STATE OF CALIFORNIA ARNOLD SCHWARZENEGGER, Govemor

PUBLIC UTILITIES COMMISSION
505 VAN NESS AVENUE Tel. No. (415) 703-1691

SAN FRANCISCO, CA 94102-3298

May 4, 2005 Advice Letter 2624-E

Rose de la Torre

Pacific Gas & Electric

77 Beale Street, Room 1088
Mail Code B10C

San Francisco, CA 94105

Subject: Establish new preliminary statement for the energy recovery bond balancing account
and the energy recovery bond balancing account charge complying with energy
recovery bond decision

Dear Ms de la Torre:

Advice Letter 2624-E is effective March 1, 2005. A copy of the advice letter is returned
herewith for your records.
Sincerely,

5 i

Sean H. Gallagher, Director
Energy Division
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Pacific Gas and
/A Electric Company

Brian K. Cherry 77 Beale Street, Room 1087
Director ] San Francisco, CA 94105
Regulatory Relations .

Mailing Address

Mail Cade B10C
PO. Box 770060
San Francisco, CA 94177

February 7, 2005

415 973 4977
Internal: 223 4977
Fax: §15.973.7226
Celiufar: 4155175067
Advice 2624-E Internet. BKC7@pge.com

(Pacific Gas and Electric Company ID U 39 E)
Public Utilities Commission of the State of California

Subject: Establish New Preliminary Statement for the Energy Recovery
Bond Balancing Account and the Energy Recovery Bond
Balancing Account Charge Complying with Energy Recovery
Bond Decision

in compliance with and pursuant to Ordering Paragraphs (OP) 4, 5, 42, 43, and 45
and Conclusions of Law 57 and 58 of Decision (D.) 04-11-015 in Pacific Gas and
Electric Company's (PG&E's) Energy Recovery Bonds (ERB) proceeding,' PG&E
hereby 1) submits for filing a new addition to its electric tariff sheets: Preliminary
Statement Part DT — Energy Recovery Bond Balancing Account (ERBBA), 2)
requests approval of the initial ERBBA charge; and 3) requests approval to cancel
Preliminary Statement Part DC — Regulatory Asset Revenue Adjustment
Mechanism (RARAM). The affected tariff sheets are listed on the enclosed
Attachment 1.

Purpose

The purpose of this advice filing is to: 1) submit a new preliminary statement
related to the ERB transaction and to seek approval of the initial ERBBA charge,
in compliance with D.04-11-015; 2) seek approval to eliminate the RARAM, once
the ERBBA tariff is approved and any remaining balances in the RARAM are
transferred to the ERBBA; and 3) ensure that the benefits of the net after-tax
amount of energy supplier refunds, claim offsets and credits received after
issuance of the first series of Energy Recovery Bonds are provided to customers.

Background

On July 22, 2004, PG&E submitted Appllcatlon (A.) 04-07- 032 seeklng authority,
in accordance with Senate Bill (SB) 772% and D.03-12-035° to issue up to $3.0

Application {A.) 04-07-032.
2004 Stats., ch. 46.
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billion of ERBs to refinance PG&E’'s bankruptcy settlement-related Regulatory
Asset. The ERBs will be issued by PG&E Energy Recovery Funding LLC (PERF),
a legally separate Special Purpose Entity, which will transfer the ERB proceeds to
PG&E in exchange for Recovery Property, which includes the right to receive
revenues to repay ERB principal, interest, and related costs. D.04-11-015
authorized PG&E and PERF to proceed with the ERB transaction and authorized
PG&E, as servicer, to collect the costs of repayment of principal, interest and
related costs of the ERBs through the Dedicated Rate Component (DRC) charge.

