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JAMES L. LOPES (No. 6367%)
JEFFREY L. SCHAFFER (No. 91404)
SARAH M. KING (No. 189621 T
HOWARD, RICE, NEMEROVSKI, CANADY,
FALK & RABKIN :
A Professional Corporation
Three Embarcadero Center, 7th Floor
San Francisco, California 94111-4065
Telephone: 415/434-1600
Facsimile: 415/217-5910

Attorneys for Debtor and Debtor in Possession
PACIFIC GAS AND ELECTRIC COMPANY

UNITED STATES BANKRUPTCY COURT

NORTHERN DISTRICT OF CALIFORNIA |
SAN FRANCISCO DIVISION

No. 01 30923 DM

Inre
PACIFIC GAS AND ELECTRIC Chapter 11 Case
COMPANY, a California corporation, _
Date:  February 8, 2002
Debtor. Time: 2:30 I;J.m.
Place: 235 Pine St., 22nd Floor
San Francisco, California
Federal 1.D. No. 94-0742640 Judge: Hon. Dennis Montali

DECLARATION OF KEVIN DASSO IN SUPPORT OF DEBTOR'’S
MOTION FOR ORDER APPROVING EXPENDITURE OF FUNDS TO UPGRADE
SUBSTATIONS AND, IF NECESSARY, RECONDUCTOR A 230 KV TRANSMISSION
LINE TO SUPPORT THE LOS BANOS-GATES 500 KV TRANSMISSION PROJECT
[PATH 15 PROJECT]
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I,‘Kcvin Dasso, declarc as follows:

1. 1 am the Direclor of the Pacific Gas and Electric Company (“PG&E™)
Clectric Lransmission and Distribution Enginecring Departiment, a position I have held since
November 1999, I'make this Declaralion bascd upon my personal khowlcdgc ofthe Loy
Banos-(GGates 500 kV lransmissinn' project, also knowu- as the Path 15 Upgrade Project, and
upon my review of PG&L’s records concerning the matters stated herein. U‘ called as a
witness. | could and would {eslify competently to the facts stated hercin. |

2, " PG&E is sceking an order authorizing PG&E to enter into biuding
agreements to expend funds to perform work necessary to support {he Path 15 Upgrade

Project. [1approved, PG&E would commit 1o design and build 500 kV and 230 kV

substation equipment, and, il needed, to reconductor 230 kV transmission lines, lo

accommodatc a new 500 kilovolt (“kV™) transmissidn linc to be constructed by the Western
Area Power Adminisﬁaﬁdn (“WAPA") on Path 15. PG&L: cstimates that the costs ol'ils
work to support the Path 15 Upgrade Praject, including previvusly incurted engineering and

permitling costs, will not exceed $75 million.
3.  Path 15 is a serics of high-capacity transmission lines that connect

cuslomefs in Northern and Southern Californiu and also forms part of the Pacific AC Intertic
flinking the Pacilic Northwest and Orcgon Lo Southern California. ‘The Palh 15 Upgrade
Project will increasc the south-to-north rating of Path 15 by approximatély 1500 megawalts
(“MW") through the _z\ddiﬁon of a new 500 kV line between PG&LE’s Los Banos and Gales
substations. WAPA will construct the 500 kV line portion of the Path 15 Upgrade Project
with funding from project participants other than PG&L. The purposc of the Path 13
Upgrade Project is 10 decrease congestion on Path 15 and to further integrate gencraling
plants within the {SO-controlicd grid. The scheduled oper;ating date of the Path 15 Upgrade
Project is October 2004. ' | .

