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CHAPTER 17
benefit costs

A. Introduction

1. Scope and Purpose

The purpose of this chapter is to demonstrate that the pension and benefit costs of Pacific Gas and Electric Company (PG&E or the Company) are reasonable and should be adopted by the California Public Utilities Commission (CPUC or Commission).

This chapter will further demonstrate that the Supplemental Executive Retirement Plan (SERP) and relocation costs of PG&E Corporation are reasonable and should be adopted by the CPUC.

PG&E’s pension and benefit costs are included in the revenue requirement calculation in two ways:  (1) as costs charged to administrative and general (A&G) expense Account 926 – Pension and Benefits; and (2) as PG&E Corporation Corporate Items costs charged to Account 923.

Estimated costs represented in this chapter reflect pension and benefit plan costs that are paid on a cash or “pay-as-you-go” basis.  Where benefit plan expenses are pre-funded through an employee benefit plan trust, the costs associated with related trust contributions are presented in Chapter 18 of this exhibit.

2. Summary of Dollar Request

PG&E requests that the Commission adopt its 2007 forecast of $309.8 million for the Company’s pay-as-you-go pension and benefit expenses charged to A&G expense Account 926, Pensions and Benefits.  This expense forecast is $66.0 million (27 percent) higher than the 2004 recorded adjusted amount of $243.8 million.  A summary of the components of this forecast is shown in Table 17-1 at the conclusion of this chapter.

Also, PG&E requests that the Commission adopt its 2007 forecast of $0.8 million for PG&E Corporation SERP and relocation costs, as shown in Table 17-1.  This expense forecast is $0.6 million higher than the 2004 recorded adjusted amount of $0.16 million.  All PG&E Corporation costs are charged to Account 923.

This chapter describes PG&E’s pay-as-you-go pension and benefit costs at a total-company level.  These amounts are unbundled to the electric and gas distribution and generation unbundled cost categories in Chapter 6 of Exhibit (PG&E-2).

3. Support for Request

a. PG&E’s Pension and Benefit Program Is Essential to the Company, Employees and Customers
Maintaining a comprehensive and competitive benefit program is an essential component of PG&E’s total compensation package.  The total compensation program provides a means for the Company to attract and retain the highly skilled workforce necessary to sustain day‑to‑day operations and ensure service and reliability.  There are compelling reasons for each of these key stakeholders—PG&E, its customers and employees—to expect that a well-designed and effectively managed benefits program will be provided to employees.

From PG&E’s perspective, a comprehensive benefits package provides the means to maintain a skilled workforce committed to delivering service to customers.  To this end, PG&E is able to take advantage of economies of scale and provide more benefit value to the employee than an individual can purchase on the open market.  PG&E’s focus is on making the benefit as cost-efficient as possible for the Company, the employee and the customer.

From the employee’s perspective, the Benefits Program provides protection against financial loss due to injury, illness, and death, and a means to provide income stability and protection during retirement.  Employees perceive the Employee Benefit Program as key in evaluating PG&E as a prospective and ongoing employer of choice.

For PG&E’s customers, the ability of the Company to consistently provide trained, experienced and dedicated staff is essential to PG&E’s mission of providing consistent and reliable service.  Motivated employees who are focused on delivering valued service to the customer benefit the company, customers and the employees themselves.  Plan design and implementation strategies that focus on maximizing the benefit delivered to employees ensure the benefits program is delivering the greatest value for employees and customers, and the greatest return on investment for the Company.

b. Employee Benefits Have Been a Key Component of Labor Negotiations
Approximately two-thirds of PG&E’s employees are represented by one of three labor organizations:  the International Brotherhood of Electrical Workers, Local 1245 (IBEW); Engineers and Scientists of California, Local 20 (ESC); and the Service Employees International Union (SEIU), Local 24/7.  The IBEW and ESC each had collective bargaining agreements with the Company that concluded on December 31, 2002; the agreement with the SEIU expired February 28, 2003.

During 2001 and 2002 negotiations, the bargaining unit workforce focused on enhancing pension and retiree medical benefits while maintaining all other benefit provisions.  Negotiations stretched over more than a year, and included joint educational meetings for the negotiations teams on the status of pension plan funding and cost/competitiveness of the benefit plans.  Despite extensive compromise on both sides, the first contract settlement was rejected by a significant majority of voting union employees, including 75 percent of the IBEW clerical bargaining unit, and 85 percent of the IBEW physical bargaining unit.  Following another round of negotiations, the second agreement was rejected once again by the IBEW physical bargaining unit—the largest group of represented employees at PG&E.

Subsequently, a federal mediator directed the Company and the IBEW to review their respective bargaining positions in order to avoid the dire consequences for the California economy if parties failed to reach an agreement.  With the input of the federal mediator, a third settlement was reached by the Company and union leadership.  This third settlement was approved by the IBEW physical bargaining unit in October 2003.

The final labor agreements contained enhancements to pension and retiree medical benefits, balanced by increased medical cost sharing by union employees, tightened eligibility for disability benefits, and expanded return to work efforts for disabled employees.  Both the Company and the union leadership moved substantially from their stated positions to reach an agreement.  The final contract balanced the interests of the Company and the employees, while recognizing the ongoing obligation to provide uninterrupted gas and electric service to PG&E’s customers.  Specific plan changes described in this testimony—both enhancements and reductions—should be viewed in light of the overall labor settlement and the environment in which the negotiations took place.  The cost or savings estimated from these plan changes are reflected in test year estimates.

c. Total Compensation Study Supports the Request
PG&E’s request for the cost of providing pension and benefits to its employees is reasonable based on the Total Compensation Study Results discussed in Exhibit (PG&E-8), Chapter 9.  PG&E’s pension and benefit programs support a total compensation package that is within the range of benefits offered by competing firms in today’s marketplace.  Any reduction in the current pension and benefit programs would be a reduction in the current total compensation package, and could detrimentally affect Company staffing, and ultimately, service delivery.

