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77 Beale Street, Room 1088
Mail Code B10C

San Francisco, CA 94105

Subject: Request to track long term resource acquisition and development expenses

Dear Ms de la Torre:

Advice Letter 2597-E-A is effective April 21, 200S. A copy of the advice letter is returned
herewith for your records.
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Sean H. Gallagher, Director
Energy Division
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Public Utilities Commission of the State of California

Subject: Supplemental Filing PG&E’s Request to Track Long Term
Resource Acquisition and Development Expenses, in Compliance with
Resolution E-3914

Pacific Gas and Electric Company (PG&E) hereby submits this supplemental
filing, which requests to establish a memorandum account to record costs
associated with new long-term procurement activities. This filing supercedes
Advice 2597-E.

Purpose

The purpose of this filing is to request authorization to track costs associated with
new long-term resource procurement activities and establish a new preliminary
statement, Part DQ, Long Term Procurement Memorandum Account (LTPMA) to
record expenses associated with these new long-term procurement activities.
The costs to be recorded were not included in PG&E's 2003 General Rate Case
(GRC) Application or in the 2003 GRC Settlement Agreement base revenue
requirement, and the Settlement Agreement reserves the right of the Settling
Parties to address these costs in other proceedings.

In compliance with Resolution E-3914, electric Preliminary DQ includes (or only
includes) recording and tracking of expenses related to administrative costs for
procurement activities. PG&E shall absorb $2.5 million per year for 2005 and
2006 for PG&E’s incremental labor costs, but PG&E’'s incremental labor costs
booked to this memorandum account shall be capped at $2 million per year.
PG&E shall be permitted to book all third-party costs associated with long-term
procurement activities in 2005 and 2006 and parties shall have a full opportunity
to challenge recovery of amounts recorded, once PG&E seeks recovery.

Background

PG&E's Settlement Agreement in its 2003 GRC provides an opportunity to seek
recovery of procurement-related administrative expenses in excess of the GRC
approved revenue requirement to the extent that the Commission further defines
PG&E's role in this area. Specifically, Section 4.11 of the Settlement Agreement
(approved in D. 04-05-055) provides:
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The February 13, 2003 “Assigned Commissioner's Ruling Regarding Scope,
Schedule and Procedures for Proceeding” directed PG&E to identify costs of
staffing associated with an assumpfion that PG&E "will remain a vertically
integrated utility responsible for procuring and providing resources to its
customers ...” PG&E submitted testimony regarding costs relating to integrated
resource planning, not including any activities associated with construction or
project management of new generation. The Settling Parties understand that
the Commission is considering integrated resource and procurement
issues in R.01-10-024 and that the Commission will further define PG&E’s
role in this area which may affect costs. The Settling Parties reserve their
rights to address such issues in other proceedings, as the role of utilities
in this area is further developed by the Commission. (Emphasis added).

PG&E proposes to track costs associated with procuring long-term resources,
either through the acquisition of utility owned generation facilities or through the
execution of long-term procurement contracts.

Specific activities associated with long-term resource procurement include but
are not limited to:

s Development, preparation and administration of Request for Offers (RFO)
(contract and ownership)
Offer evaluation and selection
External review of development process (which includes engineering,
construction, procurement, transmission, and permitting)

¢ Due diligence on existing facilities and existing contracts (e.g., QF and

repowering)

External Legal review

Contract negotiation and structuring

Evaluation of Bidder qualifications

Regulatory approval

Oversight of project development to ensure timely delivery

Market power studies required for project approval

Any additional activities as PG&E's role is further defined in R.04-04-003

(e.g. Independent Third-Party Evaluator review)'

PG&E personnel in the Power Generation and Power Contracts and Electric
Resource Development organizations, external consultants, and outside legal
support will perform these activities.

This request is limited to long-term procurement activity directly associated with
acquiring or purchasing resources either through acquisition of utility owned
generation facilities or through the execution of long-term procurement contracts

! The list of specific activities associated with long-term resource procurement may be expanded
as PG&E's role is further defined in R.04-04-003. A final decision is expected in December 2005.
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with sellers. This range of activities was not envisioned in the 2003 GRC, Exhibit
15, because at the time PG&E did not have long-term contracting authority for
general procurement and thus, was only planning for short-term procurement
transactions. Additionally, PG&E did not believe new generation was needed
within the horizon covered by the GRC.

The proposed memorandum account will track the 2005 and 2006 costs
associated with PG&E’s new long-term procurement activities to comply with the
procurement plans adopted in Decisions (D.) 04-01-050 and D.04-12-048. Costs
incurred in 2007 and beyond will be included as part of PG&E’s base revenue
requirement request in PG&E’s next GRC application.

Prior to PG&E’s next GRC Application, PG&E plans to seek recovery of costs
recorded in the memorandum account as part of PG&E’s filings requesting
Commission approval of its long-term resource commitments. Once recorded
cost information is available, PG&E will also demonstrate that its total
procurement-related administrative expenses exceed the level of procurement-
related administrative expenses authorized in PG&E’s 2003 GRC, as required by
Resolution E-3914. Upon Commission approval of the filings, PG&E will propose
to record and recover the LTPMA costs in the Energy Resource Recovery
Account (ERRA).

