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Q1.  Please state your name and business address. 1 

A1.  My name is John L. Geesman.  My business address is 1999 Harrison Street, Suite 2000, Oakland, 2 

California. 3 

 4 

Q2.  What is the purpose of your appearance today? 5 

A2.  I am appearing for the purpose of providing testimony to support and describe five ratemaking 6 

recommendations being proposed by the Alliance for Nuclear Responsibility for the Commission’s 7 

consideration in the Pacific Gas & Electric Company (“PG&E) Test Year 2017 General Rate Case. 8 

 9 

Q3.  Are your qualifications, as provided in Attachment 1 to this testimony, true and correct? 10 

A3.  Yes. 11 

 12 

Q4.  What is the nature of the five ratemaking recommendations being proposed by the Alliance for Nuclear 13 

Responsibility in this proceeding? 14 

A4.  The five ratemaking recommendations proposed by the Alliance for Nuclear Responsibility would result 15 

in the adoption of (a) reasonable ratemaking assumptions and forecasts relevant to determining the Test 16 

Year 2017 and Post-Test Years 2018 and 2019 revenue requirements for Diablo Canyon Nuclear Power 17 

Plant operations, and (b) alternative performance-based rates through which Diablo Canyon Nuclear Power 18 

Plant-related revenue requirement would be recovered from PG&E electric customers.  In several respects, 19 

I believe PG&E is proposing to increase electric rates on the basis of erroneous, inconsistent or 20 

unreasonable assumptions and analyses.  I am proposing the Commission reject certain of those 21 

assumptions and analyses and modify the Test Year 2017 revenue requirement to reflect more reasonable 22 

assumptions and forecasts.  I also address whether current ratemaking will fairly allocate the financial risks 23 

associated with the operation of Diablo Canyon Nuclear Power Plant between PG&E shareholders and 24 

customers.  Because I believe current ratemaking allocates a disproportionate level of these financial risks 25 

to customers, I am proposing alternative, performance-based ratemaking for the recovery of Diablo Canyon 26 

Nuclear Power Plant-related revenue requirement. 27 

 28 

Q5.  Are there any interdependencies or interrelationship among these five recommendations? 29 

A5.  No.  Each of the recommendations is presented, and should be evaluated, on its own merits.  The 30 

Commission can adopt any one of my recommendations, or any combination of them, without adopting all 31 
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of them.  My abiding recommendation is, of course, that the Commission should adopt all of them in order 1 

to assure the electric rates adopted in this proceeding are just and reasonable. 2 

 3 

Q6.  What are the five ratemaking recommendations the Alliance for Nuclear Responsibility is proposing in 4 

this proceeding? 5 

A6.  The five ratemaking recommendations are as follows: 6 

 First, the Alliance for Nuclear Responsibility recommends the revenue requirement directly 7 

related to Diablo Canyon Nuclear Power Plant operations adopted by the Commission in 8 

this phase of the general rate case be removed from base electric rates and recovered 9 

through a new rate schedule denominated as “Schedule DC”.  Given the specific 10 

deficiencies in the PG&E risk analyses and related risk-based budgeting for the Diablo 11 

Canyon Nuclear Power Plant, which I describe later in my testimony, I believe the 12 

Commission should take steps to hold PG&E’s customers financially harmless from 13 

misrepresented, unaddressed or inadequately mitigated safety and reliability risks 14 

associated with the continuing operation of the Diablo Canyon Nuclear Power Plant.  My 15 

proposal provides PG&E fair opportunity to recover the entire Diablo Canyon Nuclear 16 

Power Plant-related costs of operation adopted in this rate case, including return of and on 17 

capital, but allocates an appropriate measure of financial risk to the company; 18 

 Second, the Alliance for Nuclear Responsibility recommends the Commission exclude the 19 

costs of the proposed project to replace the main generator stator of Diablo Canyon 20 

Nuclear Power Plant Unit 2 from PG&E’s revenue requirement.  PG&E’s test year revenue 21 

requirement for this project is inconsistent with the company’s internal evaluations of the 22 

reasonably foreseeable full costs of the project, precluding the Commission from making 23 

any findings regarding the reasonableness of the project costs.  In addition, the analyses 24 

and materials relied upon by PG&E to justify the project are insufficient to establish that the 25 

project is cost-effective or prudent.  Those analyses and materials are, in large part, based 26 

upon the assumption Diablo Canyon Nuclear Power Plant Unit 2 will operate for a period 27 

well beyond the current license period authorized by the Nuclear Regulatory Commission.  28 

That assumption is inconsistent with other aspects of PG&E’s case-in-chief.  As a result, I 29 

am recommending the Commission omit the costs of the project from PG&E’s revenue 30 

requirement until such time as PG&E receives all licenses, authorities, permits, and/or 31 
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exemptions necessary to extend the operating life for the Diablo Canyon Nuclear Power 1 

Plant Unit 2 for a period consistent with the project justifications relied upon by PG&E in its 2 

internal project-approval processes; 3 

 Third, the Alliance for Nuclear Responsibility recommends the Commission reject the 4 

unreasonably high annual depreciation expense proposed by PG&E for the remaining and 5 

proposed capital investment in the generating assets and equipment, transmission assets 6 

and equipment, and general plant constituting Diablo Canyon Nuclear Power Plant-related 7 

rate base.  In lieu of PG&E’s proposed annual depreciation expense for Diablo Canyon 8 

Nuclear Power Plant-related assets, the Commission should adopt (a) a lower annual 9 

depreciation expense for Diablo Canyon Nuclear Power Plant-related assets consistent 10 

with PG&E’s own internal analyses and ratemaking policies, and (b) adjust Diablo Canyon 11 

Nuclear Power Plant-related revenue requirement in a manner consistent with that lower 12 

annual depreciation expense; 13 

 Fourth, the Alliance for Nuclear Responsibility recommends the Commission reject PG&E’s 14 

proposal to terminate the Diablo Canyon Nuclear Power Plant seismic studies balancing 15 

account.  PG&E proposes to terminate the balancing account because the costs subject to 16 

recovery through this mechanism are relatively small and can be forecasted accurately.  17 

But the balancing account provides improved State oversight of PG&E’s assessment of the 18 

plant’s seismic setting, which potentially can cause profound economic and physical 19 

effects on public safety, resource-planning and environmental quality.  The public interest 20 

in careful scrutiny would be better served through the annual reviews provided under the 21 

balancing account mechanism than would be true under triennial (or worse, under Staff’s 22 

proposed quadrennial) general rate case filings; 23 

and, 24 

 Fifth, the Alliance for Nuclear Responsibility recommends the Commission omit the costs 25 

of the Independent Spent Fuel Storage Installation expansion project from electric rates 26 

until such time as PG&E demonstrates it is in full compliance with the recommendations of 27 

the California Energy Commission regarding the transfer of spent fuel assemblies to dry 28 

cask storage.  A plan for such compliance was previously required by this Commission as 29 

a condition precedent to cost recovery for the expansion project.  PG&E’s plan as 30 

submitted falls far short of a reasonable attempt to comply with the California Energy 31 
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Commission’s recommendations regarding the acceleration of the transfer of spent fuel 1 

assemblies to dry cask storage. 2 

 3 

A.  Alternative Ratemaking for Diablo Canyon Nuclear Power Plant-Related Revenue Requirement 4 

Q7.  Let’s return to the first recommendation you enumerated.  To begin, please restate the 5 

recommendation. 6 

A7.  The Alliance for Nuclear Responsibility is recommending the Commission exclude the revenue 7 

requirement directly related to Diablo Canyon Nuclear Power Plant operations from base electric rates.  I 8 

propose these costs instead be recovered through a new rate schedule, denominated as “Schedule DC”.  9 

Schedule DC would be used to recover the revenue requirement associated with Diablo Canyon Nuclear 10 

Power Plant-related generation, transmission and general plant costs of ownership and operating 11 

expenses. 12 

 13 

Q8.  What purpose would the adoption of the new rate schedule serve? 14 

A8.  First, the adoption of the new rate schedule would provide motivation for PG&E to improve the quality 15 

of the risk assessments the utility performs for the Diablo Canyon Nuclear Power Plant.  This 16 

recommendation stems from my conclusion that PG&E has failed, in the context of its nuclear operations, 17 

to meet the directions imposed by this Commission regarding the conduct of risk assessments, analyses, 18 

and budgeting that reflects diligence in identifying, evaluating and mitigating safety and reliability risks 19 

inherent in this aspect of the company’s utility operations.  In many respects, the PG&E risk analyses 20 

related to its nuclear operations are flawed, incomplete or, in PG&E’s lexicon, “immature.”  If the 21 

Commission is serious about enforcing an emphasis on public safety and effecting cultural changes in utility 22 

management and operations, the Commission’s ratemaking orders must impose consequences where a 23 

utility performs and submits inadequate or incomplete risk analyses.  As is evident from PG&E’s case-in-24 

chief, current ratemaking as applied to Diablo Canyon Nuclear Power Plant-related revenue requirement 25 

does not provide sufficient financial incentives for a utility to perform comprehensive and effective risk-26 

based analyses or budgeting. 27 

 28 

Q9.  Would you elaborate on your characterization of the PG&E risk analyses as being “flawed, incomplete 29 

or otherwise deficient” in the context of the company’s nuclear operations? 30 
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A9.  Based on my review of the Commission’s safety rulemaking docket and orders, the Commission 1 

instructed the regulated utilities to conduct comprehensive, self-critical analyses designed to seek and 2 

reveal omissions and deficiencies in their organizations, personnel, training, planning, operations, and 3 

assets posing undue risks to public safety.  I believe the Commission expects the utilities to create new 4 

insights into the extent and magnitude of the risks to public safety posed by existing utility practices and 5 

facilities and then, as appropriate, implement new activities, projects, practices, and standards marked by 6 

innovation, cultural shifts or changes in course which would mitigate undue risks to public safety.  In 7 

reviewing the PG&E risk analyses related to the Diablo Canyon Nuclear Power Plant presented in this 8 

general rate case, I did not see anything approaching the level of significance or emphasis the Commission 9 

has placed on public safety or risk analysis.  To the contrary, PG&E’s case-in-chief strikes me as 10 

comporting with “business as usual.”  That is, PG&E has based the vast majority of its case-in-chief on the 11 

wholly unremarkable results of operations derived from Base Year 2014 and, as a result, Test Year 2017 12 

brings no discernibly momentous changes to PG&E’s organizations, personnel, training, planning, 13 

operations, or assets.  This is quite evident from the numerous “step function” waterfall charts PG&E 14 

provides throughout its showing to describe the build-up of its Test Year 2017 revenue requirement. 15 

 16 

If I were to delete any mention of “risk analyses” and “risk-based budgeting” from PG&E’s case-in-chief, I 17 

would expect very little, if any, change in the proposed Test Year 2017 revenue requirement or the 18 

multitude of activities, projects and programs planned for the three-year rate period.  Where I, and I believe 19 

the Commission, expected to see innovation, this is an ordinary, run-of-the-mill rate case where mundane 20 

programs, such as a renewed emphasis on driver safety and attentiveness, are characterized as important 21 

safety-related cultural shifts. 22 

 23 

Q10.  Do you have more specific criticisms of the manner in which the PG&E risk analyses and risk-based 24 

budgeting processes are reflected in PG&E’s proposed Test Year 2017 Diablo Canyon Nuclear Power 25 

Plant-related revenue requirement? 26 

A10.  Yes.  My review of the PG&E general rate case materials focused primarily on PG&E’s nuclear 27 

operations and PG&E’s assessments of the risks to public safety posed by the continuing operation of the 28 

Diablo Canyon Nuclear Power Plant.  As to those operations, I am skeptical PG&E has fully identified the 29 

risks to public safety posed by Diablo Canyon Nuclear Power Plant operations and, even as to the risks 30 