4. Organization of the Remainder of This Chapter

The remainder of this chapter is organized as follows:

Pension and Benefit Program Management Process;

Estimating Methodology;

Medical Programs;

Dental Plans;

Vision Plan;

Group Life Insurance Plan;

Flexible Benefit Program (Flex Program);

Post-Retirement Benefit Plans Other Than Pension (PBOPs);

Long Term Disability Plan;

Retirement Plan Expenses;
Retirement Savings Plan;

Tuition Refund Program;

Employee Relocation Expense, and

Service Awards.

B. Pension and Benefit Program Management Process

Employees in the Benefits Department manage the pension and benefit program to provide essential benefit coverage for employees, retirees and covered dependents.  Program objectives are met through design and delivery of the individual benefit plans, managing and monitoring the performance of third-party plan administrators and consultants, and regular review and update of plan expense and forecasts.  Additionally, the Company’s Management Reporting and Corporate Accounting Departments review all Benefit Program costs and work with program managers to research any unexpected variances.

C. Estimating Methodology

PG&E’s 2007 forecast of Pension and Benefit Program expenses was developed on a plan‑specific basis.  Except where specifically noted, the projected costs were developed based on 2004 recorded adjusted expenses updated to reflect cost trends and expected changes.  These estimates reflect PG&E’s plan provisions and participant demographics, and were developed using generally accepted actuarial and underwriting practices and methods.

Estimated forecasts for all programs in this chapter reflect the most recent plan provisions as of January 1, 2005, and assume a constant number of employees and retirees from 2004.

For union‑represented employees, estimates reflect benefits negotiated as part of the latest collective bargaining agreements.  The last collective bargaining agreements with the IBEW, ESC, and SEIU have terms that began in 2003 and conclude on December 31, 2007 (IBEW and ESC) or February 28, 2008 (SEIU).  PG&E expects to begin negotiating new contract agreements with the unions in late 2006.  Changes in expense estimates related to a contract renewal are not reflected in this chapter.

This chapter describes PG&E’s pension and benefit costs at a total-company level.  All costs presented are shown prior to any allocations to capital or to utility lines of business.  However, except where specifically indicated, all costs attributable to the continued participation of certain PG&E Corporation employees in Company‑sponsored benefit plans have been removed from the total Company presentation, consistent with affiliate transaction requirements.[
]
Details regarding the specific estimating methods and data sources used to develop these forecasts are provided under the descriptions of the individual plans and in the workpapers supporting this chapter.

D. Medical Programs

PG&E’s medical programs provide employees and their enrolled family members with comprehensive medical coverage to address a wide spectrum of health care needs.  PG&E’s medical programs include three self-funded plans currently administered by United Healthcare, four health maintenance organizations (HMOs), prescription drug care, the Employee Assistance Program (EAP), the Mental Health, Alcohol and Drug Care Program, as well as costs related to drug testing.  PG&E’s health care strategy continues to focus on a cost effective plan design, effective procurement of services and implementation of health management programs tailored to the needs of PG&E’s population.

1. Summary Description of Medical Program 

a. Self-Funded Medical Plans

PG&E pays for the cost of all medical services provided to plan participants through the self-funded medical plans.  The current plan administrator, United Healthcare, administers these plans by processing claims, performing utilization review and medical case management services, and contracting with preferred hospitals, physicians and other medical providers for discounted services.  PG&E directly reimburses United Healthcare for claims costs incurred plus an administrative fee for services.

PG&E provides three self-funded medical plans:  the Network Access Plan (NAP), the Comprehensive Access Plan (CAP), and the Basic Plan.  Sixty percent of PG&E employees and their dependents participate in the self-funded medical plans.

(1) Network Access Plan (NAP)

Effective January 1, 2004, the Point of Service Plan (POS) and Preferred Provider Organization (PPO) plans offered through United Healthcare were converted to a more broad–based PPO.  These changes were made because the Company was no longer experiencing significant cost savings or superior care delivery from the POS requirement to have all such care coordinated by a primary care physician.

The NAP that replaced the POS and PPO plans does not coordinate care through a primary care physician.  Although the plan allows participants to see specialists directly, without first seeking authorization from a primary care physician,  the NAP encourages participants to use a network of providers who supply services at discounted rates by offering a higher level of reimbursement for in-network services.  The extensive network of providers covering a large geographic area enables most PG&E employees to find network providers near their homes.  Also, the increased level of required coinsurance provides incentive to seek out network providers.  As a result, PG&E has found that the vast majority of services delivered to plan participants have been fulfilled by network providers.  When participants procure services through the provider network, the pre‑negotiated discounts on services benefit both PG&E and the participant.  Approximately 54 percent of all active employees and their dependents are enrolled in the NAP.
(2) Comprehensive Access Plan (CAP)

Some employees are unable to participate in the NAP because they live outside California or in areas where there are too few providers available within a prescribed distance to fulfill plan network criteria.  In an effort to accommodate these employees and their families, PG&E offers the CAP, where employees can seek medical care from any licensed provider.

CAP members receive the same level of benefits provided under NAP, with no reduction for using a non-network provider.  However, to encourage use of network providers, CAP members receive network discounts and are not subject to charges over and above the established payment schedule when network providers are used.  Approximately 4 percent of PG&E employees and their dependents participate in this plan.

(3) Basic Plan

Additionally, PG&E offers a Basic Plan to management and Administrative and Technical (A&T) employees.  This plan allows employees to elect a basic level of coverage that provides protection from financial hardship due to catastrophic medical events, but substantially less coverage for routine medical expenses.  Approximately 1 percent of employees and their dependents participate in this plan.

(4) Cost Control Efforts for Self Funded Medical Plans

Effective January 1, 2004, PG&E implemented a series of plan changes that provide improved cost controls while continuing to meet the diverse coverage needs of employees.  Overall, these plan changes control costs by increasing employee cost sharing and encouraging employees to choose the most cost-efficient medical plans for their medical needs.  These plan changes include:

 Introducing cost sharing equal to 3.75 percent of the medical premium for all bargaining unit participants;

 Moving from a POS self-funded medical plan that required use of a primary care physician to access specialty care to a PPO that allows participant self-referral to specialists, but requires larger participant co-pays for specialty service;

 Introducing annual deductibles and increased out-of-pocket maximums for in-network benefits, while maintaining higher deductibles for out-of-network benefits under the self-funded medical plans;

 Requiring additional employee cost sharing by reducing the percentage reimbursement under many medical service categories under the new PPO structure;

 Adding specific medical care coordination services where such coordination will provide better quality care for participants while more effectively managing costs;

 Renegotiating performance guarantees to increase the percentage of administrative fees dependent on delivery of optimal service to plan participants (i.e., customer service, timely completion of projects, cost management, etc.); and

 Enhancing health plan monitoring and auditing to ensure the vendor is administering the plan accurately and in a timely fashion.

