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PG&E Press Conference -- December 12, 2011 1 

  MR. FRIZZELL:  Welcome, everybody.  We have 2 

several folks joining us on the phone lines, so, as a 3 

reminder, you have mics in front of you.  Also as a 4 

reminder, we'll be going between, when we have the Q&A 5 

section, we'll be going between the mics here, as well as 6 

those on the phone call, and we'll go back and forth for 7 

Q&A.   8 

  My name is Roger Frizzell and I'm the new Vice 9 

President of Corporate Relations.  I'm also the Chief 10 

Communications Officer and this is my first time to meet a 11 

lot of you, and some of you have had the opportunity to meet 12 

just recently.  It's our opportunity today to have some time 13 

with Tony; it's very informal as you can kind of tell from 14 

the setting.  We're hoping to do this several times a year 15 

to give you an opportunity to get to know our business, get 16 

to know Tony, and what we're trying to do in our business.   17 

  What we'd like to do, again, is have Tony open 18 

with some informal remarks, he'll talk about his first 90 19 

days, and then, from there, we'll open it to Q&A, and then 20 

from Q&A we'll finish out with a little bit of scrum 21 

opportunity at the end.  And, again, I'll be going back and 22 

forth between you and those on the phone that are joining 23 

us.  So, at this point, I'd like to introduce our new 24 

Chairman and CEO, Tony Earley.  25 
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  MR. EARLEY:  Great, Roger.  Thank you.  And thank 1 

you for joining us this afternoon.  I want to try and do 2 

three things today, just talk a little bit about my 3 

observations from my first 90 days at the company, second, 4 

talk a little bit about some of the work that's in progress 5 

at the company, and then look ahead to 2012 and talk a 6 

little bit about expectations for 2012.   7 

  I'm also glad that we have this opportunity, 1) 8 

for me to give you some information, but I'd love to get 9 

feedback from you, I think it's important to understand what 10 

our customers, what our constituencies, what the Press is 11 

thinking about, and one of the things I've always done in my 12 

career is had pretty good open dialogue to understand, you 13 

know, what the issues are out there because I don't think we 14 

can address those issues without understanding them.   15 

  So let me give you some observations from my first 16 

three months at the company.  Obviously, this is a 17 

challenging time at a company that throughout most of its 18 

history has been one of the leaders in the American Electric 19 

and Gas Industry.  And I spent a lot of time in the first 20 

three months talking with employees, regulators, elected 21 

officials, community leaders, customers, and I think there's 22 

one thing everyone agrees on, is that we face a tremendous 23 

number of challenges.   24 

  And here at the company there's a clear 25 
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understanding that the confidence that our constituencies 1 

have in the company is at an unacceptably low level.  And 2 

one of the fortunate things is that our employees recognize 3 

the need to change.  Many companies that are going through 4 

change processes, one of the hardest things is to convince 5 

people at the company that they need to change when you come 6 

in.  Well, that's one thing that I don't need to do.  7 

Employees understand that we need to change.   8 

  And I've told our employees, you know, this is 9 

something that we can't hire PR experts, we can't go out and 10 

hire Lobbyists to fix this, we can't buy advertising, 11 

although some of your outlets might like that.  What we have 12 

to do is win back our customers one customer at a time by 13 

just providing outstanding, reliable, and affordable 14 

electricity and gas service to our customers.  And 15 

ultimately then we will start to rebuild trust in the 16 

company.  And I will tell you that I've told our employees, 17 

I am personally committed to making this the best operated 18 

utility in the country.  But I will also tell you that I've 19 

told our employees that we do have a long way to go to get 20 

to that goal.  21 

  But I think we're taking some of the right steps, 22 

and I want to give you some examples of things that I've 23 

seen that we have moving in the right direction.  First 24 

of all, our organizational structure; we've made a number 25 
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of moves to create an organizational structure that I think 1 

will give us a higher probability of success.  We've moved 2 

to separate the gas and electric businesses.  And I will 3 

tell you that in my 25 plus years' experience in this 4 

industry, all at combination gas and electric companies, is 5 

that when you combine gas and electric companies the 6 

tendency is that the electric company dominates the 7 

business.  It tends to have more resources, tends to be 8 

larger, tends to have more visibility, and gas businesses 9 

get under-resourced.  I think many people in this industry 10 

will tell you that that's been the experience.  And if you 11 

read the reports like the NTSB report, it's absolutely clear 12 

that's what happened at this company.   13 

  In fact, what happens is much of the expertise in 14 

the gas businesses tend to leave because they see the route 15 

to success and the company tends to be on the electric side, 16 

not the gas side.  So, separating those two businesses is 17 

the first step in the right direction.  Then we're creating 18 

realignments within the electric and gas business to make 19 

sure there's clear accountability for important functions of 20 

the company.  The best example I can give you is in the area 21 

of Integrity Management Programs.  So, for a gas business, 22 

managing the integrity of a natural gas pipeline business is 23 

absolutely critical.  And yet prior to the 24 

reorganizations that we've done, responsibility for the 25 
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Integrity Management Program was spread among the 1 