PG&E has assessed, that PG&E’s analyses are robust or reliable.  As a result, I believe PG&E has 31 
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understated the nature of the risks posed by Diablo Canyon Nuclear Power Plant operations to the public 1 

safety and/or failed to mitigate those risks adequately.  My view is based on several specific deficiencies 2 

and omissions I found in the PG&E risk analyses. 3 

 4 

First, although the risk assessments and risk-based budgeting processes performed for the Diablo Canyon 5 

Nuclear Power Plant were done by PG&E’s nuclear organization and outside PG&E’s corporate-wide risk 6 

processes, those assessments and the resulting budgets suffer from many of the deficiencies found in the 7 

corporate-wide processes.  As Messrs. Suri and Davies explain in their testimony, PG&E’s risk-assessment 8 

and -budgeting processes are relatively early stage and have not yet incorporated steps and resources 9 

characteristic of mature, effective risk-based planning processes.  For example, PG&E’s risk analyses do 10 

not address uncertainty risks, a particularly important consideration for nuclear operations, do not provide 11 

for independent assurance and validation of process results, and rely exclusively upon information and 12 

opinions provided by internal subject matter experts, which exposes PG&E’s processes to inherent biases 13 

and blind spots. 14 

 15 

Second, the PG&E risk-assessment processes bear a misplaced and undue emphasis on financial risks to 16 

PG&E’s shareholders rather than safety risks posed to the public.  As an example, PG&E’s risk analyses 17 

place a higher priority on addressing (a) the likelihood this Commission will impose ratemaking 18 

disallowances for power purchase costs incurred under contracts previously approved by the Commission, 19 

but which the Commission might later second-guess, than would be the case for (b) the occurrence of 20 

precursors leading to a catastrophic core-damaging event at the Diablo Canyon Nuclear Power Plant.  21 

These results demonstrate fundamental and structural flaws in PG&E’s analytical approach which can only 22 

cause PG&E’s risk assessments to fall well short of the Commission’s regulatory objective of protecting 23 

public safety. 24 

 25 

Third, PG&E’s risk-based budgeting relies heavily on the assumption that compliance with relevant federal 26 

and state regulatory requirements would largely mitigate enterprise- and operating-level risks posed by 27 

potential Diablo Canyon Nuclear Power Plant failures.  This assumption is flawed in several respects: 28 

 My experience is that federal and state safety regulations and standards represent “works 29 

in progress” rather than some “gold standard.”  Official regulations and standards are 30 

subject to continuous revisions and improvement, oftentimes significant.  From a practical 31 
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standpoint, unknown or uncertainty-related risks are not and cannot be addressed, a point 1 

on which I believe PG&E and I are in agreement.  In particular, the Nuclear Regulatory 2 

Commission, the federal agency charged with overseeing the safety of commercial nuclear 3 

power plants, is constantly amending its regulations as new events reveal potential 4 

hazards left unaddressed by existing rules and regulations.  As I present this testimony, 5 

the agency is considering the adoption of new and likely stricter regulations addressing 6 

safety- and reliability-related vulnerabilities exposed by the seismic and tsunami event and 7 

aftermath experienced at the Fukushima Daiichi facility in Sendai, Japan.  PG&E implicitly 8 

concedes the absence of regulations addressing potential, significant hazards unknown 9 

prior to that event and proposes to cover its exposure to the additional costs of complying 10 

with any new regulations through a balancing account assuring the full recovery of any and 11 

all such costs.  PG&E also concedes its omission of uncertainty analyses despite its own 12 

internal analyses characterizing beyond-design-basis events as credible and warning that 13 

addressing such events is critical to plant safety and reliability.  I should point out that, 14 

based on my review of the list of domestic commercially operated nuclear plants which 15 

have surrendered their reactor operating licenses, only two have done so according to a 16 

planned schedule.  The others have done so as a result of unforeseen or unplanned 17 

events or conditions rendering them unreliable, unsafe or too costly to operate; 18 

 I must also express some skepticism as to the adequacy of federal safety regulations in 19 

addressing even well-known and –understood safety risks posed by commercial nuclear 20 

power plants.  There are several instances of which I am aware where the Nuclear 21 

Regulatory Commission has proposed the adoption of regulations addressing known 22 

potential risks, only to abandon or relax them in response to industry opposition to the 23 

costs of compliance; 24 

and, 25 

 Finally, determinations as to whether any particular plant or operator is in “full” compliance 26 

with federal and state regulations are to some extent subjective and speculative.  The 27 

Nuclear Regulatory Commission only audits a tiny fraction of the components of a nuclear 28 

power plant during its inspections and extrapolates from the limited samples it observes to 29 

determine whether a plant is or is not in compliance with applicable safety regulations and 30 

license requirements.  This places a great deal of reliance on the plant owners and 31 
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operators to self-inspect, identify hazards, and correct violations.  The Diablo Canyon 1 

Nuclear Power Plant operating and safety record is indicative.  The Nuclear Regulatory 2 

Commission recently approved a license amendment for the Diablo Canyon Nuclear 3 

Power Plant indicating PG&E had, in 2015, finally proposed a complete solution to safety 4 

issues identified by the plant designer in 1998 which were only partially addressed by 5 

actions taken in 2004.  This example is particularly alarming, even if isolated and 6 

unrepresentative of PG&E’s larger compliance with safety regulations, because the 2015 7 

response to the compliance gap is directly related to addressing the failure responsible for 8 

causing the partial core meltdown at Three Mile Island, the most dangerous event in the 9 

history of domestic nuclear power operations, and the core meltdown at the Fukushima 10 

Daiichi plants.  As another example, PG&E has reported that the Diablo Canyon Nuclear 11 

Power Plant design poses the same conditions which led to the failure of safety systems at 12 

Exelon’s Byron Nuclear Generating Station Unit 2.  These conditions are pending 13 

corrective rulemaking by the Nuclear Regulatory Commission and have yet to be 14 

independently addressed or corrected by PG&E. 15 

 16 

In light of these circumstances, I believe PG&E’s risk assessments should have gone well beyond 17 

investigating whether PG&E believes the Diablo Canyon Nuclear Power Plant is in compliance with federal 18 

and state safety regulations and that PG&E’s failure to do more warrants Commission attention.  The point 19 

is obvious and compelling to me given California’s own recent experience with the San Onofre Nuclear 20 

Generating Station, where plant design, construction, operation, and maintenance appear to have been 21 

performed in full compliance with all federal and state regulations and permit requirements, but where the 22 

plant nevertheless suffered a catastrophic failure resulting in premature retirement, at great expense and 23 

loss to consumers. 24 

 25 

Fourth, as I noted earlier, PG&E’s nuclear risk analyses omit consideration of uncertainty risks.  This is 26 

particularly important in the area of nuclear operations.  Industry experts count “Black Swan” events or 27 

unique, unforeseeable combinations of cascading failures, resulting from human error, minor equipment-28 

related failures or some combination of the two, as among their greatest fears.  But most importantly, the 29 

location of the Diablo Canyon Nuclear Power Plant on multiple known and hypothesized seismic faults 30 

should heighten PG&E’s concerns regarding the risks posed to the plant by the occurrence of a 31 
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catastrophic seismic event of unanticipated magnitude.  Yet, to the contrary, PG&E has a history of 1 

disputing and dismissing the risks posed by Diablo Canyon Nuclear Power Plant operations from potentially 2 

severe earthquakes, and in this case is proposing to take steps to reduce this Commission’s oversight of 3 

highly controversial seismic studies that would, if nothing else, improve the understanding of the seismic 4 

characteristics of the area in the plant’s vicinity.  These factors lead me to believe PG&E’s assessment of 5 

the potential risks to and from its nuclear operations fail to consider an appropriately robust universe of 6 

risks to public safety posed by the operation of the Diablo Canyon Nuclear Power Plant. 7 

 8 

Fifth, PG&E’s risk assessments omitted a critically important element of effective risk analysis, namely, 9 

incorporating a reexamination of prior decisions and legacy investments to determine whether the risks 10 

stemming from those decisions and investments should be mitigated by changing what is done altogether.  11 

This omission violates PG&E’s own internal operating standard describing its risk-assessment processes.  12 

Those processes require the evaluation of four levels of “risk response strategies” in assessing risks and 13 

determining appropriate risk mitigations.  One of the four strategies, “Avoid,” is defined as “exiting the 14 

activities that give rise to the risk.”  In the area of nuclear operations, I found absolutely no evidence PG&E 15 

considered the retirement of the Diablo Canyon Nuclear Power Plant units, either coincidentally with the 16 

expiration of the current licenses and permits held by PG&E or prior to that time, as a risk-mitigation 17 

strategy.  To the contrary, in evaluating risk-mitigating activities, projects and programs for the Diablo 18 

Canyon Nuclear Power Plant, PG&E generally evaluated different forms of the activity, project or program 19 

under consideration and selected one, in some cases dismissing all of the other alternatives as incomplete, 20 

infeasible or ineffective.  The evaluation of response strategies, particularly for nuclear operations, requires 21 

much more than the summary execution of hapless straw men and, for an asset posing such great risks to 22 

public safety and whose costs of ownership and operations are so high, the “Avoid” strategy should at the 23 

very least have been on the list of responses considered. 24 

 25 

Given that nuclear operations pose significant enterprise-level and operating-level risks to PG&E, I believe 26 

PG&E should have considered the “Avoid” strategy for at least some of the proposed risk mitigations 27 

planned for the Diablo Canyon Nuclear Power Plant or, better yet, by considering the “Avoid” strategy in the 28 

broader context of the aggregated risks of Diablo Canyon Nuclear Power Plant operations.  As things 29 

stand, PG&E’s risk assessments were narrow and self-limiting, and completely failed to consider even 30 

known financial and operational risks such as the likelihood the State Water Resources Control Board will 31 
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impose restrictions or mitigations on the Diablo Canyon Nuclear Power Plant regarding the use of marine 1 

waters for power plant cooling or that the Nuclear Regulatory Commission may adopt significant new 2 

requirements stemming from that agency’s investigation of the Fukushima Daiichi failures.  Had PG&E 3 

done analyses of this kind, I would agree PG&E had attempted to address the Commission’s interest in risk 4 

assessment and risk mitigation to the best of PG&E’s ability.  But the complete omission of any 5 

consideration of the “Avoid” strategy, even though required under the specific terms of PG&E’s internal risk 6 

assessment standards and even though consistent with the general consideration of “risk tolerance” as Mr. 7 

Davies describes the concept in his testimony, leads me to conclude PG&E’s risk assessments are 8 

incomplete, deficient and ultimately useless for ratemaking purposes in the Diablo Canyon Nuclear Power 9 

Plant context.  PG&E is clearly relying on the Commission and current ratemaking to make the company 10 

whole for all of its costs of nuclear operations, including those it cannot or will not attempt to forecast even 11 

where such costs are reasonably foreseeable. 12 

 13 

Sixth, the results of the PG&E risk analysis are, as you would expect, dependent on the assumptions 14 

inputted to the PG&E risk-assessment model.  For the Diablo Canyon Nuclear Power Plant risk 15 

assessments, PG&E went beyond what was generally done for other aspects of PG&E’s utility operations 16 

and used a probabilistic, rather than deterministic, assessment that an event posing an enterprise-level or 17 

operating-level risk would occur.  In addition, PG&E relied upon outside, rather than internal, data as inputs 18 

for the probabilities that such an event might occur.  Notwithstanding these relative improvements to the 19 

