Establishing action on San Bruno Proceedings and voting on April 9, 2015

Introducing the day’s actions:

We are here to take up a number of items related to a September 9, 2010 pipeline rupture, explosion
and fire in San Bruno. The explosion resulted in 8 deaths, including a CPUC employee and her daughter,
loss of 38 homes, and damage to another 70. Those who perished include:

Gregory Bullis

William Bullis

Lavonne Bullis

James Franco

Jacqueline Greig (who was employed here at the CPUC and a colleague of many present)
Janessa Greig

Jessica Morales

Elizabeth Torres

The three investigations with final decisions before us today concern not just the September 9, 2010 San
Bruno explosion and fire, but related issues concerning PG&E’s record keeping and operations in areas
of high population density. These are matters affecting all of PG&E’s gas utility service area, although
we often refer to them as the San Bruno proceedings because of the severity of the gas pipeline
explosion that raised the issues.

We will suspend our normal agenda procedures today to allow members of the families who suffered to
speak first, and then the Mayor of San Bruno, and then other members of the public. | have been asked
to read a short legal statement, and | beg your patience while | do that:

“Provisions of the Bagley-Keene Act do not allow public comments from parties in a proceeding.
(See generally California Government Code Section 11125.7). Public comments regarding
adjudicatory hearings are also not allowed. (See specifically California Government Code Section
11125.7 (h)). In order to preserve and protect due process for all parties, the Commission’s decision
must be based on the official record of the proceedings, and not on comments that are outside the
record. During the course of these proceedings, all of the parties, including the City of San Bruno,
had ample opportunity to participate, and indeed did. As a result, such public comments by parties
would not be allowed. We emphasize that we are making a special exception in this case with
respect to providing an opportunity for both members of the public and a party to speak publicly on
an adjudicatory matter, this exception has no precedential value, and will not be taken into
consideration in the Commission’s ultimate decision on the matter. Given the extraordinary nature
of this case, the Commission has granted San Bruno Mayor Ruane’s request to address the
Commission during the meeting, as well as other members of the public who wish to speak publicly
about these matters.”

After the votes on the three investigations and the penalty decision, we’ll take a break, and then resume
our normal agenda procedures.

| now offer our attention to families whose members perished in the San Bruno gas explosion.

Mayor Ruane, the podium is yours.



Other speakers (from signup list).
Note that Commissioner Florio is recused from this matter

First we will take up Items 30-32, the Modified Presiding Officers Decisions addressing violations in
order as they appear on today’s agenda. | am the assigned Commissioner on all three of these
matters. All were assigned to me last fall, well after the investigations were initiated. [I'll briefly
introduce each, take comments from the other Commissioners present, and then take a separate roll
call vote on each.

e Decision Regarding Operations and Practices with Respect to Facilities Records. 1.11-02-016.
This decision finds that PG&E violated rules related to record-keeping on the location and condition
of high pressure natural gas transmission pipelines. The rules are contained in American Society of
Mechanical Engineers (ASME) B.31, Public Utilities Code 451, the regulations set forth in Part 192 of
Title 49 of the Code of Federal Regulations, and Rule 1.1 violations. This decision finds that PG&E
committed 33 violations, many of them continuing over a span of years, for a total of over 350,000
violation days.

e Decision Regarding Operation of Natural Gas Pipelines in Locations with Higher Population Density.
1.11-11-009.
This decision finds that PG&E failed to maintain and operate the various segments of its natural gas
transmission pipeline system in the appropriate manner and in accordance with standards in
locations with higher population densities. These actions constitute violations of Part 192 of Title 49
of the Code of Federal Regulations, and Public Utilities Code 451. The decision before us finds 2,360
violations, resulting in over 18 million violation days.

e Decision Regarding San Bruno Explosion and Fire. 1.12-01-007.
This decision details violations related to the 1956 construction of a 30-inch segment of high
pressure natural gas transmission pipeline in San Bruno, and operations of pipelines leading up to a
September 9, 2010 pipeline rupture, explosion and fire. The explosion resulted in 8 deaths,
including a CPUC employee and her daughter, 58 injuries, loss of 38 homes, damage to 70 other
homes, and extensive harm to the community and its sense of security. The decision finds that
PG&E violated regulations set forth in Title 49 of the Code of Federal Regulations, and Public Utilities
Code 451, which states that all public utilities must maintain “adequate, efficient, just and
reasonable” services and facilities as are “necessary for the “safety, health, comfort and
convenience” of its customers and the public. The decision details that the company committed 32
violations, many continuing for years, with a total of 59,255 days in violation under Public Utilities
Code Sections 2107 and 2108.

Call for roll call vote for each of the three above violation Modified Presiding Officer’s Decisions

Now, we’ll take up the Penalty Decision



This decision is different from the President Officers Decision released last year, and the Modified
Presiding Officers Decision provided in March. Instead, we take up what we call a Decision Different —
an alternative to the course outlined in the Administrative Law Judge’s proposed decision.

I'd like to emphasize that the actions that I’'m offering shouldn’t in any way be considered a judgement
about the scope or the quality of the work by Judges Yip Kikugawa and Wetzell, who have done a fine
job in a complex, demanding and painful matter. Offering a different policy approach is exactly why
Commissioners were created by the citizen’s initiative that created the California Public Utilities
Commission. Commissioners are appointed by the Governor and confirmed by the California State
Senate to provide a check and balance, and to bring a community perspective to what otherwise might
be an isolated decision made by legal and technical analysts. | think that the proposal that I’'m offering
recognizes the hard work of the Judges, our Legal Division and the Safety and Enforcement work. |
came to the Commission past midway in the investigative and adjudicatory process, and nothing that
I've experienced on this matter has been simple, or easy.

