STATE OF CALIFORNIA ARNOLD SCHWARZENEGGER, Governor

PUBLIC UTILITIES COMMISSION

505 VAN NESS AVENUE
SAN FRANCISCO, CA 94102-3298

January 22, 2008

Advice Letter 3176-E
Brian K. Cherry
Vice President, Regulatory Relations
Pacific Gas and Electric Company
77 Beale Street, Mail Code B10C
P.O. Box 770000
San Francisco, CA 94177

Subject: Proposal of Pacific Gas and Electric Company to Establish
a New Memorandum Account to Record Costs Associated
with PG&E’s SmartMeter Program Upgrade

Dear Mr. Cherry:

Advice Letter 3176-E is effective December 12, 2007.

Sincerely,
b Y Ao

Sean H. Gallagher, Director
Energy Division
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. Electric Company”

Brian K. Cherry Pacific Gas and Electric Company
Vice President 77 Beale St., Mail Code B10C
Regulatory Relations P.O. Box 770000

San Francisco, CA 94177

415.973.4977
Fax: 415.973.7226

December 12, 2007

Advice 3176-E
(Pacific Gas and Electric Company ID U 39 E)

Public Utilities Commission of the State of California

Subject: Proposal of Pacific Gas and Electric Company to Establish a
New Memorandum Account to Record Costs Associated with
PG&E’s SmartMeter™ Program Upgrade

Purpose

Pacific Gas and Electric Company (PG&E) hereby requests California Public
Utilities Commission (CPUC or the Commission) approval to establish the
SmartMeter™ Program Upgrade Memorandum Account (SPUMA) to record
costs associated with the SmartMeter™ Program Upgrade prior to Commission
approval of PG&E’s request for rate recovery in its SmartMeter™ Program
Upgrade Application, filed concurrently with this Advice Letter. Upon approval of
this account, PG&E will record all costs associated with the SmartMeter™
Program Upgrade for future review and disposition by the Commission in the
SPUMA.

Background

In its Order Instituting Rulemaking (R.)02-06-001, the Commission began a
process of assessing ways to implement programs and tools that would develop
demand response as a resource to enhance electric system reliability, reduce
power purchase and individual consumer costs, and protect the environment.

On June 16, 2005, PG&E filed its proposal in Application (A.)05-06-028 for full
deployment of PG&E’'s Advanced Metering Infrastructure (AMI). The
Commission approved PG&E’s application in Decision (D.)06-07-027. In the
Decision, the Commission also recognized that “new technology may emerge
that offers PG&E and its customers increased reliability and performance
enhancements” and ordered PG&E to “monitor market place developments so,
whenever feasible, it can upgrade its AMI system and offer its customers
technology upgrades.”
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Consistent with these Commission directives, PG&E has continued to assess
and evaluate new and developing technologies related to PG&E’s AMI network
(SmartMeter™) and enhanced electric grid management.

PG&E believes several modifications to its current SmartMeter™ Program are
appropriate and PG&E is filing an application, concurrently with this Advice
Letter, that would seek the Commission’s approval to upgrade the existing
SmartMeter™ Program to enable the use of Home Area Network (HAN) devices
and load limiting connect/disconnect switches on virtually all meters in PG&E’s
service area. These recommended upgrades are consistent with the
Commission’s desire to use advanced technology to enhance customer
involvement in energy demand management and improve energy conservation
throughout California.

PG&E has begun incurring costs associated with the evaluation and testing of
these new technologies, and is poised to incur additional costs. In order to
prevent any delay in the progress of the SmartMeter™ Program Upgrade, PG&E
is now requesting expedited approval to record costs associated with these
upgrades and other costs included in the Application in the proposed
memorandum account, SPUMA. This will preserve the ability of PG&E to obtain
future rate recovery of these costs in the SmartMeter™ Program Upgrade
Application if the Application is approved by the Commission. As outlined in the
attached Preliminary Statement proposed herein, the following categories of
costs will be recorded to this memorandum account: (1) costs associated with
evaluation and testing of promising technologies, included in the Application, (2)
costs associated with the deployment of technologies included in the Application,
(3) costs associated with systems integration work necessary to enable these
new technologies, which are also included in the Application, and (4) other costs
included in the Application.

As mentioned above, PG&E is making this filing in order to prevent any delay in
the progress of the SmartMeter™ Program Upgrade, and in order to meet the
Commission’s directives in D.06-07-027 that PG&E should monitor new
technologies to offer customers potential upgrades. Therefore, approval of this
memorandum account is needed in order to ensure that necessary SmartMeter™
Program Upgrade activities may continue without delay and without precluding
rate recovery at a future date, after Commission review.

