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SOCALGAS REBUTTAL TESTIMONY OF RICK PHILLIPS AND  1 
SHARIM CHAUDHURY 2 

(PSEP) 3 

 4 

I. SUMMARY OF DIFFERENCES1,2 5 

Table RDP-1 6 
Summary of O&M Cost Differences 7 

(Constant 2016 Direct Costs – Thousands) 8 
 9 

 
TOTAL 
O&M3 

VARIANCE 

SOCALGAS $249,4684 N/A 
ORA $162,704 ($86,764) 
TURN/SCGC $200,210 ($49,258) 
INDICATED 
SHIPPERS $202,054 ($47,414) 

 10 
Table RDP-2 11 

Summary of Capital Cost Differences 12 
(Constant 2016 Direct Costs – Thousands) 13 

 14 

 
TOTAL 

CAPITAL5 
VARIANCE 

SOCALGAS $649,326 N/A 
ORA $645,502 ($3,824) 
TURN/SCGC $522,567 ($126,759) 
INDICATED 
SHIPPERS $444,300 ($205,026) 

                                                 
1 The Coalition of California Utility Employees (CUE) filed testimony but did not propose any reductions 
to SoCalGas’ forecast. 

2 The city of Long Beach filed testimony supporting the Post Test Year ratemaking proposal for PSEP as 
described in Exhibit SCG-44-2R (Malik) but at the level of spending forecasted by ORA. 

3 Amounts reflect the three-year (2019-2021) rate case cycle forecasts. Fourth-year (2022) O&M forecasts 
are discussed in Sections III.G and III.I. 

4 Does not include $2,484K recorded in Pipeline Safety Enhancement Plan – Phase 2 Memorandum 
Account (PSEP-2MA), amortization of which will be sought in a future proceeding. 

5 Amounts reflect the three-year (2019-2021) rate case cycle forecasts.  Fourth-year (2022) Capital 
forecasts are discussed in Sections III.G through III.I. 
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 1 

II. INTRODUCTION 2 

This joint rebuttal testimony addresses SoCalGas’ request for the continuing execution of 3 

the Pipeline Safety Enhancement Plan (PSEP), which commenced in 2012.  The forecast set 4 

forth in the Revised Direct Testimony of Rick Phillips (Exhibit SCG-15-R, Direct Testimony) is 5 

based on meeting the objectives described therein to: (1) enhance public safety; (2) comply with 6 

Commission directives; (3) minimize customer impacts; and (4) maximize the cost effectiveness 7 

of safety investments.6 8 

Specifically, our rebuttal testimony addresses the following testimony from other parties:   9 

 The Office of Ratepayer Advocates (ORA) as submitted by Nils Stannik 10 

and Pui-Wa Li (Exhibit ORA-03), dated April 13, 2018.   11 

 The Utility Reform Network (TURN) and Southern California Generation 12 

(SCGC), jointly (Exhibit TURN/SCGC-01), as submitted by Catherine 13 

Yap, dated May 14, 2018. 14 

 Indicated Shippers (Exhibit IS-1), as submitted by Michael Gorman, dated 15 

May 14, 2018. 16 

 The Coalition of California Utility Employees (CUE) (Exhibit CUE-1), as 17 

submitted by David Marcus, dated May 14, 2018. 18 

As a preliminary matter, the absence of a response in this rebuttal testimony to any 19 

particular issue does not imply or constitute agreement by SoCalGas with the proposals or 20 

contentions made by any party.  The forecasts included in SoCalGas’ direct testimony, provided 21 

at the project level, are based on sound estimates of its revenue requirements calculated as of the 22 

time of testimony preparation. 23 

In our rebuttal testimony we address intervenors’ testimony on the following key issues: 24 

 SoCalGas’ approach of developing detailed cost estimates for each project is a 25 

more accurate method for predicting the costs of individual projects than ORA’s 26 

linear regression model, which ignores project-specific attributes. 27 

 ORA’s linear regression model is flawed, as evidenced by the facts that: 1) it is 28 

not used to assess all the PSEP projects in this Application, but just a select few; 29 

                                                 
6 Ex. SCG-15-R (Phillips) at RDP-A-5. 
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2) its results are applied inconsistently; 3) it does not account for a large number 1 

of the cost components included in SoCalGas’ pressure test project estimates on a 2 

project-specific basis; and 4) it is based almost entirely on PG&E’s completed 3 

projects, and PG&E’s reported costs do not include a significant cost component 4 

included in SoCalGas’ cost forecasts 5 

 TURN/SCGC and Indicated Shippers’ proposed disallowance of the risk 6 

assessment, also referred to as “contingency,” component of SoCalGas’ detailed 7 

project cost estimates ignores industry knowledge and practice regarding the need 8 

and appropriate use of contingency in the project estimation process. 9 

 ORA’s, TURN/SCGC’s, and Indicated Shippers’ arguments for denying two-way 10 

balancing account treatment of PSEP costs are unfounded and outweighed by the 11 

benefits of granting two-way balancing account treatment. 12 

 ORA’s proposed modification of SoCalGas’ project substitution proposal would 13 

add unnecessary time and complexity to the execution of PSEP projects. 14 

 ORA and TURN/SCGC’s interpretation of Title 49 of the Code of Federal 15 

Regulations, Part 192 Subpart J (Subpart J) is not supported. 16 

 Indicated Shippers’ proposal to extend the remaining timeframe to complete 17 

execution of the Valve Enhancement Plan is based on a misunderstanding of the 18 

status of the program described in Direct Testimony. 19 

 TURN/SCGC’s proposal to defer the majority of the costs associated with Line 20 

44-1008 is speculative and ignores that, if need be, the project may be substituted 21 

through SoCalGas’ project substitution proposal so that PSEP may continue to be 22 

executed “as soon as practicable”7 in compliance with the Commission’s 23 

directives. 24 

For all the reasons stated in the Direct and this Rebuttal Testimony, SoCalGas’ PSEP 25 

forecasts should be adopted by the Commission in their entirety to allow the continued 26 

successful execution of PSEP, which accomplishes California’s pipeline safety enhancement and 27 

risk mitigation (i.e., RAMP) objectives. 28 

                                                 
7 Decision (D.) 11-06-007 at 19. 
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A. ORA 1 

ORA’s recommendations regarding PSEP are, in summary, as follows:8   2 

 Utilizing its statistical model, which only reviews 19 of the 29 3 

replacement projects included in this Application (and is applied to only 4 

11 of those projects), ORA proposes a forecasted cost of $176.7MM, 5 

compared to SoCalGas’ forecast of $276.9MM for the same 19 6 

projects.9,10 7 

 SoCalGas’ request for two-way balancing account treatment of PSEP 8 

costs should be denied. 9 

 SoCalGas’ forecasted Allowance for Pipeline Failures in the amount of 10 

approximately $4.1 million should be adopted, but only if two-way 11 

balancing account treatment is denied. 12 

 SoCalGas’ request for authority to substitute PSEP projects should be 13 

augmented to allow for more in-depth analysis of proposed project 14 

substitutions. 15 

 SoCalGas’ interpretation of the Commission’s directive regarding 16 

compliance with the modern standards embodied in Subpart J is incorrect 17 

and should be clarified by the Commission. 18 

B. TURN/SCGC  19 

TURN/SCGC’s joint recommendations regarding PSEP11 are, in summary, as follows:  20 

                                                 
8 April 13, 2018 ORA Report on Risk Management Policy; Enterprise Risk Management Organization; 
RAMP/GRC Integration; Pipeline Integrity; SoCalGas PSEP (Nils Stannik, Pui-Wa Li) (Exhibit ORA-
03).  

9 Ex. ORA-03 (Stannik and Li) at 26. 

10 Ex. ORA-03 (Stannik and Li) at 27.  ORA includes SoCalGas’ forecasted fourth-year projects in their 
analysis.  ORA’s proposed forecast for the 14 projects that fall within the three-year GRC cycle is 
$150.7MM. 

11 May 14, 2018, Prepared Direct Testimony of Catherine Yap addressing the Pipeline Safety 
Enhancement Program, Other Gas Transmission Costs, and Third Attrition Year, on behalf of The Utility 
Reform Network (TURN) and Southern California Generation Coalition (SCGC) (Exhibit TURN/SCGC-
01). 
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 SoCalGas’ test and replacement project forecasts should be reduced by 1 

approximately $63MM (O&M and capital) and $55.5 MM (capital), 2 

respectively, by eliminating the risk assessment component.12  3 

 The $76.6 MM forecast for 50% of Line 44-1008, with the exception of 4 

$700K, should be excluded from this GRC cycle because the 5 

environmental review process will not be completed during the current 6 

GRC cycle. 7 

 SoCalGas’ request for two-way balancing account treatment of PSEP 8 

costs should be denied. 9 

 SoCalGas’ project substitution proposal should be granted. 10 

 SoCalGas’ interpretation of D.11-06-017 regarding testing or replacing 11 

pre-1970 pipelines that have records of a pressure test to assure 12 

compliance with the modern standards embodied in Subpart J is incorrect 13 

and should be clarified by the Commission. 14 

 15 

C. INDICATED SHIPPERS 16 

Indicated Shippers’ recommendations regarding PSEP13 are, in summary, as follows:   17 

 SoCalGas’ test, replacement, and Valve Enhancement Plan project forecasts 18 

should be reduced by approximately $58.6MM, $49.7MM, and $42.2MM,14 19 

respectively, by eliminating the risk assessment component.  20 

 The pace of implementation of the Valve Enhancement Plan should be 21 

slowed to extend the timeline for completion from three years to six years, 22 

                                                 
12 Ex. TURN/SCGC-01 (Yap) at 16. TURN/SCGC disallowance is based on a three-year GRC cycle. If 
the Commission were to adopt a four-year cycle, TURN/SCGC’s proposed disallowance would increase 
to $77.6MM for pressure test projects and $77.5MM for replacement projects.  See id.  at 17. 

13 May 14, 2018 Prepared Direct Testimony of Michael Gorman on behalf of Indicated Shippers (Exhibit 
IS-1). 

14 Indicated Shippers base their proposed disallowances on a three-year GRC cycle. They do not address a 
possible four-year cycle. 
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with an accompanying reduction of the Valve Enhancement Plan forecast 1 

for the 2019 GRC Cycle of $101.9MM. 2 

 SoCalGas’ request for two-way balancing account treatment of PSEP 3 

costs should be denied. 4 

D. CUE  5 

CUE’s recommendation regarding PSEP15 is, in summary, as follows:  SoCalGas’ request 6 

for a two-way balancing account should be authorized. 7 

 8 

III. REBUTTAL OF PARTIES’ PSEP PROPOSALS 9 

A. SOCALGAS’ DETAILED COST ESTIMATES ARE THE MOST 10 
ACCURATE PREDICTOR OF PROJECT COSTS  11 

As stated in the Direct Testimony, SoCalGas has developed cost estimates by assigning 12 

values to individual cost components based on detailed engineering and planning analysis.  The 13 

engineering on the projects was advanced to an approximate 30% design level.  The uniqueness 14 

of each PSEP project and the variability in cost components from project to project make such 15 

project-specific cost estimates the most accurate methodology to predict project costs.16  This 16 

method is consistent with the Commission’s directive in D.14-06-007 (approving SoCalGas and 17 

SDG&E’s PSEP) that:  “It is only fair that ratepayers should have the benefit of detailed plans 18 

for this Commission to consider before authorizing or preapproving the expenditure of many 19 

hundreds of millions of dollars.”17  This decision followed assertions by TURN and SCGC that 20 

the Class 518 or Class 4 estimates submitted by SoCalGas (and SDG&E) in that proceeding were 21 

                                                 
15 May 14, 2018 Prepared Direct Testimony of David Marcus on behalf of The Coalition of California 
Utility Employees (CUE) (Exhibit CUE-1). 

