. Regarding non-CAC customer participation in the PTR program, it is
reasonable to split the difference between the PG&E and TURN forecasts,
resulting in a non-CAC customer participation rate of 35.5%.

40. For the same reasons expressed by the Commission in D.08-09-039, in
rejecting TURN'’s proposed demand response guarantee for SCE, it is
appropriate to reject TURN’s proposed demand response guarantee for PG&E.

41. Similar to what was required for SCE in D.08-09-039, PG&E should report
to the Commission on the energy savings and associated financial benefits of all
DR, load control, energy efficiency, and conservation programs enabled by AMI,
including PCT programs, Peak Time Rebate programs, and other dynamic rates

for residential customers.
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42. It is not appropriate to completely dismiss the use of Title 24 PCT benefits
in the Upgrade cost effectiveness analysis, as proposed by both DRA and TURN.

43. Regarding Title 24 PCT benefits, it is reasonable to split the difference
between the PG&E and TURN forecasts, resulting in a PVRR of $83,428,000 as
opposed to PG&E's estimate of $129,401,000.

44. PG&E'’s general cost recovery proposal is reasonable.

45. For the Upgrade, it is reasonable to continue the use of the cost allocation
methodology adopted by the Commission for PG&E in D.06-07-027.

46. Parties are not precluded from raising issues related to the allocation of
SmartMeter costs in PG&E’s next Phase 2 GRC proceeding.

47. In order to honor the settlement process, we have no alternative but to
impose the principles for rate changes between GRCs, as identified in PG&E’s TY
2007 Phase 2 marginal cost and revenue allocation settlement, in allocating the
Upgrade related revenues to customer classes, including the street light class.

48. It is not necessary to change the benefits recognition procedures as
proposed by DRA.

49. PG&E's reasons for rejecting TURN's $44.8 million ratepayer credit
proposal are persuasive.

50. The use of PG&E’s results of operations model for the purposes of
calculating the revenue requirements associated with the Upgrade is reasonable.

51. PG&E's results of operations model should be used to calculate the
Upgrade revenue requirements using the costs adopted by our decision today.

52. DRA’s recommendation that PG&E pursue water meter AMR with water
utilities in its service territory is reasonable.

53. In order to pursue AMR for water meters, PG&E should work with the

water utilities in its service territory, either through multi-party workshops or
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direct dialogue and report back to the Commission on a quarterly basis until
completed.

54. It would not be an efficient use of Commission resources to reopen the
record to consider all aspects of the information contained in the Attachment A, a

process that might require additional evidentiary hearing and briefs.

55. DRA’s Motion to Reopen the Record should be denied.

ORDER
IT IS ORDERED that:

1. Pacific Gas and Electric Company (PG&E) is authorized to proceed with
the proposed SmartMeter Upgrade, subject to the conditions and costs specified
in this decision.

2. PG&E’s general cost recovery proposal is adopted.

3. PG&E shall file an advice letter no later than 30 days from the effective
date of this decision, to implement rates for 2009 to cover the costs of the
SmartMeter Upgrade.

4. PG&E shall use its results of operations model incorporating the costs
adopted in this decision to determine the appropriate revenue requirements for
the SmartMeter Upgrade project. Detailed results shall be included in PG&E’s
advice letter that implements rates for the SmartMeter Upgrade.

5. PG&E shall work with the other major California energy utilities to strive
for statewide, easily understandable information and other resources, as
appropriate, to increase consumer awareness of commercially available HAN
technologies and HAN-enabled benefits and to promote the adoption of such
HAN technologies by consumers in order to facilitate their ability to understand
their energy consumption and costs and to optimally utilize their discretionary

options.
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6. Inits next general rate case (GRC) for test year 2011, PG&E shall make an
affirmative showing that it has avoided double recovery of any authorized
SmartMeter Upgrade costs, and that any requested costs in its 2011 GRC are
consistent with the limits of recovery adopted in this decision.

7. PG&E shall provide quarterly reports on the implementation progress of
the SmartMeter Upgrade to the Commission’s Energy Division and any
interested parties. PG&E shall consult with the Energy Division to determine
what information to provide and to coordinate reporting requirements ordered
in Decision 06-07-027.

8. When the future of the energy efficiency incentive mechanism is clarified
and if further incentives are authorized, PG&E shall ensure, through testimony
in that future energy efficiency proceeding, that there is no double counting of
energy efficiency embedded in the conservation benefits related to the
SmartMeter Upgrade.

9. A two-tier peak time rebate incentive design is adopted for PG&E. PG&E
shall present a proposal to implement such a design in its November 2009 rate
design window filing. The proposed rate design shall be consistent with the rate
design guidance in D.08-07-045.

10. Similar to what was required for Southern California Edison Company in
Decision 08-09-039, PG&E shall report to the Commission on the energy savings
and associated financial benefits of all demand response, load control, energy
efficiency, and conservation programs enabled by advanced metering
infrastructure, including programmable communicating thermostat programs,
Peak Time Rebate programs, and other dynamic rates for residential customers.
PG&E shall file annual reports in April of each year until 2019. PG&E shall work

with Energy Division to develop a reporting format for this information, and to
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determine where the reports should be filed. PG&E may request recovery for the
incremental costs of this reporting requirement in appropriate cases.

11. In order to pursue automated meter reading for water meters, PG&E shall
work with the water utilities in its service territory, either through multi-party
workshops or direct dialogue. PG&E shall report back to the Commission on the
status of its efforts and results of its discussions on a quarterly basis, beginning
April 11, 2009, until completed.

12. The Division of Ratepayer Advocates Motion to Reopen the Record, filed
February 17, 2009, is denied.

13. Application 07-12-009 is closed.

This order is effective today.

Dated March 12, 2009, at San Francisco, California.

MICHAEL R. PEEVEY
President
DIAN M. GRUENEICH
JOHN A. BOHN
RACHELLE B. CHONG
TIMOTHY ALAN SIMON
Commissioners
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APPLICABILITY: This rule is applicable to both (1) PG&E Service Facilities* that extend
from PG&E's Distribution Line facilities to the Service Delivery Point, and (2) service
related equipment required of Applicant on Applicant's Premises to receive electric
service.

A. GENERAL

1.

ELECTRIC RULE NO. 16 Sheet 1
SERVICE EXTENSIONS

DESIGN. PG&E will be responsible for planning, designing, and engineering its

Service Extensions using PG&E's standards for design, materials and

construction. Applicants may elect to use the Applicant Design Option provisions (T)
in Rule 15 to design that portion of the new Service Extension normally designed

by PG&E.

SERVICE FACILITIES. PG&E's Service Facilities shall consist of (a) primary or
secondary underground or overhead service conductors, (b) poles to support
overhead service conductors, (c) service transformers, (d) PG&E-owned
metering equipment, and (e) other PG&E-owned service related equipment.

OWNERSHIP OF FACILITIES. Service Facilities installed under the provisions
of this rule shall be owned, operated, and maintained by PG&E if they are (a)
located in the street, road or Franchise Area of PG&E, (b) installed by PG&E
under section D.2 below on Applicant's Premises for the purpose of the delivery
of electric energy to Applicant, or (c) installed by Applicant under the provisions
of this rule, and conveyed to PG&E.

PRIVATE LINES. PG&E shall not be required to connect Service Facilities to or
serve any Applicant from electric facilities that are not owned, operated, and
maintained by PG&E.

SPECIAL OR ADDED FACILITIES. Any special or added facilities PG&E installs
at the request of Applicant, will be installed at Applicant's expense in accordance
with Rule 2—Description of Service.

TEMPORARY SERVICE FACILITIES. Service Facilities installed for temporary
service or for operations of speculative character or questionable permanency
shall be made in accordance with the fundamental installation and ownership
provisions of this rule, except that all charges and refunds shall be made under
the provisions of Rule 13—Temporary Service.

(Continued)
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15595-E
13758-E

ELECTRIC RULE NO. 16 Sheet 2

SERVICE EXTENSIONS

A. GENERAL (Cont'd.)

7.

10.

STREET LIGHTS. Street light services and appurtenant facilities shall be
installed in accordance with the service provisions of the applicable street light
schedule.

CONTRACTS. Each Applicant requesting service may be required to execute a
written contract(s) prior to PG&E performing its work to establish service. Such
contract(s) shall be in the form on file with the California Public Utilities
Commission (Commission).

DISTRIBUTION LINE EXTENSIONS. Whenever PG&E's distribution system is
not complete to the point designated by PG&E where the Service Extension is to
be connected to PG&E's distribution system, the extension of Distribution Line
facilities will be installed in accordance with Rule 15—Distribution Line
Extensions.

RIGHTS-OF-WAY. Rights-of-way or easements maybe required by PG&E to
install Service Facilities on Applicant's property to serve only Applicant.

a. SERVICE FACILITIES. If the Service Facilities must cross property owned
by a third party to serve Applicant, PG&E may, at its option, install such
Service Facilities after appropriate rights-of-way or easements, satisfactory
to PG&E, are obtained without cost to PG&E; or

b. DISTRIBUTION LINE EXTENSIONS. If PG&E's facilities installed on
Applicant's property, or third-party property, will be or are designed to serve
adjacent property, then PG&E may, at its option, install its facilities under
Rule 15, after appropriate rights-of-way or easements, satisfactory to PG&E,
are obtained without cost to PG&E.

c. CLEARANCES. Any necessary rights-of-way or easements for PG&E's
facilities shall have provisions to maintain legal clearances from adjacent
structures.

(Continued)
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a.

a.