engineering organizations, some of the operating 2 

organizations, and there wasn't clear accountability for 3 

that important program.  So we've changed that in the 4 

organization so there is that clear accountability.   5 

  We have the same diffusion of responsibilities in 6 

the electric business because electric and gas combined, it 7 

was some lack of clarity about who is responsible for what.  8 

So we're doing the same in the electric business.   9 

  The company also had a Corporate Strategy Group 10 

that was looking at non-utility investments and potential 11 

for other opportunities. I've totally closed that down 12 

because our focus has got to be in on our utility business 13 

and making that absolutely outstanding.   14 

  The second thing I looked at as I went around the 15 

company was did we have the right leadership in place, and 16 

we have made some significant changes in leadership here.  17 

In addition to bringing me in, we have a new leader for the 18 

gas business, Nick Stavropoulos, who I think some of you 19 

have talked to. I've known Nick for many years in this 20 

industry, he's regarded as one of the best operators in the 21 

U.S. natural gas business, so he's a real plus for the 22 

company.   23 

  Karen Austin, who was brought in to be our 24 

Chief Information Officer is going to really help us 25 
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improve how we use technology to improve our customers' 1 

experience and to improve the efficiency of the company.   2 

  Roger, of course, just joined us recently and 3 

we're thrilled to have Roger with us.  But below the Officer 4 

level, and particularly in the gas business, we have a 5 

number of people from major companies, gas pipeline 6 

companies, gas LDC companies, that bring in experience from 7 

the industry that we didn't have before.   8 

  So I think right now we have got a really good mix 9 

of industry experience and PG&E experience because, with any 10 

company like this, you have to have people that understand 11 

how the business is operated long-term.  And I think we've 12 

got a good mix right now.   13 

  In terms of our priorities, I think everyone 14 

understands what my priorities are and that we are focused 15 

on the right issues, and that is the fundamentals of our 16 

business.  I keep talking about we've got to go back to 17 

basics of making sure this business operates extremely well.  18 

We also, I think, have developed a good mindset, and the 19 

mindset that I've been focusing on, and this is something 20 

I've used throughout my career, is that we need to celebrate 21 

the gaps between what is outstanding performance and where 22 

we are.  And we need to be brutally honest about where we 23 

are.  I keep telling folks here at the company, right now 24 

we need to be humbled because we have a lot to be humble 25 
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about, because we are not where we need to be and where our 1 

customers expect us to be.   2 

  We also have to be ready and willing to make tough 3 

decisions in overhauling the gas business, and I'll talk 4 

about some spending decisions that we made in the last 5 

couple weeks that were painful to make, but we think they're 6 

the right thing to do, and I'll talk about them in a minute.  7 

And what I’m referring to there is the commitment of 8 

resources that we announced on our quarterly earnings call.  9 

There, we provided our 2012 guidance for the company and we 10 

said in 2012 and 2013, we will spend about $200 million in 11 

each of those years, in addition to the rates that have been 12 

previously authorized by the California Public Utility 13 

Commission.  We are not looking for recovery of those costs.  14 

We think that that spending is necessary to move us in the 15 

direction of being an outstanding provider of service.  Some 16 

of that money will be used to accelerate work that was 17 

already scheduled, some of it will also be used for 18 

additional training and to improve not only our gas 19 

business, but also to improve our electric business and how 20 

we provide service to customers.   21 

  In the short run, those expenditures and those 22 

improvements are going to come at a cost to our bottom line.  23 

I think if you take a look at our stock price and track 24 

it against the Utility Index, you can see that we have 25 
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paid a significant price there.  But in my view, those near 1 

term impacts are far outweighed by the importance of 2 

confronting these issues, getting the work done, and 3 

allowing the company to move forward.  I think it's the 4 

right thing to do for all of our stakeholders.   5 

  So now we've got those foundational pieces in 6 

place, let me just mention some themes that my employees 7 

will hear from me.  And it's based upon my 25 plus years in 8 

this business and also my watching other successful 9 

companies, because I've been on the Boards of five or six 10 

Fortune 500 companies, and there are some things that 11 

companies do well to be successful.  First is this theme of 12 

back to basics.  How many companies have you seen over the 13 

years who try to get into things that are not part of their 14 

basic business?  And they run afoul of that.  And I think we 15 

need to really focus on that business, be brutally honest 16 

with how we are against our goal of being the best in the 17 

business, and then relentlessly figuring out how we close 18 

the gaps between where we are today and where we want to be 19 

in the future.   20 

  The second theme that I will be emphasizing is 21 

respect.  I will tell you, I'm obsessed with treating our 22 

employees, our customers, our regulators, our political 23 

leaders with respect.  I think we have some real 24 

successes in this.  The company's commitment to diversity 25 
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is a great example of success and I've been very impressed 1 