At implementation, these plan changes were estimated to yield a first year savings totaling $15.4 million.  Avoided costs are expected to increase in subsequent years as medical inflation is applied to a lower base medical plan cost.  The savings in the year of implementation as well as the cumulative cost savings in future years are captured in the medical cost estimates presented in this chapter.

In addition to the activities outlined above, PG&E launched a competitive bid process for the self-funded plan administrator in 2004.  The project was initiated to ensure that the Company continues to work with a medical plan vendor who offers the best package of network providers, services and plan administration for PG&E and its employees and retirees.  Through this competitive bid process, five major healthcare vendors were evaluated based on the following criteria:  (1) cost; (2) expansiveness of the network of health care providers; (3) capacity to handle the administration of PG&E’s plans; (4) effective medical management programs; and (5) willingness to commit to performance standards acceptable to PG&E.  PG&E recently announced that Blue Cross of California was selected through this competitive bid process as administrator for the self-funded plans, effective January 1, 2006.  PG&E will incorporate an update regarding the selection decision and its expected effect on forecasted medical program cost in its 2007 General Rate Case Application filing.
b. Health Maintenance Organizations

(1) Description of Plan

PG&E offers employees and their dependents the option of medical coverage under one of five HMO plans.  HMOs charge fixed, prepaid premiums for covered participants rather than the cost of actual medical services rendered to participants.  Services are provided through a closed group network of providers, such as those provided through PacifiCare and Blue Shield, or on a staff model basis such as those provided through Kaiser Permanente.  One of the basic goals of an HMO plan is to emphasize preventive care and closely manage delivery of care to reduce the demand and expense associated with medical services.

Approximately 40 percent of PG&E employees and their dependents participate in an HMO plan.

(2) Cost Control Efforts for HMOs

Each year PG&E must renegotiate plan coverage and premium rates with the HMO providers.  The HMOs adjust their plan provisions and contract rates to reflect recent claims experience, medical inflation trends and market conditions.  PG&E’s objective is to secure the best possible value for enrolled employees at the lowest possible cost.

To this end, the Company has been a member of the Pacific Business Group on Health (PBGH) and has participated in its negotiating alliance since 1998.  Through the PBGH membership, PG&E has gained leveraged buying power, administrative efficiencies, and access to comparable performance information across health plans, physician groups and hospitals.  The negotiating alliance allows PG&E to purchase certain medical coverage in concert with other large companies, and affords PG&E the collective negotiation power to maximize overall quality of healthcare and savings related to HMO rates.  PG&E has also taken steps to validate the group purchasing methodology and results to ensure that the negotiation alliance approach yields the best HMO renewal rates for the Company and plan participants.

PG&E has also implemented key plan changes as a part of its continuing medical cost control efforts.  Overall, these plan changes mitigate costs by increasing employee cost sharing and encouraging employees to choose the most cost-efficient medical plans for their medical needs.  These plan changes include:

 Introducing cost sharing equal to 3.75 percent of the HMO premium for all bargaining unit participants;

 Increasing participant co-payments for HMO services including office visits, prescription drugs and emergency room care; and

 Removing Aetna as an HMO provider and subsequently adding Blue Shield HMO as a new HMO provider based on cost for coverage provided.

c. Prescription Drug Program

(1) Description of Plan
PG&E offers comprehensive prescription drug coverage to participants in the self funded medical plans through a separate, self funded program administered by Medco Health.  The Prescription Drug Program offers both retail and mail order drug coverage at a significant discount to PG&E and its employees.  Through this program, employees are reimbursed for 85 percent of the cost of generic drugs, and 75 percent of the cost for brand-name drugs purchased through a participating retail pharmacy or by mail order.

PG&E determined that prescription drug coverage for HMO participants could be more efficiently and economically provided directly through the HMO provider.  As a result, all prescription drugs (both retail and mail order) for HMO participants have been provided by the HMO providers since January 1, 2001.

(2) Cost Control Efforts for Prescription Drugs

PG&E has implemented changes to mitigate prescription drug costs while continuing to provide quality service to our employees.  For example, effective January 1, 2004, prescription drug reimbursement through Medco Health reflects stronger incentives for employees to choose the least expensive alternatives when purchasing prescription drugs.  These stronger incentives include:  (1) limiting reimbursement for retail “brand name” prescription drugs to the cost for a comparable generic drug less the required 25 percent coinsurance; and (2) reducing the reimbursement rate for a long-term prescription (in excess of 90 days) filled through a retail pharmacy rather than through the lower cost mail order drug service.

In addition, as a result of negotiations with Medco Health coordinated by the PBGH negotiating alliance, PG&E was able to secure improved discounts and drug rebates for the last two years of a three-year contract.  Any rebates received by the Company are credited to the medical plan and reduce plan costs.  The effects of the improved financial terms through 2006 are reflected in the 2007 forecast through adjustment of the cost escalation for 2005 and 2006. 

d. Employee Assistance and the Mental Health, Alcohol and Drug Care Programs

(1) Description of the Employee Assistance Program (EAP)

Since January 1, 1999, PG&E has contracted with Value Options to provide EAP services.  Using a network of trained professionals, Value Options provides employees and their eligible dependents with counseling, confidential assessment, treatment, referral and crisis‑intervention services to address family and relationship problems, emotional problems, stress, alcohol and drug abuse, and other situations that may negatively affect work performance.