16 Ex. SCG-15-R (Phillips) at RDP-A-23. 

17 Decision (D.) 14-06-007 at 23. 

18 AACE International Recommended Practice No. 18R-97 “Cost Estimate Classification System – As 
Applied in Engineering, Procurement, and Construction for the Process Industries,” attached as Appendix 
A.  AACE International (formerly known as the Association for the Advancement of Cost Engineering), 
an industry leading organization in the field of cost estimating defines Class 3, 4, and 5 estimates as 
follows:   
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too rudimentary for ratemaking.19  In accordance with this directive and in light of the arguments 1 

by TURN and SCGC in that proceeding that Class 5 and Class 4 estimates are not appropriate for 2 

ratemaking purposes, SoCalGas provided Class 3 estimates in this Application.  Class 3 3 

estimates generally are prepared to form the basis for budget authorization, appropriation, and/or 4 

funding.20   5 

The forecasts provided for each project in this Application are based on completion of 6 

about 30% of the engineering activities for each project.  Subject matter experts in the areas of 7 

Project Execution, Engineering Design, Environmental, Construction, Land Services, Permitting, 8 

Compressed Natural Gas/Liquified Natural Gas, and Supply Management all contribute to this 9 

estimate development process.  The project estimate, including a risk component appropriate for 10 

each project, is then developed by a dedicated estimating team.21   11 

ORA, in contrast, does none of the above.  It does not offer forecasts based on the 12 

“detailed plans” that the Commission and other intervenors argued for in A.11-11-002.  ORA’s 13 

proposal, in relying on a mere three project characteristics, is actually a rudimentary form of 14 

parametric estimating that, according to AACE guidelines, would be classified as a Class 5 15 

estimate, the least accurate and rudimentary of all estimate classes.  16 

                                                 
Class 3 – generally prepared to form the basis for budget authorization, appropriation, and/or funding.  As 
such, they typically form the initial control estimate against which all actual costs and resources will be 
monitored.  Typically, engineering is from 10% to 40% complete. 

Class 4 – generally prepared based on limited information and subsequently have fairly wide accuracy 
ranges.  They are typically used for project screening, determination of feasibility, concept evaluation, 
and preliminary budget approval.  Typically, engineering is from 1 to 15% complete. 

Class 5 – generally prepared based on very limited information, and subsequently have wide accuracy 
ranges. 

See Appendix A at 5-6. 

19 A.11-11-002, Opening Brief of The Utility Reform Network on Pipeline Safety Enhancement Plan 
Issues at pp. 76-79.  TURN argued that the “Commission should defer adopting a forecast-based revenue 
requirement until it has the benefit of the more detailed engineering and design.”  Id. at p. 79.  SCGC 
argued that “Applicants should be required to submit cost estimates in EAD proceedings that are no worse 
than Class 3 estimates and hopefully much better,” and later that the cost estimates “should be at least 
Class 3 estimates.”  A.11-11-002, Southern California Generation Coalition Opening Brief at p. 30 and 
A.11-11-002, Southern California Generation Coalition Reply Brief at p. 5. 

20 Appendix A at 6. 

21 SoCalGas’ detailed cost estimating process is described at Ex. SCG-15-R (Phillips) at RDP-A-22-27. 
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Even though SoCalGas’ detailed project estimates are more accurate for approximating 1 

the costs of individual projects than ORA’s approach, no matter how detailed a Class 3 estimate 2 

is, there is still inherent uncertainty in all estimates, and thus inclusion of a risk assessment 3 

component is appropriate, as described in greater detail in Section III.C. 4 

 5 

B. ORA’S MODELS AND TURN/SCGC’S AND INDICATED SHIPPERS’ 6 
PROPOSALS ARE FLAWED  7 

1. Relevant Summary of Parties’ Positions on Pressure Test Projects 8 

Table RDP-3 9 
Combined O&M and Capital Components 10 

(Constant 2016 Direct Costs – Thousands) 11 
 12 

Project 
Line  

SoCalGas ORA TURN/SCGC 
INDICATED 
SHIPPERS 

235 West 
Section 1 $53,768 $53,768* $40,803 $40,808
235 West 
Section 2 $36,860 

 
$36,860* $28,067 $28,065

235 West 
Section 3 $17,489 $17,489* $14,746 $14,737
407 $5,150 $5,150 $4,239 $4,237
1011 $5,167 $4,286 $4,294 $4,293
2000 Chino 
Hills $45,335 $8,349 $35,299

             
$35,297

2000 
Section E $15,520 $7,852 $11,947

             
$11,946

2000 
Blythe to 
Cactus City $51,845 $51,845*                 $40,685

             
$40,686 

2001 West 
Section C $26,229 $9,680 $20,858

            
$22,424

2001 West 
Section D $29,277 $11,023 $24,913

             
$26,811

2001 West 
Section E $14,182 $7,755 $11,982

            
$12,925

TOTAL $300,822 $214,057 $237,832 $242,230 
*ORA has not opposed SoCalGas’ forecast for these projects.22 13 

 14 

                                                 
22 Ex. ORA-03 (Stannik and Li) at 28. 
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a. ORA 1 

In forecasting costs for SoCalGas’ projects, ORA utilized a statistical model similar23 to 2 

one it used in A.17-03-021,24 i.e., utilizing five years of purported actual cost data associated 3 

with pressure test and pipeline replacement projects completed by SoCalGas, San Diego Gas & 4 

Electric Company (SDG&E), Pacific Gas and Electric Company (PG&E), and Southwest Gas 5 

Company (Southwest).25  As explained in detail below, ORA’s statistical models should not be 6 

used to forecast PSEP project costs as they suffer from significant shortcomings: 7 

i. ORA’s models are missing important project factors/explanatory variables; 8 

ii. ORA’s models produce biased forecasts; 9 

iii. ORA’s models are based primarily on PG&E data, but do not recognize or 10 

account for differences among utilities; and 11 

iv. ORA’s pressure test database is composed almost entirely of PG&E projects and 12 
does not include the capital component of PG&E’s pressure test projects. 13 

As demonstrated below, if ORA’s models are even partially augmented to address a few, 14 

but not all, of the above flaws, ORA’s recommended forecast reduction would be diminished 15 

drastically.  This demonstrates that ORA’s approach is far from reliable or credible for use in 16 

forecasting PSEP project costs.  17 

 18 

i. ORA’s PSEP Project Cost Forecasts Are Biased 19 
Because ORA’s Statistical Models Do Not Include 20 
Important Cost Drivers   21 

ORA developed statistical models using linear regression analysis to prepare alternative 22 

forecasts for SoCalGas’ PSEP pressure test and pipeline replacement projects.  As described by 23 

                                                 
23 In A.17-03-021, Application of Southern California Gas Company (U 904G) and San Diego Gas & 
Electric Company (U 902G) for Approval of the Forecasted Revenue Requirement Associated with 
Certain Pipeline Safety Enhancement Plan Projects & Associated Rate Recovery (filed March 30, 2017), 
ORA used its statistical model for replacement projects only. 

24 A.17-03-021 Scoping Memo and Ruling of Assigned Commissioner (dated August 8, 2017) at 8 
contemplates a decision in this proceeding in September 2018. 

25 ORA excluded combined pressure test/replacement projects, projects with missing start and end dates, 
or projects that ORA classified as “abandonment” projects. 

 



RDP/SC-10 

ORA, “[l]inear regression produces an equation that describes how cost relates to certain project 1 

factors, allowing one to predict how much a project should cost, on average, based on its 2 

characteristics.”26  ORA’s regression models rely on a dataset ORA developed that is composed 3 

almost entirely of PG&E projects (for pressure test projects, approximately 95% of the data 4 

points are PG&E projects), and some SoCalGas/SDG&E and Southwest Gas projects, as 5 

described in Section III.B.1.a.iii and III.B.1.a.iv.   6 

A prerequisite of a good regression model is that the model includes all critical project 7 

factors or explanatory variables that can explain the variations in costs across projects.  Omitting 8 

essential explanatory variables results in bias and inaccuracy in the estimates of the effects of the 9 

explanatory variables (estimated coefficients) that are included in the model, the model’s 10 

forecasts, and the prediction intervals of those forecasts. This renders such a model unreliable for 11 

forecasting purposes.27  ORA notes that it enhanced its forecasting model in this proceeding 12 

relative to the one ORA used in A.17-03-021 by including an additional explanatory variable 13 

representing project duration.  Additionally, ORA claims, “[t]he inclusion of project duration 14 

also helps account for project cost variances due to a variety of circumstances (since factors that 15 

raise costs, such as a hard-to-access location or delays due to specific environmental 16 

requirements, often lead to delays or longer construction times).”28  While ORA’s model may be 17 

improved by the inclusion of one additional consideration, ORA’s models still are not 18 

sufficiently refined to forecast PSEP project costs because they omit other critical explanatory 19 

variables that drive project costs.  For projects with similar durations, ORA’s models are not able 20 

                                                 
26 Ex. ORA-03 (Stannik and Li) at 22. 

27 Greene, W.H. (2008) Econometric Analysis, p. 133-134. Upper Saddle River, N.J.: Prentice Hall 

28 Ex. ORA-03 (Stannik and Li) at 25, 26. 
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to forecast project cost differences attributable to urban/rural locations, terrain, or differing 1 

environmental mitigation requirements.  The absence of these essential cost drivers in the ORA 2 

model, and hence the inability to account specifically for the effects of these cost drivers, renders 3 

ORA’s model inappropriate for forecasting PSEP project costs.   4 

ii. The Results of ORA’s Statistical Models Suggest that 5 
the Models Should Not Be Used to Forecast PSEP 6 
Project Costs    7 

a. ORA’s Models Produce Biased Project Cost 8 
Forecasts    9 

ORA bases its recommended reductions to SoCalGas’ forecasts on 90% thresholds 10 

applied to its statistical models.29  These thresholds are calculated as additional costs added on 11 

top of the forecasts produced by its pressure test and pipeline replacement models.  When a 12 

model is inherently biased (i.e., when it systematically forecasts costs that are too high or too 13 

low), a 90% threshold also will be pushed too high or too low and also will be biased.  The 14 

forecasts produced by ORA’s models illustrate this flaw. 15 

Using ORA’s workpapers, data request responses, and PSEP project database, SoCalGas 16 

replicated ORA’s pressure test and pipeline replacement cost forecasting models.30  Comparing 17 

the purported actual project costs from ORA’s database to the forecasts produced by ORA’s 18 

models, it is clear that both of ORA’s models are biased, over-forecasting lower cost projects and 19 

under-forecasting higher cost projects.  20 

Figure RDP-1 21 

                                                 
29 ORA calculates 80% prediction intervals centered on its cost forecasts. If calculated correctly, there is 
an 80% probability that a project’s cost will fall inside of the interval and a 10% probability that a 
project’s cost will fall below the interval. Therefore, there will be a 90% chance that a project’s cost falls 
at or below the upper limit of this threshold. We refer to this upper limit as the “90% threshold.” 