with that.   2 

  But I will also tell you, I've told employees that 3 

poor service to our customers is not a sign of respect.  4 

When we tell a customer we're going to be there at a certain 5 

time and we don't show up, that is disrespectful of the 6 

customer's time.  And it's not just, "Oh, well, we missed 7 

it."  We are not respecting them and I've made it clear that 8 

that's the type of thing that I just won't tolerate.   9 

  Third, we need a culture of openness.  We need a 10 

culture that embraces both good news and bad news.  We've 11 

got to celebrate successes, but the theme that I've been 12 

emphasizing is we've got to celebrate the gaps because, by 13 

identifying gaps in performance, that gives us a roadmap for 14 

success.  And we have to learn from our mistakes.  We have 15 

to understand that not everything goes well the first time, 16 

but if we learn from those mistakes and get better, we will 17 

ultimately be a much better company.  18 

  I will focus very heavily on talent planning, 19 

that's one of the things that I've done in the past.  And 20 

for me, talent planning is much more than succession 21 

planning, I mean, most companies do focus on who are going 22 

to be the next leaders.  But at a company like this, the 23 

heart and soul of a technical company are the literally 24 

thousands and thousands of field workers, engineers, and 25 
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others, and we need to make sure that we've got that mid-1 

level talent that will thrive at this company and be able to 2 

provide the technical leadership that a company like ours 3 

ought to have.   4 

  And then, finally, the final theme that I want to 5 

mention is it will be a theme of quality and continuous 6 

improvement.  In order to be an outstanding company, you 7 

have to have an organized systematic approach to getting 8 

better.  You can't be reactive and say, "Oops, we have a 9 

problem, let's fix it."  Every day you've got to be working 10 

on how can we improve our performance to provide better 11 

service to our customers because I can guarantee you, others 12 

in our industry are doing that every day and, just to keep 13 

up with them, we're going to have to have some sort of 14 

continuous improvement program.   15 

  And in my experience, when a company gets these 16 

broad themes right, the company will be successful.  That's 17 

been my experience in 25, 26 years as an Officer at 18 

Integrated Utilities.  And I have every confidence that, if 19 

we are successful on those themes, that the company will be 20 

successful in the long run.   21 

  So let me just give you some thoughts on 2012.  22 

Now, given what's happened to the company over the last few 23 

years, we can't just be an average performer.  We've got 24 

to really delight our customers because average 25 
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performance, people will just say, "Ho hum, that's what we 1 

expect."  We've got to have customers coming away from their 2 

experience with PG&E saying, "Boy, that company really has 3 

changed.  They did a really good job on whatever it is I 4 

needed them to do."  Second, we cannot afford to have any 5 

significant operational issues.  The impact of San Bruno on 6 

this company has been devastating, and I've told employees 7 

we need to make sure that never happens again.  And even 8 

routine operations have to be superior.  I mean, the thing 9 

that has struck me in my three months is operational issues 10 

that, at any other company would be routine, and 11 

particularly in the gas business, I mean, every gas system 12 

in this country has leaks every single day, and those leaks 13 

get handled through a process.  Here, because of the 14 

sensitivity of our customers, and rightly so, those leaks 15 

get elevated many times to major stories that cause concern 16 

for our customers and we just need to make sure that we are 17 

outstanding in reducing the opportunities for our customers 18 

to wonder about whether the company is providing really good 19 

service.   20 

  The chance to lead PG&E in these challenges, for 21 

me, has been somewhat a way of circling around in my life.  22 

Early on in my career, when I joined the other utilities I 23 

was with, they were companies that were facing big 24 

challenges.  I joined one lighting company in New York at 25 
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a time when it was trying to license the Shoreham Nuclear 1 

Plant, which interestingly at the time there were three 2 

hugely controversial nuclear plants in the country, the 3 

Seabrook Plant, the Shoreham Plant, and the Diablo Canyon 4 

Plant, and I didn't realize that I would have the 5 

opportunity to be reunited with Diablo Canyon.  There, a 6 

company that spent a huge amount of money licensing a very 7 

controversial nuclear plant, when they solved that issue, 8 

they were left with a company that had provided really 9 

mediocre service to customers, had weakened political and 10 

regulatory relationships, and we had to rebuild those 11 

relationships, and we did it by focusing on customer 12 

service.  I remember the theme was "Team Logo [ph.], Service 13 

First."  And we really started to make some progress.   14 

  I was recruited out of New York to go to DT Energy 15 

and, again, it was a company that was working on solving 16 

some nuclear issues that were very expensive, it had 17 

underinvested in its infrastructure, it had frayed 18 

relationships with regulators for a whole bunch of reasons, 19 

and once we solved the basic underlying problems, we spent a 20 

number of years turning to focusing on providing outstanding 21 

service to our customers and we provided -- I think we made 22 

some significant effect on that.   23 

  Both of these companies, I think I saw 24 

companies with battered reputations providing mediocre 25 
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service, needing to build regulatory and political 1 

relationships, and those were the same issues that I saw 2 

here at PG&E.  And when I was approached to join this 3 

company, my first reaction was, "Why would I want to do 4 

that?"  My second reaction was, "I think I know what needs 5 

to be done.  I think I have some of the skills."  And then, 6 

when I talked to the team that was here, they were hungry to 7 

find answers to how they get back to the position of 8 

excellence that, for most of this company's history, it has 9 

been in.  So my experience is, today, to say this is not 10 

going to be easy, it's not going to happen overnight, but 11 

I've got confidence that PG&E now has the strategy and the 12 

people in place to really drive that change and make it the 13 

company that I think we all want it to be, and certainly our 14 

customers want it to be.  So with that, I will open it up to 15 

a dialogue with you, your questions, your comments, whatever 16 

you'd like to talk about.   17 

  MR. FRIZZELL:  Let me start by making sure the 18 

Operator gives instructions for those on the phone on how to 19 

dial up their questions and be put into the queue.  Please 20 

do so.  21 

  OPERATOR:  To ask a question, please press *, then 22 

the number 1 on your telephone key pad.  Please go ahead 23 

there.   24 

  MR. FRIZZELL:  Okay, again, we're going to go 25 
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back and forth between here and those on the phone.  I'm 1 