4, Inorderto interconnect and otherwise supporl the Path 1 5 ‘v_'_pgradc'l‘rojcct,
PG&E would design and construct the following lacilitics; 500 kV terminal equipment at
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Los Banos and Gates for the proposed Los Ranos-Gales 500 kV transmission line;
1-ccn|1ﬁglirati011 of the Gates 500KV bus from a ring;-bus tou breaker-and-a-hal{
ari‘angement; install 250 MVAR of230 kV shunt capacitors al both Los Banos and Gates
substatiol1s to provide neeessary vollage support; and reconductor thcAGates-Midway 230kV
u-élﬁsnﬁssibﬁ li{he or provide the necessary papa}bility by re-raling the transmission lincs. The
wn'struction of the Project is contingenl upon the Path 15 Upgrade Project-cnabling
grucmcuts being devcloped and exccuted.

5. Following congestion on Path 15 during various periods in 2000 and before
PG&E's Chapter 11 filing, the California Pubhc Utllmcs Commission (“*CPUC™) ordered
1’G&l‘ to submit an application lor.a Certificate of Public Neccssity and (‘onvcmcmu (a
«CPCN?) to construct the Path 15 Upgrade Project. PG&E submilicd a Conditional
Applibati()h to the CPUC on April 13,2001 pursuant to the Cl’UC order and applicable

_provisions of the California Public Ulilities Code. While (hat CPCN application was

pending, the United States Department of Energy directed WAPA to solicit expressions af
interest in constructing the Path 1S Upgradc Project, and WAPA did so through a Federal
Register Notice. On October 16, 2001, PG&T, WAPA and olhcr paruupums exccuteda
ﬁon—bind'mg Memorandum of Understanding (“MOU’ ) rcgardmg construction of the Path 15
Upor'\de Pro,;uct WADA, PG&E and the other paruupauls arc now in the process of

negotisting. binding agrcements regarding construcuon ol'lhc Path 15 Upgladc Project.

_Attacht.d hereto as Tixhibil A is a true and correct copy of the MOU.

6. On November6,.2001, in hghl of the MOU, PG&E filed & “Notice of
W|thdrawal of its Conditional Application. Jnan order dated November 30, 2001 (the
“CPUL Order”), the CPUC treated | PG&E’s nom.e as a molion for permission (0 withdraw
1110 condmonal applicalion, denicd it, and consohdated the conditional 1pphcalxon with the
(,l’UC s investigation, pursuant to Calilornia Asbembly Bxll 970, of clectric transinission

and dlqlnbuuon conslraints, actions 10 n.sulw. lhose constraints, and related matters allecting
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he reliability of elcctric supply.' The CPUC’s Administralive Law Judge has scheduled
hearings on the economic benefit of the Path 15 Upgrade Project, required subinission of the
MOU implementation agreements to be followed by hearings thercon, and brieling on
whether a CPCN is required for PG&E's participation in the projeet.

7. Because the WAPA-sponsored path 15 Upgrade Projeet will increase the
Path 15 elecmc transmission capacity to (he same cxteni as wnlcmplatc.d in PG&E'S
Conditional Applicmon, allow PG&E 0 obtain a share of such capacily commensurale with
its costs incurred for (he benefit of the Path 15 Upgrade Project, and require PG&E Lo incur
cosls estimated at or lcss than $75 million, rather than spend the estimated $325 million it
will cost 1o construct the entire Path 15 Upgrade Project, PG&E intends to participate in the
Path 15 Upgrade Project through its contemplated work in support of the WAPA-sponsored
project rather than pursuing its Conditional Application to construct the entire project alone.

g. PathlSisa lfammissiun sysicm sc*ﬁncnt located in the southeen portion of
(he PG&E scrvice area and in the middle of the Independent System Operator (“1SO™)
controlled grid. Path 15 consists oFthc following lines: Los Banos-Gates 500 kV; 1,08
Banos-Midway 500 kV; Gates-Panoche #1 230 kV: Gates-Panache #2 230 kV: Gates-Gregg

230 kV; and Gates-McCall 230 kV. These lacilitics arc used to mect transmission capacity

requirements of various parties in the Northwesl, Northern California and Southern

California, and for integmling gcncrating plants within the 1SO-controlled grid.