30 SoCalGas was able to replicate ORA’s pipeline replacement model exactly. While SoCalGas could not 
exactly replicate ORA’s pressure test model, it was able to match ORA’s model estimates very closely. 
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 1 

The above plot shows the actual costs of the pressure test projects in ORA’s database in 2 

red, ranked from the lowest cost to the highest cost. The estimated costs for each project from 3 

ORA’s pressure test model are overlaid in blue.31 As shown in the plot above, ORA’s model 4 

systematically over-forecasts the costs of less expensive projects and under-forecasts the costs of 5 

more expensive projects. Notably, the under-forecasting of costs in ORA’s model is particularly 6 

egregious for the most-costly projects. 7 

Figure RDP-2 8 

 9 

                                                 
31 ORA’s regression models produce an estimated project cost for each project in the ORA database 
(generally called “fitted values”).  Because ORA’s models are developed using the actual project costs in 
its database, the models are essentially tailored to reproduce these costs. 
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For the 265 lowest cost pressure test projects, ORA’s pressure test model over-forecasts 1 

by an average of $674,370 per project. For the remaining 110 pressure test projects, the model 2 

under-forecasts by an average of $1,624,620 per project, more than double the average cost 3 

variance of the over-forecasts. Clearly, the model produces unreliable cost forecasts, especially 4 

for the higher cost projects. 5 

Figure RDP-3 6 

 7 

The above plot shows the actual costs of the pipeline replacement projects in ORA’s 8 

database in red in increasing order from lowest cost to highest cost. The forecasted costs for each 9 

project according to ORA’s model are overlaid in blue.  As with the pressure test projects, 10 

ORA’s replacement cost model systematically over-forecasts less costly projects and under-11 

forecasts more costly projects.  This is more pronounced for the highest cost projects on the right 12 

side of the plot. 13 

Figure RDP-4 14 
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 1 

ORA’s pipeline replacement model over-forecasts the 112 lowest cost pipeline replacement 2 

projects by an average of $833,209 per project.  The remaining 75 pipeline replacement projects 3 

are under-forecasted by an average $2,851,668 per project.  Like the pressure test model, the 4 

ORA pipeline replacement model is unreliable and highly biased with respect to higher cost 5 

projects. 6 

ORA’s 90% thresholds are centered on the forecasts from its models. Because of this, any 7 

bias in ORA’s forecasts is transmitted directly to its 90% thresholds. The above plots show that 8 

ORA’s forecasts are indeed biased and that this bias is especially egregious for the highest cost 9 

projects.  As a consequence, its 90% thresholds are also markedly biased for the highest cost 10 

projects.  This strong bias in forecasting high cost projects is particularly evident for the 2000 11 

Chino Hills project discussed below. 12 

b. Biased Project Cost Forecasts: The 2000 Chino 13 
Hills Pressure Test Project 14 

ORA’s 90% threshold implies that there is a 90% probability that a future project’s cost 15 

will fall at or below the threshold established by ORA’s models.32  According to ORA, the 16 

purpose of the 90% threshold is “to account for factors that may additionally raise costs to set an 17 

upper bound for a reasonable cost forecast.”33  Admirable though the intent may be, because of 18 

                                                 
32 Ex. ORA-03 (Stannik and Li) at 22, n. 56.   

33 Id. at 22.  
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the bias in the 90% threshold derived from the underlying forecasts from ORA’s models, the 1 

threshold is unlikely to account for such factors sufficiently.  To illustrate: the 2000 Chino Hills 2 

pressure test project is forecasted by SoCalGas to cost $45.3 million; but ORA’s recommended 3 

forecast is $8.3 million – about 18% of SoCalGas’ forecast.  ORA’s forecast of $8.3 million is 4 

based on a 90% threshold, meaning ORA expresses confidence that there is a 90% probability 5 

that this project will cost $8.3 million or less, while SoCalGas’ forecast, based on the actual 6 

anticipated scope of work and construction activities is an order-of-magnitude higher.  This 7 

clearly demonstrates that ORA’s “conservative” forecast utilizing a 90% threshold is not and 8 

cannot be accurate for at least some PSEP projects.34  ORA’s assessment is limited and 9 

incomplete, and ORA does not explain why its statistical model produces such a significant 10 

variance from SoCalGas’ detailed 2000 Chino Hills project forecast.  Moreover, ORA does not 11 

identify which components or activities within SoCalGas’ project estimate are inappropriate 12 

and/or can be eliminated to execute the project at only 18% of the cost SoCalGas estimates is 13 

needed to complete construction.  14 

iii. ORA’s Models Are Based Primarily on PG&E Data, 15 
But Do Not Recognize or Account for Differences 16 
Among Utilities 17 

ORA’s cost forecasting models assume that the costs of future PSEP projects can be 18 

forecasted based on historical PSEP project data. However, the overwhelming majority of the 19 

historical data used by ORA is derived from PG&E projects, as will be discussed in Section 20 

III.B.1.a.iv below. 21 

Neither ORA’s pressure test cost model nor ORA’s replacement cost model account for 22 

any differences between the utilities’ PSEP projects. This section provides strong statistical 23 

evidence that these differences should not be ignored, and shows the results of improvements to 24 

ORA’s models that account for differences in the utilities’ PSEP projects contained in ORA’s 25 

own database. 26 

                                                 
34 These differences are particularly worrisome when they are so significant.  There is a $37 million 
difference on just one project.  
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ORA’s pressure test cost model is a linear regression model meant to capture the effect of 1 

the project length in miles, the pipeline diameter in inches, and the project duration in days. 2 

SoCalGas augmented ORA’s model with an additional explanatory variable that captures 3 

additional project cost due to project length for SoCalGas and SDG&E projects only.35 This 4 

additional variable is highly statistically significant,36 indicating an extremely high degree of 5 

certainty (well over 99.99%) that it affects pressure test project costs for SoCalGas and SDG&E 6 

projects. Comparing predictive R2, a measure of how well a model forecasts, the augmented 7 

ORA pressure test cost model explains PSEP project costs nearly 50% better than ORA’s 8 

model.37 The results of the augmented ORA model make it clear that there are aspects of these 9 

SoCalGas and SDG&E projects that are in some way different compared to PG&E projects and 10 

that any cost forecasting model needs to account for this fact, which ORA’s model does not. 11 

The pipeline replacement cost model used by ORA uses the same variables as its pressure 12 

test model except for the addition of a length-squared variable (length2). SoCalGas has also 13 

augmented this ORA model with an additional variable that captures additional project cost due 14 

to project duration for SoCalGas and SDG&E projects only.38 This additional variable is 15 

                                                 
35 The augmented model for pressure testing project cost is: 

	 	 	 ∗ ∗ ∗ ∗ ∗ / 	
 

 	 / 1 	 / 	
0

 

See Appendix B for regression results and software code for this model. 

36 Appendix B at 1. The p-value for the SoCalGas/SDG&E-length variable in the pressure test model is 
smaller than 2.2 x 10-16. 

37 Based on 40 runs of 10-fold cross-validation, the average predictive R2 for the augmented ORA model 
was 24.81% vs 16.96% for ORA’s model. 

38 The augmented model for replacement project cost is: 
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statistically significant,39 indicating that it affects pipeline replacement project costs for 1 

SoCalGas and SDG&E projects. Comparing predictive R2, the augmented ORA replacement 2 

model is an improvement on ORA’s model.40 The results of the augmented ORA pipeline 3 

replacement model show that there are aspects of these SoCalGas and SDG&E projects that are 4 

in some way different compared to PG&E and Southwest Gas projects. As in the case of the 5 

pressure test cost model, ORA’s model does not account for any difference between the utilities’ 6 

PSEP projects. 7 

Following ORA’s approach, SoCalGas calculated 90% thresholds for its proposed project 8 

costs. The 90% thresholds based on the augmented ORA models are higher compared to ORA’s 9 

90% thresholds (except for the Line 2005 project).  For the pressure test projects, this is 10 

especially pronounced, reflecting the large improvement of the augmented ORA pressure test 11 

model relative to ORA’s model. 12 

 13 
Table RDP-4 14 

90 % Thresholds and Disallowances: ORA Model vs. Augmented ORA Model 15 
(Direct Costs) 16 

 17 

Project 
Name 

Project 
Type 

 SoCalGas 
Forecasted 

Cost  

 ORA 
90% 

Threshold 

 ORA 
Proposed 

Disallowances 

AUGMENTED 
ORA Model 

90% 
Threshold  

 AUGMENTED 
ORA Model 

Disallowances 
Based On 90% 

Threshold 
Approach  

407 Pressure Test 5,150,003 6,001,236 0 9,995,519 0

1011 Pressure Test 5,166,590 4,285,683 880,907 6,017,247 0
2000 Chino 
Hills Pressure Test 45,335,233 8,349,113 36,986,120 19,116,847 26,218,386
2000 
Section E Pressure Test 15,519,987 7,852,455 7,667,532 17,355,365 0
2001 W 
Section C Pressure Test 26,228,994 9,679,517 16,549,477 24,850,751 1,378,243
2001 W 
Section D Pressure Test 29,276,933 11,022,926 18,254,007 30,789,057 0

                                                 
39 Appendix B at 6. The p-value for the SoCalGas/SDG&E-duration variable in the pipeline replacement 
model is 0.04847. 

40 Based on 40 runs of 10-fold cross-validation, the average predictive R2 for the augmented ORA model 
was 68.85% versus 68.02% for ORA’s model. 
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2001 W 
Section E Pressure Test 14,181,668 7,755,309 6,426,359 17,252,479 0

225 North Pressure Test 15,463,919 7,673,951 7,789,968 16,268,045 0

2001 West Pressure Test 8,417,661 6,606,734 1,810,927 12,478,340 0

2005 Pressure Test 3,359,158 4,749,125 0 4,688,381 0
36-9-09 
North 
Section 12 Replacement 9,812,585 8,407,696 1,404,889 8,856,189 956,396
36-9-09 
North 
Section 14 Replacement 19,980,133 17,635,298 2,344,835 19,514,728 465,405
36-9-09 
North 
Section 15 Replacement 14,193,433 14,119,335 74,098 15,665,624 0
36-9-09 
North 
Section 16 Replacement 18,035,570 18,622,620 0 20,642,995 0
36-1032 
Section 13 Replacement 17,811,294 28,707,529 0 31,912,560 0
36-1032 
Section 14 Replacement 13,937,352 14,837,256 0 16,393,698 0
2000-E 
Cactus City 
Compressor 
Station Replacement 6,697,990 10,337,425 0 10,435,439 0