ELECTRIC RULE NO. 16 Sheet 3

SERVICE EXTENSIONS

A. GENERAL (Cont'd.)

11. ACCESS TO APPLICANT'S PREMISES. PG&E shall at all times have the right
to enter and leave Applicant's Premises for any purpose connected with the
furnishing of electric service (meter reading, inspection, testing, routine repairs,
replacement, maintenance, emergency work, etc.) and the exercise of any and
all rights secured to it by law, or under PG&E's tariff schedules. These rights
include, but are not limited to,

The use of a PG&E-approved locking device, if Applicant desires to prevent
unauthorized access to PG&E's facilities;

Safe and ready access for PG&E personnel free from unrestrained animals;

Unobstructed ready access for PG&E's vehicles and equipment to install,
remove, repair, or maintain its facilities; and

Removal of any and all of its property installed on Applicant's Premises after
the termination of service.

12. SERVICE CONNECTIONS. Only personnel duly authorized by PG&E are
allowed to connect or disconnect service conductors to or from PG&E's
Distribution Lines, remove PG&E-owned service facilities and equipment, or
perform any work upon PG&E-owned existing facilities.

B. METERING FACILITIES
1. GENERAL

METER ALL USAGE. Delivery of all electric power and energy will be
metered, unless otherwise provided for by PG&E's tariff schedules or by
other applicable laws.

METER LOCATION. All meters and associated metering equipment shall be
located at some protected location on Applicant's Premises as approved by
PG&E.

Meter ownership—If the customer elects direct access service, see Rule 22
for meter ownership option.

(Continued)
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ELECTRIC RULE NO. 16 Sheet 4
SERVICE EXTENSIONS

B. METERING FACILITIES (Cont'd.)

2. NUMBER OF METERS. Normally only one meter will be installed for a single- (T)
family residence or a single non-residential enterprise on a single Premises,
except:

a. When otherwise required or allowed under PG&E's tariff schedules;

b. At the option of and as determined by PG&E, for its operating convenience,
consistent with its engineering design; or,

c. When required by law or local ordinance;
d. When additional services are granted by PG&E.

A single meter is required for each single enterprise operating in one
building or group of buildings or other development on a single Premises
such as, but not limited to, a commercial business, school campus, industrial
manufacturer or recreational vehicle park, unless otherwise approved by
PG&E. See Rule 18—Supply to Separate Premises and Submetering of
Electric Energy for more information.

3. MULTIPLE OCCUPANCY. In a building with two or more tenants, or where more
than one meter is used on the same Premises, the meters normally shall be (T)
grouped at one central location, or as otherwise specified by PG&E, and each
meter position or socket shall be clearly and permanently marked by Applicant,
customer, or owner of the Premises to indicate the particular unit, occupancy, or
load supplied by it.

a. RESIDENTIAL. For revenue billing, electric service shall be individually (T)
metered to every residential unit in a residential building or group of (T)
buildings or other development with multiple tenants such as, but not limited
to, apartment buildings, mobile home parks, etc., except as may be specified
in Rule 18 and applicable rate schedules.

(Continued)
Advice Letter No: 1716-E Issued by Date Filed December 1, 1997
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ELECTRIC RULE NO. 16 Sheet 5
SERVICE EXTENSIONS
B. METERING FACILITIES (Cont'd.)
3. MULTIPLE OCCUPANCY (Cont'd.)
b. NON-RESIDENTIAL. For revenue billing electric service shall be individually
metered to each tenant in a non-residential building or group of buildings or
other development on a single Premises with multiple tenants or enterprises
(such as, but not limited to, an office building or shopping center complex).
Alternative metering arrangements as determined by PG&E may be allowed
only as specified in Rule 18 and applicable rate schedules.
C. SERVICE EXTENSIONS (T)

1. GENERAL LOCATION. The location of the Service Extension facilities shall (T)
extend:

a. FRANCHISE AREA. From the point of connection at the Distribution Line to
Applicant's nearest property line abutting upon any street, highway, road, or
right-of-way, along which it already has, or will install distribution facilities;
and,

b. PRIVATE PROPERTY. On private property, along the shortest, most (T)
practical and available route (clear of obstructions) as necessary to reach a
Service Delivery Point designated by PG&E.

2. NUMBER OF SERVICE EXTENSIONS. PG&E will not normally provide more (T)
than one Service Extension, including associated facilities, either overhead or (T)
underground for any one building or group of buildings, for a single enterprise on
a single Premises, except:

a. TARIFF SCHEDULES. Where otherwise allowed or required under PG&E's
tariff schedules; or,

b. PG&E CONVENIENCE. At the option of and as determined by PG&E, for its
operating convenience, consistent with its engineering design for different
voltage and phase classification, or when replacing an existing service; or,

(Continued)
Advice Letter No:  1765-E Issued by Date Filed May 11, 1998
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C. SERVICE LATERAL FACILITIES (Cont'd.)

2.

ELECTRIC RULE NO. 16 Sheet 6
SERVICE EXTENSIONS

NUMBER OF SERVICE LATERALS (Cont'd.)

c. ORDINANCE. Where required by ordinance or other applicable law, for
such things as fire pumps, fire alarm systems, etc.

d. OTHER. PG&E may charge for additional services provided under this
paragraph, as special or added facilities.

UNDERGROUND INSTALLATIONS. Underground Service Extensions will be (T)
installed:

a. UNDERGROUND REQUIRED. Underground Service Extensions (1) shall (T
be installed where required to comply with applicable tariff schedules, laws,
ordinances, or similar requirements of governmental authorities having
jurisdiction, and (2) may be necessary as determined by PG&E where
Applicant's load requires a separate transformer installation of 75 kVa or
greater.

b. UNDERGROUND OPTIONAL. An underground Service Extension may be (T)
installed in an area where it is not otherwise required and when requested
by Applicant and agreed upon by PG&E.

OVERHEAD INSTALLATIONS. Overhead Service Extensions are permitted (T)
except under the circumstances specified in section C.3.a above.

UNUSUAL SITE CONDITIONS. In cases where Applicant's building is located a
considerable distance from the available Distribution Line or where there is an
obstruction or other deterrent obstacle or hazard such as plowed land, ditches, or
inaccessible security areas between PG&E's Distribution Line and Applicant's
building or facility to be served that would prevent PG&E from prudently
installing, owning, and maintaining its Service Facilities, PG&E may at its
discretion, waive the normal Service Delivery Point location. In such cases, the
Service Delivery Point will be at such other location on Applicant's property as
may be mutually agreed upon; or, alternatively, the Service Delivery Point may
be located at or near Applicant's property line as close as practical to the
available Distribution Line.

(Continued)
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ELECTRIC RULE NO. 16 Sheet 7
SERVICE EXTENSIONS

D. RESPONSIBILITIES FOR NEW SERVICE EXTENSIONS (T

1. APPLICANT RESPONSIBILITY. In accordance with PG&E's design,
specifications, and requirements for the installation of Service Extensions, (T)
subject to PG&E's inspection and approval, Applicant is responsible for:

a. SERVICE LATERAL FACILITIES.

1) CLEAR ROUTE. Providing (or paying for) a route on any private
property that is clear of obstructions which would inhibit the construction
of either underground or overhead Service Extensions. (T)

2) EXCAVATION. All necessary trenching, backfilling, and other digging
as required including permit fees.

3) CONDUIT AND SUBSTRUCTURES.

a) Furnishing, installing, owning, and maintaining all Conduits
(including pull wires) and Substructures on Applicant's Premises.

b) Installing (or paying for) any Conduits and Substructures in PG&E's
Franchise Area (or rights-of-way, if applicable) as necessary to
install the Service Extension. (T)

c) Conveying ownership to PG&E upon its acceptance of those
Conduits and Substructures not on Applicant's Premises.

4) PROTECTIVE STRUCTURES. Furnishing, installing, owning, and
maintaining all necessary Protective Structures as specified by PG&E
for PG&E's facilities on Applicant's Premises.

(Continued)
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b.

ELECTRIC RULE NO. 16 Sheet 8

SERVICE EXTENSIONS

D. RESPONSIBILITIES FOR NEW SERVICE EXTENSIONS (Cont'd.)
1. APPLICANT RESPONSIBILITY (Cont'd.)

APPLICANT'S FACILITY DESIGN AND OPERATION. Applicant shall be
solely responsible to plan, design, install, own, maintain, and operate
facilities and equipment beyond the Service Delivery Point (except for
PG&E-owned metering facilities) in order to properly receive and utilize the
type of electric service available from PG&E. Refer to Rule 2 for a
description, among other things, of:

1) Available service delivery voltages and the technical requirements and
conditions to qualify for them,

2) Customer utilization voltages,

3) Load balancing requirements,

4) Requirements for installing electrical protective devices,
5) Loads that may cause service interference to others, and

6) Motor starting limitations.

REQUIRED SERVICE EQUIPMENT. Applicant shall, at its sole liability, risk,

and expense, be responsible to furnish, install, own, maintain, inspect, and
keep in good and safe condition, all facilities of any kind or character on

Applicant's Premises that are not the responsibility of PG&E but are required

by PG&E for Applicant to receive service. Such facilities shall include but
are not limited to the overhead or underground termination equipment,

Conduits, service entrance conductors from the Service Delivery Point to the

location of PG&E's metering facilities, connectors, meter sockets, meter and
instrument transformer housing, service switches, circuit breakers, fuses,

relays, wireways, metered conductors, machinery and apparatus of any kind

or character. Detailed information on PG&E's service equipment
requirements will be furnished by PG&E.