The EAP offers each employee and any dependent up to three counseling sessions in any six‑month period.  If additional help is needed, EAP will refer the employee to other resources by researching the most appropriate and affordable care for the employee in need.  Employees are responsible for the cost of services provided beyond the three counseling sessions.  Value Options also provides expanded resource and referral services designed to address a variety of work and personal life issues including legal, child care and elder care needs.

The services offered by Value Options provide a valuable resource to employees and their families in resolving issues earlier and more efficiently, thereby reducing the need to make costly participant referrals to external providers.

(2) Description of the Mental Health, Alcohol and Drug Care Program

The Mental Health, Alcohol and Drug Care Program covers all self funded medical plan participants and provides substance abuse coverage for all HMO participants.  This program is a managed care program administered by Value Options.  Employees receive comprehensive coverage if the care is coordinated and managed by a Value Options network provider.  Limited reimbursement is available for mental health treatment that is obtained without a referral by Value Options.

Mental health and chemical dependency expenses covered under the program include:

 Outpatient treatment;

 Partial hospitalization;

 Inpatient hospitalization/residential program; and

 Detoxification, except medical detoxification that must be provided by a hospital’s acute care unit.

For mental health, the program covers 100 percent of the cost of pre‑authorized inpatient hospitalization, partial hospitalization and/or a structured outpatient program and 100 percent of the cost of approved outpatient mental health treatment, after the participant makes a $15 co‑payment for each visit with a network physician.

For alcoholism or drug dependency, the program covers 100 percent of the cost of a course of pre‑authorized treatment including inpatient hospitalization, partial hospitalization and/or a structured outpatient program.  For the second course of treatment, the participant must pay a $100 deductible.  Each participant is eligible for a lifetime maximum of two courses of pre‑authorized treatment.

(3) EAP and Mental Health, Alcohol and Drug Care Program Cost Control

PG&E regularly audits Value Option’s administration of these programs to measure quality and efficiency of care provided.  PG&E also participates with other large companies in a corporate customer group, consisting of firms that use Value Options to administer their EAP and/or mental health, alcohol and drug care programs.  This customer group affords PG&E the pooled power of other large companies to maximize the services provided by Value Options and to negotiate reasonable fees.

e. Drug Testing Program

PG&E is required by the federal Omnibus Transportation Employee Testing Act of 1991 to test employees in certain safety‑sensitive jobs for the presence of drugs and/or alcohol in their systems.  The federal Department of Transportation (DOT) monitors these tests.  Under this program, drug testing is required:  (1) before applicants are hired or transferred to safety‑sensitive positions; (2) following accidents where performance could have contributed to the accident; (3) if a reasonable suspicion of drug or alcohol abuse exists; (4) randomly prior to, during, or after the performance of safety‑sensitive functions; (5) when an individual who has violated the prohibited drug and alcohol conduct standards returns to performing safety‑sensitive duties; and (6) when an individual who has been on an inactive status for more than 30 days is returning to work.

Ensuring a drug- and alcohol-free workplace is an important safety issue that PG&E must address to avoid negative repercussions to the Company, its employees and customers.  PG&E contracts with National Safety Compliance, Inc., to conduct these legally mandated tests.  A total of 5,371 drug and alcohol tests were conducted in 2004.

2. Analysis of Recorded and Forecast Expenses

Medical plan costs are influenced by a number of factors including:

Benefit plan design; 

Health plan provider capabilities including hospital and physician networks, the level of discounts embedded in the fees negotiated with network providers, as well as disease and medical management programs;

The number of enrolled employees and dependents, and their plan coverage elections (e.g. HMO or PPO plan, and individual employee vs. family coverage level);

Participant demographics such as age that impacts utilization of plan benefits and services, and geographical location that impacts choice of plan options and providers;
Participant cost sharing through employee premiums and coinsurance; 

Overall participant utilization of plan benefits and services; and

Medical inflation rates.

On average, PG&E’s medical program costs increased 13 percent annually between 2001 and 2004.  PG&E’s experience has been influenced by all of the factors listed above.  However, between 2001 and 2004, PG&E’s increased costs were largely attributable to growth in the overall employee population and medical inflation.  

The PG&E employee population, as measured by medical plan enrollment, increased by over 1,900 participants (approximately 11 percent) between 2001 and 2004.  This growth in the size of the workforce accounts for approximately 28 percent of the medical plan cost increase over this period.  After controlling for population growth, medical inflation over this period averaged 10.2 percent per year.

Over this same time period, employers nationwide experienced similar significant medical inflation.  According to the National Coalition on Health Care, the premiums for employer-based health insurance rose by 11.2 percent in 2004, the fourth consecutive year of double-digit increases for all types of health plans – including health maintenance organizations (HMOs), preferred provider organizations (PPOs) and point-of-service plans.[
]  The Milliman Medical Index, an annual index published by Milliman, Inc., a premier global consulting and actuarial firm, reports that the average annual medical cost for a family of four experienced an average annual rate of increase for the four year period 2001-2005 of 9.8 percent.[
]  These reported trends are consistent with the medical cost increases experienced by PG&E.  

Looking forward, average health care benefit costs are forecast to continue increasing at double-digit rates, although prominent forecasting organizations are predicting that the rate of increase is slowing.  The 2005 Segal Health Plan Cost Trend Survey notes that projected trend rates for medical plans, which increased sharply for several years, have been decreasing slightly since 2003.  Hewitt Health Resource reports that initial HMO rate increases for 2006 are averaging 12.4 percent nationally; however, these rates are expected to fall to the 8 percent to 9 percent range after negotiations between plan sponsors and the HMOs are complete.”[
]  CalPERS, the nation’s third largest purchaser of employee health benefits and the largest in California, recently reported HMO cost increases of 8.7 percent on average for 2006 following increases that averaged 11.4 percent for 2004, 18 percent for 2003 and 25.9 percent in 2002.  Even the largest of purchasers, such as CalPERS, have been unable to control many of the forces that continue driving up medical costs, such as new medical technology and drugs, consolidation of insurers and providers, and an aging population.[
]
PG&E remains concerned about escalating health care costs.  Like many employers, PG&E has focused on attacking the root causes of medical inflation through plan design, vendor management and increased “consumerism”—providing health care information and tools to plan participants to enable them to better manage their health care needs. 