2001 East 
Replacement Replacement 3,798,756 9,584,995 0 9,825,288 0

5000 Replacement 4,486,491 8,967,782 0 9,000,028 0

TOTAL       100,189,119   29,018,430
TOTAL 
(Excluding 
2000 Chino 
Hills 
Project)       63,202,999   2,800,044

 1 

The above table shows the 90% thresholds for PSEP project costs using the improved 2 

augmented ORA models. Relying on its models, ORA recommends disallowances of 3 

$100,189,119. Using the improved augmented ORA models results in a much smaller 4 

disallowance of $29,018,430. Excluding the 2000 Chino Hills project, for which ORA has 5 

dramatically under-forecasted the project cost, the disallowance based on the augmented ORA 6 

model is only $2,800,044 as compared to ORA’s proposed disallowance of $63,202,999. 7 

To be clear, neither ORA’s models nor the augmented ORA models are adequate for 8 

forecasting SoCalGas’ PSEP project costs. SoCalGas developed the augmented ORA models to 9 
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demonstrate that the flaws in ORA’s models are extensive enough that the models can be easily 1 

improved using data in ORA’s own database that accounts for differences in PSEP project costs 2 

across utilities. Such differences must be accounted for in statistical modelling.  However, even 3 

the augmented models remain fatally inferior to the Class 3 estimates prepared by SoCalGas, as 4 

the models are still missing cost drivers that are important for explaining PSEP project costs and 5 

thus continue to produce biased forecasts and biased 90% thresholds.   6 

For the reasons discussed in this section, the Commission should reject ORA’s statistical 7 

model-based proposed PSEP project cost forecasts in this proceeding.  8 

ORA compounds the unreliability of its model by proposing to apply it inconsistently: 9 

when its model results in cost forecasts that are lower than SoCalGas’ forecast, ORA proposes to 10 

apply its model; but when its model results in costs forecasts higher than SoCalGas’ forecast, 11 

ORA proposes to ignore the results of its own model.  It is difficult to ascertain the reason for 12 

ORA’s proposal to apply its own model inconsistently.  Possible explanations are that even ORA 13 

does not believe in the accuracy or applicability of its model, or simply that ORA’s objective is 14 

to reduce the cost forecasts, whether or not there is valid justification for doing so.  In either 15 

case, ORA’s proposed inconsistent application of its model further underscores the unreliability 16 

of the model. 17 

iv. ORA’s Pressure Test Database Is Composed Almost 18 
Entirely of PG&E Projects and Does Not Include the 19 
Capital Component of PG&E’s Pressure Test Projects 20 

The database of completed pressure test projects that underlies ORA’s model consists of 21 

365 PG&E projects (approximately 95%) as compared to only 20 SoCalGas projects 22 

(approximately 5%).41  The basic assumption underlying ORA’s entire analysis is that another 23 

utility’s project costs are representative of SoCalGas’ project costs.  The augmented ORA 24 

models discussed in Section III.B.1.a.iii above provide strong statistical evidence that this 25 

assumption is wrong.  This section adds to that evidence by showing that this assumption ignores 26 

fundamental differences in project scope, geography, and cost components, and is one that the 27 

Commission has previously declined to make. 28 

PG&E’s PSEP calls for projects to be sequenced in an order that differs from SoCalGas’ 29 

(and SDG&E’s) PSEP.  For example, while SoCalGas’ initial pressure test projects, which are 30 

                                                 
41 ORA Response to SEU-ORA-DR-02, Question 5. 
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among the 20 composing ORA’s database, were executed primarily in more populated/dense 1 

areas, it is SoCalGas’ understanding that PG&E’s earliest completed PSEP projects were 2 

executed in less populated/dense areas, where it is generally less costly to complete projects.  3 

This can be validated by comparing the cost-per-mile (CPM) adopted by the Commission for 4 

PG&E in its 2015 Gas Transmission and Storage (GT&S) Rate Case ($840,000/mile)42 with the 5 

amount proposed by PG&E in its 2019 GT&S Rate Case ($2,500,000/mile).43 6 

Further compounding the lack of parity, the PG&E pressure test projects in ORA’s 7 

database exclude the capital component of each project’s costs, but ORA nevertheless proposes 8 

to use just the O&M portion of the project costs in its dataset to establish a cap for SoCalGas’ 9 

pressure test projects, which include both O&M and capital costs.  This is a significant error in 10 

ORA’s attempt to use PG&E data to predict the costs of SoCalGas pressure test projects. 11 

Approximately 23% of SoCalGas’ PSEP pressure test project cost estimates are capital.44 Per 12 

PG&E’s 2019 GT&S filing, the capital component of PG&E’s pressure tests add approximately 13 

24% to the cost of PG&E’s pressure tests.45  14 

C. TURN/SCGC’S AND INDICATED SHIPPERS’ PROPOSAL TO 15 
ELIMINATE THE RISK ASSESSMENT COMPONENT OF PROJECT 16 
COST ESTIMATES IGNORES A NECESSARY COMPONENT OF 17 
PROJECT COSTS, AS RECOMMENDED BY INDUSTRY BEST 18 
PRACTICES 19 

TURN/SCGC and Indicated Shippers both recommend the entire risk assessment46 20 

component of SoCalGas’ detailed cost estimates be disallowed.47  Rather than recognizing the 21 

                                                 
42 Decision (D.) 16-06-056 at Conclusion of Law (COL) 21.  

43 A.17-11-009, Direct Testimony of Bennie Barnes - Chapter 5 Workpapers; Table 5-12 at WP-5-48, 
attached as Appendix C. 

44 The capital cost components of a pressure test project are primarily as follows: the replacement of short 
sections of pipe to facilitate pressure testing in accordance with Company Accounting Guidelines, 
remediation/replacement of identified pipeline anomalies, and the replacement of taps.   
45 A.17-11-009, Direct Testimony of Bennie Barnes; Table 5-16 at 5-52 and Table 5-17 at 5-53, attached 
as Appendix D. 

46 TURN/SCGC and Indicated Shippers use the terms “risk assessment” and “contingency factors” 
interchangeably throughout their testimony.  See, e.g., Ex. TURN/SCGC-01 (Yap) at 20; Ex. IS-1 
(Gorman) at 37. 

47 TURN/SCGC propose the risk assessment component for pressure test and replacement projects be 
disallowed whereas Indicated Shippers propose the risk assessment component for pressure test and 
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risk assessment component as an integral part of a Class 3 estimate, TURN/SCGC argue it 1 

should be disallowed because it represents a significant and unreasonable cost to ratepayers.48   2 

Indicated Shippers bases its proposal to disallow the risk assessment component on its 3 

opinion that SoCalGas can simply reduce the number of PSEP projects it conducts during the 4 

2019 GRC cycle if costs exceed the allowed forecasts (i.e., net of the risk assessment 5 

component).49  In other words, Indicated Shippers’ position is that SoCalGas should slow down 6 

the pace of executing PSEP to keep costs within an authorized level of funding. 7 

History has shown that project managers across all industries will, on average, 8 

underestimate the cost of a project. An industry association of professionals in this field, the 9 

AACE International (AACE), has published recommended practices to account for this tendency 10 

to underestimate project costs in order to correct for it and therefore produce a more accurate 11 

cost estimate.    12 

AACE Recommended Practice 40R-08 (Contingency Estimating – General Principles) 13 
states: 14 
 15 

Contingency is a cost element of an estimate to cover the probability of 16 
unforeseeable events to occur and that if they occur, they will likely result in 17 
additional costs within the defined project scope.50 51 18 
 19 
AACE Recommended Practice 18R-97 (Cost Estimate Classification System - As 20 

Applied in Engineering, Procurement, and Construction for the Process Industries), included as 21 

Appendix A, further confirms that the inclusion of a contingency is expected and integral to the 22 

development of accurate cost estimates: 23 

                                                 
replacement projects, as well as the risk assessment component for the Valve Enhancement Plan be 
disallowed. 

48 Ex. TURN/SCGC-01 (Yap) at 20. 

49 Ex. IS-1 (Gorman) at 33. 

50 AACE International Transactions RISK.08 2009 Report “Defining Risk and Contingency for Pipeline 
Projects at RISK.08.7”, attached as Appendix E. 

51 AACE International Recommended Practice No. 40R-08 “Contingency Estimating – General 
Principles,” attached as Appendix F. 
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 The +/- value represents typical percentage variation of actual cost estimate after 1 
application of contingency” (emphasis added) and “Growth from Estimated Costs 2 
Including Contingency (emphasis added).52 3 

 4 

Further, the final total contingency amount is the result of a series of risk assessments and 5 

is critical to the development of accurate cost estimates:  6 

Identifying risk and determining an appropriate amount of contingency is a 7 
challenge that must be addressed to ensure accurate information is available to base 8 
critical financial decisions upon.53  9 

The above passages are also noteworthy because they apply to all classes of estimates – 10 

from the rudimentary Class 5, to the Class 3 of SoCalGas’ estimates in this filing, to a Class 1 11 

estimate for which much more detailed design and engineering has occurred.  It is always 12 

recommended and expected for a cost estimate to contain a contingency element no matter the 13 

class of the estimate. It is established and recognized that a contingency amount is expected in all 14 

cost estimates.  15 

Turning to the methodology for how to develop the contingency amount, per AACE: 16 

There is a range of useful contingency estimating methodologies.54  17 

Many methods and techniques have been proposed in the literature for estimating 18 
contingency. They are mainly risk analysis techniques.55  19 

SoCalGas employed a methodology of having subject matter experts within the PSEP 20 

project execution team work with risk assessment experts within the PSEP cost estimating team 21 

to review risk variables (assumptions on productivity for contractors, environmental costs, 22 

permit conditions, material costs, etc.). These experts discussed the plausible variances for these 23 

cost components (e.g., discussing the probability of the contractor’s productivity being less than 24 

planned and if so, the magnitude of the potential reduction in productivity, with similar questions 25 

                                                 
52 Appendix A at 2, 4. 

53  Appendix E at RISK.08.1. 

54  Appendix G at 1. 

55  Appendix E at RISK.08.7. 
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for project-specific issues that drive environmental costs, land rights acquisitions, permit 1 

conditions, etc.). This team of cross-functional experts used their experience and knowledge of 2 

the specific conditions of each particular project to develop a consensus opinion of potential 3 

outcomes. TURN/SCGC describes the SoCalGas process well: 4 

Witness Phillips does not discuss contingency factors in his testimony but they are 5 
used pervasively throughout his workpapers. These contingency factors are 6 
generally denoted as “risk assessment” amounts that are added to the estimates after 7 
the analyst has done a detailed cost projection. For example, the analyst creates a 8 
very detailed projections of construction contractor costs in the “Construction 9 
Contractor” tab and the total amounts from that tab for each bid item are then 10 
brought into the “Estimate” sheet where construction contractor costs are added to 11 
the other elements, e.g. SoCalGas labor, engineering services, etc., that make up 12 
the entire projections. The contingency factors are then applied on the “Estimate” 13 
tab to each of the cost elements. These factors vary from project to project and from 14 
cost item to cost item, but they apply to all projects.56 15 

This methodology used by SoCalGas to determine risks aligns with AACE’s 16 

recommended practices.  The AACE paper “AACE International Transactions Risk.08 – 17 