(Continued)
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ELECTRIC RULE NO. 16 Sheet 9
SERVICE EXTENSIONS

D. RESPONSIBILITIES FOR NEW SERVICE EXTENSIONS (Cont'd.) (T
1. APPLICANT RESPONSIBILITY (Cont'd.)

d. COORDINATION OF ELECTRICAL PROTECTIVE DEVICES. When, as
determined by PG&E, Applicant's load is of sufficient size as to require
coordination of response time characteristics between Applicant's electrical
protective devices (circuit breakers, fuses, relays, etc.) and those of PG&E, it
shall be Applicant's responsibility to provide such coordination in accordance
with Rule 2.

e. LIABILITY. PG&E shall incur no liability whatsoever, for any damage, loss or
injury occasioned by:

1) Applicant-owned equipment or Applicant's transmission and delivery of
energy; or,

2) The negligence, omission of proper protective devices, want of proper
care, or wrongful act of Applicant, or any agents, employees, or
licensees of Applicant, on the part of Applicant in installing, maintaining,
using, operating, or interfering with any such conductors, lines,
machinery, or apparatus.

f.  FACILITY TAMPERING. Applicant shall provide a suitable means
acceptable to PG&E for placing its seals on meter rings and covers of
service enclosures and instrument transformer enclosures which protect
unmetered energized conductors installed by Applicant. All PG&E-owned
meters and enclosure covers will be sealed only by PG&E's authorized
employees and such seals shall be broken only by PG&E's authorized
employees. However, in an emergency, PG&E may allow a public authority
or other appropriate party to break the seal. Any unauthorized tampering
with PG&E-owned seals or connection of Applicant-owned facilities to
unmetered conductors at any time is prohibited and is subject to the
provisions of Rule 11—Discontinuance and Restoration of Service for
unauthorized use.

(Continued)
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ELECTRIC RULE NO. 16 Sheet 10

SERVICE EXTENSIONS

D. RESPONSIBILITIES FOR NEW SERVICE EXTENSIONS (Cont'd.)

1.

APPLICANT RESPONSIBILITY (Cont'd.)

g. TRANSFORMER INSTALLATIONS ON APPLICANT'S PREMISES.
Transformer installations on Applicant's Premises shall be as specified by
PG&E and in accordance with the following applicable provisions:

1) SPACE FOR TRANSFORMERS. Applicant shall provide space on
Applicant's Premises at a location approved by PG&E for a standard
transformer installation including any necessary switches, capacitors,
and electric protective equipment where required if (a) in an overhead
area, PG&E determines that the load to be served is such that a
separate transformer installation, or (b) if PG&E determines that the
installation of a padmounted or subsurface transformer of any size is
required on Applicant's Premises to serve only Applicant.

2) PADMOUNTED EQUIPMENT. In PG&E's standard installation,
Applicant shall furnish, install, own, and maintain, at its expense,
Substructures and any required Protective Structures as specified by
PG&E for the proper installation of the transformer, switches, capacitors,
etc. as determined by PG&E.

3) SINGLE UTILITY-OWNED CUSTOMER SUBSTATION. When PG&E
elects for its operating convenience to supply Applicant from a
transmission line and install a PG&E-owned substation on Applicant's
Premises, Applicant shall furnish, install, own and maintain at its
expense the necessary site improvements as specified by PG&E for the
proper installation of the transformer. Such improvements shall include
but are not limited to a concrete pad or foundation, grounding system,
fences and gates, access road, grading, and paving as required, etc.
Detailed information on PG&E's requirements for a single customer
substation will be furnished by PG&E.

(Continued)

Advice Letter No:  1765-E Issued by Date Filed

Decision No.

10C1

May 11, 1998

97-12-098 Thomas E. Bottorff Effective

July 1, 1998

Vice President Resolution No.

Rates Account Services



Pacific Gas and Electric Company Revised Cal. P.U.C. Sheet No. 15602-E
) San Francisco, California Cancelling  Original Cal. P.U.C. Sheet No. 13767-E
&4 U0
ELECTRIC RULE NO. 16 Sheet 11
SERVICE EXTENSIONS
D. RESPONSIBILITIES FOR NEW SERVICE EXTENSIONS (Cont'd.) (T)
1. APPLICANT RESPONSIBILITY (Cont'd.)
g. TRANSFORMER INSTALLATIONS ON APPLICANT'S PREMISES (Cont'd.)
4) TRANSFORMER ROOM OR VAULT. Where Applicant requests and
PG&E approves the installation of the transformer(s) in a vault or room
on Applicant's Premises, rather than PG&E's standard padmounted
installation,
a) The room or vault on Applicant's Premises shall be furnished,
installed, owned, and maintained by Applicant and shall meet
PG&E's specifications for such things as access, ventilation,
drainage, grounding system, etc.
b) If space cannot be provided on Applicant's Premises for the
installation of a transformer on either a pad or in a room or vault, a
vault will be installed at Applicant's expense in the street near the
property line. It shall be Applicant's responsibility to install (or pay
for) such vault if not restricted by governmental authority having
jurisdiction and Applicant shall convey ownership of the vault to
PG&E upon its acceptance. The additional facilities shall be treated
as special or added facilities under the provisions of Rule 2.
c) If PG&E's installed cost for the transformer in the room or vault is
more costly than the standard padmounted transformer installation,
the additional costs shall be paid by Applicant as special or added
facilities.
(Continued)
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g.

ELECTRIC RULE NO. 16 Sheet 12
SERVICE EXTENSIONS

D. RESPONSIBILITIES FOR NEW SERVICE EXTENSIONS (Cont'd.) (T
1. APPLICANT RESPONSIBILITY (Cont'd.)

TRANSFORMER INSTALLATIONS ON APPLICANT'S PREMISES (Cont'd.)

5) TRANSFORMER LIFTING REQUIREMENTS. Where PG&E has
installed or agrees to install, transformers at locations where PG&E
cannot use its standard transformer lifting equipment and special lifting
facilities are required to install or remove the transformers on Applicant's
Premises, Applicant shall, at its expense, (a) furnish, install, own, and
maintain permanent lifting facilities and be responsible for lifting the
transformer to and from its permanent position, or (b) provide (or pay
for) portable lifting facilities acceptable to PG&E for installing or
removing the transformers. Rights-of-way and space provisions shall be
provided by Applicant such that access and required clearances from
adjacent structures can be maintained. PG&E may require a separate
contract for transformer lifting requirements.

6) OVERHEAD TRANSFORMERS. In remote areas or in areas not zoned
for residential or commercial use or for underground services,
padmounted transformers are preferred for installation on Applicant's
Premises however, where PG&E determines that it is not practical to
install a transformer on a pad, in a room or vault, PG&E may furnish a
pole-type structure for an installation not exceeding 500 kVA. (T)

BUILDING CODE REQUIREMENTS. Any service equipment and other
related equipment owned by Applicant, as well as any vault, room,
enclosure, or lifting facilities for the installation of transformers shall conform
with applicable laws, codes, and ordinances of all governmental authorities
having jurisdiction.

(Continued)
Advice Letter No:  1765-E Issued by Date Filed May 11, 1998
Decision No. 97-12-098 Thomas E. Bottorff Effective July 1, 1998
Vice President Resolution No.
12C1 Rates Account Services



Pacific Gas and Electric Company Revised Cal. P.U.C. Sheet No.
) & San Francisco, California Cancelling  Original Cal. P.U.C. Sheet No.
U39

15604-E
14883-E

ELECTRIC RULE NO. 16 Sheet 13

SERVICE EXTENSIONS

D. RESPONSIBILITIES FOR NEW SERVICE EXTENSIONS (Cont'd.)
1. APPLICANT RESPONSIBILITY (Cont'd.)

i. REASONABLE CARE. Applicant shall exercise reasonable care to prevent
PG&E's Service Extensions, other PG&E facilities, and meters owned by
PG&E or others, on the Applicant's Premises from being damaged or
destroyed, and shall refrain from interfering with PG&E's operation of the
facilities and shall notify PG&E of any obvious defect. Applicant may be
required to provide and install suitable mechanical protection (barrier posts,
etc.) as required by PG&E.

2. PG&E RESPONSIBILITY

a. SERVICE, METER, AND TRANSFORMER. PG&E will furnish, install, own,
and maintain the following Service Facilities as applicable after Applicant
meets all requirements to receive service:

1) UNDERGROUND SERVICE. A set of service conductors to supply
permanent service from the Distribution Line source to the Service
Delivery Point approved by PG&E.

2) RISER MATERIALS. Any necessary pole riser material for connecting
underground services to an overhead Distribution Line.

3) OVERHEAD SERVICE. A set of overhead service conductors and
support poles to supply permanent service from a Distribution Line
source to a suitable support at the Service Delivery Point approved by
PG&E. Such support shall be of a type and located such that service
wires may be installed in accordance with good engineering practice
and in compliance with all applicable laws, ordinances, rules, and
regulations including those governing clearances and points of
attachment.

(Continued)
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ELECTRIC RULE NO. 16 Sheet 14
SERVICE EXTENSIONS

D. RESPONSIBILITIES FOR NEW SERVICE EXTENSIONS (Cont'd.) (T
2. PG&E RESPONSIBILITY (Cont'd.)
a. SERVICE, METER, AND TRANSFORMER (Cont'd.)

4) METERING. When the meter is owned by PG&E, PG&E will be
responsible for the necessary instrument transformers where required,
test facilities, meters, associated metering equipment, and the metering
enclosures when PG&E elects to locate metering equipment at a point
that is not accessible to Applicant.

5) TRANSFORMER. The transformer where required, including any
necessary switches, capacitors, electrical protective equipment, etc.
When either a padmounted or overhead transformer is installed on
Applicant's Premises, the Service Extension shall include the primary (T
conductors from the connection point at the distribution supply line to
the transformer and the secondary conductors, if any, from the
transformer to the Service Delivery Point.

b. SPECIAL CONDUIT INSTALLATIONS. PG&E shall own and maintain
service conduits only if: (1) they are located in the same trench with (T
distribution facilities, and (2) when it is necessary to locate Conduits on
property other than that owned by Applicant, as determined by PG&E, or as
may be required by local authorities.

c. CABLE-IN-CONDUIT. In those cases where PG&E elects to install its
service conductors using pre-assembled cable-in-conduit (CIC), the conduit (T)
portion will be considered a part of the conductor installation provided by
PG&E.

d. GOVERNMENT INSPECTION. PG&E will establish electric service to
Applicant following notice from the governmental authority having jurisdiction
that the Applicant-owned facilities have been installed and inspected in
accordance with any applicable laws, codes, ordinances, rules, or
regulations, and are safe to energize.