going to start with any questions here on the table.  Yes, 2 

sir.   3 

  MR. MATTHEWS:  Yes, Mark Matthews with ABC 7 in 4 

San Francisco.  I'd love to know what you think about the 5 

law in California that allows records to be kept secret, 6 

unlike most of the other states in the nation.   7 

  MR. EARLEY:  Yeah, I am not that familiar with 8 

that particular law.  Obviously, there are some issues 9 

around information on critical infrastructure.  And more and 10 

more, people are concerned about a lot of the details of 11 

critical pieces of electric and gas systems.  But, you know, 12 

that's something I think we really need to look at and talk 13 

to the CPUC about, is what is the appropriate approach to 14 

access to records.  15 

  MR. MATTHEWS:  Well, since most of the states in 16 

the country don't have this law, and since you desperately 17 

need to reestablish trust to your customers, do you have any 18 

plans to lobby to open this up?  19 

  MR. EARLEY:  That hasn't been high on my priority 20 

list, but it certainly is one of the things that, you know, 21 

we need to look at.   22 

  MR. MATTHEWS:  The panel that has been formed to 23 

look at the San Bruno explosion just said not too long 24 

ago, in the last few months, that numerous reports from 25 
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the company were stamped confidential and kept under wraps 1 

because the company insisted on it.  Again, using this law 2 

that doesn't apply in most of the states --  3 

  MR. EARLEY:  Yeah, as I said, I mean, I've been 4 

focusing on making sure we get the pipelines back in 5 

outstanding condition, that's obviously something that we're 6 

going to have to put on our agenda to take a look at what 7 

the appropriate way to go is.   8 

  MR. FRIZZELL:  I would like to ask, as we do our 9 

questions, you have one question, maybe one follow-up, and 10 

then we can come back around after others have a chance, as 11 

well.  Yes, please.  12 

  MS. BURKE:  Hi, Garance Burke with the AP.  Thanks 13 

so much for having us here.  The House has just passed a 14 

pipeline safety bill that would have quite enormous impact 15 

on PG&E and all of the utilities, requiring the placement of 16 

automatic shutoff valves where feasible throughout the 17 

network, as well as high pressure water tests on many many 18 

miles of densely populated pipeline, or pipeline in densely 19 

populated areas.  How much of a financial hit would this be 20 

for PG&E to comply with this requirement if it passes both 21 

Houses of Congress?  22 

  MR. EARLEY:  Yeah, obviously we have been working 23 

very closely with our delegation in Washington.  We think 24 

it is a positive enhancement to safety to have a piece of 25 
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legislation like that.  We actually think that many of the 1 

things, if not all of the things that we've proposed in our 2 

pipeline safety enhancement program are consistent with that 3 

legislation, with that legislation that was passed.  As you 4 

know, our Pipeline Safety Enhancement Program is about a 5 

$2.2 billion program, so it's going to be costly but I think 6 

it's something that's totally appropriate.  We want to make 7 

sure that our system is as safe as it can be.   8 

  MS. BURKE:  And just to follow-up, I know some 9 

safety advocates have raised issue with the amount of the 10 

Pipeline Safety Enhancement Program that will be passed on 11 

to ratepayers.   12 

  MR. EARLEY:  Right.  13 

  MS. BURKE:  Are you in any conversation at this 14 

point with the PUC about the potential to change that 15 

percentage?  16 

  MR. EARLEY:  Yeah, we made that filing and we 17 

proposed that the company will absorb some of those costs, 18 

but the other costs, and particularly those costs associated 19 

with adding technologies that were never a requirement, so 20 

automatic shut-off valves is one of the areas which clearly 21 

is a new requirement that is not only something that we 22 

propose in our plan, but it also will be part of this new 23 

legislation, and it's those sorts of costs that we think 24 

are appropriate to include in the cost of service to 25 
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customers.  So we think we have a fair proposal on the 1 

table, but we'll have to see what the CPUC says as part of 2 

that proceeding.  They're now reviewing that submittal.  3 

  UNIDENTIFIED MALE SPEAKER:  Can I ask a follow-up 4 

question -- 5 

  MR. EARLEY:  Please. 6 

  UNIDENTIFIED MALE SPEAKER:  -- to the pipeline 7 

safety bill cost?  Do you support the legislation that 8 

passed the House?  Or what is PG&E's position?  9 

  MR. EARLEY:  Yes, we support that legislation.  10 

  UNIDENTIFIED MALE SPEAKER:  You support the 11 

legislation.  And then, correct me if I'm not hearing this 12 

correctly, you don't see any additional incremental costs as 13 

a result of this law passing, granted what you guys have 14 

already proposed -- 15 

  MR. EARLEY:  From what we've seen, we think it's 16 

consistent with what we've already proposed.  Obviously, the 17 

bill here may have some last minute changes, particularly 18 

when it gets in its final form, but we're pretty confident 19 

that it's not going to be material changes in the cost.   20 

  MR. FRIZZELL:  Let me take it to the phone lines 21 

for a second.  Operator, can you -- is there somebody 22 

waiting for a question on the phone?  23 

  THE OPERATOR:  There is.  We have a question 24 

from Richard Nemec with Natural Gas Intelligence.  Your 25 
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line is open.  1 