PG&E implemented extensive plan design changes in 2004, including increased participant cost sharing and substitution of co-payments with co‑insurance based on a percentage of the service fee for many benefit services.  To increase consumerism, medical plan participants have been provided online access to information on health management, self-care and wellness.  Participants may also access health advocacy programs and disease management programs to assist with medical treatment plans to optimally manage disease or health condition.  Such plan design changes provide a financial incentive for participants to find cost-efficient care and have had a mitigating effect on PG&E’s medical cost increases.  

The myriad of efforts undertaken by the Company have helped to contain medical cost escalation while retaining quality healthcare delivery to plan participants.  PG&E will continue to seek opportunities to enhance the efficiency and quality of delivery of health care to its employees and their dependents.

3. Summary of Medical Plan Forecast

a. Forecast of Costs for Self-funded Medical Plans, HMOs, Prescription Drugs and Mental Health 

PG&E estimates that the 2007 costs for the self-funded medical plans, HMOs, prescription drug care and the mental health, alcohol and drug care program will be $226.4 million.  This estimate was determined by escalating PG&E’s 2004 recorded adjusted costs by forecast medical trend factors developed by health care actuaries at Hewitt Associates.

Hewitt Associates forecast medical trend for PG&E based on an analysis of PG&E’s paid claims and enrollment information from July 2003 through December 2004 and normative national trend factors from the Hewitt Health Value Initiative database.  This Hewitt database contains information for over 300 employers (45 percent are Fortune 500 companies), 15.9 million plan participants, over 2,000 health plans and $46.8 billion in health care expenditures.  Hewitt also took into consideration information from other key data sources including the Milliman USA Health Cost Index and DRI-WEFA (Global Insight) regarding forecasted trend in national health expenditures, and forecasts from PG&E’s self-funded plan vendors.

The use of a medical cost trend developed specifically to forecast expected PG&E experience is a departure from the forecast methodology employed in the 2003 GRC, but consistent with approaches used in the 1999 and earlier cases.  In the 2003 GRC, PG&E elected to use a recognized national inflation factor with a composite inflationary trend increase to forecast medical costs.  This factor, published by DRI-WEFA (Global Insight), resulted in medical trend escalation that was lower than both PG&E-specific trends and published trends applicable to employer-sponsored plans.  For example, AON Consulting Inc.’s Health Care Trend Survey forecast national health care trend rates of 15 to 16 percent for 2002 and 2003, compared to DRI-WEFA’s trend of 10.4 percent for 2002, and 7.7 percent for 2003.  Consistent with the experience for employers nationwide, PG&E actually experienced double-digit increases in medical trend over this period.  For this reason, PG&E has elected to return to an estimating methodology that relies on forecasts provided by actuarial consulting firms experienced in forecasting medical cost trends specific to employer-sponsored plans.

b. Forecast of 2007 EAP and Drug Testing Costs

The 2007 forecast for the EAP and DOT drug testing programs are $1.4 million and $0.5 million, respectively.  The EAP estimate is based on the 2004 recorded adjusted expense adjusted to reflect expected expansion of certain on-site services beginning in 2006.  PG&E’s 2007 forecast for DOT assumes that the program expense will be equal to the 2004 cost in constant dollars.

E. Dental Plans

1. Summary Description

Dental coverage is offered to all employees and their eligible dependents.  PG&E’s plans are administered by Delta Dental of California, a statewide dental association plan that provides coverage at pre‑negotiated discounted rates.

Under PG&E’s Flexible Benefits Program, management and A&T participants can elect coverage through one of two plans.  The Dental 1 Plan emphasizes the value of diagnostic and preventive care by paying 80 to 100 percent for preventive and basic care and 50 percent for major dental care.  The Dental 2 Plan provides a flat 85 percent reimbursement for most services.  Both plans require employees to meet annual deductibles of up to $150 per family prior to receiving certain benefits, and have an annual maximum benefit of $2,000 per individual.  Both plans also provide 50 percent coverage for orthodontia up to a $1,500 per individual lifetime benefit.  Bargaining unit employees participate in a plan that has benefits similar to those provided by the Dental 2 Plan.

2. Dental Plan Cost Estimates

All of the dental plans are self‑funded plans for which PG&E pays actual employee claims for services provided plus an administrative fee to Delta Dental.  PG&E estimates that 2007 costs for the Delta Dental plans, including projected claims costs and administrative fees, will be $29.5 million.  This forecast is based on 2004 recorded adjusted expense increased by trend increases provided by Delta Dental.  
F. Vision Plan

1. Summary Description

Vision care coverage is available to employees along with their eligible dependents.  Covered expenses include exams, standard corrective lenses and frames, or contact lenses if medically necessary, available through a preferred provider network of optometrists and opticians.  For all participants, there is a $10 co‑payment for vision examinations and a $25 co‑payment for materials (standard glasses, frames or necessary contact lenses).

2. Vision Plan Cost Estimates 

The Vision Plan is a self‑funded plan that is administered by VSP.  PG&E estimates that its 2003 costs for the Vision Plan will be $3.5 million based on a forecast trend provided by VSP.  
G. Group Life Insurance Plan

1. Summary Description

PG&E offers employees a group life insurance plan (Group Life) that includes an employer-provided basic life insurance benefit and the option for the employee to purchase supplemental insurance coverage at the employee’s expense.  PG&E’s group life insurance carrier is Metropolitan Life Insurance Company (MetLife).

Basic group life insurance coverage of $10,000 is provided to every employee at no cost to the employee.  Bargaining unit employees may elect additional coverage of up to two times annual base salary for a flat monthly premium cost of 40 cents per $1,000 of coverage.  Management and A&T employees may elect additional coverage of up to four times their annual base salary through the Flexible Benefit Program.  The cost for coverage is based on the employee’s age, the level of coverage elected, and whether the employee is a smoker.

In addition, Company-provided accidental death and dismemberment coverage is extended to certain management employees and retirees and their spouses.  Participants must cover the cost of benefits for their spouses if such coverage is elected.