These investigations and the development of our decisions have followed a long hard contentious road.
All together, the three proceedings:

e Took 46 days of evidentiary hearings and testimony

e Included 5,377 pages of oral testimony

o Reference approximately 700 exhibits.

e And, in the San Bruno Explosion and Fire proceeding, there are 282 pleadings, orders, and
rulings,; in the PG&E Records investigation, there are 327 documents; in the PG&E Class
Location investigation, there are 246 documents; with all totaling thousands of pages.

In addition to Judges Amy Yip-Kikugawa and Mark Wetzell, | would like to also thank:
The following are the major contributors to the San Bruno proceedings and PODs/DD:

1. AUs
Maryam Ebke
Thomas (“Tom”) Pulsifer

2. Al Steno
Lillian Li
Shonta Bryant
Joyce Tom

3. PIO
Terrie Prosper

4. Public Advisor
Karen Miller

5. Legal Division — Advisory
Arocles Aguilar




Peter Allen
Joel Perlstein

6. Legal Division Support
Margarita (“Margie”) Lezcano
Charlene Lundy

7. SED Advocacy
Julie Halligan

Raffy Stepanian
Ken Bruno
Willard Lam
Gina Adams
Harvey Morris
Travis Foss

Pat Berdge
Beth McQuillan
Jason Reiger
Darryl Gruen
Bob Cagen
Catherine Johnson
Sunil Shori

8. ORA

Mark Pocta
Nathaniel Skinner
Dave Peck

Tom Roberts
Pearlie Sabino
Karen Paull

Traci Bone

9. Commissioner Advisors

Christine Hammond

Ken Koss

Elizabeth Podolinsky

Julie Fitch (Commissioner Peterman)
Melicia Charles (Commissioner Peterman)
Rachel Petersen (Commissioner Randolph)
Ditas Katague (Commissioner Sandoval)
Alison Brown (Commissioner Sandoval)
Jaime Ormond (Commissioner Sandoval)

My proposal is built on the detailed and extensive findings that we just adopted in the San Bruno
Explosion, Class Location and Record Keeping decisions. The Decision Different finds that PG&E
committed 2,425 violations of Part 192 of Section 49 of the Code of Federal Regulations, Section 451 of
the California Public Utilities Code, the 1955 ASME Standard B.31.8, General Order 112, and Rule 1.1 of



the Commission’s Rules of Practice and Procedures. As stated earlier, many of these violations occurred
over a number of years, for a total of 18 million days in violations.

This proposed decision would penalize PG&E a total of $1.6 billion paid by PG&E shareholders in
connection with the three proceedings that we just adopted. The overall penalty includes $850 million
to be directed toward improving pipeline safety infrastructure, a $300 million fine that will be paid to
the State of California, a one-time $400 million bill credit that will be shared with PG&E’s gas customers,
along with $50 million for other remedies and costs.

The Decision Different varies from the proposed approach issued by the Judges by increasing the overall
penalty from $1.4 billion to $1.6 billion, shifting the bulk of the penalty from fines going to the state’s
General Fund, which would be spent statewide, to safety in the ground for PG&E ratepayers and the
public in PG&E’s service area. When adding the $1.6 billion total penalties here to the disallowances
already adopted in the earlier PG&E Pipeline Safety Enhancement Program, the total cost to PG&E’s
shareholders is approximately $2.2 billion. This constitutes the largest penalty on a California utility
ever, and one of the largest in the US. The pattern that | offer here is similar to the structure outlined in
legislation offered by Senator Hill, and to an earlier staff proposal from the Safety and Enforcement
Division.

Why not assess higher fines and penalties? This is one of the many difficult issues in utility regulation.
Utilities borrow large amounts of money to fund their investments — like long-lived transmission lines,
for example — for which they collect through rates over a period of years. One of the advantages of
utilities, which are useful for building long-term infrastructure and leveraging private capital, is that they
have a guaranteed rate of return built into their rate structures in order to attract private investment,
and thus their cost of borrowing is low. Push them to the edge of cash shortage, and their costs of
borrowing will go up, resulting in higher rates over time. The Commission’s safety division arranged for
an economic study during this investigation of PG&E’s ability to absorb a fine, including what level of
fine might begin to impact PG&E’s cost of borrowing. This study, which was part of the record in this
proceeding, estimated that a penalty of up to $2.45 billion would not impact PG&E’s cost of borrowing
funds.

Another very frustrating issue for me is that PG&E may book the disallowances — which we are directing
to safety in the ground — as tax deductions and use them to avoid paying state and federal corporate
income taxes. This is not just an issue here. I'll point to an article in the February 3, 2015 New York
Times entitled, “When Company is Fined, Taxpayers Often Share Bill.” Though this may be the case
here, we don’t control tax policy or implementation. Still, on balance, | lean toward improving public
safety in our penalty design. Sending a painful signal to the company may encourage it to take extra
steps to avoid future harm or ease our outrage, but making sure that shareholders — not ratepayers -
spend their dollars to improve public safety is justice.

| suggest that we take steps to alert the California Board of Equalization and Franchise Tax Board and the
Commissioner of the US Internal Revenue Service of our actions and the character of our disallowances
so that they can evaluate PG&E’s potential future tax filings appropriately. | also suggest that we share



this with key California Legislative Committees so that they are alert to this concern. If we adopt this
decision different, I'll ask my staff to work with our General Counsel to draft appropriate letters alerting
them to this potential loophole and ask them to clarify the Legislature’s intent for the Board of
Equalization and Franchise Tax Board.

| ask your support.
Comments from Other Commissioners

Call for roll call vote on Decision Different
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