  MR. NEMEC:  Thanks for holding this.  From a 2 

contingency standpoint, both in a financial and operating 3 

sense, if you don't get a chance to, or aren't permitted to 4 

resume the normal operating pressure on your system, and 5 

you're faced eventually with large, maybe hundreds of 6 

millions of dollars in fines for San Bruno, is that going to 7 

alter, or are you prepared to be able to withstand those 8 

types of setbacks and also sort of right the ship that 9 

you're trying to do, and make the progress that you're 10 

trying to address?  11 

  MR. EARLEY:  I think you've got two questions 12 

there.  Let me address each.  And the one on returning the 13 

pipelines to their operating pressures, we've make good 14 

progress in the testing program and with our applications to 15 

the CPUC to increase the pressure back in the pipelines to 16 

their allowable operating pressures.  And I think we now are 17 

confident that we will have adequate supplies of gas for the 18 

winter season.  So I think the pipeline pressure issue, 19 

we're working through those issues.   20 

  In terms of the ultimate impact on the company, we 21 

know that, of course, there will be fines levied, they will 22 

be large fines.  We also realize that the California Public 23 

Utilities Commission recognizes that the company has to 24 

have financial resources in order to be able to invest in 25 
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the infrastructure like this, and there's obviously a 1 

balance that's going to take place.  But we believe that we 2 

will be able to come through this process with the resources 3 

that we need to invest in both our gas and ultimately our 4 

electric system.   5 

  MR. NEMEC:  One follow-up.  You have contingency 6 

funds of how much to handle potential fines eventually from 7 

San Bruno?  8 

  MR. EARLEY:  Well, what we have said is that we 9 

are going to have to go to the marketplace and we'll have to 10 

sell equity in order to raise money, we'll have to maintain 11 

the prescribed debt/equity ratios that California has for 12 

us.  But we've also said there's no way to estimate what 13 

that number is right now, and so, while we know that there's 14 

some certainty, there's no way to give a number, so we 15 

haven't publicly given a number for how much we're going to 16 

have to raise.   17 

  MR. FRIZZELL:  I'm going to go to the phone for 18 

one more question.  Oh, we don't have any, so we'll come 19 

back -- Cassandra?  20 

  MS. SWEET:  Cassandra Sweet, Dow Jones Newswires 21 

and the Wall Street Journal.  So I wanted to ask you about 22 

that, kind of what the potential was for fines.  You know, 23 

we saw the $38 million fine that the CPUC levied -- I 24 

guess that was a couple weeks ago.  25 
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  MR. EARLEY:  Right.  1 

  MS. SWEET:  And we haven't had a chance to talk 2 

with you since then, so I wondered if you had anything to 3 

say about that.  And then, you know, some analysts have 4 

estimated you could be facing fines as high as $800 million, 5 

which might be on the low end.  And I've heard, you know, a 6 

$1 billion figure.  I mean, is that in the ballpark of 7 

what's possible?  8 

  MR. EARLEY:  I think what's appropriate is to look 9 

at what has been the total cost, and what will be the total 10 

cost, of San Bruno.  And when you look at what we've spent 11 

to date, our proposal in the Pipeline Safety Enhancement 12 

Plan, so there we've proposed, I think, the company absorb 13 

over half a billion dollars, $500 and some million.  With 14 

the announcement in our quarterly earnings that said we're 15 

going to spend $200 million above and beyond what we're 16 

authorized in rates, and we'll absorb that, you're at a 17 

billion dollars already in terms of costs.  And then the 18 

fines will go on top of that.  So you're in the billion plus 19 

range for a total cost of San Bruno.  And I think that 20 

that's the approach that the CPUC is going to have to take, 21 

and take a look at the totality.  Clearly, a fine is 22 

intended to make sure the company understands the 23 

seriousness of the problem and I will tell you that we 24 

understand the seriousness of the problem and are totally 25 
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committed to doing everything we can to prevent it from 1 