2. Group Life Plan Cost Estimates and Cost Control Efforts

Since 1993, PG&E has negotiated contracts with MetLife that guarantee fixed life insurance premium rates for three-year periods.  In accordance with this schedule, PG&E renewed all life insurance policies with MetLife for the three-year period January 1, 2005 through December 31, 2007.  The renewed policies provide for a fixed life insurance premium rate guarantee for the term of the agreement. 

Life insurance premiums are adjusted to better reflect claims experience and enrollment through the policy renewal process.  The renewed policies hold constant the premium rates from the preceding contract period for basic life insurance, supplemental insurance through the Flexible Benefit Program and the accidental death and dismemberment policies.  The renewal calls for premium increases for bargaining unit supplemental insurance based on recent claims experience and demographics.  However, since participants fund the full cost of coverage under this policy, there is no effect on the Group Life cost estimate for 2007. 

Based on the number of participants and their elected levels of insurance coverage in 2005, PG&E estimates its 2007 Group Life cost will be $3.8 million.

H. Flexible Benefits Program (Flex Program)

The Flex Program is a vehicle for managing health care costs by providing employees with the flexibility to select benefit coverage levels that meet their individual needs and goals while providing economic incentives for wise decisions regarding their coverage options.  In this way, the Flex Program offers financial benefits to both the employee and the Company.

1. Flex Program Description

All management and A&T employees make medical, dental and life insurance coverage elections through the Flex Program.  Each employee receives a basic allocation of Company provided “Flex Dollars” and may be eligible to receive an additional Flex Dollar grant for low sick leave usage.  The employee may use these Flex Dollars to purchase health and insurance coverage that is appropriate for their needs.  Where the cost of coverage elected is greater than the Flex Dollars provided to the employee, the employee pays the difference through pre‑tax payroll deductions.  If the cost is less than the Flex Dollars provided, the employee may elect to purchase additional vacation days, fund pre‑tax healthcare or dependent care reimbursement accounts, or receive the difference as taxable income.

2. Flex Program Cost Estimates and Cost Control Efforts

The Flex Program design offers a menu of benefit options carrying different “price tags” based on the cost of the benefit offered.  This design provides an incentive for employees to select lower‑cost health options and reduce coverage for dependents.

While the Flex Dollars provided to participating employees have been held constant over past years, the price tags for benefit choices have been adjusted annually to reflect cost trends.  For example, the medical and dental price tags increased by 9.3 percent for 2005 coverage relative to the 2004 price tags.  For 2005, each employee received $1,849 in Flex Dollars to purchase benefits (excluding bonus Flex Dollars earned through low sick leave usage).  However, on average, Flex participants were subject to additional payroll deductions totaling $1,270 per year for that coverage.

The Company cost of the Flex Program equals the total amount of the Flex Dollars provided to all management and A&T employees (approximately one‑third of the active employee population) less any Flex Dollars used by participants to make their benefit selections.  PG&E estimates that the 2007 cost attributable to Flex Dollars remaining after participant coverage elections will be $1.1 million, based on 2005 experience.  

The Company cost for Flex Dollars is offset by estimated employee contributions into the Flex Program.  The forecast assumes that this out‑of‑pocket cost to employees will grow annually with medical trend such that the total employee payroll deduction will total $8.0 million in 2007. 

The forecast for the Flex Program is a net of these two estimates, resulting in a negative expense (income) of $6.9 million.

I. Post‑Retirement Benefit Plans Other Than Pensions (PBOPs)

PG&E offers continued medical and life insurance coverage to employees who retire from the Company.  As required by financial accounting rules, plan costs are calculated under Statement of Financial Accounting Standards No. 106 (SFAS 106), “Employer’s Accounting for Post‑Retirement Benefits Other Than Pensions,” which requires accrual of the expected cost of these retiree benefits during the employees’ years of service.  

1. PBOP Medical Plan Description

Retiree medical benefits include continued coverage through one of the self-funded medical plans or HMOs, substance abuse benefits under the Mental Health, Alcohol and Drug Care Program, and prescription drug benefits.  Retirees have access to essentially the same health care coverage available to active employees.  However, PG&E‑provided benefits are reduced for any benefits covered by Medicare Part A and Part B benefits, if applicable.

Participants in this plan have been required to share in the cost of coverage for many years.  Prior to January 2004, retirees over age 65, and retirees under age 65 with fewer than 25 years of service with PG&E, were responsible for a portion of the cost of medical coverage.  Effective January 2004, all retirees are required to have at least ten years of service to qualify for coverage, and at least 25 years of service to receive the full company contribution towards retiree medical.

Additionally, since January 1, 2001, retirees have been responsible for all inflationary cost increases experienced under the plan.  Company contributions for post‑retirement medical premiums were frozen at the amount in effect for the year 2000.  Since that time medical inflation has significantly increased the cost of retiree medical coverage.  Reflecting national trends, the premium equivalents for the self-funded plans, which have the largest retiree enrollment, have increased by 20 percent, 6.5 percent and an estimated 12 percent for 2003, 2004 and 2005, respectively.  Kaiser Permanente, representing 27 percent of the retiree enrollment, increased premiums by 27 percent, 14 percent and 20 percent in 2003, 2004 and 2005, respectively.  However, the percentage increase experienced by retirees was much higher since inflation on both employer-paid and retiree-paid portions of medical premiums is borne by the retirees.  Implementation of this fixed employer contribution in 2000 has resulted in a cumulative increase in retiree contributions from 2001-2005 of approximately $211 per month for the average under age‑65 retiree, and $173 per month for the average over age‑65 retiree.

In addition to the retiree contribution schedule described above, effective 2004, a number of plan design changes were implemented that required retirees to pay more out-of-pocket at the time they receive medical services.  The combination of increased monthly premiums coupled with increased co-payments at the time of service has dramatically increased the cost of medical benefits for retirees.  

In recognition that medical inflation was resulting in financial hardship for many retirees, the Company established one-time “spending accounts” for current and future retirees who have ten or more years of service at retirement.  The Retiree Premium Offset Account allows an eligible retiree to offset 50 percent of the Company medical premium with spending account credits until the account is exhausted.  To establish each account, the Company credited up to $500 for each year of service beyond 10 years, up to a maximum lifetime account balance of $7,500.  Accounts were established as of January 1, 2004.  The accounts have no cash value and may only be used as a credit to reduce the retiree’s out-of-pocket costs for medical premiums.