(Continued)
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SERVICE EXTENSIONS

D. RESPONSIBILITIES FOR NEW SERVICE EXTENSIONS (Cont'd.)
3. INSTALLATION OPTIONS

a.

PG&E-PERFORMED WORK. Where requested by Applicant and mutually

agreed upon, PG&E may perform that portion of the new Service Extension
work normally the responsibility of Applicant according to Section D.1 above
provided Applicant pays PG&E its estimated installed cost.

APPLICANT-PERFORMED WORK. Applicant may elect to use competitive
bidding to install that portion of the new Service Extensions normally
installed and owned by PG&E in accordance with the same provisions
outlined in Rule 15.

E. ALLOWANCES AND PAYMENTS BY APPLICANT

1.

RESIDENTIAL ALLOWANCES. The allowance for Distribution Line
Extensions, Service Extensions, or a combination thereof, for Permanent
Residential Service is determined by PG&E in accordance with the
provisions of Rule 15, Section C. The allowance will first be applied to the
Service Facilities. Any excess allowance will be applied to the Distribution
Line Extension, to which the service is connected in accordance with

Rule 15.

NON-RESIDENTIAL ALLOWANCES. For non-residential Service Extension
Applicants, the value of such items as conductors, service transformers,
PG&E-owned metering equipment, (but not including such items as listed in
Section D) will be treated in accordance with the allowance and refund
provisions of Rule 15.

SEASONAL, INTERMITTENT, EMERGENCY, AND INSIGNIFICANT
LOADS. When Applicant requests service that requires an extension to
serve loads that are seasonal or intermittent, the allowance for such loads
shall be determined by using the formula in Section C of Rule 15. No
allowance will be provided where service is used only for emergency
purposes or for Insignificant Loads.

PAYMENTS. Applicant is responsible to pay PG&E the following non-
refundable costs as applicable under this rule and in advance of PG&E
commencing its work:

a. POLE RISER. PG&E's estimated installed costs of any riser materials
on its poles.

b. EXCESS SERVICE. PG&E's total estimated installed cost (including
appurtenant facilities, such as connectors, service conductor, service
transformers, metering equipment, and the conduit portion of CIC cable)
in excess of the allowance.

(Continued)

Advice Letter No:
Decision No.

15C1

1765-E Issued by Date Filed

May 11, 1998

97-12-098 Thomas E. Bottorff Effective

July 1, 1998

Vice President Resolution No.

Rates Account Services



Pacific Gas and Electric Company Revised Cal. P.U.C. Sheet No. 15607-E
) San Francisco, California Cancelling  Revised Cal. P.U.C. Sheet No. 14252-E
&4 U0
ELECTRIC RULE NO. 16 Sheet 16
SERVICE EXTENSIONS
E. ALLOWANCES AND PAYMENTS BY APPLICANT (Cont'd.)
4. PAYMENTS (Cont'd.) (T)
c. TAX. Any payments or contribution of facilities by Applicant are taxable
Contributions in Aid of Construction (CIAC) and shall include an Income Tax
Component of Contribution (ITCC) for state and federal tax at the rate
provided in PG&E's Preliminary Statement.
d. OTHER. PG&E's total estimated installed cost for any work it performs that
is Applicant's responsibility or performs for the convenience of Applicant.
5. REFUNDS. No refunds apply to the installation of Residential Service Facilities (N)
under this Rule. (N)
F. EXISTING SERVICE FACILITIES
1. SERVICE REINFORCEMENT
a. PG&E-OWNED. When PG&E determines that its existing Service Facilities
require replacement, the existing Service Facilities shall be replaced as a (T)
new Service Extension under the provisions of this rule. (T)
b. APPLICANT-OWNED. When PG&E determines that existing Applicant-
owned service facilities (installed under a prior rule) require replacement,
such replacement or reinforcement shall be accomplished under the
provisions for a new Service Extension installation, except that if PG&E (T
determines that any portion of Applicant's existing service conductors can be
utilized by PG&E, Applicant will convey any such usable part to PG&E and
an appropriate credit by PG&E may be allowed to Applicant.
Applicant will replace or reinforce that portion of the Service Extension which (T
Applicant will continue to own, under the provisions of this rule for new
services.
(Continued)
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SERVICE EXTENSIONS

F. EXISTING SERVICE FACILITIES (Cont'd.)
2. SERVICE RELOCATION OR REARRANGEMENT

a. PG&E CONVENIENCE. When, in the judgement of PG&E, the relocation or
rearrangement of a service, including PG&E-owned transformers, is
necessary for the maintenance of adequate service or for the operating
convenience of PG&E, PG&E normally will perform such work at its own
expense, except as provided Sections F.2.b. and F.5.

b. APPLICANT CONVENIENCE. Any relocation or rearrangement of PG&E's
existing Service Facilities at the request of Applicant (aesthetics, building
additions, remodeling, etc.) and agreed upon by PG&E shall be performed in
accordance with Section D above except that Applicant shall pay PG&E its
total estimated costs.

In all instances, PG&E shall abandon or remove its existing facilities at the
option of PG&E rendered idle by the relocation or rearrangement.

3. IMPAIRED ACCESS AND CLEARANCES. Whenever PG&E determines that:

a. ACCESS. lts existing Service Facilities have become inaccessible for (T)
inspecting, operating, maintenance, meter reading, or testing; or,

b. CLEARANCES. A hazardous condition exists or any of the required
clearances between the existing Service Facilities and any object becomes
impaired under any applicable laws, ordinances, rules, or regulations of
PG&E or public authorities, then the following applies:

(Continued)
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SERVICE EXTENSIONS

F. EXISTING SERVICE FACILITIES (Cont'd.)

3.

IMPAIRED ACCESS AND CLEARANCES (Cont'd.)

c. CORRECTIVE ACTION. Applicant or owner shall, at Applicant's or owner's
expense, either correct the access or clearance infractions or pay PG&E its
total estimated cost to relocate its facilities to a new location which is
acceptable to PG&E. Applicant or owner shall also be responsible for the
expense to relocate any equipment which Applicant owns and maintains.
Failure to comply with corrective measures within a reasonable time may
result in discontinuance of service.

OVERHEAD TO UNDERGROUND SERVICE CONVERSIONS

a. RULE 20. Where an existing overhead Distribution Line is replaced by an
underground distribution system in accordance with Rule 20--Replacement
of Overhead With Underground Electric Facilities, new underground services
will be installed under Rule 16.

b. APPLICANT'S CONVENIENCE. Where overhead services are replaced by
underground services for Applicant's convenience, Applicant shall perform
all Excavation, furnish and install all Substructures, and pay PG&E its total (T)
estimated installed cost to complete the new service and remove the
overhead facilities.

DAMAGED FACILITIES. When PG&E's facilities are damaged by others, the

repair will be made by PG&E at the expense of the party responsible for the (T)
damage. Applicants are responsible for repairing their own facilities.

(Continued)
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SERVICE EXTENSIONS

F. EXISTING SERVICE FACILITIES (Cont'd.)

6.

SUBDIVISION OF PREMISES. When PG&E's Service Facilities are located on
private property and such private property is subsequently subdivided into
separate Premises with ownership divested to other than Applicant or customer,
the subdivider is required to provide PG&E with adequate rights-of-way
satisfactory to PG&E for its existing facilities and to notify property owners of the
subdivided Premises of the existence of the rights-of-way.

When adequate rights-of-way are not granted as a result of the property
subdivision, PG&E shall have the right, upon written notice to Applicant, to
discontinue service without obligation or liability. The existing owner, Applicant,
or customer shall pay to PG&E the total estimated cost of any required relocation
or removal of PG&E's facilities. A new electric service will be re-established in
accordance with the provisions of Section D above for new service and the
provisions of any other applicable PG&E rules.

G. EXCEPTIONAL CASES

When the application of this rule appears impractical or unjust to either party, or
ratepayers, PG&E or Applicant may refer the matter to the Commission for a special
ruling or for approval of special conditions which may be mutually agreed upon.

(Continued)

z

Advice Letter No:  1504-E-A Issued by Date Filed

Decision No.

19C1

June 21, 1995

94-12-026 Steven L. Kline Effective

June 1, 1995

Vice President Resolution No.

Regulation



"8

Pacific Gas and Electric Company Revised Cal. P.U.C. Sheet No.
San Francisco, California Cancelling  Revised Cal. P.U.C. Sheet No.

U 39

15609-E
14255-E

ELECTRIC RULE NO. 16 Sheet 20

SERVICE EXTENSIONS

DEFINITIONS FOR RULE 16
APPLICANT: A person or agency requesting PG&E to supply electric service.

CONDUIT: Ducts, pipes, or tubes of certain metals, plastics or other materials
acceptable to PG&E (including pull wires and concrete encasement where required)
for the installation and protection of electric wires and cables.

DISTRIBUTION LINES: PG&E's overhead and underground facilities which are
operated at distribution voltages as set forth in PG&E's Rule 2 and which are
designed to supply two or more services.

EXCAVATION: All necessary trenching, backfilling, and other digging as required to
install Service Extensions including furnishing of any imported backfill material,
concrete encasement to protect conduit, and disposal of spoil, as required, surface
repair and replacement, landscape repair and replacement.

FRANCHISE AREA: Public streets, roads, highways, and other public ways and
places where PG&E has a legal right to occupy under franchise agreements with
governmental bodies having jurisdiction.