happening again.  But I just have no way of estimating what 2 

that -- the fine piece of that will be, as opposed to the 3 

other pieces.  Yes.  4 

  UNIDENTIFIED MALE SPEAKER:  Quick follow-up.  The 5 

over one billion dollars in costs that you cited, is that -- 6 

those are direct costs that you do not expect to recover 7 

from ratepayers -- 8 

  MR. EARLEY:  That's correct.  9 

  UNIDENTIFIED MALE SPEAKER:  -- related to San 10 

Bruno? 11 

  MR. EARLEY:  Yes.  So part of it is the proposal 12 

we made in the Pipeline Safety Enhancement Plan filing, so 13 

there of the $2.2 billion, I think the number is about $500 14 

billion plus that we said we would not seek recovery for, 15 

even though some of those expenses arguably you might have 16 

tried to seek recovery for.  And then the $200 million a 17 

year that we will be spending over the next couple years, we 18 

are not going to be seeking recovery for.   19 

  MR. FRIZZELL:  David.  20 

  MR. BAKER:  David Baker with the San Francisco 21 

Chronicle.  I wanted to follow-up on that last point that 22 

you were talking about there.  With the $2.2 billion 23 

program, granted, PG&E will be kicking in $500 million 24 

out of that, which is not a small amount, but you're 25 
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still leaving the large majority of that to be paid by the 1 

ratepayers if the CPUC agrees.  You know, when we first 2 

reported them, I'm sure a lot of the other people that are 3 

at the table had the same experience, we got absolutely 4 

flooded with angry emails from people saying, "Why on earth 5 

should I be paying them more to do the things that they were 6 

supposed to be doing all along?"  Why should the majority of 7 

this end up on the ratepayers, as opposed to coming out of 8 

your profits?  9 

  MR. EARLEY:  Yeah, and I think the answer to that 10 

is many of the things that we're proposing are things that 11 

are not standard on pipelines, were not required, and 12 

whether you argue we should have done them or not, if we had 13 

done them before, it certainly would have been something 14 

that would have been included in the company's cost of 15 

service.  And I think a way to measure and get a sense of 16 

whether that's the right ballpark, if you take a look at the 17 

filing by the other large gas utility in the state, Sempra, 18 

they were also asked to provide a Pipeline Safety 19 

Enhancement Plan and I think, if my recollection serves me, 20 

they're in about the same ballpark as that, you know, $1.7 21 

billion number that would result after you'd take out what 22 

we had proposed we not pay.  So that's kind of a sense check 23 

of, you know, that's probably the right ballpark for what 24 

ought to go into rates as opposed to what the company 25 
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ought to be absorbing.   1 

  MR. BAKER:  Is the part the customer -- the 2 

ratepayer -- is going to be paying for this extensive 3 

process of checking the records, then checking the strength 4 

of the pipe and all that?  Or are you simply looking to 5 

recover through rates the new infrastructure that you're 6 

going to be putting in and the upgrades? 7 

  MR. EARLEY:  I think in the proposal that we made, 8 

we said that we will absorb all costs through the end of 9 

2011, and done -- so all the work that we've done on the 10 

MAOP, the pressure process, all of the hydrostatic testing, 11 

all the way through 2011, everything we've done, we will 12 

absorb those costs.   13 

  MS. SWEET:  Everything you've done this year?  14 

  MR. EARLEY:  This year.   15 

  MS. SWEET:  I'm curious about another proposal 16 

from FIMSA that would require excess flow valves on a whole 17 

range of different types of pipelines, not just distribution 18 

lines running to single family homes.  Do you have any 19 

estimate as to how much of a financial hit these FIMSA 20 

proposals might have on the company going forward?  At this 21 

point, they're just in the rulemaking process.  22 

  MR. EARLEY:  Yeah, that I don't know.  For those 23 

of you who don't know what an access flow valve -- an 24 

access flow valve is a valve when you get a rush of any 25 
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liquid through a pipe, either water, or access flow valves, 1 

gas access flow valves, it will then shut off the flow with 2 

the assumption that you've got this rush because there's a 3 

break in the pipe.  And that's something that's never been 4 

required on pipelines.  It would be a new requirement.  We 5 

would have to take a look at what that would cost and, of 6 

course, there where it's absolutely clearly a new 7 

requirement, it would be something that would go into our 8 

cost of service.   9 

  MR. FRIZZELL:  Other questions?  Yes, please.   10 

  MR MATTHEWS:  The report that came out on this 11 

from the National Transportation and Safety Board said that 12 

not only did the company not take care of the stuff that it 13 

should have taken care of over the years, but the PUC didn't 14 

do an adequate job of overseeing what the company was doing.  15 

We've done a number of reports on the relationship between 16 

the PUC and the utility, and something that's come up has 17 

been a sort of industry junkets that PUC has helped to fund 18 

through third parties that have then invited the head of the 19 

PUC, for example, to go on trips around the world with the 20 

folks that he's supposed to be regulating, not just the 21 

Chairman of the California PUC, but other PUC members.  Is 22 

that policy going to change?  23 

  MR. EARLEY:  I'm not familiar with what you're 24 

talking about.  You know, there are things where 25 
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regulators need to go out and see what's happening in the 1 