Proposed Preliminary Statements

PG&E is requesting Commission authority to establish the SmartMeter™
Program Upgrade Memorandum Account (SPUMA) to record all expenses
associated with the SmartMeter™ Program Upgrade prior to Commission
approval of PG&E’s SmartMeter™ Program Upgrade Application, filed
concurrently with this Advice Letter. These costs are only electric. The proposed
Preliminary Statement EU is attached.
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If the Commission approves the SmartMeter™ Program Upgrade Application,
PG&E will transfer the SPUMA balance to the cost recovery mechanism
approved in that Application.

Request for Commission Approval

PG&E requests the Commission approve this Advice Letter, effective as of the
filing date, specifically finding that:

1. PG&E is authorized to establish a new memorandum account, the
SPUMA, to record costs associated with the SmartMeter™ Program
Upgrade beginning as of the date of this filing, subject to future
disposition by the Commission.

2. PG&E is authorized to seek recovery of the balance in the SPUMA
through its SmartMeter™ Program Upgrade Application or another
related proceeding.

Protests

Anyone wishing to protest this filing may do so by letter sent via U.S. mail, by
facsimile or electronically, any of which must be received no later than January
2, 2007, which is 21 days after the date of this filing. Protests should be mailed
to:

CPUC Energy Division

Tariff Files, Room 4005

DMS Branch

505 Van Ness Avenue

San Francisco, California 94102

Facsimile: (415) 703-2200
E-mail: jnj@cpuc.ca.gov and mas@cpuc.ca.gov

Copies of protests also should be mailed to the attention of the Director, Energy
Division, Room 4004, at the address shown above.
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The protest also should be sent via U.S. mail (and by facsimile and electronically,
if possible) to PG&E at the address shown below on the same date it is mailed or
delivered to the Commission:

Brian K. Cherry

Vice President, Regulatory Relations
Pacific Gas and Electric Company
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

As discussed above, PG&E requests the Commission approve this Advice Letter
effective the date of filing. PG&E’s request is for a specific finding that PG&E is
authorized to recover the account balance described herein through distribution
rates, as described in PG&E’s preliminary statement.

Notice

In accordance with General Order 96-B, Section 1V, 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 A.05-06-028. Address changes to the
General Order 96-B service list should be directed to Rose de la Torre at (415)
973-4716. Send all electronic approvals to PGETariffs@pge.com. Advice letter
filings can also be accessed electronically at:

http://www.pge.com/tariffs

_im_ {/ : 1 pA L'C-' [mh

Vice President - Regulatory Relations
Attachments

CC: Service List A.05-06-028
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PRELIMINARY STATEMENT
(Continued)

EU. SMARTMETER™ PROGRAM UPGRADE MEMORANDUM ACCOUNT (SPUMA)

1.

PURPOSE: The purpose of the SmartMeter™ Program Upgrade Memorandum Account (SPUMA)
is to record and recover the incremental Operations and Maintenance (O&M) and Administrative
and General (A&G) expenditures and capital-related costs incurred for the SmartMeter™ Program
Upgrade and associated therewith.

APPLICABILITY: The SPUMA applies to all customer classes, except for those specifically
excluded by the Commission.

RATES: The current SPUMA does not have a rate component.

ACCOUNTING PROCEDURE: PG&E shall maintain the SPUMA by making entries to this account
at the end of each month as follows:

a. A debit entry equal to PG&E's incremental O&M and A&G expenses and capital-related costs
incurred for the SmartMeter™ Program Upgrade and associated therewith. These capital-
related, O&M and A&G costs may relate to the following categories of work: (1) evaluation
and testing of promising technologies included in the SmartMeter™ Program Upgrade
Application (filed December 12, 2007), (2) deployment of technologies included in the
Application, (3) systems integration work necessary to enable these new technologies and
included in the Application, and (4) other costs included in the Application.

b. A debit entry equal to the interest on the average of the balance at the beginning of the month
and the balance after the above entry 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.

DISPOSITION: Upon Commission approval of a cost recovery mechanism in the SmartMeter™
Program Upgrade Application or another proceeding determined by the Commission, PG&E wiill
transfer the account balance, not to exceed the approved expenditure level, from the SPUMA to the
appropriate mechanism for recovery, as may be approved by the Commission at that time. Capital-
related costs will be recorded after the rate base “used and useful” standards are satisfied.

(Continued)
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