D.04-11-015 authorized PG&E to establish the ERBBA to flow through to PG&E's
“ratepayers the Bond-related costs and benefits enumerated in the body of this
Financing Order.™ D.04-11-015 also provided for PG&E to adjust the size of the
second series of ERBs to reflect the net amount of certain energy supplier refunds
received after issuance of the first series of ERBs, and to provide to customers
through the ERBBA the benefits of the net amount of energy supplier refunds
received after the second series of ERBs is issued. To implement these
purposes, D.04-11-015 directed PG&E to file this advice lefter to establish the
ERBBA tariff and ERBBA charge and to eliminate the RARAM.®

Preliminary Statement Parts | and DT and the ERBBA Charge

Draft pro forma language for Preliminary Statement Part DT was submitted in
A.04-07-032 in Appendix C. D.04-11-015 approved the language and states on
page 41 that “PG&E shall file a separate advice letter at the same time as the first
Issuance Advice Letter to establish an ERBBA tariff and the initial ERBBA charge.
The ERBBA tariff shall be based on the pro forma tariff in Appendix C of
A.04-07-032. This advice letter shall be processed in accordance with normal
Commission procedures.”

The initial ERBBA charge of 0.141 ¢/kWh is calculated consistent with the
proposed ERBBA tariff. As provided for in D.04-11-015, after this initial ERBBA
advice letter filing, “the ERBBA charge should be adjusted annually in a
proceeding designated by the Commission.”

PG&E’s Issuance Advice 2626-E, filed today, February 7, 2005, includes an
Attachment 3, which shows proposed changes to Part | of PG&E’s Preliminary
Statement to show the DRC charge and the ERBBA charge filed herein to be
effective March 1, 2005. PG&E will supplement Advice 2626-E on February 18,
2005, to provide the tabular listing of total rates reflecting the ERB-related
changes.

D.03-12-035 adopted the Madified Settlement Agreement in Investigation (1.) 02-04-026
resolving PG&E’s Plan of Reorganization under Chapter 11 of the United States Bankruptcy
Code.

D.04-11-015, Conclusion of Law (COL) 57.

D.04-11-015, COL 58, OP 43.

D.04-11-015, COL 59.
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Cancellation of Preliminary Statement Part DC

As noted above, OP 43 of D.04-11-015 provides that, once the first series of
ERBs is issued, PG&E shall eliminate the RARAM and transfer any remaining
balances under the RARAM to the ERBBA for amortization in future ERBBA
charges. Accordingly, PG&E seeks approval to cancel Preliminary Statement Part
DC once the ERBBA tariff is approved and any remaining balances under the
RARAM are transferred to the ERBBA.

Protests

Anyone wishing to protest this filing may do so by sending a letter by February 28,
2005, which is 21 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:

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: jjr@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 Cherry

Director, Regulatory Relations

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

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

E-mail: RxDd@pge.com

Effective Date

PG&E requests that this advice filing become effective on March 1, 2005, which is
the day on which the DRC charge will go into effect. In accordance with D.04-11-
015, the DRC charge and the resulting revised rates shall be effective March 1,
2005, twenty-two days after filing of the Issuance Advice Letter. PG&E requests
that this ERBBA advice letter go into effect on the same day as the Issuance
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Advice Letter. The timing of this ERBBA advice filing should have no effect on the
date on which the DRC charge goes into effect.

Notice

In accordance with General Order 96-A, Section lll, Paragraph G, a copy of this
advice letter is being sent electronically and via U.S. mail to parties shown on the
attached list. Address changes should be directed to Rose de la Torre at (4195)
973-4716. Advice letter filings can also be accessed electronically at:

http://www.pge.com/tariffs

C/ E‘-7’7/%/
Dlrector Regulat ations

Attachments

cc: Service List for A. 04-07-032.
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Advice 2624-E

Page 1 of 1
Cal P.U.C. Cancelling Cal
Sheet No. Title of Sheet P.U.C. Sheet No.
22875-E Electric Preliminary Statement Part DT — Energy Recovery
Bond Balancing Account (ERBBA) New
22876-E Electric Preliminary Statement DT - Continued New
22877-E Table of Contents—Preliminary Statements (Cont'd) 22643-E

22878-E Table of Contents 22635-E
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Original Cal. P.U.C. Sheet No.
Pacific Gas and Electric Company Cancelling Cal. P.U.C. Sheet No.

