March 30, 2000

98-10947-LO-035

PG&E Company

705 P Street, Third Floor

Fresno, CA 93760

Attn: 
Mr. Don Fantz

Subject:
115kV Substation, CSU Fresno

Reference:
PG&E Detailed Study Design Meeting at PG&E Learning Center

Dear Don:

Thank you for taking the time to meet with us on March 29, 2000 to discuss PG&E’s Detailed Interconnection Study for the above-referenced project.  Enron Energy Services (EESI) and California State University, Fresno (CSUF) (the “Project Team”) was pleased that the designs completed by the Project Team for the Herndon/Bullard Substation project, and for which the Project Team obtained independent third-party bids, are very similar to PG&E’s original design.  This fact confirms that the Project Team’s cost estimates could be compared on an “apples to apples” basis during the March 7th meeting.  However, the Project Team is very concerned about PG&E’s Project Manager’s insistence that despite PG&E’s admission that the project costs are “high” and “worst-case scenario”, not only is PG&E unwilling to even attempt to refine its costs further from its current cost quotation of approximately $3.326MM without an additional payment of approximately $25,000 from the Project Team (as compared to the Project Team’s third party bids of $1.187MM which includes the ITCC and COO taxes), but PG&E will not refund the Project Team any portion whatsoever of PG&E’s final cost quotations even if the expense is never incurred.
The only breakout that PG&E has provided to date has been the listing of seventeen categories on the January 24, 2000 letter by PG&E.  The Project Team requested to obtain a copy of PG&E’s itemized man-hour costs, subcontractor costs, and material costs to review and substantiate their underlying practicality.  However, PG&E stated at the meeting that there is a PG&E 

· 
· 
· 
· 

policy denying customer access to this information breakout.  The Project Team cannot understand why such a policy would exist since PG&E expects the Project Team to pay in advance for all of these costs, yet PG&E is not required to substantiate any expenditures whatsoever, and the Project Team is not entitled to any refunds should PG&E’s actual costs end up being less than stated on its breakout.  As such, the Project Team requests that PG&E either produce the complete breakdown, including itemized costs and expenses, or provide the Project Team with PG&E’s written policy denying customer access to such information.

In support of the Project’s Team’s concern regarding the high costs as well as the complete lack of detail evidenced in the Detailed Interconnection Study, the Project Team identified numerous shortcomings in the Detailed Interconnection Study.  For your reference, below are listed some of the most extreme instances of what the Project Team believe reflects a practice of quoting excessive and unnecessary costs:

· PG&E stated that the substation engineering for the project would take a total of 255 man-days to conduct.  The Project Team is at a loss to comprehend why such a simple design would require so much time to engineer, even if the numerous redundancies and duplications occurred between the various internal PG&E departments, as described by your Project Manager.

· PG&E stated that the “property improvement” category was to include activities such as “road repair” and “yard repair”.  However, PG&E was unable to specify what road repairs or yard repairs were required for this project.  Despite PG&E’s inability or unwillingness to provide any detail regarding how this cost was derived, this category has a cost of $11,605 before applicable taxes.

· PG&E stated that the “land and land rights” category was to include costs associated with acquiring land rights for overbuilding the existing line.  PG&E’s explanation was that since the proposed route is in an existing franchise land system, PG&E policy states that PG&E is to acquire these rights upon installing a transmission level system.  This category includes $52,569 worth of costs before applicable taxes.  The Project Team again requests a copy of PG&E’s policy regarding acquiring of land rights for transmission level service, as well as PG&E’s policy for allocating the costs and benefits between the Project Team and other PG&E ratepayers.

· PG&E stated that all of the poles on the existing 12kV line would need to be removed and replaced in order to accommodate the 115kV overbuild. The Project Team pointed out that PG&E could skip every other pole on the “overbuild” and still maintain enough spacing  to handle the new 115kV circuit  This option would greatly reduce the Interconnection Costs for the Transmission Line work.  The Project Team does not understand why PG&E would undertake this approach of removing all of the 12kV poles to add unnecessary cost and expense to this project without technical justification.  The Project Team requests that PG&E consider this option and adjust its pricing.
During our meeting, PG&E was consistently unable or unwilling to provide any further detail regarding the costs reflected in the Detailed Interconnection Study, nor was PG&E willing to reduce any of these costs.  PG&E’s only offer was to “review” the Detailed Interconnection Study to determine whether “a more accurate” estimate could be provided for a few of the cost categories.  PG&E also demanded an additional fee of $25,000 for this “review” (in addition to the $45,000 already paid for the “Detailed” Interconnection Study and the Substation Proposal), which PG&E estimated would take three additional months.

The Project Team wishes to remind PG&E that its lack of detail in the Detailed Interconnection Study, as well as its practice of charging costs which are unsubstantiated and which may never be incurred, are severely impacting the viability of the Substation Project.   With this lack of cooperation by PG&E, the Project Team is forced to structure the Project in a manner that limits PG&E’s involvement in all areas.  The Project Team is requresting that PG&E allow the the Project Team to conduct the substation work at the Hernondon/Bullard Substation under the “Applicant Install” scenario.  In addition, the Project Team is considering and working with the City of Fresno on the viability of undergrounding the new 115kV circuit from the existing PG&E  Herndon/Bullard Substation to the new CSU Fresno Substation.  
Should you have any question or comments, please feel free to contact me.

Sincerely,

ENRON ENERGY SERVICES

Robert M. Cone

Lead Project Manager

cc:
Dick Smith, CSUF


Dirk van Ulden, EESI

Richard Crevelt, EESI

Jeff Dasovich, Enron



Bob Kinert, PG&E
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