industry.  I think most states, and I'm sure California is 2 

that way, requires the regulator to pay their share of going 3 

to see them.  But I think it is important that regulators go 4 

out and see what's happening not only in their own state, 5 

but in other states, to understand what's kind of state-of-6 

the-art.  But, you know, the specifics I'm not familiar 7 

with.  8 

  MR. FRIZZELL:  Yes, please.  9 

  UNIDENTIFIED MALE SPEAKER:  I have a question.  10 

How do you propose to convince the public to pay for these, 11 

and to bear what is the 90 percent of the cost of these 12 

improvements and so forth?  What do you do to convince them?  13 

  MR. EARLEY:  Yeah, I mean, we made a proposal to 14 

the California Public Utility Commission.  We will make our 15 

case that we think that what we're proposing is an 16 

appropriate allocation of cost because of the amount that we 17 

are suggesting that would go into our cost of service does 18 

cover new requirements that, you know, weren't anticipated, 19 

and that it would be appropriate to include that.  They all 20 

have their opinion based upon that, and we'll get a decision 21 

from them.  So it won't be us to convince, it's going to be 22 

ultimately the decision of the CPUC.   23 

  MR. FRIZZELL:  Cassandra -- 24 

  UNIDENTIFIED MALE SPEAKER:  Well, right, but 25 
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I'm talking about just the regular public, that's not -- 1 

that's obviously -- whose reacted rather negatively to all 2 

this and how -- in other words, one of the things you talked 3 

about was trying to reestablish trust with people --  4 

  MR. EARLEY:  Right.  5 

  UNIDENTIFIED MALE SPEAKER:  -- so it seems like 6 

that's an impediment to establishing trust, or at least a 7 

challenge, or an opportunity, or however you want to 8 

describe it.  How do you surmount that? 9 

  MR. EARLEY:  Well, I mean, first of all, when you 10 

take a look at, while the absolute number of, you know, $1.7 11 

billion is a large number, because it's -- a lot of it is 12 

capital investment that gets spread out, the recovery of 13 

that gets spread out over time, the actual impact on a 14 

customer's rate is not large.  And I don't have the exact 15 

number, but we've actually done those calculations that I 16 

think Beth can provide you with.  So, I mean, in one sense, 17 

it's not going to be that big of an impact, but on the other 18 

sense, we've got to convince people that these are important 19 

enhancements to the safety of the pipelines that they really 20 

ought to feel good that they now have a pipeline that is a 21 

system in California that is state-of-the-art, because we 22 

will be ahead of everyone else once we complete the program 23 

that we have proposed, I will tell you that from, I mean, 24 

I've been in this business 25 plus years and we will be 25 
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far ahead of everyone else.   1 

  MR. FRIZZELL:  Cassandra.  2 

  MS. SWEET:  So I had a question just about the 3 

$200 million that is, I guess, 2012 and 2013.  I think at 4 

the time, during your earnings that you were discussing 5 

those amounts, a lot of us kind of assumed that that would 6 

go into pipeline safety, you know, those activities around 7 

them, and then we were told later on that that's not all 8 

that that money is going to be spent on, and I think maybe 9 

that gets back to the comments you made about kind of what 10 

you found when you came to PG&E.  Can you tell us a little 11 

bit more about that?  12 

  MR. EARLEY:  Yeah.  What we want to do, and what I 13 

had asked to be done was to do just a complete review of 14 

what we ought to be spending in 2012 and 2013, to really 15 

move us in the direction of being a very strong 16 

operationally focused utility.  Some of the things relate to 17 

gas pipeline issues.  So one of the things that every single 18 

gas pipeline and gas distribution system has is there are a 19 

number of non-critical leaks on every system, and you have  20 

-- there are certain periods of time to repair those non-21 

critical -- and non-critical leaks are small leaks, leaks 22 

that are not near structures.  But what we want to do is to 23 

make sure every time a customer smells one of those leaks 24 

here in California there is concern that, is this a major 25 
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problem?  So we said we want to accelerate the repair of 1 

those sorts of routine leaks and make sure we get those out 2 

of the way, clear out that backlog.  There are also, we 3 

discovered, I discovered, that there are also customer 4 

service issues.  It takes a long time, if you build a new 5 

commercial facility, it will take a significant amount of 6 

time if you call us up and say, "Hey, I've got a new 7 

commercial facility, I need electric and gas service hooked 8 

up."  It takes a long time to do that.  And we've done some 9 

benchmarking, what do the best companies do, and we're going 10 

to commit the money to improve our processes so that we can 11 

be more responsive to customer needs.  I mean, if you put in 12 

a new business, you want to have electric and gas hooked up 13 

as soon as you can, once you get that business up and 14 

running.  And then there are a whole range of other things 15 

that we said, look, if we're really going to be good, these 16 

are the types of things that we need to do.  And we said, 17 

"Let's just spend the money and get it done."   18 

  MS. SWEET:  Are you hiring a lot of new people?  19 

Can you give us an idea of how many?  20 

  MR. EARLEY:  I -- we can get you some of the 21 

numbers.  I know we've hired at least 200 engineers across 22 

the company.   23 

  MS. SWEET:  I think -- it's just -- it's a 24 

significant amount of money, it's on top of the 25 
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significant investment that PG&E already, you know, has 1 