. San Francisco, California

22875-E*

FRELIMINARY STATEMENT
(Continued)

DT. ENERGY RECOVERY BOND BALANCING ACCOUNT (ERBBA) v

1.

PURPOSE: The purpose of the ERBBA is to record the benefits and costs associated with Energy
Recovery Bonds (ERBs) that are not provided to customers elsewhere and to return those benefits
or charge those costs to customers. In addition, the purpose of the ERBBA is to ensure that the
benefits of the net amount of energy supplier refunds, claim offsets and other credits received after
the second series of ERBs are issued are provided to customers. The ERBBA also provides the
methodology for calculating the pre-tax amount of energy supplier refunds, claim offsets and other
credits received after the first series of ERBs are issued but before the second series of ERBs are
issued, which amount is to be used to reduce the principal amount of the second series of ERBs to
be issued. An Energy Supplier Refund Litigation Cost (ESRLC) subaccount is established in the
ERBBA in order to record litigation costs and litigation recovery amounts relating to energy
supplier refunds, and to debit or credit those costs and recovery amounts to the ERBBA on a
periodic basis consistent with the purpose of the ERBBA. ERBs are authorized by the
Commission in Decision (D.) 04-11-015 to provide the funds necessary to refinance PG&E's
Modified Settlement Agreement Regulatory Asset (Regulatory Asset) in accordance with D.03-12-
035 and Senate Bill 772.

APPLICABILITY: The ERBBA shall apply to all rate schedules as identified in Part DP of this
Preliminary Statement.

REVISION DATE: Disposition of the balance in the account shall be determined through the
advice letter process.

ERBBA RATES:. The ERBBA rates are set forth in the Electric Preliminary Statement Part [.

TIME PERIOD: The ERBBA will become effective upon approval of Advice 2624-E and will expire
after the ERBs are fully repaid and any remaining balance is returned to or recovered from
customers. :

ENERGY SUPPLIER REFUND LITIGATION COST SUBACCOUNT (ESRLC). The Energy
Supplier Refund Litigation Cost subaccount is established in the ERBBA to record litigation costs
actually incurred that are reasonably related to energy supplier refund settiements, as well as
amounts separately allocated and received by PG&E from claimants’ escrow accounts for
litigation costs established under energy supplier refund settlements. The ESRLC is subject to
audit under the Energy Resource Recovery Account (ERRA) proceeding. PG&E may apply
separately to the Commission for recovery of any under-collected amount of litigation costs
remaining in the ESRLC when the ERBBA is terminated. Any remaining balance of amounts from
claimants' escrow accounts in the ESRLC after PG&E has fully recovered its reasonable litigation
costs actually incurred that are related to energy supplier refunds shall reduce the balance of the
ERBBA by the amount over-collected.

ACCOUNTING PROCEDURES: PG&E shall maintain the ERBBA by making entries at the end of
each month. Entries shall be reviewed and verified by the Commission in a proceeding
designated by it or by the Energy Division as necessary. The monthly entries are as follows:

a. A credit entry equal to the revenue from the ERBBA rate cdmponent, less an adjustment
for franchise fees and uncollectible accounts expenses.

b. A credit entry equal to the interest earmings of funds held by PG&E before transfer to the
-Bond Trustee.

c. An entry equal to the servicing fees paid to PG&E in excess of PG&E's recorded
incrementat cost of billing and collecting the Dedicated Rate Component (DRC) charges
as specified in Preliminary Statement Part DP.