9. Path 15 is currently constrained to a lower south-to-north transfer limit than

1{he rest of the 500 kV system in Northern California because (hete arc just two 500 KV lincs

in this area. Bcoausc. the (wo 500 KV lines arc located in a common corridor, the Western
Systems Coordinating (,ouncﬂ ¢ “WSCC™) transmission rcliability criteria require that the
system be operated to withstand their simultaneous loss (“Los Banos South double-line

oulage”). Under (hesc criteria, the present mnaximum south-to-north trans fer limil is

[

|See CPUC Investigation No. 00- 11-001. A true aud correcl copy of the CPUC Order
is attached hereto as Ehhlblt B. : '
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“higher gcmrattng costs (o Northem Cahforma consumers mainly during off-peak pumds

' ocnu-auon in Northern California, to unpoul hl“hcr-CUbl power from the Northwest, or to

' led to rotating OL1AECS north of Path 15 Whlle the lSO cnncludcd that there were additional

“analysis of Path 15, with the objective of ldcnufymg altcrnatives to reduce off-peak
generation costs: Subsequent analyscs conduclcd by the 180 and published in January 2001

following the outages. described i in par agrdph 11 above indicated that: (a) Path 15

3,950 MW. This limit is bascd on. the availability of specml aytomalic and thanual operaling

procedures 1bat would, be mllxa§c§_1111n)cd1alely after any Los Banos South double line

outagc. . .
10.  The SO has. found in rccem years {hat Path 15 congestion has resulted in

During such penods the ISO has found that 1t has beon necessary 1o operate higher-cost

reroute lower-cost power from Southern Calilornia onto the Pacilic DC Intertic to mecet
demand in Northern Calilornia, The ISO has found that access to additional lower-cost
gencrating resources in the south has been Jimiled due tri the Path 15 transfor limits,

' 11. Duecto limited gencration & av'nlablhty in Northemn California during the
latter part of 2000, wugmuon on Path 15 began to occur much more lrequently. The

problem escalated further in January 2001 as a shormg. of generation in Northern California

gencrating reserves in Southern (,'\llforma, the 1SO found that constraints on Path 15
prevented full access to this gcncratmn. l‘hc (SO [urther found that Path 15 constraints,
combined with generation shorlages. could a;,dm conlrlbutx, {o rotating outages in Northen
California.

- 12. Lven before the mtaunk, outagéq occurred, PG&T and the 1SO began

congestion resulted in increased markt.l LOS[S ranging fromn $7 million to $220 million aver

1" (he 16:month period ending Dcccmbel 31, 2000 (depending on how tbe market would have

ruspondcd had the Path 15 upgrade be.cn m-scn v1ce) and (b) Path 15 constraints could

contribute to future rotaling outages. lhu 1%0 analyscs were not conclusive on project need

put provxdcd sulficicnt support 10:begin t thc work ncccss'\ry to undertake the permitling
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13. Subject to PGXE management’s approval, PO&E requested LSO approval
to conduct preliminary enginecring and project siting work necessary Lo pursue the perits
for the construction of & new Los Banos-Gates 500 kV project. ‘Lhe 1SO approved PG&ITs
requcst Lo proceed with the permitting proccss o1 February 5, 2001, Additionally, before
applying for the necessary permits, PG&L and the ISO agreed to perform additional analyses
to ascerlain project nced under future generation build-out scenarios.

14. On March 29, 2001, the CPUC ordered PG&LT to submit an application for
o CPCN to construct (he Path 15 Upgrade Project. In accordance with the CIPUC order,
PG&E filed Conditional Application, No. 01 -04-012 (the “Conditional Application™) for a
CPCN for the Conditional Application Praject on April 13,2001, PG&L’s application was

conditioned upon the following: (1) a PG&E and (SO determination that the Projcet is

needed and cost ellective; (2) PG&E management approval; and (3) this Court’s approval of
the expenditure of funds to construct the Paih 15 Upgrade Project.