Additionally, PG&E anticipates that costs will continue to be incurred after project
approval. For example, PG&E expects to incur costs for monitoring project
development and ensuring timely delivery of the resource and will continue to
track these costs in the memorandum account. PG&E would subsequently
recover these costs in one of two ways: (1) Costs associated with long-term
power purchase agreements would be submitted for recovery in the next ERRA
Compliance Review application for Commission review and approval, and (2)
recovery for costs incurred in support of a specific capital project will be tracked
as part of the project’s capital budget. These costs would earn an allowance for
funds used during construction (AFUDC) until the project was placed into service.
Recovery of these costs would be requested as part of the approval of the
project’s total capital budget recovered through depreciation expense over the
life of the project. The project’s capital budget would be presented in PG&E'’s
next GRC Application, or any other applicable filing.

As mentioned above, costs for 2007 and beyond will be forecasted and included
in PG&E's next GRC base revenue requirement request.

Protests

Anyone wishing to protest this filing may do so by sending a letter by May 22,
2005, which is 20 days from the date of this filing. The protest must state the
grounds upon which it is based, including such items as financial and service
impact, and should be submitted expeditiously. Protests should be mailed to:



Advice 2597-E-A -4- May 2, 2005

IMC Branch Chief — Energy Division
California Public Utilities Commission
505 Van Ness Avenue, 4™ Floor

San Francisco, California 94102
Facsimile: (415) 703-2200

E-mail: jir@cpuc.ca.gov and jnj@cpuc.ca.gov

Protests also should be sent by e-mail and facsimile to Mr. Jerry Royer, Energy
Division, as shown above, and by U.S. mail to Mr. Royer at the above address.

The protest should be sent via both e-mail and facsimile to PG&E on the same
date it is mailed or delivered to the Commission at the address shown below.

Pacific Gas and Electric Company
Attention: Brian K. Cherry
Director, Regulatory Relations

77 Beale Street, Mail Code B10C
P.O. Box 770000

San Francisco, California 94177
Facsimile: (415) 973-7226

E-mail: PGETariffs@pge.com

Effective Date

In compliance with Resolution E-3814, PG&E requests that this advice filing
become effective on April 21, 2005, which is the effective date of the resolution.

Notice

In accordance with General Order 96-A, Section lil, Paragraph G, a copy of this
advice letter is being sent electronically and via U.S. mail to parties shown on the
attached list and the parties on the service list for Rulemakings (R.) 04-04-003
and Application (A.) 02-11-017. Address changes should be directed to Rose De
La Torre (RxDd@pge.com) at (415) 973-4716. Advice letter filings can also be
accessed electronically at:

http://www.pge.com/tariffs

Buam 4.

Director - Regulatofy Relations

Attachments

cc:  Service Lists R.04-04-003, A.02-11-017
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23418-E

PRELIMINARY STATEMENT
(Continued)

DQ. LONG TERM PROCUREMENT MEMORANDUM ACCOUNT (LTPMA)

1.

PURPOSE:

The purpose of the LTPMA is to frack all 2005 and 2008 third party costs associated with long-term
procurement activities and incremental labor costs incurred by PG&E in 2005 and 2006 for long-
term procurement expenses that exceed $2.5 million. Incremental tabor costs booked to the
LTPMA shall not exceed $2 million per year. These third party costs and incremental labor costs
were hot addressed in the 2003 General Rate Case {GRC). Resolution E-3914 provides an
opportunity for PG&E to seek recovery of long-term procurement related expenses booked to the
LTPMA in excess of the amount of procurement-related administrative expenses authorized in
PGA&E’s 2003 GRC.

APPLICABILITY:

The LTPMA shall apply to all customer classes, except for any classes that may be specifically
excluded by the CPUC.

REVISION DATE:

PGA&E will file applications requesting recovery of LTPMA amounts booked to this account for 2005
and 2006. Disposition of amounts in this account shall be determined in the applicable
applications, or any other proceeding as authorized by the CPUC.

RATES:

The LTPMA does not have a rate component.

ACCOUNTING PROCEDURE:

PGA&E shall maintain the LTPMA by making entries at the end of each month as follows:

a. A debit entry for the procurement expenses associated with the execution of long-term power
purchase agreements with sellers and the acquisition of generation resources, including the
development, preparation and administration of request for offers (RFOs), offer evaluation
and selection, external review of development process (which includes engineering,
construction, procurement, fransmission, and permitting), due diligence on existing facilities
and existing contracts (e.g., repowering), external legal review, contract negotiation and
structuring, evaluation of bidder qualifications, regulatory approval, oversight of project
development to ensure timely delivery, market power studies required for project approval,
and any additional activities as PG&E’s role is further defined in R.04-04-003.

b. A debit entry for the internal labor expenses above $2.5 million associated with the execution
of long-term power purchase agreements with sellers and the acquisition of generation
resources, including the development, preparation and administration of request for offers
(RFOs), offer evaluation and selection, due diligence on existing facilities and existing
contracts (e.g., QF and repowering), contract negotiation and structuring, evaluation of
bidder qualifications, regulatory approval, oversight of project development to ensure timely
delivery, market power studies required for project approval, and any additional activities as
PG&E’s role is further defined in R.04-04-003. This entry would be capped at $2 million on
an annual basis.

¢. A debit entry equal to the interest on the average of the balance at the beginning of the
month and the balance after the entries above, at a rate equal to one-twelfth the interest rate
on three-month Commercial Paper for the previous month, as reported in the Federal
Reserve Statistical Release, H. 15 or its successor.

(Continued)
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