Under the accounting rules of Statement of Financial Accounting Standard (SFAS) 106, the Company was required to recognize an increase in plan liability (i.e., the present value of the plan design changes) upon adoption.  This liability is recognized as a component of SFAS 106 expense over the average future service of active plan participants, or 12 years at the time of adoption.  As a result, the plan design changes introduced in 2004, including the Retiree Premium Offset Accounts for current and future retirees, increased the annual SFAS 106 expense by approximately $27 million.  

PG&E will continue to concentrate on ensuring that retirees receive high‑quality care through cost‑effective administration of these benefits.

2. PBOP Medical Cost Control Efforts

Generally, the cost control provisions applicable for plans offered to active employees apply to retiree medical benefits.  In addition, PG&E engaged ALLSUP, Inc. to provide Medicare entitlement advocacy for PG&E’s retirees and their dependents.  Increasing the number of Medicare entitlements reduces PG&E’s health plan liabilities by coordinating health care costs with government benefits.  These changes help to deliver more benefit value at a lower cost to the Company.

As described above, retirees experienced increased cost sharing beginning in 2001.  Although retirees have traditionally paid a portion of the cost of medical coverage, the Company contribution towards the cost of retiree coverage was “frozen” effective 2000 and beginning in 2001 retirees covered any increased cost due to inflation.  When adopted in 1993, this cap on the Company contribution resulted in an immediate reduction in the accumulated post-retirement obligation as determined under SFAS 106 of approximately $450 million, and an annual reduction in expense of approximately $70 million.  While the creation of the Retiree Premium Offset Account provided much needed relief to retirees from the cumulative effects of sustained medical inflation, it allowed the Company to retain the benefits of the cap into the future.  Given the current escalation in medical cost and anticipated future increases, this fixed company contribution toward medical premiums will help to contain Company benefit costs.  Increased service requirements for plan eligibility and qualification for the full company contribution will further enhance the Company’s cost control efforts.

As mentioned in PG&E’s discussion on active medical costs, PG&E recently completed a review of competitive bids from external vendors to administer the self-funded medical plans, including such plans provided for retirees and their dependents.  As a result, Blue Cross of California will become the new administrator of the self-funded retiree medical plans, effective January 1, 2006.  PG&E will update the forecast postretirement medical costs in the Application filing to reflect this change.

3. PBOP Medical Cost Estimates

PG&E provides for payment of most PBOP Medical Plan expenses through tax-deductible contributions to Voluntary Employee Benefits Association (VEBA) trusts.  Forecast contributions to the trust are discussed in Chapter 18 of Exhibit (PG&E-6).

Tax-deductible PBOP medical benefits for retired officers and related actuarial and administrative costs cannot be paid through the VEBA trusts under current Internal Revenue Service rules.  PG&E estimates that the 2007 PBOP medical pay-as-you-go costs will be $0.3 million.
4. PBOP Life Insurance Plan Description

Management employees with 15 or more years of service are eligible at retirement for life insurance coverage equal to their annual salary (limited to $50,000 if the employee was hired or placed into a management position after January 1, 1986).  Non‑management employees and management employees with less than 15 years of service at retirement receive a flat $8,000 of coverage.

PG&E pre-funds life insurance benefits through a trust at State Street Bank and Trust.  However, since the Internal Revenue Code restricts pre‑funding to a maximum individual benefit of $50,000, benefits in excess of $50,000 are provided through a separate insurance policy with Metropolitan Life Insurance Company.  Also, certain management employees have an option to receive the cash equivalent of continued life insurance coverage at retirement.  The Company pays the premiums for this policy and any cash equivalent payments on a pay‑as‑you‑go basis.

5. PBOP Life Plan Cost Estimates

Forecast contributions to the trust are discussed in Chapter 18 of Exhibit (PG&E-6).

Estimated tax‑deductible costs that cannot be paid from the trust, such as life insurance coverage in excess of the IRS funding limits, and cash equivalent payments are also included in PG&E’s cost estimate.  PG&E estimates that the 2007 pay-as-you-go costs of this program will be $1.3 million.  Actuarial and administrative costs associated with this plan are included in the estimates for PBOP medical.

J. Long Term Disability Plan

PG&E’s Long Term Disability Plan (LTD) provides partial income replacement and continued medical and life insurance coverage to employees who become disabled and are unable to work.

1. Long Term Disability Plan Description

An employee is eligible for LTD benefits if the employee becomes disabled due to illness or accidental injury, can no longer perform the duties of his/her own job, and PG&E is unable to employ the employee in a job suited to the employee’s reduced work capabilities.  Employees become eligible to receive monthly LTD benefits after being disabled for five months (six months if disability occurred prior to 2003).  Employees receiving LTD income benefits are also eligible for continued health and life insurance coverage.

Benefits provided under the LTD Plan vary based on the date the disabled employee becomes eligible for benefits.  

For employees who became eligible for LTD before January 1, 2000, PG&E provides disability benefits equal to 50 percent of pre‑disability pay offset by 50 percent of any disability payments awarded to the individual by Social Security.  The length of time such a disabled employee is eligible to receive LTD benefits is determined in part by the number of years of service the employee attained prior to the onset of the disability.

In 2000, PG&E began to provide disability benefits equal to 66‑2/3 percent of pre‑disability pay offset by 100 percent of any individual disability payments awarded by Social Security.  Certain mental/nervous disability coverage was limited to a maximum of two years, and the duration of disability payments was no longer affected by the number of years of service the employee attained prior to the onset of the disability.  

Effective in 2003, employees who become eligible for LTD benefits receive 66-2/3 percent of pre-disability pay offset by 100 percent of any family disability payments awarded by the Social Security Administration.  The duration of LTD benefits has been limited to a maximum of two years unless the disabled employee qualifies for Social Security Disability Insurance (SSDI) benefits.