15. DPG&E and the ISO submitted opening testimony in the CPCN proceeding
on Scptcmber 25, 2001 regarding the conditional application, PG&IL's teslimony presented,
among other things, iwo scrvice allernatives considered for upgrading ath 15, the estimated
cost of those altcrl;atives, possible routes [or the new line, and the estimated cost ol those
route altcenatives. PG&F cstimated that it will cost approximately $325 million L construct

{he Path 15 Upgrade ijcét. The ISO’s testimony addressed 1he cconomie need for the Path

15 Upgrade Project, and concluded that the Project is cost-justified. The Offlice of Ralepayer
Advocates (*ORA™) submitled opposing testimony and the 1SO submilted rebuttal
testimony. No CPUC adminislrati\}c hearings were or have been held on the Path 15
Upgrade Project.

16. While PG&E’s Conditional Application was pending befure the CPUC, the
United States Department of Energy and WAI'A solicited interest in a public-lvrivalc
partnership to construct the Path 15 Upgrade ’roject. Following execution of the MOU

ECL. OF K. 1DASSO 15O OF DERTOR'S MOT FOR ORNER APPROVING EXPENDITURE OF FUNDS FOR PATIL IS UPGRADE PROIECT
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regarding the WAPA-sponsorcd Path 15 Upgrade Project, PG&L withdrew its Conditional
Application on November 6, 2001 and its opening testimony on November 13, 2001.
Although the CPUC declined to allow P(:&L 1o witlidraw its Conditional Application, it

dropﬁed scheduled hearings on the P(‘&L—bponsoud Path 15 Upgrade Project and

consolidated the Conditional Application prou,t.(lmg with the CPUC’s ongoing investigation
pursimrii to California Assembly, Bill 970 of cleetric transmission and distribution
constrain‘ts.: “Therealler, the CPUC’s Administrative T.aw Judge sct hearings in late Tebruary
2002 o consider the cconomic.need for the Path 15 Upgrade Project, required PG&E {0
subnut {he MOU implemcntalion agreemenls, and schcduled briefing on the ORA’s claim
that PG&E needed a CPCN to perfomm its contcmplaled portion of the WAPA-sponsored
Path 15 Upgrade Project. Although the ORA asserts that P(J&L must have a CPCN to
participatc in the Path 15 Upgrade Project, P(J&l bs..hww tl\m based on unambiguous
langua;,e in General Order 131-D, it docs not need a (,P(.N t perform the work that it
would commit to perform in support of the Path 15 Upgradc Projecl.

17. 1n May 2001, the United Slatcs Secrctary of Energy, prompled by a
Presidential directive incorporated in the Naumnl Tinergy Policy report, dirceted WAPA to
complete planning for an upgrade to Path 15 and 1o solicit financing and ownership interest
in the project. -

©18. 1nJune 2001, WAPA postcd a nolice in the Federal Register to solicit
financing and ownership intcrest in a prmu.t lo upgrade Path 15 based on PG&E’s proposed

Path 15 Upgrade Project set forth in its Londmolml Apphcmlon Following its solicitation,

WAPA mct with a number of public and pnvatc cntities to discuss the possibility of

constructing the Path 15 Upgrade Project. .
19. On October 16, 2001, PG&E WAPA and other Path 15 Upgrade Project

. ﬁz‘ttidi'pdiits excatted (he MOU. The MOU outlines, on a preliminacy basis, the
"J%célién‘S'xbiiitiés financial ccmlnbutmm owm.rqlup rights and operational ¢ details of the