INSIGNIFICANT LOADS: Small operating loads, such as gate openers, valve
controls, clocks, timing devices, fire protection equipment, alarm devices, etc.

INTERMITTENT LOADS: Loads which, in the opinion of PG&E, are subject to
discontinuance for a time or at intervals.

(T)

(T)
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SERVICE EXTENSIONS

DEFINITIONS FOR RULE 16 (Cont'd.)

PREMISES: All of the real property and apparatus employed in a single enterprise
on an integral parcel of land undivided, excepting in the case of industrial,
agricultural, oil field, resort enterprises, and public or quasi-public institutions, by a
dedicated street, highway or public thoroughfare or a railway. Automobile parking
lots constituting a part of and adjacent to a single enterprise may be separated by an
alley from the remainder of the Premises served.

PROTECTIVE STRUCTURES: Fences, retaining walls (in lieu of grading), sound
barriers, posts, barricades and other structures as required by PG&E.

SEASONAL SERVICE: Electric service to establishments which are occupied
seasonally or intermittently, such as seasonal resorts, cottages, or other part-time
establishments.

SERVICE DELIVERY POINT: Where PG&E's Service Facilities are connected to
either Applicant's conductors or other service termination facility designated and
approved by PG&E.

SERVICE EXTENSIONS: The overhead and underground primary or secondary
facilities (including but not limited to PG&E-owned Service Facilities and Applicant-
owned service facilities) extending from the point of connection at the Distribution
Line to the Service Delivery Point. When an underground Service Extension is
supplied from a PG&E-designated overhead pole, the beginning point of connection
to PG&E's Distribution Line shall be where the Service Extension is connected to
PG&E's overhead Distribution Line conductors.

SUBSTRUCTURES: The surface and subsurface structures which are necessary to

contain or support PG&E's electric facilities. This includes, but is not limited to, splice
boxes, pull boxes, equipment vaults and enclosures, foundations or pads for surface-
mounted equipment.

Advice Letter No:  1765-E Issued by Date Filed

May 11, 1998

Decision No. 97-12-098 Thomas E. Bottorff Effective

21C1

July 1, 1998

Vice President Resolution No.

Rates Account Services



EXHIBIT E



Pacific Gas and

- Eyzatia
DA Elgctric Company. 245 Elinor Ave, Mill Valley
Account# 4163320679

2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999 1998 1997 1996 1995 1994
December 23.00 12.19 10.63 12.97 14.27 9.83 13.20 12.10 23.23 26.19 27.03 20.97 19.48 21.17 22.66 15.91 20.70
November 15.91 9.20 7.47 10.96 10.83 7.77 9.00 8.91 22.65 17.17 24.38 18.67 16.28 18.27 17.19 13.53 15.29
October 7.41 8.48 8.48 10.43 9.54 8.83 10.71 6.59 16.46 14.45 23.25 18.50 15.35 19.63 14.47 13.55 13.38
September 15.37 6.38 7.88 7.90 8.50 10.94 7.24 10.10 8.73 19.10 14.70 21.77 18.78 13.77 19.07 12.94 11.84 13.30
August 16.35 11.24 11.38 7.83 12.52 7.90 10.71 11.66 9.31 17.72 15.39 21.07 13.17 14.48 17.16 12.86 10.93 13.76
July 15.07 10.50 11.60 7.32 10.80 8.60 13.55 12.27 12.75 15.91 9.06 17.52 20.67 15.13 16.28 12.57 12.52 14.47
June 18.83 10.75 8.84 7.48 8.91 8.27 12.69 9.73 12.53 13.87 9.73 17.64 20.76 12.97 15.47 12.09 12.97 13.73
May 15.13 9.72 14.07 6.90 8.57 10.10 12.23 9.77 14.34 11.64 11.25 17.38 17.69 14.21 13.84 13.53 11.43 13.69
April 17.03 11.17 9.40 7.28 12.11 12.21 15.57 9.43 15.55 16.18 19.39 19.31 19.79 16.13 17.90 13.79 14.85 31.21
March 17.23 13.38 12.59 9.07 11.66 14.50 10.94 9.63 14.24 15.03 22.23 19.24 18.09 20.88 18.47 14.85 19.03 17.72
February 20.28 13.27 10.93 8.27 11.06 13.03 11.72 11.53 17.03 26.48 2331 19.41 16.60 19.30 18.52 18.07 21.38 20.17
January 24.07 13.63 12.16 14.91 14.28 17.06 16.15 12.85 21.80 25.63 26.27 20.87 24.16 20.09 18.87 20.60 25.32 22.10

18.24 11.21 10.73 8.63 11.06 11.44 11.44 10.82 12.82 18.66 17.43 20.74 18.99 16.51 17.89 15.47 15.27 17.46

SmartMeter
ADU

15.37 September
16.35 August

15.07 July
18.83 June
15.13 May
17.03 April
17.23 March

20.28 February
24.07 January
23.00 December
18.24 Average




Eyzatia

245 Elinor Ave, Mill Valley

Pacific Gas and
Electric Company

Accounti 4163320679
2011
Start date | End date | Days | Charges | kWh's | ADU
8/15/2011 | 9/14/2011 | 30 $88.33 461 | 15.37
7/15/2011 | 8/15/2011 | 31 $101.76 507 | 16.35
6/15/2011 | 7/15/2011 | 30 $84.37 452 | 15.07
5/16/2011 | 6/15/2011 [ 30 $119.27 565 | 18.83
4/15/2011 | 5/16/2011 | 31 $76.98 469 | 15.13
3/16/2011 | 4/15/2011 30 $86.24 511 17.03 10/28/10: Electric SmartMeter installed
2/14/2011 | 3/16/2011 | 30 $87.12 517 | 17.23
1/13/2011 | 2/14/2011 | 32 $121.63 649 | 20.28 2009
12/15/2010 | 1/13/2011 [ 29 $154.20 698 | 24.07 Start date | End date | Days | Charges | kWh's | ADU
11/15/2010 | 12/15/2010 | 30 $147.62 690 | 23.00 11/12/2009 | 12/14/2009 | 32 $46.27 390 | 12.19
10/14/2010 | 11/15/2010 | 32 $85.08 509 | 15.91 10/13/2009 | 11/12/2009 | 30 $32.14 276 9.20
9/15/2010 | 10/14/2010 [ 29 $25.59 215 7.41 9/14/2009 | 10/13/2009 [ 29 $28.50 246 8.48
8/17/2010 | 9/15/2010 | 29 $22.01 185 6.38 8/13/2009 | 9/14/2009 | 32 $29.12 252 7.88
7/15/2010 | 8/17/2010 | 33 $48.05 371 | 11.24 7/15/2009 | 8/13/2009 [ 29 $41.73 330 | 11.38
6/15/2010 | 7/15/2010 | 30 $38.56 315 | 10.50 6/15/2009 | 7/15/2009 | 30 $44.90 348 | 11.60
5/14/2010 | 6/15/2010 | 32 $42.21 344 | 10.75 5/14/2009 | 6/15/2009 | 32 $32.97 283 8.84
4/15/2010 | 5/14/2010 | 29 $33.88 282 9.72 4/15/2009 | 5/14/2009 | 29 $57.89 408 | 14.07
3/16/2010 | 4/15/2010 30 $40.53 335 11.17 3/16/2009 | 4/15/2009 30 $32.58 282 9.40
2/12/2010 | 3/16/2010 | 32 $55.76 428 | 13.38 2/12/2009 | 3/16/2009 | 32 $47.98 403 | 12.59
1/13/2010 2/12/2010 30 $51.27 398 13.27 1/13/2009 | 2/12/2009 30 $38.45 328 10.93
12/14/2009 | 1/13/2010 | 30 $53.30 409 | 13.63 12/12/2008 | 1/13/2009 | 32 $46.17 389 | 12.16
2008 2007
Start date | End date | Days | Charges | kWh's | ADU Start date | End date | Days | Charges | kWh's | ADU
11/12/2008 | 12/12/2008 | 30 $37.31 319 | 10.63 11/14/2007 | 12/14/2007 | 30 $46.68 389 | 12.97
10/13/2008 | 11/12/2008 | 30 $25.92 224 7.47 10/17/2007 | 11/14/2007 | 28 $36.42 307 | 10.96
9/12/2008 | 10/13/2008 | 31 $30.53 263 8.48 9/17/2007 | 10/17/2007 | 30 $36.89 313 | 10.43
8/14/2008 | 9/12/2008 29 $26.52 229 7.90 8/16/2007 | 9/17/2007 32 $31.30 272 8.50
7/15/2008 | 8/14/2008 | 30 $27.21 235 7.83 7/18/2007 | 8/16/2007 | 29 $48.76 363 | 12.52
6/14/2008 | 7/15/2008 | 31 $26.29 227 7.32 6/18/2007 | 7/18/2007 | 30 $38.72 324 | 10.80
5/14/2008 | 6/14/2008 | 31 $26.87 232 7.48 5/17/2007 | 6/18/2007 | 32 $32.99 285 8.91
4/15/2008 5/14/2008 29 $23.15 200 6.90 4/17/2007 | 5/17/2007 30 $29.53 257 8.57
3/14/2008 | 4/15/2008 | 32 $26.98 233 7.28 3/20/2007 | 4/17/2007 | 28 $39.82 339 | 12.11
2/14/2008 | 3/14/2008 29 $30.46 263 9.07 2/16/2007 | 3/20/2007 32 $43.64 373 11.66
1/15/2008 | 2/14/2008 | 30 $28.72 248 8.27 1/16/2007 | 2/16/2007 | 31 $39.90 343 | 11.06
12/14/2007 | 1/15/2008 | 32 $63.96 477 | 14.91 12/15/2006 | 1/16/2007 | 32 $59.50 457 | 14.28
2006 2005
Start date | End date | Days | Charges | kWh's | ADU Start date | End date | Days | Charges | kWh's | ADU
11/15/2006 | 12/15/2006 | 30 $55.68 428 | 14.27 11/18/2005 | 12/17/2005 | 29 $32.64 285 9.83
10/17/2006 | 11/15/2006 | 29 $37.00 314 | 10.83 10/18/2005 | 11/18/2005 | 31 $27.60 241 7.77
9/19/2006 | 10/17/2006 28 $31.16 267 9.54 9/19/2005 | 10/18/2005 29 $29.46 256 8.83
8/18/2006 | 9/19/2006 | 32 $42.31 350 | 10.94 8/17/2005 | 9/19/2005 | 33 $27.37 239 7.24
7/20/2006 | 8/18/2006 29 $26.22 229 7.90 7/20/2005 | 8/17/2005 28 $35.32 300 10.71
6/20/2006 | 7/20/2006 | 30 $29.74 258 8.60 6/17/2005 | 7/20/2005 | 33 $57.61 447 | 13.55
5/18/2006 | 6/20/2006 33 $31.30 273 8.27 5/19/2005 | 6/17/2005 29 $46.23 368 12.69
4/18/2006 | 5/18/2006 | 30 $35.29 303 | 10.10 4/18/2005 | 5/19/2005 | 31 $45.33 379 | 12.23
3/20/2006 | 4/18/2006 29 $41.45 354 12.21 3/19/2005 | 4/18/2005 30 $59.15 467 15.57
2/16/2006 | 3/20/2006 | 32 $58.71 464 | 14.50 2/16/2005 | 3/19/2005 | 31 $39.19 339 | 10.94
1/18/2006 | 2/16/2006 29 $44.56 378 13.03 1/18/2005 | 2/16/2005 29 $39.62 340 11.72
12/17/2005 | 1/18/2006 | 32 $74.21 546 | 17.06 12/16/2004 | 1/18/2005 | 33 $68.20 533 | 16.15