PG&E risk analytics, the chosen data had the effect of discounting the levels of safety and reliability risks 20 

posed by the Diablo Canyon Nuclear Power Plant to unreasonably low levels.  As an example, PG&E’s 21 

analysis indicates there is a 1-in-100,000-year likelihood the Diablo Canyon Nuclear Power Plant facilities 22 

would be subjected to a seismic event of a magnitude beyond the plant’s design basis.  This assumption 23 

stands in stark contrast to risk assessments performed by the nuclear operations group – those 24 

assessments conclude that beyond-design-basis events should be considered “credible” and addressed 25 

through appropriate mitigation measures.  Similarly, the Nuclear Regulatory Commission is reviewing the 26 

seismic data incorporated into the plant’s design basis for sufficiency and actively considering both revising 27 

the design-basis seismic-safety requirements and imposing beyond-design-basis seismic-safety 28 

requirements for the Diablo Canyon Nuclear Power Plant specifically and all commercial nuclear power 29 

plants generally.  A comprehensive, rational risk analysis would consider these factors and at the very least 30 

address them. 31 
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 1 

Finally, PG&E exacerbates the problems posed by its incomplete evaluation of risk response strategies by 2 

adopting a new operating strategy posing additional risks and uncertainties in the operation of the Diablo 3 

Canyon Nuclear Power Plant.  As PG&E indicates in its case-in-chief, the Diablo Canyon Nuclear Power 4 

Plant will in the future operate as a flexible-capacity resource and curtail output when called upon to do so 5 

by the PG&E Short-Term Energy Supply Department, subject to approval by the Diablo Canyon Nuclear 6 

Power Plant shift manager.  Under this mode of operation, the Diablo Canyon Nuclear Power Plant will 7 

offer real-time ramping attributes coordinated between PG&E’s short-term energy-trading desk, plant 8 

operators and transmission-system operators at the California Independent System Operator (“CAISO”).  9 

No other pressurized water reactor in the United States operates in a load-following mode and operation in 10 

this mode has not been fully analyzed for potential safety or performance issues.  PG&E has admitted the 11 

need to impose constraints governing the total amount of output the Diablo Canyon Nuclear Power Plant 12 

can reduce during a fuel cycle and the notice the Diablo Canyon Nuclear Power Plant needs prior to 13 

reducing output – these constraints were based upon federal regulations, guidance from Westinghouse 14 

Electric designer recommendations and guidance, and PG&E’s interpretation of existing statements issued 15 

by the Institute of Nuclear Power Operations (“INPO”).  In addition, PG&E recognizes additional constraints 16 

implied by the chemistry and science of nuclear power production governing the time it will take for the 17 

Diablo Canyon Nuclear Power Plant to reduce output, the optimal duration of any curtailment, the time it will 18 

take for the Diablo Canyon Nuclear Power Plant to return to full power output, and how often and when it 19 

will be feasible for the Diablo Canyon Nuclear Power Plant to curtail power output.  In light of all of the 20 

foregoing constraints, PG&E and the CAISO have agreed to special and specific operating protocols 21 

limiting the degree to which the Diablo Canyon Nuclear Power Plant may be dispatched to provide load-22 

following services.  23 

 24 

Even with the PG&E-CAISO operating protocols in place, the Commission should recognize that both the 25 

Nuclear Regulatory Commission and INPO have established performance metrics strongly encouraging 26 

continuous operation of nuclear power plants at full output – these metrics are specifically designed to 27 

minimize the potential for initiating events that might challenge plant safety.  PG&E simply dismisses the 28 

implications of disregarding these metrics and operating outside of the guidelines by placing certain 29 

limitations on how it will curtail Diablo Canyon Nuclear Power Plant output.  Despite such limitations, PG&E 30 

must still adopt additional operating safeguards and standards increasing operator attention to fuel handling 31 
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and water chemistry in case unanticipated challenges to plant operations arise from operating the plant in a 1 

load-following mode. 2 

 3 

Furthermore, PG&E’s engineering analyses indicate the planned Diablo Canyon Nuclear Power Plant 4 

modal change must be closely monitored for its effect on future core design and the waste of unburned 5 

fuel; this unburned fuel must later be removed to the spent fuel pool and, eventually, placed in dry cask 6 

storage.  Additionally, PG&E’s engineering analyses indicate a number of potentially hazardous conditions 7 

must be considered, monitored and addressed.  These conditions are numerous and varied.  They are 8 

inventoried and described in the internal PG&E assessment I am providing as an attachment to my direct 9 

testimony.  A number of new operating systems and standards will be required to monitor and address 10 

these potential hazards.  Given the potential hazards, including the creation of additional radioactive waste 11 

and exposure to hazards plant personnel may face, there are a number of necessary precautions PG&E 12 

must implement to address them, all in the hope that no unforeseen safety or operating hazards will arise.  I 13 

question whether the resource or financial benefits PG&E expects from the change in operating mode can 14 

possibly be worth it.  I found no indication in PG&E’s safety assessments that any cost-benefit analysis, 15 

weighing safety risks against the value provided by this fundamental change in operating mode, was 16 

performed. 17 

 18 

In sum, I found no evidence PG&E’s internal risk-assessment practices were observed in the process 19 

leading to PG&E’s decision to transition the operation of the Diablo Canyon Nuclear Power Plant into load-20 

following mode.  The failure of PG&E’s senior management to consider the potential risks the change in the 21 

mode of Diablo Canyon Nuclear Power Plant operations might pose to public safety or plant reliability, in 22 

the absence of any grid-based need to take on these risks, flies in the face of the Commission’s clear 23 

objective to reduce or eliminate risks to public safety posed by utility operations and assets  This omission 24 

reinforces my concerns that PG&E’s risk-assessment and –mitigation processes are flawed and that those 25 

processes do not drive the most important decisions senior management is making regarding minimizing 26 

the risks to public safety posed by PG&E’s nuclear operations. 27 

 28 

Q11.  How should the Commission address the deficiencies and omissions you found in the PG&E risk 29 

analyses and risk-based budgeting processes for PG&E’s nuclear operations? 30 
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A11.  PG&E’s failure to perform adequate and sufficient risk analyses in the context of PG&E’s nuclear 1 

operations exposes PG&E’s electric customers to extreme financial risks from the consequences of any 2 

and all safety or performance failures suffered at the Diablo Canyon Nuclear Power Plant.  Given the 3 

deficiencies in PG&E’s risk analyses, I believe the Commission should take steps to mitigate the financial 4 

exposures faced by PG&E’s customers.  To this end, I propose the Commission adopt ratemaking 5 

protocols that would hold PG&E’s customers financially harmless from unaddressed or inadequately 6 

mitigated safety and reliability risks associated with the plant’s operations.  I propose the Commission do 7 

this by adopting a new rate schedule, denominated as “Schedule DC”, through which PG&E would 8 

exclusively recover the Diablo Canyon Nuclear Power Plant-related revenue requirement adopted by the 9 

Commission in this rate case. 10 

 11 

Q12.  Please describe how new Schedule DC would operate. 12 

A12.  I propose the Commission adopt a new balancing-account mechanism bearing a new rate schedule, 13 

“Schedule DC.”  The rate adopted for this schedule as a part of Phase 1 of this general rate case would be 14 

set so as to recover the “Diablo Canyon Nuclear Power Plant baseline revenue requirement” associated 15 

with the operation of the plant, which would include (a) capital-related costs, such as depreciation and 16 

return on generation- and transmission-related rate base, and general, common and intangible plant, and 17 

(b) operating expenses, such as operating and maintenance costs, and income and ad valorem taxes. 18 

 19 

Based on my review of the PG&E testimony, workpapers and data provided to Alliance for Nuclear 20 

Responsibility through discovery, I estimate the total Diablo Canyon Nuclear Power Plant baseline revenue 21 

requirement to be recovered through Schedule DC should be $1,028,392,000 for Test Year 2017.  This 22 

amount is derived directly from PG&E’s case-in-chief, and any changes to PG&E’s proposed Diablo 23 

Canyon Nuclear Power Plant-related revenue requirement should be reflected in the 2017 baseline 24 

revenue requirement actually adopted for Schedule DC.  As examples of the changes I have in mind, the 25 

Alliance for Nuclear Responsibility is recommending the Commission extend the depreciation schedule 26 

(and reduce annual depreciation expense) for PG&E’s remaining and proposed capital investment in the 27 

Diablo Canyon Nuclear Power Plant; the Alliance for Nuclear Responsibility is also recommending the 28 

Commission reject the rate base additions for the proposed replacement of the Unit 2 main generator stator 29 

and the expansion of the Independent Spent Fuel Storage Installation.  If the Commission adopts these 30 

adjustments, the total Diablo Canyon Nuclear Power Plant baseline revenue requirement eligible for 31 
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recovery through the new rate schedule should be reduced accordingly.  I estimate these adjustments 1 

would reduce the 2017 Diablo Canyon Nuclear Power Plant baseline revenue requirement to 2 

$809,270,000. 3 

 4 

The actual billing determinants and rates for Schedule DC, effective January 1, 2017, should be adopted in 5 

the upcoming rate design phase of this proceeding.  I anticipate the total Diablo Canyon Nuclear Power 6 

Plant baseline revenue requirement would be allocated to customer classes in the same manner as would 7 

be the case for costs related to other utility-owned generation and, further, that the setting of billing 8 

determinants chargeable under Schedule DC would also follow the example of other utility-owned 9 

generation.  The Diablo Canyon Nuclear Power Plant baseline revenue requirement would, however, be 10 

recovered separately through the new schedule and revenues received from customers would be recorded 11 

to an associated balancing account mechanism. 12 

 13 

At the end of 2017, actual revenues recorded in the Schedule DC balancing account would be compared 14 

to the “2017 adjusted Diablo Canyon Nuclear Power Plant revenue requirement.”  The 2017 adjusted 15 

Diablo Canyon Nuclear Power Plant revenue requirement would be the product of (a) actual net energy 16 

production, expressed in megawatt-hours, achieved by the two generating units, multiplied by (b) “the 17 

authorized per-unit production charge,” expressed in dollars-per-megawatt-hours, adopted by the 18 

Commission in this phase of the general rate case.  The authorized per-unit production charge would be 19 

based on the adopted 2017 Diablo Canyon Nuclear Power Plant baseline revenue requirement, divided by 20 

the energy forecasted to be produced by the plant, or “the Production Target.” 21 

 22 

Under PG&E’s proposed revenue requirement for the Diablo Canyon Nuclear Power Plant, I developed an 23 

illustrative 2017 authorized per-unit production charge of $56.38 per megawatt-hour.  This per-unit 24 

production charge was determined by taking the Diablo Canyon Nuclear Power Plant baseline revenue 25 

requirement using figures taken from PG&E’s case-in-chief (discussed previously), divided by a forecast of 26 

energy production I derived from PG&E’s testimony.  I determined the forecast of energy production by 27 

multiplying the combined unit capacity for the plant by 8760 hours for each year, less the hours in each 28 

year for planned outage days, with a minor adjustment for historical run-rate variances.  The following table 29 

shows the derivation of the illustrative year-by-year per-unit production charges using the foregoing 30 

methodology: 31 
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 1 

 2017 2018 2019 

A:  Revenue Requirement $1,028,392,000 $1,024,764,000 $1,019,339,000 
B:  Production Forecast (Target) (Gwh) 18,174 19,230 17,389 
C:  Unit cost (A ÷ B) ($/mwh) $56.38 $53.29 $58.62 

 2 

As I indicated earlier, the 2017 adjusted Diablo Canyon Nuclear Power Plant revenue requirement would 3 

be compared to the actual revenues recorded under the new rate schedule.  If 2017 actual revenues 4 

recorded exceed the 2017 adjusted Diablo Canyon Nuclear Power Plant revenue requirement, customers 5 

would be entitled to a revenue credit for the excess; the amount of the excess would flow through to 6 

customers using a rate credit specified as a separate line item in the 2018 rates adopted for the schedule.  7 

If the 2017 actual revenues recorded under the new schedule were below the 2017 adjusted revenue 8 

requirement for that schedule, customers would be responsible for a revenue debit; the debit would be 9 

passed on to customers through a rate surcharge specified as a separate line item in the 2018 rates 10 

adopted for the schedule.  These revenue true-ups would be performed through advice letter filings.  The 11 

same process would be repeated for Post-Test Years 2018 and 2019 using the per-unit production charges 12 

adopted by the Commission in this proceeding for each of those years. 13 

 14 

Importantly, if the units operate as forecasted by PG&E, PG&E will fully recover the Commission-adopted 15 