’ 'PrOJect and requircs the parties o agree on n 'xggrcsswc schedule to “define the Project and
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“incrcased lransmission capacily arising from the Path 15 Upgrade l’rojci:l will be shared

the work to be done at cach facility™ by January 10, 2002. The MOU contemplates that the

among the public and private entitics commensurate with each cntity’s contributions to the
Path 15 Upgrade P’roject. PG&E's proposed contributions would include: (1) environmental
and engincering studics and design work perlormed to date; and (2) detailed design and
construction work for the 500 kV and 230 kV substation and 230 kV rcconductoring work
necessary to accommodate the additional 500 kV ransmission lines to be constructed by
WAPA, which PG&E believes will be consistent with PG&E’s Plan of Service Allernative 2
outlined in its since-withdrawn opening testimony submitted in the CPUC Conditional
Application procecding. The total cost for {his work is estimated not to exceed $75 million,
including the more costly option ol reconductoring the Gates-Midway 230 kV transmission
line and $9.5 million previously approved by the I3oard of Dircctors on May 8, 2001 for
environmental, engineering and permilling work related to a Path 15 upgrade project. Based
on the ratio of PG&IEs contribution to the anticipaled lotal project cost ($325 million,
although certain aspects of the project may change under WAPA-sponsorship)., PO&IL
would be allocated about 345 MW of the 1500 MW incremental transfer capability.
| 20. [Ifthis Couﬁ grants PG&IL the authority to expend funds to construct the

Project, PG&E expects 10 include the cost ol'its work to support the Path 15 Upgrade Project
in PG&T’s base utility revenue requirements and seek authorization by the Federal Linergy
Regulatory Commission (*FERC™) to carn a ratc of returnn on such costs. |

21. PG&E, along with the other Path 15 Upgrade Project participants, wis
advised by FERC staff that the Path 15 Upgrade Project may be eligible for pre-construction
approval, accelerated depreciation, and a 200 basis points premium on return on cquity.
PG&L’s contribution ol $75 million to the Path 15 Upgrade Project (ranslates to an increasc
in PG&I’s prescnt value of revenue requirement of §95 million based on standard
depreciation and rcturn on cquity.

22.  On Novemnber 27, 2001, PG&E's Management Committec proposed that

DECL. OF K. DASSQ IO OF DEBTOR'S MUT. FUR ORDER APPROVING EXPENDITURL OF FUNDS FOR AT 1S UIGRADE PROJECT
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d of Dircctors. aulhonze a capltal expenditure of $75 million for

" the Path 15 Upgrade Project. On Dccembur 19,2001, l’(J&L’
of $75 mtlhon to l‘und lhe l’mjcct
.23.. Bascdon prehmlmry dcqlgn eslimatcs prepared for the C

ro_;cct Altemauve 2, Wcsk,m Corridor Route,

- Application P’
incurrcd engineering and pcrmlltmg cosls.

- WAPA-sponsorcd Path 15 Upgradc P
million to be included in PG&E‘

incurred in the next few ycars consisten

Upgrade Project, forbidding PG&E from participalin

‘Upgrade Project through pcrformancc of the cont
obtain a CPCN to perform the work contcmplalul b

TNK
uxwx{l‘f i
that the forcgoing is true and correcl. l"xt.culc.d thised
E | Kevin Dasso

Trancisco, California

the work (o support

s Board of Dircctors approv»d

onditional
and including prekusly-

P(:&l:, cstimates that its work 1o qupport the
rq]u:l w:ll cost approximately $75 million, with $4

8 2007 budget and the balance presently anticipated to be
1 with the Path 15 Upgrade Project’s currenl {argeted

ting PG&E 1o construct the entire Path 15
g in the WADA-sponsored Path 15

in 2004,
cmplak.d work. ot requiring PG&E to

There is 1o CPUC order direc

y lhc MOU.
1aws ol the United States of America

day of January 2002, at San

I declarc under penally of pcrjury under the

P oy em——

ATH 1S UPGRADE PROJLC
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Exhibits are not attached to the service copies of this document.
You may obtain copies of the Exhibits in one of the following
ways: through the “Pacific Gas & Electric Company Chapter 11
Case” link accessible through the Bankruptcy Court’s website
(www.canb.uscourts.gov), or by written request to Howard, Rice,
Nemerovski, Canady, Falk & Rabkin, Attn: Racquel Lopez,
Three Embarcadero Center, 7th Floor, San Francisco, California
94111-4065
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