Defining Risk and Contingency for Pipeline Projects” states: 18 

Project specific risks are those that are unique to a particular project’s scope, 19 
strategies, attributes, and so on. The nature of these risks and extent of their impact 20 
are not consistent between projects in a given company (emphasis added).57 21 

 22 
The paper goes on to provide a recommendation of how to go about assessing risks that 23 

are unique to each individual project:   24 

Thus, to estimate project specific risks, the recommended practice is to use 25 
“expected value model.”58,59 26 
 27 

                                                 
56 Ex. TURN/SCGC-01 (Yap) at 21. 

57 Appendix E at Risk.08.8. 

58 Appendix E at Risk.08.8. 

59 AACE International Recommended Practice No. 44R-08 “Risk Analysis and Contingency 
Determination using Expected Value,” attached as Appendix G. 
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SoCalGas employs methods of AACE Recommended Practice 44R-08 (Risk Analysis 1 

and Contingency Determination Using Expected Value Analysis) and, as mentioned above, this 2 

Expected Value Analysis process is summarized by TURN/SCGC.  3 

As an example, for the Line 2000 Section E project, SoCalGas developed its cost 4 

estimate by having its subject matter experts develop the most probable cost for approximately 5 

30 different individual cost components. The subject matter experts then re-reviewed the 6 

individual cost components and developed estimates if things went worse than expected, and also 7 

if they went better than expected for individual cost components.  Not all risks will actually 8 

come to fruition, but industry experience says some will occur.  How to appropriately account 9 

for the probabilities of occurrence is built into the recommended practice methodology. 10 

SoCalGas used an industry accepted methodology that provides a most likely overall cost of the 11 

project. This projected overall project cost is higher than the sum of the individual initial cost 12 

component estimates. For the Line 2000 Section E project, the industry recommended 13 

methodology produces an estimated cost of $15.520 million.  The sum of the individual 14 

components produces a cost estimate of $11.947 million. The difference between the two figures 15 

is project contingency. For the Line 2000 Section E project, the contingency amount is $3.573 16 

million.  This is the amount TURN/SCGC recommends the Commission disallow.  17 

TURN/SCGC’s recommendation indicates a lack of understanding of standard project 18 

cost estimating methods and about the industry’s use of risk assessments that result in a 19 

contingency factor, and the improved accuracy of cost estimates by assessing the unique risks of 20 

individual projects.  TURN/SCGC’s misinformed statements include: 21 

 22 

No Matter How It is Dressed Up, the “Risk Assessment” Factor Proposed by the 23 
Applicants is Simply a Contingency Factor;60 24 
 25 
The Applicants Use of Contingency Factor Belies Its Assertions About the High-26 
Quality Analysis Supporting Its Cost Estimates;61 and  27 
 28 

                                                 
60 Ex. TURN/SCGC-01 (Yap) at 20. 

61 Ex. TURN/SCGC-01 (Yap) at 21. 
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Witness Phillips does not discuss contingency factors in his testimony but they are 1 
used pervasively throughout his workpapers. These contingency factors are 2 
generally denoted as “risk assessment” amounts that are added to the estimates after 3 
the analyst has done a detailed cost projection.62 4 
  5 

 6 
The above statements seem to imply some sort of nefarious motive when, in fact, the 7 

Class 3 estimates submitted by SoCalGas simply adhere to standard industry practices. 8 

TURN/SCGC further states: 9 

 10 
The application of such a “risk assessment” factor to these detailed cost estimates strongly 11 
suggests that the Applicants don’t have much confidence in the quality of the estimates.63 12 

 13 

Despite these assertions from TURN/SCGC, the application of a risk assessment 14 

component increases the quality of estimates and comports with industry recommended 15 

practices. 16 

The TURN/SCGC witness describes her education and experience in the field of cost 17 

estimating for pipeline projects as follows:64 18 

[QUESTION:]  Please state your education and/or experience in estimating. 19 
a.  Please state your education and/or experience in estimating costs of pipeline 20 
installation and pipeline hydrotesting. 21 
b.  Please state your education and/or experience in performing detailed estimating 22 
or parametric estimating. 23 
 24 
RESPONSE:  I have received no formal education in cost estimation but have 25 
experience in evaluating costs estimated by utility personnel in gas, electric, and 26 
water GRCs as well as pipeline certification projects and PSEP proceedings.  27 
Regarding PSEP cost estimates, I have been the witness in I.11-02-019/A.11-11-28 
002, A.14-12-015, A.16-09-005, A.17-03-021, as well as the current proceeding. 29 
 30 

                                                 
62 Ex. TURN/SCGC-01 (Yap) at 20. 

63 Ex. TURN/SCGC -1 (Yap) at 21 
64 SEU-TURN-SCGC-02, Question 2, attached as Appendix H. 

 



RDP/SC-26 

Contingency dollars in projects reflect expected real cost.65,66  Contingency is defined in 1 

AACEi Recommended Practice 10S-90, Cost Engineering Terminology as: 2 

An amount added to an estimate to allow for items, conditions, or events for which 3 
the state, occurrence, or effect is uncertain and that experience shows will likely 4 
result, in aggregate, in additional costs.  Typically estimated using statistical 5 
analysis or judgment based on past asset or project experience.  Contingency 6 
usually excludes:  1) Major scope changes such as changes in end product 7 
specification, capacities, building sizes, and location of the asset or projects; 2) 8 
Extraordinary events such as major strikes and natural disasters; 3) Management 9 
reserves; and 4) Escalation and currency effects.  Some of the items, conditions, or 10 
events for which the state, occurrence, and/or effect is uncertain include, but are 11 
not limited to, planning and estimating errors and omissions, minor price 12 
fluctuations (other than general escalation), design developments and changes 13 
within the scope, and variations in market and environmental conditions.  14 
Contingency is generally included in most estimates, and is expected to be 15 
expended.67 16 
 17 
Disallowing contingency dollars would be akin to disallowing another aspect in the 18 

overall cost estimate such as material cost, or contractor cost, or inspector cost. The latter items 19 

are specifically defined whereas contingency addresses anticipated costs that are not specifically 20 

defined; but nevertheless contingency dollars are real expected costs that the industry dictates 21 

should be included in a project’s cost estimate to improve the accuracy of the cost estimate in 22 

order to approximate the final actual cost. The need for a contingency is based on real life 23 

experience across thousands and thousands of projects in different project areas across many 24 

industries. 25 

1. TURN/SCGC’s “Normalization” Approach Is Flawed and Should Not 26 
Be Relied Upon to Eliminate the Contingency Component 27 

To support their argument that the contingency component costs should be disallowed, 28 

TURN/SCGC attempt to show that SoCalGas’ cost estimates, even when stripped of the 29 

                                                 
65 AACE International Transactions EST.03 2004 Report on “Exploring Techniques for Contingency 
Setting,” attached as Appendix I. 

66 Ex. IS-1 (Gorman) at 54; Schedule MPG-2.   

67 Id.; also available for free to the general public at https://web.aacei.org/docs/default-source/rps/10s-
90.pdf?sfvrsn=18 (emphasis added). 
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contingency component, are “fairly generous.”68  To do so, TURN/SCGC attempt to compare 1 

actual costs from past SoCalGas projects (TURN/SCGC use the term “recorded” costs) to the 2 

forecasted costs of this filing by contriving four types of cost metrics for comparison.69  3 

However, these are not common metrics for cost comparisons; thus, in order to execute the 4 

forced comparison, TURN/SCGC first have to make a number of assumptions to derive costs for 5 

these metrics. 6 

These derivations and comparisons are sufficiently flawed to render them inappropriate 7 

to support any conclusions for one primary reason:  the “recorded” projects from which metrics 8 

are drawn and then used to compare to “forecasted” projects are almost all in urban areas, 9 

whereas the forecasted projects are almost exclusively in rural areas. The differences between the 10 

two types of projects are too great, even after attempting to “normalize” the data, to use the 11 

comparisons to support something as serious as reducing SoCalGas’ well-founded cost forecasts.  12 

Although TURN/SCGC like to generalize that projects in urban areas tend to cost more 13 

than projects in rural areas,70 and thus its comparisons are noteworthy, there are very real 14 

differences between the recorded and forecasted projects (i.e., the urban projects compared to the 15 

rural projects).  Projects in rural areas tend to have more environmental issues to mitigate; on 16 

average are about 20 times greater in length than the recorded projects; on average are larger in 17 

diameter; have different, frequently more onerous, permit conditions; are mostly in unpaved 18 

areas; and have hilly terrain compared to mostly flat terrain for the recorded projects.  19 

Even with these notable differences, TURN/SCGC nevertheless conclude that two of the 20 

four cost areas reviewed by them “compare reasonably well” and “compare fairly well.”71  21 

For the category that “compares fairly well” – construction management costs -- four 22 

projects are listed that “significantly exceed the average,”72 thus presumably dropping this 23 

category from comparing “reasonably well” to “fairly well.”  The reason for the increased costs 24 

is easily explainable.  These four projects are planned to have multiple construction crews 25 

                                                 
68 Ex. TURN-SCGC-01 (Yap) at 28:5. 

69 Ex. TURN-SCGC-01 (Yap) at 28-29, 38-39. 

70 Ex. TURN-SCGC-01 (Yap) at 29, 32, 39. 

71 Ex. TURN-SCGC-01 (Yap) at 34. 

72 Ex. TURN-SCGC-01 (Yap) at 32:21-22. 
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operating concurrently, therefore necessitating greater construction management personnel, 1 

which in turn will cause costs to significantly exceed the average. Planning for multiple 2 

construction crews, while increasing daily construction management costs, results in a lower 3 

project cost because the project will be completed sooner. 4 

Regarding another area reviewed by TURN/SCGC for comparison -- “time-related 5 

construction contractor costs” -- TURN/SCGC conclude that the forecasted costs were “twice as 6 

high”73 as recorded costs.  But this ignores that the two recorded pressure test projects that are 7 

most like the forecasted pressure test projects in terms of length and diameter, Line 2000-A and 8 

2000 West sec (1, 2, 3), have recorded costs of $15.611 million and $13.148 million, which are 9 

actually in line with the forecasted average of $16.428 million.74  10 

TURN/SCGC compare labor costs for SoCalGas employees for recorded projects to the 11 

forecasted projects and note that the hourly rates used for the forecasted projects are 22% higher 12 

than the recorded projects. This, too, is based on a reason.  Permitting conditions for projects in 13 

urban areas frequently limit the work day in order to minimize traffic impacts.  Rural projects 14 

have fewer such constraints and therefore typically work longer days. This reduces overall 15 

project costs because the projects are completed sooner, thereby reducing fixed costs charges.  16 

But it does lead to greater amounts of overtime hours with higher time-and-a-half or double-time 17 

rates; this is why the average hourly rate for the forecasted projects are higher than for the 18 

recorded projects. 19 

TURN/SCGC seem to want to establish that SoCalGas has overpredicted the cost of the 20 

PSEP projects in this Application, and therefore the overall contingency factor of 26% for 21 

pressure test projects and 25% for replacement projects is too high and should be completely 22 

eliminated.  However, TURN/SCGC has not so established.  Moreover, the contingency 23 

component for each project, and for all projects in total, is accurately calculated and justified. 24 