Diablo Canyon Nuclear Power Plant baseline revenue requirement for each of the three years covered by 16 

this rate case.  Thus, I intend, if PG&E has correctly identified, analyzed and mitigated the full range of 17 

safety and reliability risks posed by Diablo Canyon Nuclear Power Plant operations and both of the plant’s 18 

units perform as forecasted by PG&E, PG&E will recover its entire Diablo Canyon Nuclear Power Plant-19 

related revenue requirement.  But if I am correct and PG&E has failed to perform a proper risk analysis, 20 

whether by relying on faulty or erroneous assumptions, omitting a risk that should have been identified and 21 

addressed, or by failing to appreciate the full magnitude and consequences of a risk, or by failing to 22 

properly mitigate the potential threats posed by a risk, then I would expect the Diablo Canyon Nuclear 23 

Power Plant net power output to fall below the annual Production Targets and PG&E would owe a credit to 24 

its customers.  This would mitigate, in some part, the financial consequences PG&E electric customers 25 

might otherwise bear for PG&E’s failure to expose, understand and/or address the risks associated with the 26 

operation of this aging facility.  If the Commission is serious about forcing regulated utilities to do risk-based 27 

operational analyses and budgeting, adopting a ratemaking protocol where the utilities, and not customers, 28 
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bear the financial consequences of poor risk analyses or inadequate risk-based budgeting is a means for 1 

enforcing the Commission’s intent.  Clearly, current ratemaking fails to provide any incentives for the 2 

utilities to comply with the Commission’s safety orders in this regard. 3 

 4 

Q13.  You described the figures provided in your testimony as “illustrative.”  Can you explain what you 5 

mean by the term “illustrative?” 6 

A13.  As I noted, the figures I used in determining the total Diablo Canyon Nuclear Power Plant baseline 7 

revenue requirement were taken from PG&E’s case-in-chief, augmented by information I received from 8 

PG&E through discovery.  The Commission may adopt costs and estimates differing from PG&E’s case-in-9 

chief, and the Commission-adopted costs and estimates should be substituted for the figures shown in Line 10 

A. 11 

 12 

The figures shown in Line A of the table I have provided include Diablo Canyon Nuclear Power Plant-13 

related operating expenses, return on weighted average rate base, annual depreciation expense, charges 14 

from other departments, income taxes, property taxes, and an allowance for franchise fees and 15 

uncollectible bills.  For certain of these costs, I used proxy methods to calculate and represent them, for 16 

example, tax expenses, in part because they would be determined through the use of the PG&E results-of-17 

operation model.  The final 2017 Diablo Canyon Nuclear Power Plant baseline revenue requirement should 18 

be developed using the PG&E model, reflecting the Commission-adopted costs and estimates 19 

(independent variables to be inputted to the PG&E results-of-operation model) for Diablo Canyon Nuclear 20 

Power Plant operating expenses, weighted average rate base and annual depreciation expense, and the 21 

model results (dependent variables to be produced by the PG&E results-of-operation model) should be 22 

substituted for my proxy calculations.  Importantly, I should also point out I omitted cybersecurity costs from 23 

my calculation of the Diablo Canyon Nuclear Power Plant baseline revenue requirement – my 24 

recommendations regarding the per-unit production charge are not intended to place the recovery of 25 

cybersecurity costs at risk to PG&E.  Finally, the per-unit production charge would also be subject to 26 

change to reflect any adjustments the Commission might adopt to my annual production assumptions. 27 

 28 

I would emphasize my recommendation is that the Commission should adopt a specific 2017 baseline 29 

Diablo Canyon Nuclear Power Plant revenue requirement in this proceeding and set the initial Schedule DC 30 

rate accordingly.  I believe the figures shown in Line A are fair representations of that revenue requirement 31 
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and, therefore, as the Commission evaluates my recommendation regarding the adoption of a Schedule 1 

DC balancing account mechanism, I believe the figures are illustrative of the effects my recommendation 2 

would have on PG&E and PG&E electric customers. 3 

 4 

Q14.  You earlier indicated your proposal is not unprecedented.  Please explain what you mean by this. 5 

A14.  The Commission has, from time to time, authorized rates based upon utility performance, that is, 6 

rewarding superior performance and penalizing poor performance, rather than setting rates strictly upon the 7 

basis of cost estimates and forecasts.  In fact, PG&E benefited from production- and performance-based 8 

ratemaking in the case of the Diablo Canyon Nuclear Power Plant.  When the Diablo Canyon Nuclear 9 

Power Plant was first placed into commercial operation, PG&E’s costs, both capital-related and operating 10 

expense, were recovered through a production-based incentive rate.  For each unit of production, PG&E 11 

was paid a per-unit rate in a manner similar to the proposal I am making  I believe my proposal is 12 

consistent with performance-based ratemaking and production-based rates. 13 

 14 

Q15.  In describing your proposal, you only discuss calendar years 2017, 2018 and 2019.  Would your 15 

proposal also apply to the ensuing years? 16 

A15.  At this point in time, the Alliance for Nuclear Responsibility is not making any recommendations for 17 

the years following the period covered by this general rate case.  If PG&E performs risk assessments and 18 

analyses which the Commission finds to be reasonable and consistent with the Commission’s directions in 19 

its next-filed general rate case (i.e., for Test Year 2020), Diablo Canyon Nuclear Power Plant-related 20 

revenue requirement could be returned to base electric rates for recovery and Schedule DC would be 21 

retired.  If PG&E does not perform such risk assessments and analyses, my proposal could be applied to 22 

the next rate case period as well as the current one.  Importantly, it could prove to be the case that PG&E, 23 

in doing future risk analyses, considers an “Avoid” risk-response scenario to address safety and reliability 24 

risks posed by the Diablo Canyon Nuclear Power Plant and, in light of its financial exposure to those risks, 25 

would revisit its decision to extend the operating life for the Diablo Canyon Nuclear Power Plant units.  26 

Under that case, my proposal could, but might not, be appropriate for the years following 2019.  But for the 27 

moment, I am only proposing to make Diablo Canyon Nuclear Power Plant-related revenue requirement 28 

subject to performance-based rate schedules for the period January 1, 2017, through December 31, 2019. 29 

 30 

Q16.  Does this conclude your testimony on the first Alliance for Nuclear Responsibility recommendation? 31 
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A16.  Yes, it does. 1 

 2 

B.  The Diablo Canyon Nuclear Power Plant Unit 2 Main Generator Stator Replacement Project 3 

Q17.  Let’s turn to the second recommendation you enumerated.  To begin, please restate the 4 

recommendation. 5 

A17.  The Alliance for Nuclear Responsibility is recommending the Commission withhold approval of the 6 

proposed project to replace the Diablo Canyon Nuclear Power Plant Unit 2 main generator stator and, 7 

further, exclude the costs of the project from PG&E’s proposed revenue requirement.  This would reduce 8 

the 2019 Diablo Canyon Nuclear Power Plant capital additions by $76.5 million. 9 

 10 

Q18.  Why is the Alliance for Nuclear Responsibility recommending the Commission withhold approval of 11 

the project and omit the costs of the project from PG&E’s revenue requirement? 12 

A18.  The analyses and materials relied upon by PG&E to justify the project are insufficient to establish that 13 

the proposed costs are reasonable or that the project will be cost-effective taking into consideration all of 14 

the likely costs of the project. 15 

 16 

Q19.  Why do you believe PG&E has failed to demonstrate the proposed costs of the project are 17 

reasonable? 18 

A19.  I believe PG&E has failed to demonstrate the proposed project costs are reasonable for several 19 

reasons.  To begin, the project costs included in PG&E’s case-in-chief significantly understate the likely 20 

final costs of the project, exposing PG&E electric customers to even higher costs than proposed by PG&E.  21 

In its testimony and proposed test year revenue requirement, PG&E indicates the total capital costs of the 22 

project are $76.5 million.  This figure, however, omits any allowance for contingency, which PG&E 23 

estimates could increase project costs to $151 million.  This omission represents a material deviation from 24 

standard industry practices and PG&E’s own internal engineering practices; those practices, as well as 25 

PG&E’s project-specific engineering analyses, indicate allowances for contingency in projects of the 26 

difficulty and complexity inherent in the stator replacement project should be assumed to be relatively high.  27 

In this regard, I note that PG&E’s senior management explicitly approved early-stage project costs of $46.1 28 

million, including contingency of thirty-six percent (36%), or $16.6 million.  These early-stage activities 29 

represent planning, preparation of bid packages and vendor selection – if even early-stage project activities 30 

carry cost uncertainty, no doubt construction and completion of the project will pose equal, if not greater, 31 
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cost risks.  PG&E’s internal engineering practices assume allowances for contingency factors represent 1 

costs that are highly likely to be incurred in completing the project, and PG&E has provided no explanation 2 

for why it chose to exclude contingency-related costs from its showing in this rate case. 3 

 4 

By excluding PG&E’s internal estimates for contingency factors from the costs of the stator replacement 5 

project presented to the Commission, PG&E is knowingly understating the reasonably foreseeable, and 6 

significantly higher, final costs of the project most likely to be recorded to rate base upon the completion of 7 

the project.  Until PG&E makes a full showing of the reasonable costs of the Unit 2 main generator stator 8 

project and justifies the project using a reasonable and complete cost estimate comporting with its own 9 

internal engineering practices and project-specific analyses, the Commission should withhold its approval 10 

of the project and exclude its costs from the revenue requirement adopted in this rate case. 11 

 12 

Q20. How does PG&E’s omission of allowances for contingency factors affect the evaluation of the 13 

reasonableness of the costs and justification for the project?  14 

A20.  Without speculating as to the reasons for PG&E’s omission of allowances for contingency factors 15 

from its case-in-chief, I can say that this omission complicates the evaluation of the reasonableness of the 16 

costs and justifications for the project.  PG&E’s internal economic analyses of the project determined the 17 

project would pose negative cash flows and related rate consequences even using the lower, contingency-18 

free estimate of project costs.  Those negative cash flows will increase as actual project costs increase.  I 19 

would expect PG&E to seek to offset any negative cash flows through rate increases.  If PG&E fails to 20 

provide reasonable estimates of project costs, the Commission cannot make an informed determination as 21 

to the reasonableness of the potential rate increases posed by its approval of the project. 22 

 23 

Q21.  With or without considering the omission of allowances for contingency, do the forecasted benefits of 24 

the proposed project justify its approval by the Commission? 25 

A21.  No, not in this instance.  Apart from providing an incomplete cost picture for the proposed project, 26 

PG&E made no attempt to perform a cost-benefit analysis of any kind for this project.  This omission 27 

renders PG&E’s project justifications and, in particular, the selection of the project alternative now being 28 

presented to the Commission, deficient bases upon which to approve the project.  My review of PG&E’s 29 

project justifications indicate PG&E’s senior management approved the higher-cost project alternative, and 30 

rejected alternatives considered, for the sole reason that the selected project would allow Diablo Canyon 31 
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Nuclear Power Plant Unit 2 to operate for another thirty years.  While PG&E has asserted in its case-in-1 

chief that license extension for the Diablo Canyon Nuclear Power Plant units is not within the scope of this 2 

general rate case, this project and the reflection of its costs in rates was justified internally on the 3 

assumption that Unit 2 would operate for another thirty years – the Commission should not approve the 4 

proposed project in light of this inconsistency in PG&E’s showing. 5 

 6 

Q22.  Would approval of the proposed Unit 2 main generator stator project result in the adoption of just and 7 

reasonable rates? 8 

A22.  No, to the contrary, it would place unreasonable rate burdens on PG&E electric customers.  PG&E’s 9 

testimony asserts that issues related to Diablo Canyon Nuclear Power Plant-related license and permit 10 

extensions are beyond the scope of this rate case, but PG&E brings high-cost, life-extending projects to the 11 