Pacific Gas and
Electric Company

Page 2
2004 2003
Start date | End date | Days | Charges | kWh's | ADU Start date | End date | Days | Charges | kWh's | ADU
11/16/2004 | 12/16/2004 [ 30 $46.78 396 | 13.20 11/18/2003 | 12/17/2003 [ 29 $41.05 351 12.10
10/18/2004 | 11/16/2004 [ 29 $29.91 261 9.00 10/17/2003 | 11/18/2003 | 32 $32.64 285 8.91
9/17/2004 | 10/18/2004 | 31 $39.11 332 | 10.71 9/18/2003 | 10/17/2003 | 29 $21.87 191 6.59
8/19/2004 | 9/17/2004 29 $34.30 293 10.10 8/19/2003 | 9/18/2003 30 $30.10 262 8.73
7/21/2004 | 8/19/2004 | 29 $40.79 338 | 11.66 7/21/2003 | 8/19/2003 | 29 $31.28 270 9.31
6/18/2004 | 7/21/2004 | 33 $49.79 405 | 12.27 6/19/2003 | 7/21/2003 | 32 $51.63 408 | 12.75
5/19/2004 | 6/18/2004 | 30 $34.04 292 9.73 5/20/2003 | 6/19/2003 | 30 $47.22 376 | 12.53
4/19/2004 5/19/2004 30 $33.88 293 9.77 4/18/2003 | 5/20/2003 32 $59.19 459 14.34
3/22/2004 | 4/19/2004 | 28 $30.25 264 9.43 3/20/2003 | 4/18/2003 | 29 $57.46 451 15.55
2/19/2004 | 3/22/2004 32 $35.29 308 9.63 2/19/2003 | 3/20/2003 29 $50.59 413 14.24
1/20/2004 | 2/19/2004 | 30 $40.27 346 | 11.53 1/17/2003 | 2/19/2003 | 33 $74.25 562 17.03
12/17/2003 | 1/20/2004 | 34 $51.48 437 | 12.85 12/18/2002 | 1/17/2003 | 30 $95.29 654 | 21.80




Pacific Gas and

) Electric Company.

Eyzatia

245 Elinor Ave, Mill Valley
Accounti# 4163320679
OLBH Account# RNQ 94 17783

2002 2001
Start Date| End Date | Days | Charges | KWH | ADU | |Start Date| End Date |Days| Charges | KWH | ADU
11/18/2002 | 12/18/2002 | 30 [ $104.97 697 | 23.23 11/17/2001 [ 12/19/2001 | 32 [ $140.17 838 | 26.19
10/18/2002 | 11/18/2002 | 31 $107.98 702 | 2265 10/18/2001 | 11/17/2001 [ 30 $73.16 515 | 17.17
9/20/2002 | 10/18/2002 [ 28 $63.93 461 | 16.46 9/19/2001 | 10/18/2001 | 29 $57.54 419 | 14.45
8/20/2002 | 9/20/2002 [ 31 $88.43 592 | 19.10 8/20/2001 | 9/19/2001 | 30 $60.88 441 | 14.70
7/22/2002_| 8/20/2002 | 29 $73.76 514 [ 17.72 7/23/2001 | 8/20/2001 | 28 $60.34 431 | 15.39
6/20/2002 | 7/22/2002 | 32 $69.85 509 [ 15.91 6/20/2001 | 7/23/2001 | 33 $34.87 299 9.06
5/21/2002_| 6/20/2002 | 30 $54.39 416 | 13.87 5/21/2001 | 6/20/2001 | 30 $34.33 292 9.73
4/18/2002_| 5/21/2002 [ 33 $46.10 384 [ 11.64 4/19/2001 | 5/21/2001 | 32 $42.73 360 [ 11.25
3/21/2002 | 4/18/2002 | 28 $61.57 453 | 16.18 3/22/2001 | 4/19/2001 | 28 $66.65 543 | 19.39
2/20/2002_| 3/21/2002 | 29 $57.76 436 | 15.03 2/20/2001 | 3/22/2001 | 30 $82.48 667 | 22.23
1/18/2002 | 2/20/2002 | 33 [ $146.75 874 | 26.48 1/19/2001 | 2/20/2001 | 32 $92.46 746 | 23.31
12/19/2001 | 1/18/2002 | 30 [ $127.68 769 | 25.63 12/20/2000 [ 1/19/2001 | 30 $94.51 788 | 26.27

2000 1999
Start Date| End Date | Days | Charges | KWH | ADU | |Start Date| End Date | Days| Charges | KWH | ADU
11/17/2000 | 12/20/2000 | 33 | $102.37 892 | 27.03 11/19/1999 [ 12/21/1999 | 32 $76.01 671 | 20.97
10/19/2000 | 11/17/2000 | 29 $80.98 707 [ 2438 10/20/1999 [ 11/19/1999 | 30 $63.18 560 | 18.67
9/21/2000 | 10/19/2000 | 28 $74.69 651 [ 23.25 9/20/1999 | 10/20/1999 | 30 $62.94 555 | 18.50
8/21/2000 | 9/21/2000 | 31 $77.20 675 | 21.77 8/19/1999 | 9/20/1999 | 32 $68.22 601 [ 18.78
7/22/2000 | 8/21/2000 | 30 $72.17 632 | 21.07 7/21/1999 | 8/19/1999 | 29 $42.32 382 | 1347
6/21/2000 | 7/22/2000 | 31 $61.38 543 | 17.52 6/21/1999 | 7/21/1999 | 30 $70.73 620 | 20.67
5/19/2000 | 6/21/2000 | 33 $65.82 582 | 17.64 5/19/1999 | 6/21/1999 | 33 $78.16 685 | 20.76
4/20/2000 | 5/19/2000 [ 29 $56.75 504 | 17.38 4/2011999 | 5/19/1999 | 29 $57.83 513 | 17.69
3/22/2000 | 4/20/2000 [ 29 $63.11 560 | 19.31 3/22/1999 | 4/20/1999 | 29 $64.79 574 | 19.79
2/22/2000 | 3/22/2000 | 29 $62.87 558 | 19.24 2/18/1999 | 3/22/1999 | 32 $64.98 579 | 18.09
1/21/2000 [ 2/22/2000 | 32 $70.02 621 | 19.41 1/19/11999 | 2/18/1999 | 30 $55.54 498 | 16.60
12/21/1999 | 1/21/2000 | 31 $73.26 647 | 20.87 12/18/1998 [ 1/19/1999 | 32 $88.24 773 | 24.16

1998 1997
Start Date| End Date | Days | Charges | KWH | ADU | |Start Date| End Date |Days| Charges | KWH | ADU
11/17/1998 | 12/18/1998 | 31 $68.11 604 | 19.48 11/19/1997 [ 12/18/1997 | 29 $77.32 614 | 21.17
10/19/1998 | 11/17/1998 | 29 $52.78 472 | 16.28 10/20/1997 [ 11/19/1997 | 30 $68.60 548 | 18.27
9/18/1998 | 10/19/1998 | 31 $53.34 476 | 15.35 9/18/1997 | 10/20/1997 | 32 $79.39 628 | 19.63
8/19/1998 | 9/18/1998 [ 30 $45.91 413 [ 13.77 8/21/1997 | 9/18/1997 | 28 $67.40 534 | 19.07
71211998 | 8/19/1998 | 29 $46.87 420 | 14.48 7/2111997 | 8/21/1997 | 31 $66.73 532 | 17.16
6/19/1998 | 7/21/1998 [ 32 $54.19 484 [ 1513 6/19/1997 | 7/21/1997 | 32 $65.13 521 | 16.28
5/20/1998 | 6/19/1998 | 30 $43.04 389 | 12.97 5/20/11997 | 6/19/1997 | 30 $57.81 464 | 15.47
4/22/1998 | 5/20/1998 | 28 $44.21 398 [ 1421 4/18/1997 | 5/20/1997 | 32 $54.50 443 | 13.84
3/23/1998 | 4/22/1998 [ 30 $53.86 484 | 16.13 3/20/11997 | 4/18/1997 | 29 $64.67 519 | 17.90
2/19/1998 | 3/23/1998 | 32 $75.64 668 | 20.88 2/18/1997 | 3/20/1997 | 30 $69.17 554 | 18.47
1/20/1998 | 2/19/1998 | 30 $65.25 579 [ 19.30 1/16/1997 | 2/18/1997 [ 33 $76.30 611 [ 18.52
12/18/1997 | 1/2011998 | 33 $78.19 663 [ 20.09 12/17/1996 [ 1/16/1997 | 30 $70.77 566 | 18.87