proposed to make and will be required to make.  You know, 2 

and it comes at a time when the economy here in California 3 

is not very good.  You know, I think we still have the 4 

second highest unemployment behind Michigan, and so maybe 5 

you jumped out of the frying pan into the fire?  6 

  MR. EARLEY:  I come here and one of the things I'm 7 

very sensitive to is affordability of electric and gas 8 

service.  And coming from Michigan with the economy that was 9 

in that state from 2000 -- really it went into the national 10 

recession in the 2003-2004 timeframe, so four years ahead of 11 

everyone else, and quite honestly, I was concerned 12 

particularly about electric rates.  I mean, electric rates 13 

at one time were above $.40 a kilowatt hour at the top end; 14 

but as I looked into it, the thing that customers really 15 

care about is their total energy bill -- what is that check 16 

they have to write?  And for much of our service territory, 17 

if you look at the rate times the usage, both gas and 18 

electricity, it becomes much more affordable.  Part of it is 19 

because of the weather, part of it is because California, 20 

particularly PG&E, has been very successful in implementing 21 

energy efficiency programs.  And energy efficiency programs 22 

drive down usage, which drive down the total bill.  We have 23 

worked on the rate structure; for a whole bunch of 24 

reasons, California does have one of the most complex 25 
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rate structures in the country, and so the high end rates 1 

were skewed for various purposes.  We've been successful in 2 

getting some of those high tier rates combined and brought 3 

them down because, while in San Francisco, many San 4 

Franciscans don't have air-conditioning and they don't have 5 

to worry about running their air-conditioners during the 6 

summer, if you live out in Fresno and you get a hot spell in 7 

the Valley, if you're paying the top tier rates, that can be 8 

very expensive.  So we'll look at working at rate design and 9 

rate structure, as well.  But I think we do need to look at 10 

affordability.   11 

  MR. FRIZZELL:  Ladies and gentlemen, I appreciate 12 

-- oh, yes, one last question.  13 

  MS. SWEET [presumed]:  So you were talking about 14 

what's on the mind of consumers in this economic downturn 15 

and obviously, in San Bruno, consumers have other things on 16 

their minds, they're still waiting to see some resolution 17 

from what happened last year.  I wonder if you can talk 18 

about the civil lawsuits and how that consolidated procedure 19 

is winding its way through the courts in San Mateo, and what 20 

PG&E's position is on that?  21 

  MR. EARLEY:  Sure.  I mean, we have been working 22 

to settle those lawsuits.  These people suffered a terrible 23 

tragedy and we want to try and resolve those cases for 24 

them as soon as we can.  We have actually -- we have 25 
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resolved some of the cases to date.  We think that the trial 1 

date that was set by the Judge, which is July of next year, 2 

is really a forcing function, anyone who has been involved 3 

in civil litigation knows, as the trial date gets closer, 4 

that tends to facilitate settlement.  But we don't want to 5 

wait that long and we have settlement discussions in the 6 

various cases going on as we speak, and we'll continue to 7 

work to get those settled as quickly as we can to provide 8 

resources to the victims of that.   9 

  MR. FRIZZELL:  And our last question.  10 

  MS. STANDEN:  Hi, Amy Standen.  On the issue of 11 

recordkeeping, you've been in the industry for a long time.  12 

Coming into PG&E, do you have a sense that  13 

PG&E was more negligent in that regard, or whether it just 14 

had the misfortune of essentially, you know, getting caught 15 

in one incident --  16 

  MR. EARLEY:  I think it's a combination of things. 17 

Remember, these pipelines were built in the 1950's, 1960's, 18 

and from my experience, recordkeeping back then was not as 19 

detailed, obviously you didn't have electronic records, so 20 

it was all manual.  I think other companies did a better job 21 

in tracking even their manual records, but I think every 22 

company will find holes.  I will tell you, I've talked to 23 

many people in the industry and I've said, "You better be 24 

out there checking your records right now."  So I think 25 
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that PG&E had some real problems and issues.  They are a 1 

matter of degree difference from others; and no other 2 

companies had perfect records. I think there are issues that 3 

everyone needs to look at.  4 

  MR. FRIZZELL:  Okay, my one final question.  You 5 

have it.  6 

  UNIDENTIFIED MALE SPEAKER:  Which I'll try to 7 

combine into two, of course.  Two questions, I mean, you 8 

know, why should the public trust PG&E now after all this?  9 

Number two, if you had one thing that you wanted to be sure 10 

to get done in a concrete fashion by the end of 2012, what 11 

would that be?  12 

  MR. EARLEY:  I think the public has good reason 13 

not to trust PG&E.  I understand that.  And I think what we 14 

need to do, and by the end of 2012, is make progress in 15 

providing safe, reliable, and affordable electric and gas 16 

service.  And we're going to do that by measuring where the 17 

best in class is.  And one of the things that I've started 18 

since I've been here is I've asked every organization within 19 

the company to take a look at what does it mean to be the 20 

best operating utility in the country -- and there is no one 21 

best operating utility.  So look across the spectrum, figure 22 

out what the best companies are doing, and then identify 23 

where we are against that benchmark.  And by the end of 24 

2012, I want to see movement on those benchmarks 25 
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providing better service to customers.  1 

  MR. FRIZZELL:  George, is that final?  Got 2 

everything you need?  Okay, ladies and gentlemen, thank you 3 

very much.  We're going to try to do this periodically for 4 

you.  I appreciate everybody on the phone for listening in, 5 

as well as everybody here.  Thank you again.   6 
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