Commission for approval in direct contravention of those assertions.  As an aside, I would point out PG&E 12 

multiplies the rate impacts of replacing this long-lived equipment by stuffing the depreciation of project 13 

capital costs into an extremely short seven years rather than across the full thirty years of life the project is 14 

intended to breathe into Diablo Canyon Nuclear Power Plant Unit 2.  A fundamental core tenet of the 15 

Commission’s role here is to determine the just and reasonableness of the rates proposed by PG&E for the 16 

rate case period.  It is axiomatic that the forecasted costs underlying the Commission’s rate determinations 17 

must reflect the actual useful life of any facility whose costs are included in those forecasts.  The 18 

Commission’s determination of whether the costs of the proposed Diablo Canyon Nuclear Power Plant Unit 19 

2 main generator stator project are just and reasonable can only be made with a clear knowledge of the 20 

intended and expected operating life of that unit.  The approval of the costs of the proposed stator 21 

replacement by the Commission under the cloud of the inconsistent assumptions presented by PG&E 22 

would violate fundamental principles of ratemaking. 23 

 24 

Q23.  Should the Commission be concerned that delaying its approval of the proposed Unit 2 main 25 

generator replacement project until such time as PG&E provides a better demonstration of the project’s 26 

prudence and the reasonableness of project costs could result in a “run to failure” posing safety risks to the 27 

public or plant personnel? 28 

A23.  No.  Unlike most of PG&E’s other proposed capital projects for the Diablo Canyon Nuclear Power 29 

Plant, the Unit 2 main generator stator replacement project has been characterized by PG&E as a 30 

“reliability” project, and not a “safety” project.  The project does not bear other “flags” associated with 31 
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“safety” projects, that is, PG&E does not consider the project to be a “mandatory” or “compliance” project 1 

necessary to meet regulatory or permit requirements addressing public or employee safety.  As I said in my 2 

earlier testimony, the selection of the specific project alternative presented to the Commission in this 3 

general rate case seems to be driven largely by PG&E’s interest in operating Unit 2 beyond the end of the 4 

unit’s current license period in 2025 rather than by any safety concerns. 5 

 6 

Q24.  Should the Commission be concerned that delaying its approval of the proposed Unit 2 main 7 

generator replacement project until such time as PG&E provides a better demonstration of the project’s 8 

prudence and the reasonableness of project costs could result in a “run to failure” posing risks of a 9 

catastrophic failure of the Unit 2 main generator? 10 

A24.  No.  There is some indication the equipment faults and reliability issues the project is intended to 11 

address have existed for quite some time, starting as early as before the time Unit 2 was first placed into 12 

commercial operation.  PG&E has employed various operating strategies to address the fault condition in 13 

the Unit 2 main generator stator since that time and, while those strategies are now being characterized as 14 

“cumbersome” and “time-consuming,” they have proved quite effective in keeping the stator condition 15 

“stable” and the unit fully operational.  Additionally, in considering reliability issues, the Commission should 16 

keep in mind that PG&E senior management, in approving the project, only gave approval for preparatory, 17 

early-stage project activities, pending any reconsideration by PG&E of whether to continue pursuing license 18 

extensions for the unit.  Senior management’s approval of the project did not authorize incurring costs or 19 

conducting project activities related to fabrication of the project components or project execution, and there 20 

is a “bridging strategy” PG&E would implement if PG&E abandons the pursuit of license and permit 21 

extensions for Diablo Canyon Nuclear Power Plant Unit 2.  Logically, if this bridging strategy could be 22 

implemented until the unit’s retirement at the end of its current license period in 2025, the same strategy 23 

would be equally effective at avoiding a catastrophic failure of the unit until such time as PG&E can provide 24 

a proper demonstration of the project’s merits in the next general rate case or in a special application.  If, 25 

however, the Commission is concerned that delaying regulatory approval of the project could risk a 26 

catastrophic failure of the unit, the Commission could approve the project, but should only do so subject to 27 

the imposition of conditions consistent with my other ratemaking recommendations in order to protect 28 

PG&E electric customers from any undue financial burdens they might otherwise bear. 29 

 30 
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Q25.  If the Commission approves the Diablo Canyon Nuclear Power Plant Unit 2 main generator stator 1 

replacement project in this general rate case, what conditions should be attached to that approval? 2 

A25.  First, the Commission should cap the project’s costs at $76.5 million.  As I testified earlier, I do not 3 

believe this cost is realistic, but since PG&E represents this cost as the reasonably likely cost of the project, 4 

PG&E should be forced to stand behind its representations and its cost estimates as submitted in its case-5 

in-chief. 6 

 7 

Second, the Commission should limit the project’s annual depreciation expense recovered through rates to 8 

a level consistent with an assumption that the remaining life of the Unit 2 main generator stator would be 9 

coterminous with the unit’s retirement in 2045, the end date of the license extension PG&E is currently 10 

seeking from the Nuclear Regulatory Commission.  PG&E senior management approved the project 11 

because it would extend the operating life of the unit for another thirty years, and rates should reflect 12 

PG&E’s internal characterization and view of the project. 13 

 14 

Third, and most importantly, PG&E should only be authorized to proceed with the project if the Commission 15 

adopts the performance-based ratemaking mechanism I propose for all Diablo Canyon Nuclear Power 16 

Plant-related costs of service.  If the Unit 2 main generator stator project overruns its project schedule, or 17 

fails to resolve the reliability issues it is designed to address, then PG&E, and not PG&E electric customers, 18 

should bear the financial consequences of any performance failures experienced during the project or the 19 

operation of the unit. 20 

 21 

Q26.  Does this conclude your testimony on the second Alliance for Nuclear Responsibility 22 

recommendation? 23 

A26.  Yes, it does. 24 

 25 

C.  Diablo Canyon Nuclear Power Plant-Related Annual Depreciation Expense 26 

Q27.  Let’s turn to the third recommendation you enumerated.  To begin, please restate the 27 

recommendation. 28 

A27.  The Alliance for Nuclear Responsibility is recommending the Commission reject the unreasonably 29 

high annual depreciation expense proposed by PG&E for its remaining and proposed capital investment in 30 
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the generating assets and equipment, transmission assets and equipment, and general plant of the Diablo 1 

Canyon Nuclear Power Plant. 2 

 3 

Q28.  Please explain your reasons for characterizing PG&E’s proposed annual depreciation expense for 4 

the Diablo Canyon Nuclear Power Plant assets and equipment as “unreasonably high.” 5 

A28.  For the purposes of determining its annual depreciation expense for its forecasted net investment in 6 

Diablo Canyon Nuclear Power Plant, PG&E assumed Diablo Canyon Nuclear Power Plant Unit 1 would be 7 

retired in 2024 and Diablo Canyon Nuclear Power Plant Unit 2 would be retired in 2025.  These 8 

assumptions are consistent with the expiry of the current operating licenses issued by the Nuclear 9 

Regulatory Commission.  By assuming the Diablo Canyon Nuclear Power Plant units would be retired in 10 

2024 and 2025, PG&E proposes to use relatively short remaining service lives, generally eight to nine 11 

years, for the purpose of determining the annual depreciation expense for the vast majority of the assets 12 

and equipment comprising depreciable Diablo Canyon Nuclear Power Plant investment.  There are any 13 

number of facts and factors indicating the assumed retirement dates do not reflect the likely remaining 14 

service lives of the Diablo Canyon Nuclear Power Plant assets and that the appropriate remaining service 15 

lives for those assets should be assumed to be some twenty years longer than proposed by PG&E.  By 16 

using unreasonably short remaining service lives, PG&E is significantly and unreasonably increasing the 17 

Diablo Canyon Nuclear Power Plant-related annual depreciation expense it proposes to include in its 18 

annual revenue requirement.  The Commission should make appropriate adjustments to that expense for 19 

each of the years 2017, 2018 and 2019. 20 

 21 

Q29.  What factors do you believe indicate the assumed retirement dates for the Diablo Canyon Nuclear 22 

Power Plant units proposed by PG&E should not be used to determine the annual depreciation expense for 23 

the Diablo Canyon Nuclear Power Plant assets? 24 

A29.  First of all, the determination of annual depreciation expense is in some respects a matter of 25 

judgment.  At a planning meeting related to this rate case, PG&E’s regulatory leadership advised PG&E’s 26 

senior management that depreciation expense, a large component of PG&E’s costs of service, had in the 27 

past and could in this general rate case be used as a “lever.”  This “levering” concept was explained by 28 

PG&E as meaning that the level of depreciation expense requested in the general rate case could be 29 

adjusted, through the application of judgment and discretion, up or down to serve purposes other than 30 

capital recovery, including maintaining rates at publicly acceptable levels.  With this in mind, I scrutinized 31 
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the very large discrepancy between, on the one hand, PG&E’s proposed Diablo Canyon Nuclear Power 1 

Plant-related annual depreciation expense used to forecast test year costs of operation and, on the other 2 

hand, the deductions taken for Diablo Canyon Nuclear Power Plant-related depreciation expense used to 3 

forecast tax expense on the other hand.  This discrepancy is in large part the result of using shorter 4 

remaining service lives in estimating annual depreciation expense for the Diablo Canyon Nuclear Power 5 

Plant assets than is allowed under federal and state regulations for tax purposes. 6 

 7 

Q30.  Why should any discrepancy between depreciation deductions taken for tax purposes and 8 

depreciation expense reflected in rates be of any concern to you or the Commission? 9 

A30.  As I indicated, the discrepancy in the context of Diablo Canyon Nuclear Power Plant-related 10 

depreciation is significant and required any number of adjustments to the overall results of operation 11 

presented by PG&E in this general rate case, most notably in the adjustment to deferred tax expense.  12 

More to the point, the discrepancy is yet another example of the rate impacts flowing from the inconsistency 13 

between PG&E’s assertion that the license extensions PG&E is seeking for the Diablo Canyon Nuclear 14 

Power Plant units are beyond the scope of this proceeding and the assumptions PG&E is using to set its 15 

test year revenue requirement. 16 

 17 

At this juncture, I should point out PG&E may request rulings from federal and state tax authorities pursuant 18 

to which PG&E could calculate its income taxes using bases other than those specified by the tax codes 19 

and related tax regulations.  Thus, PG&E could request a ruling allowing it to take deductions for 20 

depreciation expense based upon 2024 and 2025 retirement dates for the Diablo Canyon Nuclear Power 21 

Plant units rather than on the remaining service lives for the plant’s constituents as specified in the more 22 

generic tax regulations.  But PG&E has not filed any such request.  This omission indicates that, while 23 

PG&E is willing to represent to this Commission that the Diablo Canyon Nuclear Power Plant units will be 24 

retired within the next few years in order to set its electric rates (higher, I might add), PG&E is not willing to 25 

make those same representations to federal and state tax authorities in order to reduce its federal and state 26 

income taxes. 27 

 28 

PG&E’s reluctance to approach federal and state tax authorities for this tax break is entirely 29 

understandable.  In the event the Diablo Canyon Nuclear Power Plant units are not in fact retired in 2024 30 

and 2025, the depreciation expenses taken in the tax years covered by any favorable tax rulings allowing 31 
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PG&E to increase its deductions for Diablo Canyon Nuclear Power Plant-related depreciation expense 1 

would be subject to audit, review and revision, which could in turn lead to the recapture of inappropriately 2 

avoided taxes and even the imposition of penalties.  PG&E’s ability to recover the costs of any back taxes 3 

imposed by either federal or state authorities would likely be barred by California’s ban against retroactive 4 

ratemaking, giving PG&E a financial incentive not to play “depreciation roulette” with tax authorities.  5 

Equally likely, PG&E has not sought tax relief for the same reason I believe the Commission should reject 6 

PG&E’s proposed annual depreciation expense for the Diablo Canyon Nuclear Power Plant assets:  the 7 

facts do not support the use of the 2024 and 2025 retirement dates as the bases for determining the 8 

remaining service lives and resulting annual depreciation expense for the Diablo Canyon Nuclear Power 9 