First, the contingency component for each project resulted from of a bottom-up approach 25 

from many different subject matter experts’ review of the individual unique characteristics of the 26 

project.  There was no orchestrated effort to push up contingency costs.  Coincidentally, the 27 

                                                 
73 Ex. TURN-SCGC-01 (Yap) at 34:12. 

74 Ex. TURN-SCGC-01 (Yap) at 32. 
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overall contingency amounts for the pressure test projects were almost exactly the same as the 1 

replacement projects, averaging 26% for pressure test projects and 25% for replacement 2 

projects.75  Nevertheless, there was a wide variation of contingencies for individual projects.  For 3 

the pressure testing projects, the contingency amount determined as a result of subject matter 4 

experts’ review of the risks of the Line 235 West Section 3 project resulted in a contingency 5 

amount of 19%, while the same process with many of the same subject matter experts resulted in 6 

a 32% contingency for the Line 235 West Section 1 project.  These lowest and highest 7 

contingency determinations are for different sections of the same pipeline.  This further 8 

demonstrates that SoCalGas did not merely apply a random contingency. 9 

The variation was even larger for replacement projects. The lowest contingency was 18% 10 

for the Line 2000-E Cactus City Compressor Station project, while the subject matter experts’ 11 

review of risks for the Line 44-1008 project resulted in a 33% contingency amount. Interestingly, 12 

the high contingency factor for this project is validated by TURN/SCGC’s concern that 13 

environmental permitting issues may prevent this project from starting during the GRC cycle. 14 

Second, the average contingency amounts of 26% and 25% for pressure test and 15 

replacement projects, respectively, are in line with industry expectations for such projects. 16 

Information from an AACE article shows a range of 15% to 30% is anticipated for the stage that 17 

SoCalGas’ projects were in when costs were developed.76 18 

For these reasons, the Commission should reject TURN/SCGC’s assertion that 19 

SoCalGas’ project forecasts are too high and thus the contingency component should be denied. 20 

 21 

D. MISCELLANEOUS PSEP COSTS 22 

Table RDP-5 23 
Miscellaneous PSEP Costs (Combined O&M and Capital Components) 24 

(Constant 2016 Direct Costs – Thousands) 25 
 26 

 SoCalGas ORA TURN/SCGC 
INDICATED 
SHIPPERS 

Allowance for 
Pipeline Failures $6,170 $6,170 No Position No Position

                                                 
75 Percentages represent 2019-2021 test and replacement projects. 

76 Percentages represent 2019-2021 test and replacement projects. 
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Implementation 
Continuity Costs $5,599 

 
No Position No Position No Position

Program 
Management 
Office (PMO) $41,438 No Position No Position No Position
TOTAL $53,206    

 1 

ORA supports SoCalGas’ proposal for an Allowance for Pipeline Failures in the event of 2 

a pressure test failure, but only if the Commission rejects SoCalGas’ proposal for two-way 3 

balancing account treatment of PSEP Costs.77  As discussed further below, SoCalGas’ request 4 

for two-way balancing account treatment is warranted.  The Allowance for Pipeline Failures 5 

should be approved by the Commission regardless. 6 

 7 

E. REPLACEMENT PROJECTS 8 

Table RDP-6 9 
Replacement Projects 10 

(Constant 2016 Direct Costs – Thousands) 11 
 12 

 SoCalGas ORA TURN/SCGC 
INDICATED 
SHIPPERS 

85 Elk Hills 
to Lake 
Station $88,906 $88,906* $72,230 $72,146 
36-9-09 North 
Section 12 $9,813 

 
$8,408 $9,312 $8,274 

36-9-09 North 
Section 14 $19,980 $17,635 $16,801 $18,100 
36-9-09 North 
Section 15 $14,193 $14,119 $11,919 $12,838 
36-9-09 North 
Section 16 $18,036 $18,036 $14,775 $15,986 
36-1032 Sec 
11 $8,692 $8,692* $7,334 $8,014 
36-1032 Sec 
12 $26,601 $26,601* $22,697 $24,474 
36-1032 Sec 
13 $17,811 $17,811 $14,631 $15,645 
36-1032 Sec 
14 $13,937 $13,937 $11,842 $12,735 

                                                 
77 Ex. ORA-03 (Stannik and Li) at 30. 
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44-1008 
(50%) $76,582 $76,582* $700 $57,440 
2000-E 
Cactus City 
Compressor 
Station $6,698 $6,698 $5,621 $5,911 
TOTAL $301,250 $297,425 $187,863 $251,563 

*ORA takes no position on SoCalGas’s forecasts for these projects.78 

ORA uses its model to evaluate 10 of the 14 PSEP pipeline replacement project forecasts 1 

included in this Application.  ORA’s model results in a lower forecast for three of the 10 2 

projects, and ORA recommends a total disallowance of $3.8MM, or approximately 3.4% of 3 

SoCalGas’ forecast for these 10 projects.   4 

As described in Section III.A.1, the output of ORA’s model for the nine pressure test 5 

projects modeled by ORA results in a much larger proposed disallowance of approximately 57% 6 

of SoCalGas’ estimated pressure test costs, a disparity that brings into question the validity of 7 

ORA’s model (discussed in detail in Section III.B.1.a above).  8 

For these same reasons, ORA’s model is too unreliable and fatally flawed to establish a 9 

cap for replacement project costs, particularly if SoCalGas is not authorized to continue to track 10 

PSEP costs in a two-balancing account, as proposed by ORA.  11 

TURN/SCGC and Indicated Shippers propose that the risk assessment component for 12 

replacement projects be disallowed for the same reasons as for pressure test projects.  The 13 

Commission should reject these proposals for the same reasons described in Section III.C. 14 

TURN/SCGC further recommend that the majority of forecasted costs for the Line 44-15 

1008 project be deferred to the 2022 and 2025 GRCs because the length of time estimated by 16 

SoCalGas to secure the necessary environmental approvals may preclude construction from 17 

starting during this GRC cycle.  However, this ignores that even if the environmental permitting 18 

process precludes SoCalGas from initiating construction during the rate case cycle, SoCalGas 19 

would have the ability to request approval via the project substitution process, described in 20 

Section XII in Direct Testimony, to execute a substitute replacement project or projects from the 21 

queue so as to continue to execute PSEP “as soon as practicable” in compliance with the 22 

                                                 
78 Ex. ORA-03 (Stannik and Li) at 28. 
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Commission’s directives.79  TURN/SCGC support SoCalGas’ project substitution proposal,80 1 

and if the Line 44-1008 project had to be substituted, the rationale for the project substitution 2 

would also satisfy TURN/SCGC’s proposal that projects should be substituted in order to avoid 3 

cost overruns.81 4 

 5 

F. INDICATED SHIPPERS’ PROPOSAL TO EXTEND THE VALVE 6 
ENHANCEMENT PLAN TO SIX YEARS IS BASED ON A 7 
MISUNDERSTANDING OF THE TIMING OF THE PROGRAM 8 

Table RDP-7 9 
Valve Enhancement Plan 10 

(Constant 2016 Direct Costs – Thousands) 11 
 12 

 SoCalGas ORA TURN/SCGC 
INDICATED 
SHIPPERS 

Valve 
Enhancement 
Plan $246,000 No Position No Position 

              
$101,893 

TOTAL $246,000   $101,893 
 13 

Indicated Shippers proposes two adjustments to the SoCalGas Valve Enhancement Plan 14 

forecast.  First, consistent with its recommendation regarding the PSEP pressure test and 15 

replacement projects, Indicated Shippers proposes to remove the risk adjustment component 16 

from the Valve Enhancement Plan forecast.82  Second, it recommends that SoCalGas implement 17 

the Valve Enhancement Plan forecast over six years (i.e., two GRC cycles) rather than the three 18 

years proposed.83 19 

Indicated Shippers’ proposal to remove the risk adjustment component from the Valve 20 

Enhancement Plan forecast should be rejected for the same reasons outlined in Section III.C of 21 

this testimony, which addresses this issue as it relates to pressure test and replacement projects. 22 

                                                 
79 D.11-06-017 at 19. 

80 Ex. TURN/SCGC-01(Yap) at 48. 

81 Ex. TURN/SCGC-01 (Yap) at 48. 

82 Ex. IS-1 (Gorman) at 41. 

83 Ex. IS-1 (Gorman) at 41. 
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Indicated Shippers’ proposal to extend the remainder of the Valve Enhancement Plan 1 

from three to six years should also be rejected, as it is based on a misinterpretation of the status 2 

of the Valve Enhancement Plan.  Indicated Shippers incorrectly assumes that the Valve 3 

Enhancement Plan is a new program being implemented in this GRC.84  For example, Indicated 4 

Shippers states: 5 

Accomplishing valve enhancement over a six-year period, with SoCalGas 6 
identifying high priority valve replacements to do first, will allow for SoCalGas to 7 
meet the Commission’s objective of accomplishing this valve enhancement 8 
program over a reasonable amount of time.85 9 

The Direct Testimony indicates to the contrary, i.e., that the Valve Enhancement Plan is 10 

an ongoing program, in more than one section.  For example, on page RDP-iii, SoCalGas 11 

requests the Commission: 12 

Authorize SoCalGas to continue construction of the 284 valve project bundles 13 
presented in this Application in furtherance of the continuing (emphasis added) 14 
implementation and execution of the PSEP Valve Enhancement Plan mandated by 15 
the Commission in D.14-06-007.86 16 

The reference to SoCalGas “continuing” implementation of the Valve Enhancement Plan 17 

can also be found on pages RDP-A14, A-19, and A-48.   18 

Further, in response to IS-DR-03 Question 3-5j, SoCalGas explained: 19 

[E]xecution of the PSEP Valve Enhancement Plan began in 2012 and is 20 
anticipated to be completed in 2021, concurrent with the 2019 GRC cycle.87    21 
 22 
These dates are also included in responses to IS-DR-03, Question 3-5.o88 and IS-DR-07 23 

Question 7-1.b.89  24 

                                                 
84 Ex. IS-1 (Gorman) at 41, Mr. Gorman continually refers to the “implementation” of the Valve 
Enhancement Program and makes other statements that lead to this conclusion.” 