1996 1995
Start Date| End Date | Days | Charges | KWH | ADU | |Start Date| End Date |Days| Charges | KWH | ADU
11/18/1996 | 12/17/1996 | 29 $83.05 657 | 22.66 11/16/1995 [ 12/19/1995 | 33 $66.87 525 | 15.91
10/17/1996 | 11/18/1996 | 32 $68.62 550 [ 17.19 10/17/1995 [ 11/16/1995 | 30 $51.30 406 | 13.53
9/17/1996 | 10/17/1996 | 30 $53.81 434 | 1447 9/18/1995 | 10/17/1995 | 29 $50.00 393 | 1355
8/15/1996 | 9/17/1996 | 33 $52.48 427 | 12.94 8/17/1995 | 9/18/1995 | 32 $47.66 379 [ 11.84
7/18/1996 | 8/15/1996 | 28 $44.22 360 | 12.86 7/19/11995 | 8/17/1995 | 29 $39.56 317 [ 10.93
6/18/1996 | 7/18/1996 | 30 $46.22 377 [ 1257 6/20/1995 | 7/19/1995 | 29 $45.87 363 | 12.52
5/17/1996 | 6/18/1996 | 32 $47.28 387 [ 12.09 5/19/1995 | 6/20/1995 | 32 $52.61 415 | 12.97
4/17/1996 | 5/17/1996 [ 30 $49.81 406 | 13.53 4/19/11995 | 5/19/1995 | 30 $42.75 343 [ 11.43
3/19/1996 | 4/17/1996 [ 29 $48.81 400 [ 13.79 3/23/1995 | 4/19/1995 | 27 $50.79 401 | 14.85
2/15/1996 | 3/19/1996 | 33 $60.19 490 | 14.85 212111995 | 3/23/1995 | 30 $73.67 571 [ 19.03
1/18/1996 | 2/1511996 | 28 $63.09 506 | 18.07 1/26/1995 | 2/21/1995 | 26 $72.24 556 | 21.38
12/19/1995 | 1/18/1996 | 30 $78.67 618 [ 20.60 12/20/1994 [ 1/26/11995 | 37 [ $122.83 937 [ 25.32
1994
Start Date| End Date | Days [ Charges | KWH | ADU
11/17/1994 | 12/20/1994 | 33 $88.58 683 | 20.70
10/20/1994 | 11/17/1994 | 28 $54.58 428 [ 15.29
9/21/1994 | 10/20/1994 | 29 $49.31 388 | 13.38
8/19/1994 | 9/21/1994 [ 33 $55.76 439 [ 13.30
712111994 | 8/19/1994 | 29 $50.82 399 [ 1376
6/21/1994 | 7/21/1994 [ 30 $55.49 434 [ 1447
5119/1994 | 6/21/1994 | 33 $57.69 453 | 13.73
4/20/1994 | 5/19/1994 [ 29 $50.33 397 [ 13.69
3/22/1994 | 4/20/1994 | 29 | $114.62 905 | 31.21
2/18/1994 | 3/22/1994 | 32 $72.80 567 | 17.72
1/20/1994 | 2/18/1994 | 29 $75.75 585 | 20.17
12/20/1993 | 1/2011994 | 31 $89.33 685 [ 22.10




EXHIBIT F



Business Intelligence Center of Excellence

CC&B Online Query

Gen Order Gas Exist Elec New Elec Smart Meter Complex Elec Gas Leak EC/Damaged Eguip

Parameter({s):
Field Order ID: 38009294928 Taken By: CARR Time Taken: 16:35
Premise ID: 3809284127 Date Taken: 2/16/11 Status: Completed

3rd Party Billing Secondary Completion

Meter/Recorder [ransformer
SAID; 41632060056
Meter No; 1007928868 Instatl: Instalt:
Third Party 1D: Program: Removal:
Root Cause: Test: Test:
Inspect: Inspect:
Laing Lits Rep/Mnt: Rep/Mnt:
Bat Chng: Qth Min:
Inspect: Mtr Min: PorT:
Rep/Mnt: PorT: ' Serial No:
Oth Min: Serial No:
Misc. Equipment Cell Phone/Antenna Line Sharing Switch
Install: Install: Install:
Removal: Removal: Removal:
Program: Program: Inspect:
Test: Inspect: Rep/Mnt:
Inspect: Rep/Mnt: Gth Min:
Rep/Mnt: 0Oth Min: PorT:
Oth Min: PorT: Serlat No:
PorT: Serial No:
Serial No:

Oth Min - Total Minutes: 0
Return Trip:

Last Refreshed On: 10/11/11 Page 1of 1



Business Intelligence Center of Excellence

CC&B Online Query

Parameter(s):
Field Order ID: 3809294928 Taken By: CARR Time Taken: 16:35
Premise ID: 3809294127 Date Taken: 216/11 Status: Completed

IORC Secondary Completion

Per Pulse Unit of
Constant Measure
Rate: E1
Prem 1D: 3809204127 A
Redr Ghan ID: B
MVS0 Billing: c |
MV80 Load Research: D | |
Redr No: E | [
Dev Type: E |
‘ Dev ID: G
No Data Change: H
Mtr Mtr Mtr Mtr
De-Energ De-Energ Enargize Energize
Badge # Read Date Time Read Time Read
A: | [ ] [
B: | ¥
c:
D: ) ]
E: ___’ J
F: _l
G: ]
H: _| I
Mir Phn No Cell Phn No Rcdrs Set LS Port Satt Tot Chanis LS sW Radio
[ |
Rcdr interval Redr SN Daisy Ghain Parent iD Child ID Baud Rt

-

Last Refreshed On: 10/11/11 Page 1 of 4



Business Intelligence Center of Excellence

CC&B Online Query

Parameter(s):
Field Order ID: 3809294228 Taken By: CARR Time Taken: 16:35
Premise 1D: 3809294127 Date Taken: 2/16/11 Status: Complated

Meter Test Secondary Completion

Std ID: 203532

Badge No: 1007928868

Test Date: 02/23/11
Start Mater Test Time: 09:10
End Meter Test Time: 10:40

Test Std tr #of Mitr Test Std As Found As Left
Amps Kh Kh  Elem Revs  Units Dispi CF CF
Function 1: [KWH+ LL: |5 1 7.2 1 1 |[144 | |r4.387 0.999 | lo.299
Read 1: 02568 FL: |50 1 7.2 1 o if1ae | f14am1 1.004 [1.004
Function 2: LLz: I Il “ I | I
Read 2: FL2: I |
Function 3: | LL3: il ||
Read 3 FL3: |
Function 4: LL4: Il ]
Read 4: FL4: Il ]
Demand Read TestRW  TestK Std Value Displ Kw DisplDev  FS Kw Mtrintvl  As Found CF As Left CF
I I | | I I I
Pulse Qutput Data iscellan Dat
Puise/Disc Rev: Burden Test 1:
Revs: Burden Test 2:
Pulses: Burden Test 3:
Elem Test1: Reg Verfd:
Elem Test 2: Phase Angle:
Elem Test 3: PGM K Verfd:
Volts 0to 0 1: 245 As Found KW Load: 0.195
Volts 6 to 0 2: As Left KW Load: 0.22
Volts 0to 0 3: As Found KVAR Load:
As Left KVAR Load:
Volts 0 to Grd 1: 122
Volts 0 to Grd 2: 123
Volts 0 to Grd 3:

Last Refreshed On: 10/11/11
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EXHIBIT G



"8

Pacific Gas and Electric Company Revised Cal. P.U.C. Sheet No. 20099-E
San Francisco, California Cancelling Revised Cal. P.U.C. Sheet No. 14885-E
U 39

ELECTRIC RULE NO. 17 Sheet 1
METER TESTS AND ADJUSTMENT OF BILLS FOR METER ERROR

METER TESTS

Any Customer electing bundled utility service may, upon not less than five working
days notice, require PG&E to test the utility’s electric meter. No payment or deposit
will be required from the Customer for such tests except when a Customer whose
average monthly bill for electric service is less than $150 requests a meter test within
six months after date of installation of the meter, or more often than once each

six months thereafter, a deposit to cover the reasonable cost of the test will be
required of the Customer, in accordance with the following:

1. Meter Installed Without Current or Potential Transformers

Meters 10 ampere Or [€SS......cccvvvevvieciiii e $1.00 per meter
Meters 15 and 25 ampPere ........oooevvvciiiii i $2.00 per meter
Meters 50 ampere and OVEr ........c.uveceiiiiieeieeeccen e $3.00 per meter

2. Meter Installed With Current Transformer or With Current and Potential
TrANSTOIMET ... $5.00 per meter

The deposit will be returned to the Customer if the meter is found, upon testing,
to register more than two percent fast or slow under conditions of normal
operation.

A Customer shall have the right to require PG&E to conduct the test in the
Customer's presence, or in the presence of an expert or other representative
appointed by the Customer. A report giving the result of the test will be supplied
to the Customer within a reasonable time after completion of the test.

All electric meters will be tested at or prior to the time of their installation. No (T)
meter will be placed in service or allowed to remain in service which has an error

in registration in excess of two percent under conditions of normal operation. On

newly purchased meters, the manufacturer's test may be used as the installation (T)
test when PG&E's random tests indicate satisfactory test results for a particular
manufacturer and for a particular shipment.