E:
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Advice Letfer No. 2624-E Issued by Date Filed February 7, 2005
Decision No. 04-11-015 Karen A. Tomcala Effective March 1, 2005
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PRELTMINARY STATEMENT
(Continued)

DT. ENERGY RECOVERY BOND BALANCING ACCOUNT (ERBBA) (Continued)

_
£

d. A credit entry — after the second series of ERBs is issued — equal to the pretax carrying
costs (at PG&E's adopted rate of return on rate base) on the average unamortized ERB
principal amount (excluding unamortized issuance expenses) from the second series of
ERBs and on the average unamortized energy supplier refunds used to reduce the size
of the second series of ERBs.

e. A credit entry equal to any distributions for return of or return on investment made by
PG&E Energy Recovery Funding LLC (PERF) to PG&E, other than those related to the
Capital Subaccount for PG&E's equity investment in PERF.

f. A debit entry equal to federal income and state franchise tax accruals on revenues
received to fund the ERB repayment in excess of the amortization of ERB proceeds and
energy supplier refunds available to cover those income taxes.

g- A debit entry equal to the estimated franchise fee requirements on the DRC charge
revenues received from customers.

h. A credit or debit entry to reflect the balance in the ESRLC subaccount.

i. An entry - between the issuance of the first and second series of ERBs -- equal to the
carrying cost at the short-term commercial paper rate on the difference between the
proceeds from the first series of ERBs (less issuance expenses) and the unrecovered
balance of the Regulatory Asset at the time of issuance. After the issuance of the
second series of ERBs, this entry is zero.

}. Acredit entry equal to the carrying cost at the short-term commercial paper rate on the
average balance for the month of after-tax energy supplier refunds received between the
issuance of the first and second series of ERBs. The pre-tax amount of any energy
supplier refunds that PG&E receives on. or after the date the first series of ERBsis. . . ... .
issued but before the second series is issued is used to reduce the size of the second
series of ERBs.

k. After the second series of ERBs is issued:

i. An entry equal to the net pre-tax amount of refunds, claim offsets or other credits
received from generators or other energy suppliers.

ii. An entry to reflect any difference between the net pre-tax amounts of such refunds,
claim offsets or other credits received and the amounts calculated for purposes of
sizing the second series of ERBs.

|. A one-time entry equal to the amount transferred from the Regulatory Asset Revenue
Requirement Account needed to close that account and efiminate the Regulatory Asset
and the Regulatory Asset Revenue Adjustment Mechanism.

m. An entry equal to interest on the average balance in the account at the beginning of the
month and the balance after the above entries, 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.

e — — e ———————— e —————————— e ——————————————
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Advice Letter No. 2624-E Issued by Date Filed February 7, 2005

Decision No. 04-11-015 Karen A. Tomcala Effective March 1, 2005
Vice President Resolution No.

50127 Regufatory Relations
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PRELIMINARY STATEMENT
{Continued)

DT. ENERGY RECOVERY BOND BALANCING ACCOUNT (ERBBA) (Continued) (N}

!

8. DEFINITION OF NET AMOUNT OF ENERGY SUPPLIER REFUNDS: The term “energy supplier |
refund, claim offset or other credit” as used in this Preliminary Statement applies to the net amount I
of refunds, claim offsets or other credits received from generators or other energy suppliers as i
defined in paragraph 2.d of Appendix C of D.03-12-035. Reasonable interest costs on supplier |
claims and escrowed amounts relating to such refunds, claim offsets and credits, net of interest |
income earned on amounts escrowed in connection with such claims, incurred subsequent to |
issuance of the first series of ERBs shall be deducted in order to caiculate the net amount of such |
refunds, claim offsets and other credits. The support for refund-related entries to the ERBBA |
{(including the ESRL.C subaccount) wilt include the details of the calculation as separate line items, ]
listing, for example, refunds, litigation expense, interest, etc. (N)

Advice Letter No. 2624-F Issued by Date Filed February 7, 2005
Decision No. 04-11-015 Karen A. Tomcala Effective March 1, 2005
Vice President Resolution No.

50127 Regulatory Relations
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