85 Ex. IS-1 (Gorman) at 41. 

86 Ex. SCG-15-R (Phillips) at RDP-iii. 

87 Ex. IS-1 (Gorman) at 55, Schedule MPG-2. 

88 Ex. IS-1 (Gorman) at 56; Schedule MPG-2. 

89 IS-SCG-007, Question 7-1.b, attached as Appendix J. 
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Further, as indicated in response to Indicated Shippers’ Data Request IS-007, Question 7-1 

1.b, completing the remainder of the Valve Enhancement Plan in 2021 is consistent with the 2 

requirement set forth in D.11-06-017 that PSEP should be completed “as soon as practicable,”90 3 

the requirement in Public Utilities Code section 957 that “[t]he commission shall additionally 4 

establish action timelines, adopt standards for how to prioritize installation of automatic shutoff 5 

or remote controlled sectionalized block valves pursuant to paragraph (1), ensure that remote and 6 

automatic shutoff valves are installed as quickly as is reasonably possible,”91 and the directive in 7 

the Natural Gas Pipeline Safety Act of 2011 that the plan “shall include a timeline for completion 8 

that is as soon as practicable.”92  9 

For these reasons, Indicated Shippers’ proposal should be rejected and SoCalGas’ request 10 

for funding to complete the Valve Enhancement Plan during this GRC cycle should be approved. 11 

G. FOURTH YEAR PRESSURE TEST PROJECTS 12 

Table RDP-8 13 
Fourth Year Pressure Test Projects (Combined O&M and Capital Components) 14 

(Constant 2016 Direct Costs – Thousands) 15 
 16 

 SoCalGas ORA TURN/SCGC 
INDICATED 
SHIPPERS93 

225 North $15,464 $7,674 $11,808 No Position
1030 $25,355 $25,355* $20,484 No Position
2001 West $8,418 $6,607* $6,795 No Position
2001 East $21,450 $21,450* $17,735 No Position
2005 $3,359 $3,359 $2,655 No Position
TOTAL $74,046 $64,445 $59,477 No Position 

*ORA takes no position on SoCalGas’ forecast for these projects.94 17 

                                                 
90 D.11-06-017 at 19. 

91 Pub. Util. Code § 957. 

92 Pub. Util. Code § 958. 

93 Indicated Shippers did not address Fourth Year projects; however, it does recommend the Commission 
reject the proposed change to a four-year GRC cycle. 

94 Ex. ORA-03 (Stannik and Li) at 28. 
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In the event the Commission adopts a four-year GRC cycle, the forecasts for SoCalGas’ 1 

fourth year pressure test projects should be adopted for the reasons set forth in Sections III.B and 2 

III.C. 3 

H. FOURTH YEAR REPLACEMENT PROJECTS 4 

Table RDP-9 5 
Fourth Year Replacement Projects (Capital Components) 6 

(Constant 2016 Direct Costs – Thousands) 7 
 8 

 SoCalGas ORA TURN/SCGC 
INDICATED 
SHIPPERS95 

2001 East 
Replacement $3,799 $3,799 $2,992

No Position 

5000 $4,486 
 

$4,486 $3,462
No Position 

44-1008 (50%) $76,582 (50%) $76,582* $700 No Position
TOTAL $84,867 $84,867 $7,154  

*ORA takes no position on SoCalGas’ forecast for these projects.96 9 

In the event the Commission adopts a four-year GRC cycle, the forecasts for SoCalGas’ 10 

fourth year replacement projects should be adopted for the reasons set forth Sections III.B and 11 

III.C.  12 

I. FOURTH YEAR PROGRAM MANAGEMENT OFFICE COSTS 13 

Table RDP-10 14 
Fourth Year PMO Costs (Combined O&M and Capital Components) 15 

(Constant 2016 Direct Costs – Thousands) 16 
 17 

 SoCalGas ORA TURN/SCGC 
INDICATED 
SHIPPERS 

Fourth Year 
PMO Costs $12,989 No Position

                
No Position

              
No Position

TOTAL $12,989    
 18 

In the event the Commission adopts a four-year GRC cycle, the forecasts for SoCalGas’ 19 

fourth year project management costs should be adopted. 20 

                                                 
95 Indicated Shippers did not address Fourth Year projects; however, it does recommend the Commission 
reject the proposed change to a four-year GRC cycle. 

96 Ex. ORA-03 (Stannik and Li) at 28. 
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IV. OTHER ISSUES 1 

A. ORA’S, TURN/SCGC’S, AND INDICATED SHIPPERS’ REASONS FOR 2 
DENYING TWO-WAY BALANCING ACCOUNT TREATMENT OF PSEP 3 
COSTS ARE UNFOUNDED 4 

ORA opposes SoCalGas’ request for two-way balancing account treatment on the basis 5 

that the time lapse between the development of the cost estimates and construction does not 6 

alone warrant balancing account treatment and that SoCalGas has not demonstrated the project 7 

costs are inherently unpredictable.  ORA further asserts that the project cost estimates are “fairly 8 

well-developed” and that the majority of the estimates contain contingencies of up to 20% in 9 

certain categories to account for some level of cost uncertainty.97  Finally, ORA states that 10 

PG&E completed its entire PSEP program without balancing account treatment under a single, 11 

forecasted cost and contends that SoCalGas has provided no evidence showing that it is 12 

incapable of managing its projects to a fixed budget or that SoCalGas’ project costs are 13 

inherently more unpredictable than PG&E’s.98 14 

TURN/SCGC assert similar arguments to oppose SoCalGas’ request for two-way 15 

balancing account treatment.  Further, using the same argument as in their opposition to the 16 

contingency component of SoCalGas’ forecasts, TURN/SCGC assert PSEP projects are not 17 

fundamentally different than other natural gas utility activities that do not receive balancing 18 

account treatment.99  TURN/SCGC also claim that because, in their witness’s opinion, PSEP 19 

projects are well defined and Phase 1B and 2A projects have fewer uncertainties than Phase 1A 20 

projects since they are in more rural locations, balancing account treatment is unnecessary.100 21 

                                                 
97 Ex. ORA-03 (Stannik and Li) at 29. 

98 Ex. ORA-03 (Stannik and Li) at 29.  These arguments ignore that PG&E, from the very earliest stages 
of PSEP, was treated differently than the other utilities.  For example, in D.11-06-017, the Commission 
ordered regarding the utilities’ ratemaking proposals, “For PG&E only, proposed cost allocation between 
shareholders and ratepayers.”  D.11-06-017 at 23 (emphasis added).  The other utilities were ordered 
merely to forecast costs and rate impacts associated with PSEP.  See id. 
99 Ex. TURN/SCGC-01 (Yap) at 47. 

100 Ex. TURN/SCGC-01 (Yap) at 47. 
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Indicated Shippers opposes two-way balancing account treatment on the basis that such 1 

an account would remove any economic incentive on the part of SoCalGas to manage PSEP 2 

costs. 3 

CUE supports SoCalGas’ request for two-way balancing account treatment in recognition 4 

of the fact that the costs in question are subject to upward as well as downward uncertainty.101  5 

CUE further asserts that one-way balancing account treatment would only be appropriate if the 6 

Commission also adopts SoCalGas’ PSEP forecasts in their entirety.102 7 

As discussed in Direct Testimony, PSEP implements specific Commission and 8 

Legislative directives to pressure test or replace in-service transmission pipelines.  In this 9 

Application, SoCalGas details specific scopes of work for specific pipeline projects and proposes 10 

to complete these scopes of work within this GRC cycle.  As such, this is not business as usual, 11 

as asserted by intervenors.  SoCalGas will not have discretion to manage broad categories of 12 

activities within an overall authorized budget.  Where there are detailed and discrete scopes of 13 

work for specific projects that must be executed, and where the only certainty is that actual costs 14 

will deviate from even the most robust estimates, a two-way balancing account is the only 15 

mechanism for protecting both customers’ and SoCalGas’ interests by authorizing recovery of 16 

only the actual costs of implementing PSEP.  As further explained in the Direct Testimony, 17 

during the (at minimum) three-year time lapse between the preparation of the cost estimates 18 

included in this Application and the start of construction, external forces are likely to come into 19 

play that may impact what today is a reasonable cost estimate.  Construction, contractor, and 20 

material costs may change and new environmental regulations may be enacted.103,104 An 21 

illustrative example is that, as PSEP transitions into the GRC process, there will be a time lag 22 

between the completion of Phase 1A pipeline projects and the commencement of construction on 23 

the Phase 1B and 2A projects in this Application.  Specialized contractor resources, such as 24 

welding and coating inspectors, that have completed the SoCalGas Operator Qualification 25 

                                                 
101 Ex. CUE-1 (Marcus) at 20. 

102 Ex. CUE-1 (Marcus) at 20. 

103 Ex. SCG-15-R (Phillips) at RDP-A-22. 

104 For example, in recent months, steel tariffs have been announced, implemented, and put on hold 
multiple times, in varying order, for various countries. 
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process and training on SoCalGas safety requirements can, and will, leave SoCalGas jobs to find 1 

steadier work during this dip in pipeline construction activity, often venturing outside California.  2 

A reduction in the labor pool in all likelihood would drive up costs and impact SoCalGas’ rates 3 

for services.  The alternative -- adding new specialized contractor personnel that are not well-4 

versed in SoCalGas standards -- would not be as productive or efficient as new personnel would 5 

need to become familiar with company-specific work methods. 6 

 Further supporting the need for a two-way balancing account, CUE notes that for some 7 

projects ORA’s models have predicted costs greater than SoCalGas’ forecasts, and thus 8 

SoCalGas may have under-forecasted some of their projects.105 9 

ORA’s, TURN/SCGC’s, and Indicated Shippers’ opposition to a two-way balancing 10 

account ultimately amounts to a penalty imposed on SoCalGas, which is clearly contrary to the 11 

Commission’s directive in D.14-06-007 that: 12 

This decision does not propose or adopt any penalty for SDG&E or SoCalGas.  We 13 
do however identify certain costs that should be absorbed by shareholders instead 14 
of ratepayers.  Consistent with long-standing ratemaking principles, ratepayers will 15 
generally bear the reasonable costs for a safe and reliable natural gas transmission 16 
system.106 17 
 18 
SoCalGas’ proposal, supported by CUE, for a two-way balancing account is fair to both 19 

ratepayers and shareholders.  If costs come in lower than projected, ratepayers will benefit from 20 

the lower costs.  If costs come in higher than estimated, shareholders are not penalized.  Either 21 

way, ratepayers do no pay more than the actual costs of executing the projects. 22 

B. ORA’S MODIFICATION OF THE REQUEST FOR PROJECT 23 
SUBSTITUTION ADDS UNNECESSARY TIME AND COMPLEXITY TO 24 
IMPLEMENTING PSEP AS SOON AS PRACTICABLE 25 

ORA proposes that SoCalGas’ request for authority to substitute PSEP projects be 26 

modified to allow for more in-depth analysis of the proposed project substitutions.  Specifically, 27 

ORA recommends that project substitutions be addressed through an expedited pre-approval 28 

process similar to what the Commission uses in evaluating “some interstate gas capacity 29 

                                                 
105 Ex. CUE-1 (Marcus) at 21. 

106 D.14-06-007 at 31.  This is in contrast to the Commission’s ruling in D.11-06-017.  See Footnote 98. 
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contracts.”107  Further, ORA proposes a working group consisting of SoCalGas/SDG&E, the 1 

Commission’s Energy Division, ORA, TURN, Office of Safety Advocates, and the 2 

Commission’s Safety and Enforcement Division be formed for purposes of this review.108 ORA 3 

also offers an alternative where project substitution could be allowed in a narrow, well-defined 4 

set of circumstances, or if the projects are of similar cost and scope (e.g., same type, length, cost, 5 

etc.).109  Finally, ORA recommends that if the Commission does not adopt any of its proposals, 6 

SoCalGas’ request to substitute projects when circumstances so require should be denied.110 7 

Although SoCalGas appreciates ORA’s acknowledgement that project substitution is 8 

reasonable and might be necessary under certain circumstances,111 the alternatives proposed by 9 

ORA add unnecessary time and complexity to SoCalGas’ implementation of Commission-10 

mandated safety work “as soon as practicable.”112  Even with an “expedited” approval process, 11 

the length of time required for the parties to convene and review the reasonableness of project 12 

cost estimates will take a significant amount of time and would adversely impact SoCalGas’ 13 

ability to substitute a project in a timely manner.  14 

It should be noted that ORA’s proposal is not new.  SCGC made a similar proposal in 15 

A.11-11-02 for an Expedited Application Docket procedure to review SoCalGas and SDG&E 16 

PSEP projects.  The Commission rejected this proposal in D.14-06-007.113 17 

TURN/SCGC state SoCalGas’ project substitution request is reasonable so long as the 18 

Commission is clear that unanticipated conditions do not include mere exceedance of 19 

forecasts.114  To be clear, SoCalGas does not propose to use the project substitution process for 20 

                                                 
107  Ex. ORA-03 (Stannik and Li) at 31. 

108 Ex. ORA-03 (Stannik and Li) at 30, 31. 

109 Ex. ORA-03 (Stannik and Li) at 31, 32. 

110 Ex. ORA-03 (Stannik and Li) at 32. 

111 Ex. SCG-15-R (Phillips) at RDP-A-56 reflects a slight modification to SoCalGas’ project substitution 
proposal and requests authority to substitute projects in the event of a project delay or when it is prudent 
to accelerate the execution of a PSEP project. 
112  D.11-06-017 at 19. 