Plant assets. 10 

 11 

Q31.  What facts do not support the use of the 2024 and 2025 retirement dates as the bases for 12 

determining the remaining service lives and resulting annual depreciation expense for the Diablo Canyon 13 

Nuclear Power Plant assets? 14 

A31.  There are several.  Contrary to its position in this rate case, PG&E is actively pursuing twenty-year 15 

extensions for both units of the Diablo Canyon Nuclear Power Plant before the Nuclear Regulatory 16 

Commission.  Similarly, PG&E is actively pursuing related extensions for other permits and authorities 17 

necessary to allow the operation of the Diablo Canyon Nuclear Power Plant units beyond 2024 and 2025.  18 

These regulatory activities are intentional, unequivocal, coordinated, extensive, and well-funded.  For just 19 

the activities before the Nuclear Regulatory Commission, PG&E had spent $47,974,254, including an 20 

Allowance for Funds Used During Construction, through the end of 2015.  PG&E forecasts another 21 

$15,396,415 will be spent in 2016 and $4,580,445 will be spent in 2017, including Allowances for Funds 22 

Used During Construction, to continue its efforts to allow the Diablo Canyon Nuclear Power Plant to 23 

operate until 2044 and 2045.  Either PG&E is wasting the time, attention and resources of the agencies 24 

which are reviewing PG&E’s applications and submittals, or PG&E is misrepresenting its intention to retire 25 

the Diablo Canyon Nuclear Power Plant units in this rate case. 26 

 27 

In addition, the Commission requires the regulated electric utilities to submit periodic long-term 28 

procurement plans demonstrating they own, control, have procured, and/or will procure reliable resources 29 

sufficient to meet their peak loads forecasted for the next ten years.  PG&E has not indicated in any of its 30 

filings with this Commission that the Diablo Canyon Nuclear Power Plant units will be retired in 2024 and 31 
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2025 and are subject to replacement.  The strong inferences from this omission are that PG&E does not 1 

intend to retire the Diablo Canyon Nuclear Power Plant units in 2024 and 2025, and that PG&E intends to 2 

rely on the Diablo Canyon Nuclear Power Plant as a resource beyond the periods subject to review under 3 

the Commission’s resource-planning regulations.  Similarly strong inferences can be taken from PG&E’s 4 

showings in the Integrated Energy Policy Report proceedings of the California Energy Commission.  In the 5 

data provided to that agency, PG&E has never indicated any intention of replacing the Diablo Canyon 6 

Nuclear Power Plant with other resources.  More recently, PG&E has requested the modeling of a “Diablo-7 

in” scenario as part of this Commission’s long-term procurement proceeding.  The Commission should take 8 

these plain facts and reasonable inferences into account in setting Diablo Canyon Nuclear Power Plant-9 

related annual depreciation expense in this proceeding. 10 

 11 

Q32.  As you have noted, PG&E has provided testimony indicating its pursuit of authorities extending the 12 

operating life of the Diablo Canyon Nuclear Power Plant is beyond the scope of this general rate case and 13 

it is not seeking to recover the costs you mention.  Why should the Commission take these facts into 14 

consideration in light of PG&E’s testimony? 15 

A32.  PG&E’s activities before other agencies are relevant to adjudging the validity of its assumptions used 16 

to calculate Diablo Canyon Nuclear Power Plant-related annual depreciation expense.  The magnitude of 17 

the expenses being incurred by PG&E clearly demonstrates the seriousness of PG&E’s intention to extend 18 

the operating period for the Diablo Canyon Nuclear Power Plant units and provides an explicit measure of 19 

the incongruity between its position before other agencies and its position before this Commission in this 20 

general rate case. 21 

 22 

I disagree with PG&E’s testimony as to the relevance of its efforts to convince other agencies to authorize 23 

the Diablo Canyon Nuclear Power Plant to remain in operation for an additional twenty years.  Those efforts 24 

are relevant in determining whether the assumption the Diablo Canyon Nuclear Power Plant units will retire 25 

in 2024 and 2025, upon which PG&E’s annual depreciation expense for the Diablo Canyon Nuclear Power 26 

Plant assets rests, is a reasonable one.  The level of effort and magnitude of the costs PG&E is devoting to 27 

these activities are at considerable odds with that assumption.  The Commission should consider these 28 

factors in evaluating the validity and truth of the assumption and, in turn, the reasonableness of the cost 29 

forecasts which are dependent on that assumption, including annual depreciation expense. 30 

 31 



 

28 
 

Frankly, I am dismayed by PG&E’s assertion that this Commission should ignore the level of PG&E’s 1 

expenditures in support of extending the operating period of the Diablo Canyon Nuclear Power Plant simply 2 

because those expenditures are not included in PG&E’s proposed test year revenue requirement.  PG&E 3 

has disclosed to the Alliance for Nuclear Responsibility its intent to recover from its electric customers the 4 

full extent of its costs incurred in extending the Diablo Canyon Nuclear Power Plant operating licenses.  5 

PG&E is currently recording those costs to a subaccount of Construction Work-in-Progress, accruing an 6 

Allowance for Funds Used During Construction on the amounts recorded, and planning to recoup its costs 7 

through some future rate application, whether as an addition to the Diablo Canyon Nuclear Power Plant 8 

rate base or as recoverable expenses associated with abandoned plant.  Unless PG&E is spending these 9 

funds in the good faith pursuit of extending the operating life of the Diablo Canyon Nuclear Power Plant, 10 

those costs are being unreasonably and imprudently incurred and their recovery through regulated rates 11 

would be barred as a matter of California law.  PG&E can certainly try to keep these costs and the 12 

underlying activities from the oversight and review of this Commission through a regulatory sleight-of-hand, 13 

but I believe PG&E’s position on these matters contravenes PG&E’s prior position that these costs 14 

constitute ordinary operating expenses subject to rate recovery during the year incurred.  In addition, 15 

PG&E’s position disregards the provisions of the Public Utilities Code which can be reasonably interpreted 16 

to require this Commission’s prior approval for capital projects whose costs are expected to exceed $50 17 

million.  The very least the Commission should do in light of these facts and issues is to adopt an annual 18 

depreciation expense consistent with the inferences that (a) PG&E means what it says before other 19 

agencies and intends to operate the Diablo Canyon Nuclear Power Plant through 2045, (b) PG&E would 20 

prefer not to contradict its position before these other agencies by applying for otherwise reasonable and 21 

available tax relief, and (c) PG&E is, for the time being, recording the costs of its license-extension activities 22 

to nonrevenue accounts under a good faith belief that extending the operating life of the Diablo Canyon 23 

Nuclear Power Plant units is reasonable and prudent.  Under these inferences, PG&E’s proposed Diablo 24 

Canyon Nuclear Power Plant-related annual depreciation expense should be rejected and reduced using 25 

assumptions more consistent with the facts at hand. 26 

 27 

Q33.  Are there other facts or factors which lead you to believe PG&E’s use of the 2024 and 2025 28 

retirement dates in determining Diablo Canyon Nuclear Power Plant-related annual depreciation expense is 29 

unreasonable? 30 
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A33.  Yes, there are two aspects of PG&E’s case-in-chief which are inconsistent with the use of 2024 and 1 

2025 retirement dates in determining Diablo Canyon Nuclear Power Plant-related annual depreciation 2 

expense.  First, various licenses issued by the Federal Energy Regulatory Commission for the operation of 3 

certain PG&E hydroelectric generating stations are pending license extensions and renewals.  PG&E 4 

indicates the issuance of those licenses are “uncertain” and subject to the imposition of various, yet-to-be-5 

determined conditions and mitigations.  Notwithstanding these uncertainties, PG&E has assumed, for the 6 

purposes of depreciating its net remaining and planned capital investment in the hydroelectric facilities 7 

subject to license expirations, it will receive all of the requested license extensions for periods of up to 8 

thirty-five years.  The use of inconsistent assumptions in the calculation of annual depreciation expense 9 

between hydroelectric facilities subject to license expiration and the Diablo Canyon Nuclear Power Plant is 10 

unreasonable and results in an unreasonably high Diablo Canyon Nuclear Power Plant-related revenue 11 

requirement.  Second, as I said earlier in my testimony, in evaluating the planned main generator stator 12 

replacement project for Diablo Canyon Nuclear Power Plant Unit 2, PG&E’s senior management explicitly 13 

considered that the project would allow the unit to operate well beyond 2025, and approved the project on 14 

that basis, dismissing lower-cost operational alternatives more consistent with an assumption that the 15 

Diablo Canyon Nuclear Power Plant Unit 2 would be retired in 2025.  This reveals an incongruity between 16 

PG&E’s internal assessment of risk-mitigation projects and the assumption used in determining the annual 17 

depreciation expense for the Diablo Canyon Nuclear Power Plant assets.  That incongruity is in full 18 

evidence in the case of the Unit 2 stator replacement project:  the project was approved because it extends 19 

the service life of Unit 2 through 2045, but PG&E proposes to depreciate all of the capital costs of the 20 

project during the period 2019 to 2025.  There are additional programs and projects, although of lesser 21 

costs, demonstrating this same incongruity. 22 

 23 

Q34.  Under an assumption that the Diablo Canyon Nuclear Power Plant units will be retired in 2044 and 24 

2045, what would the Diablo Canyon Nuclear Power Plant-related annual depreciation expense be? 25 

A34.  Ideally, PG&E should calculate the remaining service lives of the constituent components of the 26 

Diablo Canyon Nuclear Power Plant assets under assumptions consistent with the retirement of the Diablo 27 

Canyon Nuclear Power Plant units in 2044 and 2045.  It should be kept in mind that not all of these 28 

components can be expected to remain in service through those years and that there would be interim 29 

retirements and replacements along the way.  PG&E has not done such an analysis and the Alliance for 30 

Nuclear Responsibility does not have the ability to perform such a study given the thousands of evaluations 31 
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that must be performed in developing an accurate composite remaining service life for depreciable Diablo 1 

Canyon Nuclear Power Plant investment.  The Commission should require PG&E to do such a study for the 2 

next PG&E general rate case, unless of course PG&E abandons its license extension activities and advises 3 

the Commission of its intent to retire the Diablo Canyon Nuclear Power Plant units in 2024 and 2025.  In 4 

the absence of a full depreciation study, I am proposing the adoption of a proxy method in the interim for 5 

the purposes of setting Test Year 2017 revenue requirement in this general rate case. 6 

 7 

Under my proxy method, the Commission would simply apply a ratio representing the difference between a 8 

2024-2025 retirement assumption and a 2044-2045 retirement assumption, i.e., 8.5-to-28.5, in the 9 

calculation of Diablo Canyon Nuclear Power Plant-related annual depreciation expense.  “8.5” represents 10 

the number of years over which PG&E proposes to depreciate Diablo Canyon Nuclear Power Plant rate 11 

base, and “28.5” represents the number of years during which the Diablo Canyon Nuclear Power Plant 12 

would operate under a license extension.  Under this method, Diablo Canyon Nuclear Power Plant annual 13 

depreciation expense would be $90.72 million, $95.99 million and $102.88 million for Years 2017, 2018, 14 

and 2019, respectively.  I should note these figures are based on PG&E’s proposed Diablo Canyon Nuclear 15 

Power Plant rate base, from which the Alliance for Nuclear Responsibility would deduct the forecasted 16 

annual depreciation expense arising from capital expenditures related to the Independent Spent Fuel 17 

Storage Installation and the Unit 2 main generator stator project.  Those deductions would comport with 18 

other recommendations being made by the Alliance for Nuclear Responsibility in this proceeding. 19 

 20 

Q35.  Why should the Commission rely on your proxy in lieu of PG&E’s depreciation study? 21 