(Continued)

Advice Letter No:  2369-E Issued by Date Filed April 11, 2003
Decision No. Karen A. Tomcala Effective May 21, 2003

1C2

Vice President Resolution No.

Regulatory Relations



'8

Pacific Gas and Electric Company Revised Cal. P.U.C. Sheet No. 29723-E
San Francisco, California Cancelling  Revised Cal. P.U.C. Sheet No. 12050-E
U 39

ELECTRIC RULE NO. 17 Sheet 2
METER TESTS AND ADJUSTMENT OF BILLS FOR METER ERROR

ADJUSTMENT OF BILLS FOR METER ERROR

Meter error is the incorrect registration of the Customer's energy usage resulting from
a malfunctioning or defective meter. It does not include incorrect registration
attributable to billing error or unauthorized use.

Where, as the result of a meter test, a meter is found to be nonregistering or
incorrectly registering, PG&E may render an adjusted bill to the Customer for the
amount of any undercharge, without interest. PG&E shall issue a refund or credit to
the Customer for the amount of any overcharge, without interest, computed back to
the date that PG&E determines the meter error commenced, except that the period of
adjustment shall not exceed the limits set forth below. Such adjusted bill shall be
computed as follows:

1. FAST METER
a. RESIDENTIAL AND NONRESIDENTIAL SERVICE

If a meter for either residential or nonresidential service is found to be

registering more than two percent fast, PG&E will calculate the amount of

the overcharge for refund to the Customer based on the corrected meter

readings or PG&E's estimate of the energy usage for a period of three years. (T
However, if it is known that the period of meter error was less than three |
years the overcharge will be calculated for only those months during which (T
the meter error occurred.

2. SLOW METER
a. RESIDENTIAL SERVICE

If a meter for residential service is found to be registering more than

25 percent slow, PG&E may bill the Customer for the amount of the
undercharge based on the corrected usage or PG&E's estimate of the
energy usage for a period of three months. However, if it is known that the
period of meter error was less than three months, the undercharge will be
calculated for only those months during which the meter error occurred.

(Continued)

Advice

Letter No:  3777-E Issued by Date Filed December 13, 2010

Decision No. D.10-10-032 Jane K. Yura Effective December 13, 2010

2C8

Vice President Resolution No.

Regulation and Rates



Pacific Gas and Electric Company Revised Cal. P.U.C. Sheet No.
San Francisco, California Cancelling  Revised Cal. P.U.C. Sheet No.

'&USQ

29955-E
12051-E

ELECTRIC RULE NO. 17 Sheet 3

METER TESTS AND ADJUSTMENT OF BILLS FOR METER ERROR

B. ADJUSTMENT OF BILLS FOR METER ERROR (Cont'd)

2. SLOW METER (Cont'd)

b.

NONRESIDENTIAL SERVICE

If a meter for nonresidential service is found to be registering more than two
percent slow, PG&E may bill the Customer for the amount of the
undercharge based on the corrected usage or PG&E's estimate of the
energy usage for a period of three months for a Small Business Customer,
as defined in Rule 1, or three years for all other nonresidential service.
However, if it is known that the period of meter error was less than three
months for a Small Business Customer, or three years for all other
nonresidential service, the undercharge will be calculated for only those
months during which the meter error occurred.

3. NONREGISTERING METER

a.

RESIDENTIAL SERVICE

If a meter for residential service is found to be nonregistering, PG&E may
bill the Customer for the amount of the undercharge based on PG&E's
estimate of the electricity used, but not registered, for a period of three
months. However, if it is known that the period the meter was
nonregistering was less than three months, the undercharge will be
calculated for only those months the meter was nonregistering.

NONRESIDENTIAL SERVICE

If a meter for nonresidential service is found to be nonregistering, PG&E
may bill the Customer for the amount of the undercharge based on PG&E's
estimate of the electricity used, but not registered, for a period of three
months for a Small Business Customer, as defined in Rule 1, or three years
for all other nonresidential service. However, if it is known that the period
the meter was nonregistering was less than three months for a Small
Busienss Customer, or three years for all other nonresidential service, the
undercharge will be calculated for only those months the meter was
nonregistering.

(Continued)

zz zZ

Advice Letter No:
Decision No.

3C9

3801-E-A Issued by Date Filed February 9, 2011

10-10-032 Jane K. Yura Effective December 13, 2010

Vice President Resolution No.

Regulation and Rates



Pacific Gas and Electric Company Revised Cal. P.U.C. Sheet No.
San Francisco, California Cancelling  Revised Cal. P.U.C. Sheet No.

'&USQ

25149-E
22705-E

ELECTRIC RULE NO. 17 Sheet 4

METER TESTS AND ADJUSTMENT OF BILLS FOR METER ERROR

B. ADJUSTMENT OF BILLS FOR METER ERROR (Cont'd)

4.

NO-TEST METERS

Where the condition of the meter renders it untestable (no-test), PG&E may bill
the Customer for PG&E's estimate of the unmetered energy in accordance with
Section 3, above. Nothing herein is intended to limit PG&E's authority to bill the
Customer for unauthorized use in accordance with Rule 17.2.

ESTIMATED USAGE

When regular, accurate meter readings are not available or the electric usage
has not been accurately measured, PG&E may estimate the Customer's energy
usage for billing purposes on the basis of information including, but not limited to,
the physical condition of the metering equipment, available meter readings,
records of historical use, and the general characteristics of the Customer's load
and operation.

Unless estimated bills result from inability to access and change the existing
meter to the SmartMeter™ system, inaccessible roads, the customer, the
customer’s agent, other occupant, animal or physical condition of the property
preventing access to PG&E’s facilities on the customer’s premises, other causes
within control of the customer, or a natural or man-made disaster such as a fire,
earthquake, flood, or severe storms, the issuance of estimated bills shall be
considered “billing error” for the purposes of applying Rule 17.1.

Advice Letter No:  2877-E Issued by Date Filed August 4, 2006
06-07-027 Brian K. Cherry Effective September 1, 2006

Decision No.

4C1

Vice President Resolution No.

Regulatory Relations
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November 2010 Outage history

CUSTOMER OUTAGE HISTORY - NOVEMBER 2010

All Outages
LIS C C Ci Report
Link Division Service Point ID Account ID Service Address Outage Date Outage Time  Number
htt 10-0065063 North Bay 3809294110 4163206279 245 Elinor Ave, Mill Valley 16-Nov-10 1:45 AM 10-0065063

DART Page 1 of 1

Minutes
Out of Open Open
Outage Type Outage Cause Service EqType EqOper# Circuit
Distribution Circuit Vegetation, Tree - fell into line 450 Fuse 7253  Alto 1124

\sunftp\Manuel Camara\Nov2010 outager data for 245 Elinor Ave Mill Valley.xls
09/16/2011



Page 1 of 2

North Bay
10-0065063

Outages

Circuit 042031124, ALTO 1124 District North Bay
Type Unplanned Customer Minutes Sustained 4308 Momentary() CAIDI269
Customers CESO 16 CEMO( Initial 16 Weather Clear;32-90 F
Active NO Fault Type Line to Line
Interval Sustained Action Required No

EquipID 7253 Construction Type OH
Equipment Type  Fuse OIS Outaget 160089
Equipment Conductor, Overhead, On Ground Targets

Condition

Crew Notified 11/16/10 03:53 Supervisor Notified STEVE BEST
Time

Equipment 100 COUNTRY CLUB DR., MILL VALLEY

Address

Fault Location 245 ELINOR AVE, MILL VALLEY
Previous Switching
Details

Action Description

Cause Vegetation, Tree - fell into line No Access Reason
Multi Damage No # of Operations
Location
Counter Read Created By EMP5
Outage Level Distribution Circuit Last Updated By  JFP6
FNL 11/16/10 01:45 Reviewed By Not Required
End Date 11/16/10 09:15 Reviewed By Date 11/16/10 09:26
Actions
Date Descrintion Customers Customers Minutes Customer
p Restored Out Out Minutes
11/16/1003:51  DONAHUE FOUND 2 OF 2 BLOWN 30T'S TO FUSES 7253. RPTS TREE THROUGH 0 16
LINES @ 245 ELINOR AVE. WILL NEED CREW TO MAKE REPAIRS. IS GOING TO
OPEN JUMPERS & CALL BACK.
11/16/1004:21 ~ BEST RPTS CREW: ZITA , SMITH , AND BRIDGES 0
11/16/10 05:00  OJ'S 4P FROM 7253 TWD EOL OPENED BY DONAHUE 0 . .
11/16/10 05:14  FUSE 7253 CLOSED BY DONAHUE RESTORING POWER. 12 4 209 3344
11/16/10 05:48  ZITA GIVEN OK TO HOLD OWN CLEARANCE BET OJ'S 4P FROM 7253 TO EOL, 0
COMPLETE REPAIRS & CALL WITH TIMES.
11/16/1009:15  ZITA - OJ'S 4P FROM 7253 TWD EOL CLOSE, TESTING OK. 4 0 450 4308
Device
History
FNL Outnum Circuit ID Customers Affected Interval Cause
11/16/10 01:45 10-0065063 042031124 16 Sustained Vegetation, Tree - fell into line
Outage Data Change History (items with bold/blue Change Date have Show All History
changed since last post)
Change Field Changed  OId Value New Value Changed
Date By
Outage Action Change History (items with bold/blue Action Date have Show All Change History
changed since last post)
Action Description Customers Changed Change Edit
Date p Restored By Date Type
Outage Last Posted on 11/17/10 06:00
mhtml:file://C:\Documents and Settings\A 1Sv\Desktop\dailyeventlogdetail jsp.mht 10/14/2011
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