113 D.14-06-007 at 23. 

114 Ex. TURN/SCGC-01 (Yap) at 48. 

 



RDP/SC-40 

this purpose and, as described in the Direct Testimony, if project substitution is necessitated, 1 

SoCalGas would identify the circumstances requiring the change in a Tier One advice letter.115 2 

C. ORA AND TURN/SCGC’S INTERPRETATION OF PSEP DECISIONS 3 
REGARDING SUBPART J IS NOT SUPPORTED 4 

ORA contends that SoCalGas’ interpretation of Subpart J is incorrect.116  This position is 5 

based on the interpretation of Commission decisions and federal regulations that, in ORA’s 6 

opinion, acknowledge the appropriateness and validity of pre-1970 pressure testing.  In support 7 

of its position, ORA cites Commission language from D.15-12-010, which found that SoCalGas 8 

(and SDG&E, as applicable) shareholders are responsible for the cost of testing pipelines 9 

installed between 1956 and 1961 for which SoCalGas and SDG&E do not have a record of 10 

pressure test.  The decision does not address pressure testing pre-1970 pipelines for which there 11 

is a record of a pressure test for purposes of compliance with “modern standards.” 12 

SoCalGas and SDG&E prepared the PSEP in response to the Commission’s directive in 13 

D.11-06-017 that all California pipeline operators “must file and serve a proposed Natural Gas 14 

Transmission Pipeline Comprehensive Pressure Testing Implementation Plan (Implementation 15 

Plan) to comply with the requirement that all in-service natural gas transmission pipeline in 16 

California has been pressure tested in accord with 49 CFR 192.619, excluding subsection 49 17 

CFR 192.619 (c).”117  The Commission issued this order after concluding that “all natural gas 18 

transmission pipelines in service in California must be brought into compliance with modern 19 

standards for safety.  Historic exemptions must come to an end with an orderly and cost-20 

conscience implementation plan.”118   21 

In issuing this mandate, the Commission expressly found that pipeline operators should 22 

be required to replace or pressure test all pipelines not tested in accordance with federal 23 

regulations adopted in 1970: 24 

Natural gas transmission pipelines placed in service prior to 1970 were not required 25 
to be pressure tested, and were exempted from then-new federal regulations 26 
requiring such tests.  These regulations allowed operators to operate a segment at 27 

                                                 
115 Ex. SCG-15-R (Phillips) at RDP-A-56. 

116 Ex. ORA-03 (Stannik and Li) at 32. 

117 D.11-06-017 at 29 (Conclusion of Law No. 4) and at 31 (Ordering Paragraph No. 4). 

118 Id. at 18. 
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the highest actual operating pressure of the segment during the five-year period 1 
between July 1, 1965 and June 30, 1970.119   2 
 3 
Natural gas transmission pipeline operators should be required to replace or 4 
pressure test all transmission pipeline that has not been so tested.120 5 

TURN/SCGC argue that SoCalGas and SDG&E are not required to comply with these 6 

Commission directives and, on that basis, recommend the Commission make clear that Phase 2B 7 

of SoCalGas and SDG&E’s PSEP need not be executed.121  In making this recommendation, 8 

TURN/SCGC ignore the language in Commission decisions expressly mandating California 9 

pipeline operators to prepare and execute comprehensive plans to test or replace all pipeline 10 

segments that have not been tested in accordance with post-1970 federal pressure testing 11 

regulations.  Instead, TURN/SCGC selectively quote from language in those same Commission 12 

decisions regarding when the costs of testing or replacing post-1955 pipe cannot be recovered in 13 

utility rates.  Specifically, the witness for TURN/SCGC states, “the Applicants’ interpretation of 14 

D.11-06-017 is clearly contradicted by Ordering Paragraph 3 of the same decision, which states: 15 

‘A pressure test record must include all elements required by the regulations in effect when the 16 

test was conducted.  For pressure tests conducted prior to the effective date of General Order 17 

112, one hour is the minimum acceptable duration for a pressure test.’”122  TURN and SCGC’s 18 

witness further states: 19 

In subsequent decisions, the Commission made it abundantly clear that the PSEP 20 
does not include pipeline segments for which the Applicants have a record of a 21 
pressure test that was required at the time the pipeline was constructed.  In D.16-22 
06-007, the Commission ordered that the costs of pressure tests “must be absorbed 23 
by the shareholders of SDG&E and SoCalGas in situations where the company has 24 

                                                 
119 Id. at 28 (Finding of Fact No. 6). 

120 Id. at 28 (Finding of Fact No. 7) (emphasis added). 

121 Unexpectedly (because (a) TURN/SCGC and ORA agreed that this issue should be raised in 
Applicants’ GRC [or a forecast application for PSEP], and accordingly SoCalGas raised this issue in this 
proceeding, and (b) this issue specifically is included in the Scoping Memorandum and Ruling as an item 
within the scope of this proceeding), on April 11, 2018 TURN and SCGC jointly filed a petition for 
modification of D.11-06-017 on just this issue.  See Assigned Commissioner’s Scoping Memorandum and 
Ruling at 4-5. 

122 Ex. TURN/SCGC-01 (Yap) at 49 (emphasis in original). 
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failed to maintain records of strength testing required at the time of installation of 1 
the pipeline.”123   2 

TURN/SCGC’s witness again quotes language regarding disallowances as further support 3 

for her recommendation: “about eighteen months later, in D.15-12-020, the Commission said 4 

there should be a disallowance ‘where pressure test records are not available that provide the 5 

minimum information to demonstrate compliance with the industry or regulatory strength testing 6 

and record keeping requirements then applicable....’”124 7 

None of the language quoted by TURN/SCGC addresses the Commission’s express 8 

mandate that all transmission pipelines in the State must be brought into compliance with 1970 9 

pipeline regulations.  It is that language that defines the scope of SoCalGas and SDG&E’s PSEP, 10 

including Phase 2B.  SoCalGas, and all California pipeline operators, must bring the State’s 11 

transmission pipelines into compliance with modern standards and are required to pressure test 12 

or replace all transmission pipelines that have not been tested to post-1970 pressure test 13 

standards (i.e., “modern standards,” or Subpart J).   14 

If the Commission nevertheless determines that SoCalGas need not address Phase 2B of 15 

PSEP, SoCalGas requests that the Commission’s ruling be applied prospectively,125 and that 16 

certain Phase 2B work be permitted on a case-by-case basis depending on pipeline condition and 17 

project needs.  For example, TURN/SCGC has determined that the approximately 2.8 miles126 of 18 

Phase 2B work included in this Application are reasonable and were added to projects to reduce 19 

overall costs and enhance constructability.127   20 

Moreover, SoCalGas requests that if the Commission determines that Phase 2B of PSEP should 21 

not be executed, the Commission should provide clearly that not all the documentation 22 

requirements set forth in Subpart J subsection 49 CFR 192.517 are required for pipelines 23 

constructed prior to the adoption of the federal regulation (although a record of a pressure test 24 

                                                 
123 Ex. TURN/SCGC-01 (Yap) at 49. 

124 Ex. TURN/SCGC-01 (Yap) at 49. 

125 There are two proceedings (A.16-09-005 and A.17-03-021) pending in which Phase 2B miles are 
implicated.  Decisions in those proceedings are expected this year (2018).   

126 Represents three-year (2019-2021) GRC total. 

127 Ex. TURN/SCGC-01 (Yap) at 50. 
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meeting then-applicable standards would still be required).  SoCalGas interprets D.11-06-017 as 1 

requiring full compliance with Subpart J; therefore, it would be out of compliance if it does not 2 

have all of the documentation required by Subpart J but not by the earlier standards/guidelines.  3 

The following table summarizes SoCalGas’ understanding of documentation requirements that 4 

were not required prior to adoption of 49 CFR 192: 5 

Table RDP-11 6 
Documentation Requirements - >20% Specified Minimum Yield Strength (SMYS) 7 

 8 
 9 

 Pre-1955 1955-1961 
1961-1970  
(GO 112) 

Post 1970  
(49 CFR 192 
Subpart J) 

Test Duration No No No Yes 
Record of 
Pressure 
Readings 

No No No Yes 

Significant 
Elevation 
Changes 

No No No Yes 

Disposition of 
Leaks and 
Failures 

No No No Yes 

 10 

The Commission finding should state specifically that the documentation requirements of 11 

49 CFR 192.169, excluding subsection 49 CFR 192.619 (c), are not required for tests conducted 12 

prior to the effective date of Subpart J in November 1970.  As a result, pipelines with a record of 13 

a pre-1970 pressure test would not need to be re-tested to meet the documentation requirements 14 

of Subpart J.   15 

V. CONCLUSION 16 

To summarize, SoCalGas developed detailed cost estimates in support of the PSEP 17 

forecast in this Application.  These forecasts necessarily include a risk assessment component 18 

that is appropriate and industry-accepted for the class of estimates developed.  The Commission 19 

should approve the forecasts described in the Direct Testimony so SoCalGas can continue this 20 

important safety work, which began in 2012, to meet the Commission’s directive to execute 21 

PSEP as soon as practicable while meeting SoCalGas’ PSEP objectives to (1) enhance public 22 

safety; (2) comply with Commission directives; (3) minimize customer impacts; and (4) 23 

maximize the cost effectiveness of safety investments.  Further, the Commission should approve 24 
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SoCalGas’ request for two-way balancing account treatment as it provides assurance to 1 

customers that they will not pay more than the actual costs of completing these safety-related 2 

projects.  SoCalGas’ requests for project substitution and a pipeline failure allowance should be 3 

granted in their entirety.  Finally, the Commission should clarify whether Phase 2B work is 4 

required to be executed as part of PSEP. 5 

This concludes our prepared rebuttal testimony.  6 
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