A35.  The PG&E depreciation study is methodologically sound but, in the context of determining annual 22 

depreciation expense for the Diablo Canyon Nuclear Power Plant assets, the results are fatally flawed.  For 23 

that portion of forecasted annual depreciation expense, PG&E’s depreciation study relies upon an 24 

unreasonable assumption, namely, the retirement of the Diablo Canyon Nuclear Power Plant units in 2024 25 

and 2025.  As I testified earlier, that assumption is disregarded by PG&E for all other purposes known to 26 

me.  My proxy relies on more reasonable assumptions regarding the most likely retirement dates for the 27 

Diablo Canyon Nuclear Power Plant units and, under PG&E’s proposition that adjustments to depreciation 28 

based on judgment and discretion may be used as a “lever” in the setting of reasonable rates, my proxy 29 

would result in the setting of rates more reasonable than would be the case using PG&E proposed annual 30 

depreciation expense and therefore may reasonably be relied upon by the Commission in this proceeding. 31 
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 1 

Q36.  What effects would the adoption of annual depreciation expense using the proxy you are proposing 2 

have on Test Year 2017 revenue requirement? 3 

A36.  The principal effect would be a reduction in Diablo Canyon Nuclear Power Plant-related annual 4 

depreciation expense.  The reduction would be a little over $200 million per year.  There are, however, 5 

other, sometimes offsetting, changes in other costs that should be reflected in the test year revenue 6 

requirement.  For example, decreasing test year depreciation expense would increase Diablo Canyon 7 

Nuclear Power Plant-related test year net weighted average rate base.  In turn, this would result in higher 8 

revenue requirement reflecting returns on higher levels of net invested capital.  In addition, state and 9 

federal income tax expense would increase compared to PG&E’s forecast for taxes since deductions taken 10 

for depreciation expense would be lower and income would be correspondingly higher.  This would also 11 

result in lower levels of accumulated deferred taxes.  Next, forecasted ad valorem taxes, to the extent 12 

based on net book value of the Diablo Canyon Nuclear Power Plant, would be higher for the same reason.  13 

There may be other effects of which I am unaware. 14 

 15 

Q37.  How would the aggregated net effects of your recommendations on Diablo Canyon Nuclear Power 16 

Plant-related annual depreciation expense be reflected in the final Test Year 2017 revenue requirement? 17 

A37.  As I understand things, PG&E will prepare and present revised and alternative Results of Operations 18 

later in this proceeding, including a final revision prepared in coordination with the Commission’s Energy 19 

Division Staff based upon the Commission’s decision in this phase of the rate case.  The revised Results of 20 

Operations would be produced using a PG&E model designed to reflect the interrelationships and 21 

interdependencies of the model inputs among one another.  I am not an expert on this model or its 22 

operation, but am relying on PG&E’s expertise and the oversight of the Energy Division Staff as to the 23 

model’s validity and the accuracy of the model’s results.  It would be during the process of revising the 24 

Results of Operations by PG&E and the Energy Division that the full net effects of substituting my proposed 25 

Diablo Canyon Nuclear Power Plant-related annual depreciation expense would be determined.  I am 26 

deferring to PG&E and the Commission’s Energy Division Staff to perform these calculations, subject to 27 

public review by the parties. 28 

 29 

Q38.  Will PG&E suffer any financial prejudice from the adoption of your recommendation? 30 
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A38.  No.  I am not recommending any capital costs or depreciation-related expense be “disallowed” in the 1 

context of recommending a lower annual depreciation expense than proposed by PG&E.  My 2 

recommendation only lengthens the period across which PG&E’s remaining, depreciable investment in the 3 

Diablo Canyon Nuclear Power Plant assets would be returned to the company.  PG&E would be 4 

compensated through rate of return on rate base for the entire period of the deferral.  I should add that, in 5 

the event PG&E decides to retire the Diablo Canyon Nuclear Power Plant units in 2024 and 2025 6 

coincident with the expiry of the current Nuclear Regulatory Commission operating licenses, there would be 7 

a greater amount of Diablo Canyon Nuclear Power Plant-related capital investment on PG&E’s books than 8 

would be the case under PG&E’s proposed annual depreciation expense.  There are, however, ratemaking 9 

protocols allowing for the full recovery of that remainder through rates set upon the retirement of the units, 10 

so, in the absence of good reason to do otherwise (and I am unaware of any at this time), I do not foresee 11 

any financial prejudice to PG&E attributable to the adoption of my recommendation regarding annual 12 

depreciation expense. 13 

 14 

Q39.  Would PG&E electric customers suffer any disadvantage from the adoption of your recommendation? 15 

A39.  There would be offsetting intertemporal advantages and disadvantages to PG&E electric customers 16 

arising from the adoption of my recommendation.  Over the next eight or nine years (2017 to 2024/2025), 17 

PG&E electric customers would see significantly lower rates due to the lower annual depreciation expense 18 

included in rates, but for the ensuing twenty years (2025 through 2044/2045), PG&E electric customers 19 

would see slightly higher rates due to the deferral of capital recovery that would occur under my 20 

recommendation.  I would note that the magnitude of the rate changes seen by any vintage of electric 21 

customers would be considerably different, assuming the Diablo Canyon Nuclear Power Plant operates 22 

until the Year 2045:  early vintage customers would see a rate decrease approximately three times the 23 

increase experienced by later vintage customers.  Over the long-term, PG&E’s electric customers would be 24 

economically indifferent to my proposal.  Equally important, PG&E’s proposed Diablo Canyon Nuclear 25 

Power Plant-related annual depreciation expense poses similar intertemporal advantages and 26 

disadvantages to PG&E electric customers and some of the disadvantages are not offset by countervailing 27 

advantages. 28 

 29 

Q40.  Please explain the intertemporal advantages and disadvantages to PG&E electric customers under 30 

PG&E’s proposed Diablo Canyon Nuclear Power Plant-related annual depreciation expense. 31 
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A40.  As with my proposal, there are offsetting intertemporal advantages and disadvantages to PG&E 1 

electric customers arising from the adoption of PG&E’s proposed Diablo Canyon Nuclear Power Plant-2 

related annual depreciation expense.  Over the next eight or nine years (2017 to 2024/2025), PG&E electric 3 

customers would see significantly higher rates due to the higher annual depreciation expense included in 4 

rates but, assuming the Diablo Canyon Nuclear Power Plant units remain in operation through 2044 and 5 

2045, PG&E electric customers would see relatively lower rates during the period 2025 to 2045 due to the 6 

accelerated return of capital that would occur under PG&E’s proposal.  Once again, the magnitude of the 7 

changes in rates seen by any vintage of electric customers would be considerably different.  Assuming the 8 

Diablo Canyon Nuclear Power Plant operates until the Year 2045, early vintage customers would see a rate 9 

increase roughly three times the decrease experienced by later vintage customers.  Over the long-term, 10 

PG&E’s electric customers would be economically indifferent, just as in the case with my proposed annual 11 

depreciation expense. 12 

 13 

Beyond this simple rate indifference, however, PG&E is already distributing intertemporal rate advantages 14 

and disadvantages between current and future customers for Diablo Canyon Nuclear Power Plant-related 15 

costs.  As I have previously testified, PG&E is recording its costs related to extending the operating life of 16 

the Diablo Canyon Nuclear Power Plant to a nonrevenue subaccount of Construction Work-in-Progress, 17 

including an Allowance for Funds Used During Construction.  This transmutes an ordinary operating 18 

expense, i.e., administrative and general expenses recoverable in the year incurred, which should be paid 19 

by current electric customers, into capital expenditures that will be recovered through rates from future 20 

customers, whether as a rate base addition if the Diablo Canyon Nuclear Power Plant operates beyond 21 

2024/2025 or as the costs of abandoned plant if PG&E does not receive authority to operate the Diablo 22 

Canyon Nuclear Power Plant beyond its current license and permit authorities.  From PG&E’s chosen 23 

accounting treatment for these costs, I am assuming PG&E does not consider intertemporal rate 24 

advantages and disadvantages to be compelling and the Commission should take this into consideration as 25 

it weighs intertemporal equity issues arising from my recommendation regarding annual depreciation 26 

expense. 27 

 28 

Notwithstanding that PG&E electric customers would be economically indifferent to my or PG&E’s 29 

depreciation proposal over the long term, the Commission should consider that PG&E’s proposed Diablo 30 

Canyon Nuclear Power Plant-related annual depreciation expense bears important resource-planning and 31 
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potential cost disadvantages to PG&E electric customers.  By fully depreciating PG&E’s investment in the 1 

Diablo Canyon Nuclear Power Plant within the next nine years, the Diablo Canyon Nuclear Power Plant will 2 

receive a considerable but undue economic advantage in any comparison to potentially viable and cost-3 

effective alternative resources which could otherwise replace the Diablo Canyon Nuclear Power Plant in the 4 

post-2024/2025 period.  Virtually all of the major components and systems comprising the Diablo Canyon 5 

Nuclear Power Plant are capable of providing service well beyond 2025 according to the reliability analyses 6 

submitted by PG&E to the Nuclear Regulatory Commission.  Yet these components will bear no capital-7 

related revenue requirement in any cost-based comparison simply as a function of the truncated remaining 8 

service lives adopted in and for PG&E’s depreciation study.  This could bias resource-planning processes 9 

in favor of continuing Diablo Canyon Nuclear Power Plant operations, which in turn could result in 10 

continuing public exposure, and PG&E’s electric customers’ financial exposure, to both enterprise- and 11 

operating-level risks related to Diablo Canyon Nuclear Power Plant operations.  This should be of grave 12 

concern to the Commission given, as I have previously testified, PG&E is understating these exposures by 13 

a significant margin.  Over the short term, it is important to rectify the problems I have identified with the 14 

PG&E risk analyses by adopting risk- and performance-based ratemaking for the recovery of Diablo 15 

Canyon Nuclear Power Plant-related costs.  Until and unless the Commission does so, the Commission 16 

should not rely upon PG&E to evaluate risk exposures accurately and comprehensively.  For the long term, 17 

a poor resource decision would lay the foundation for an endless series of potentially significant Diablo 18 

Canyon Nuclear Power Plant-related rate increases not considered in this general rate case but which 19 

PG&E acknowledges are foreseeable.  These rate increases would be imposed through future general rate 20 

cases, other existing balancing accounts (e.g., the Nuclear Regulatory Commission Regulatory Balancing 21 

Account), other special applications (e.g., the expected filings covering license-extension activities and the 22 

costs of compliance with upcoming regulations restricting the Diablo Canyon Nuclear Power Plant’s use of 23 

marine waters for cooling purposes), and/or other ratemaking mechanisms invoked to hold utilities 24 

harmless from the consequences of any enterprise- and operating-level risks. 25 

 26 

Q41.  Does this conclude your testimony on the third Alliance for Nuclear Responsibility recommendation? 27 

A41.  Yes, it does. 28 

 29 

  30 
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D.  Maintaining the Diablo Canyon Nuclear Power Plant Seismic Studies Balancing Account 1 

Q42.  Let’s turn to the fourth recommendation you enumerated.  To begin, please restate the 2 

recommendation. 3 

A42.  The Alliance for Nuclear Responsibility is recommending the Commission reject PG&E’s proposal to 4 

terminate the Diablo Canyon Nuclear Power Plant seismic studies balancing account.  The Commission 5 

should continue to require PG&E to maintain the balancing account until such time as the Commission has 6 

reviewed the seismic analyses whose costs are recovered through the balancing account.  The balancing 7 

account should be maintained until the Commission determines (a) the assessments are complete and (b) 8 

any required mitigation measures are prudent and reasonable.  The balancing account serves several 9 

functions including enabling the Commission’s economic and financial oversight authorities. 10 

 11 

Q43.  What benefits does the balancing account currently afford to the Commission and ratepayers? 12 

A43.  The balancing account serves the purposes of regulatory oversight, regulatory transparency and 13 

utility accountability.  It is important to have a balancing account devoted to the study of seismic hazards 14 

and related safety issues so that the Commission can clearly and consistently monitor the analytic activities 15 

aimed at revealing and addressing those issues.  Without the balancing account, it will be more difficult for 16 

the Commission to monitor whether the funds used for seismic studies and safety activities are being 17 

prudently incurred in the years between general rate cases.  Pre- and post-expenditure audits of seismic 18 

review costs allow the Commission to determine whether the purposes of the costs are being well-served 19 

and whether the results of the studies affect other regulatory proceedings.  PG&E contends the studies 20 

relevant to the balancing account have been completed and, as a result, the balancing account is no longer 21 

needed and should be closed.  To the contrary, there is strong evidence suggesting the Nuclear Regulatory 22 

Commission will require further seismic upgrades for the Diablo Canyon Nuclear Power Plant as a result of 23 

the Fukushima Daiichi failures.  In addition, the Legislature unanimously enacted urgency legislation in 24 

2015 to extend and codify the role of the Commission’s Independent Peer Review Plan to provide oversight 25 

to PG&E’s Long-Term Seismic Program.  That panel is reviewing PG&E’s integration of the studies 26 

required by 2006 Assembly Bill 1632 (Blakeslee) into the report ordered by the Nuclear Regulatory 27 

Commission of PG&E’s Senior Seismic Hazard Analysis Committee.  Considerable follow-up work remains, 28 

and likely will for some time. 29 

 30 

Q44.  Is it your opinion that balancing accounts lead to more effective regulatory oversight? 31 
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A44.  Yes.  As a former Commissioner of the California Energy Commission and from my involvement in 1 

numerous regulatory proceedings, I believe balancing accounts provide far more effective regulatory 2 

oversight as compared to general rate cases.  As PG&E itself argued in its last general rate case as well as 3 

this one, costs recovered through balancing accounts and the activities and projects underlying those costs 4 

can be easily reviewed and monitored by interested parties and the Commission.  Earthquake 5 

preparedness and impacts on public safety, as is the case for utility-caused wildfires and the costs of 6 

mitigating their causes, should be separated from general rate cases to allow regulators, customers, 7 

interested parties, and the general public a distinct venue in which to track expenditures and review utility 8 

activities. 9 

 10 

PG&E’s assertion that the costs recovered through the seismic studies balancing account are relatively 11 

small simply ignores the important purposes being served by the activities being funded, a far more 12 

important reason for the Commission’s creation of the balancing account in the first place.  That assertion is 13 

oddly misplaced as well, since PG&E well knows general rate cases march to the strict beat of the 14 

Commission’s regulatory lag plan schedule, which strongly discourages parties from spending days and, 15 

perhaps weeks, on relatively small amounts of money. 16 

 17 

Q45.  In what manner does the seismic studies balancing account contribute to the Commission’s ability to 18 

protect the public safety? 19 

A45.  By singling out the expenditures related to the seismic studies and identifying any necessary and 20 

required seismic upgrades which might result from new findings, the Commission is able to coordinate 21 

PG&E’s characterization of the seismic hazards present at the Diablo Canyon Nuclear Power Plant site 22 

with the Commission’s review of the costs of mitigating the potential consequences posed by those 23 

hazards.  The Tohoku earthquake and resulting impact to the Fukushima Daiichi nuclear facility were 24 

catastrophic, the full impacts of which are yet to be fully understood and inventoried.  The Diablo Canyon 25 

Nuclear Power Plant’s proximity to known seismic faults increases the likelihood the Nuclear Regulatory 26 

Commission or other regulatory agencies will impose additional design and safety requirements as more 27 

becomes known about the risks posed to nuclear operations from seismic events.  In addition, some of the 28 

studies which PG&E considers completed were only completed very recently and the California Energy 29 

Commission, the California agency most interested in reviewing those studies, has yet to indicate whether it 30 

considers those studies to be complete or whether additional issues need to be addressed.  The 31 
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Commission should proceed cautiously in considering the regulatory tools and forums it may need in the 1 

future to evaluate how PG&E assesses and will address any new seismic hazards and findings revealed by 2 

the latest studies.  PG&E has been known to be out of compliance with seismic-related safety procedures 3 

and the Commission should not assume PG&E will fully appreciate its responsibilities with respect to 4 

seismic safety in the future.  The seismic studies balancing account provides a well-suited regulatory 5 

mechanism by which the Commission can oversee PG&E’s activities in these important areas. 6 

 7 

Q46.  How are the seismic studies and any safety-related projects related to the Commission’s economic 8 

jurisdiction over the Diablo Canyon Nuclear Power Plant? 9 

A46.  As PG&E, the Nuclear Regulatory Commission and other agencies, including this Commission, 10 

evaluate the requested license extensions for the Diablo Canyon Nuclear Power Plant, close review of the 11 

recent seismic studies may suggest amendments to the plant’s design, components and/or procedures, all 12 

of which will pose potential costs of compliance.  Review of these matters in the immediately available 13 

annual proceeding where the costs and results of the seismic studies are considered should provide an 14 

early warning as to the economic efficacy of the requested license extensions, a natural precursor to 15 

PG&E’s next application under the Nuclear Regulatory Commission Regulatory Balancing Account where 16 

any new design requirements and additional compliance requirements will be proposed. 17 

 18 

Q47.  Does this conclude your testimony on the fourth recommendation of the Alliance for Nuclear 19 

Responsibility? 20 

A47.  Yes, it does. 21 

 22 

E.  Excluding the Costs of the Independent Spent Fuel Storage Installation from Rate Base and 23 

Rates 24 

Q48.  Let’s turn to the fifth recommendation you enumerated.  To begin, please restate the 25 

recommendation. 26 

A48.  The Alliance for Nuclear Responsibility is recommending the Commission omit the capital costs of the 27 

Independent Spent Fuel Storage Installation (“ISFSI”) expansion project from electric rates until such time 28 

as PG&E demonstrates it is in full compliance with the recommendations of the California Energy 29 

Commission regarding the transfer of spent fuel assemblies to dry cask storage.  This would reduce Test 30 

Year 2017 Diablo Canyon Nuclear Power Plant capital investment by $36.754 million. 31 
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 1 

Q49.  Why is the Alliance for Nuclear Responsibility recommending the exclusion of the costs of the ISFSI 2 

expansion project from rate base and rates? 3 

A49.  In PG&E’s last general rate case, the Commission directed PG&E to file “a satisfactory plan to 4 

comply with California Energy Commission recommendations regarding the transfer of spent fuel to dry 5 

cask storage in its Assembly Bill1632 Report" in this general rate case.  The Commission approved the 6 

project and PG&E's forecasted capital estimate of $26.1 million, which should be compared to PG&E’s forty 7 

percent (40%) higher recorded costs of $36.754 million, to construct five additional five pads at the ISFSI, 8 

subject to PG&E's compliance with this directive.  The Energy Commission’s 2013 Integrated Energy Policy 9 

Report provides guidance as to the manner in which PG&E could comply with this direction, namely, 10 

“PG&E should, as soon as practicable and while maintaining compliance with Nuclear Regulatory 11 

Commission spent fuel cask and pool storage requirements, transfer spent fuel from the pools into dry 12 

casks and report to the Energy Commission on its progress until the pools have been returned to open 13 

racking arrangements.”  PG&E has not complied with the Energy Commission’s recommendations or the 14 

Commission’s ratemaking directive.  In the 2015 Integrated Energy Policy Report, the Energy Commission 15 

confirmed PG&E’s failure to meet the recommendations adopted in the 2013 Integrated Energy Policy 16 

Report. 17 

 18 

Q50.  Have you reviewed PG&E’s plan for transferring spent fuel from wet storage to dry cask storage filed 19 

in this general rate case? 20 

A50.  Yes, I have. 21 

 22 

Q51.  Is the spent fuel storage plan filed by PG&E in this general rate case sufficient to meet this 23 

Commission’s ratemaking directions from the last PG&E general rate case? 24 

A51.  No, it is not.  As this Commission has said, PG&E was required to file a plan “satisfactory” to the 25 

Energy Commission.  As the Energy Commission has said in its most recent Integrated Energy Policy 26 

Report, PG&E’s plan does not meet the agency’s recommendations regarding spent fuel storage.  PG&E 27 

excuses its noncompliance by claiming its fuel-transfer plan is impacted by a number of factors, and that 28 

moving spent fuel assemblies from wet pools to dry storage is very complex and takes years to plan and 29 

perform.  PG&E claims that it has adopted a “reasonable and prudent fuel transfer schedule,” and further 30 

claims to be constrained by Nuclear Regulatory Commission heat-loading restrictions to keeping a 31 
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minimum of 772 fuel assemblies in each of its spent-fuel storage pools.  PG&E has not explained why it 1 

has not studied and appears to reject the “low-density” pool definition used by the Nuclear Regulatory 2 

Commission, which contemplates that as few as 312 fuel assemblies may be placed in each spent-fuel 3 

storage pool.  The Energy Commission recently made clear that PG&E’s position is not compelling.  In 4 

doing so, the Energy Commission noted a Nuclear Regulatory Commission Staff study, upon which 5 

PG&E’s resistance to the Energy Commission’s recommendation relied, was based on a seismic 6 

assessment of nuclear plant sites in the eastern and central United States, not nuclear power plants in the 7 

seismically active western United States.  The Energy Commission noted the admission of the chairman of 8 

the Nuclear Regulatory Commission that agency staff had not adequately explored these regional issues 9 

affecting fuel-storage issues. 10 

 11 

Based on its review of PG&E’s fuel storage plan, the Energy Commission has recommended that PG&E 12 

should not be allowed “to recover from ratepayers the additional costs associated with its failure to expedite 13 

the movement of spent fuel from the pool to dry casks.  In addition, PG&E should file annual reports with 14 

the CPUC and the Energy Commission on its efforts to comply with California regulators’ directives in this 15 

area, and its estimate of the costs implications.  These reports should contain the amount of spent fuel and 16 

the associated radiation in the spent fuel pool and an estimate of the incremental amount above the level 17 

desired by the Energy Commission and the CPUC.”  I support the Energy Commission’s recommendation 18 

in these regards. 19 

 20 

Q51.  Does this conclude your testimony on the fifth Alliance for Nuclear Responsibility recommendation? 21 

A51.  Yes, it does. 22 

 23 

Q52.  Does this also conclude your prepared direct testimony in this proceeding? 24 

A52.  Yes, it does. 25 

  26 
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EXHIBIT A4NR-2:  ATTACHMENT 1 

QUALIFICATIONS OF JOHN L. GEESMAN 

 

John L. Geesman is an attorney with the Oakland law firm, Dickson Geesman LLP, and a member 1 

in good standing of the California State Bar Association. 2 

Mr. Geesman served as a member of the California Energy Commission from 2002 to 2008, and 3 

was the agency’s Executive Director from 1979 to 1983.  Between his two tours at the Energy Commission, 4 

Mr. Geesman spent nineteen years as an investment banker focused on the U.S. bond markets and served 5 

as a financial advisor to municipal electric utilities throughout the West. 6 

Mr. Geesman has a long history of providing leadership on issues related to resource planning, 7 

environmental policy, financial management, and risk practices.  This is demonstrated by his service in 8 

numerous executive capacities, including stints as: 9 

 Co-Chair of the American Council on Renewable Energy; 10 

 Chairman of the California Power Exchange; 11 

 President of the Board of Directors of The Utility Reform Network (nee Toward Utility Rate 12 

Normalization); 13 

 Member of the Governing Board of the California Independent System Operator; and, 14 

 Chairman of the California Managed Risk Medical Insurance Board. 15 

 16 

Mr. Geesman has previously testified as an expert witness before the California Public Utilities 17 

Commission. 18 

Mr. Geesman is a graduate of Yale College and the University of California Berkeley School of 19 

Law. 20 

  21 
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ATTACHMENT 2 

PG&E RESPONSE TO DATA REQUEST A4NR 7.1 

 

 DCPP NON-EMERGENCY CURTAILMENT SCHEDULING GUIDELINES BASIS DOCUMENT 

(with redactions by PG&E) 

  1 
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