2. Long Term Disability Plan Cost Control Efforts

PG&E has engaged the services of two third party administrators to manage LTD plan costs:  Assurant Employee Benefits and ALLSUP, Inc.  Assurant provides streamlined administration of disability claims and LTD applications while ALLSUP provides expert Social Security Disability and Medicare representation services to LTD recipients and retirees.  Because ALLSUP’s fees are contingent upon employees obtaining successful SSDI awards, there is no additional cost to the company for their services unless ALLSUP produces reductions in LTD benefit obligation costs.  Together, these administrators have enabled PG&E to better manage its LTD costs by increasing the number of approved SSDI awards and Medicare enrollments which offsets the Company’s cost for both disability and medical payments for the disabled population.  

In 2003, the LTD Program was revised to improve protection to newly disabled employees in the short-term, enhance return to work efforts, and limit the duration of benefits where the disability does not meet SSDI criteria.  These plan changes and continued facilitation by plan administrators are expected to reduce the costs incurred under this plan. 

3. Long Term Disability Plan Cost Estimates

Income replacement, medical and life insurance benefits are paid through pre-funded VEBA trusts.  Forecast contributions to the LTD trusts are discussed in Chapter 18 of Exhibit (PG&E-6).

PG&E also estimates 2007 expense of $0.1 million for actuarial consulting and administrative support, including consulting on plan design refinements to better align and integrate disability benefits.

K. Retirement Plan Expenses
There are two components to PG&E’s pension benefits.  The Retirement Plan is a tax‑qualified pension plan that provides monthly income at retirement based on a formula using the employee’s years of service, age and ending base pay.  This plan is the foundation of PG&E’s retirement program and provides coverage for virtually all employees.  Retirement Plan benefits are funded through a tax-qualified trust subject to the funding requirements of the Employee Retirement Income Security Act of 1974 (ERISA).  PG&E has filed a petition to modify the decision in its 2003 GRC (Decision 04-05-055) to allow PG&E to file an application requesting a resumption of pension contributions in 2006.

PG&E also provides non-qualified, unfunded pension benefits to employees whose Retirement Plan benefits are limited by ERISA, and for certain former non-employee members of PG&E’s board of directors.  The Supplemental Excess Retirement Plan (SERP) and the Retirement Excess Benefit Plan provide benefits to certain officers and other key employees based on the same benefit formula as the qualified pension plan, although the SERP includes Short-Term Incentive Plan payments as part of covered compensation.  SERP benefits are reduced by amounts paid from the tax-qualified Retirement Plan.  The Retirement Excess Benefit Plan only provides benefits earned through the qualified pension plan that cannot be paid from the tax-qualified trust due to ERISA limitations.  Employees who receive such benefits are not covered by the SERP.  The Non-Employee Directors Retirement Plan provides a fixed benefit based upon the time served as a member of the board of directors.  Expenses related to benefits paid to former Company employees and directors are charged to A&G Account 926, while expenses related to former employees and directors of PG&E Corporation are charged to A&G Account 923. 

1. Supplemental Executive Retirement Plan (SERP) Changes Since the 2003 GRC

PG&E has sponsored a SERP since 1985, and the costs associated with this plan have been included in rates for more than a decade.  The SERP currently provides retirement benefits to approximately 60 retired officers, including two officers who transferred directly from the Company to PG&E Corporation and ultimately retired from the Corporation.  

Effective January 1, 2005, PG&E Corporation adopted a new SERP that covers all SERP obligations for current active employees (both PG&E Corporation and Pacific Gas and Electric Company employees and future retirees) on a prospective basis.  The benefit formula under the new SERP remains the same as that of the Company-sponsored plan.  The SERP sponsored by PG&E is frozen, and will continue to pay benefits for retirees who began receiving payments from the plan on or before January 1, 2005. 

Both SERP plan costs are paid on a pay‑as‑you‑go basis and recorded as a current year expense.  Consistent with affiliate rules, each plan segregates costs attributable to the Company and PG&E Corporation, and each entity is responsible for the respective costs of its participants.  As noted above, expenses related to Company retirees are charged to A&G Account 926 while expenses related to PG&E Corporation retirees are charged to A&G Account 923.

2. Estimates for Supplemental Pension Benefits and Administrative Costs

PG&E is requesting recovery of the cost of nonqualified pension benefits that are paid to Utility retirees on a pay-as-you-go basis.  Nonqualified pension benefits include amounts paid out for SERP, Retirement Excess Benefit Plan and the Non-Employee Directors Plan benefits.  Actuarial and other administrative fees are also reflected in this amount.  The 2007 estimate for pay-as-you-go expenses related to PG&E retirees is $3.2 million. 

Recovery is also requested for the estimated 2007 cost attributable to PG&E Corporation retirees.  The 2007 estimate for PG&E Corporation pay‑as‑you‑go expenses is $0.1 million.  This cost is based on benefits paid from the Company-sponsored SERP to PG&E Corporation retirees in 2004.  This request is reflected in the tables for Chapter 2 of Exhibit (PG&E‑6).

L. Retirement Savings Plan

In addition to its pension plan, PG&E provides a defined contribution Retirement Savings Plan (RSP) for its employees.  This defined contribution plan (or 401(k) plan) provides a vehicle for employees to set aside funds to provide financial security for retirement, death or disability.  The pension plan and the RSP, along with Social Security, are designed to enable employees to accumulate sufficient retirement income.

1. Retirement Savings Plan Description

Effective June 1999, PG&E Corporation established the Retirement Savings Plan to provide retirement savings opportunity under one plan for PG&E Corporation employees, PG&E (Company) employees, and employees of all other affiliates.  PG&E’s management and A&T employees began to participate in the RSP concurrent with its inception on June 1, 1999.  Union employees were transferred to the RSP from the Savings Fund Plan, a predecessor 401(k) plan sponsored by the Company, as labor agreements were renewed.  The last bargaining unit group to join the RSP transferred from the Savings Fund Plan in March 2004.  

Employees are eligible to participate in the RSP upon employment, and may elect to contribute up to 20 percent of base pay on a pre‑tax or after‑tax basis to the RSP.  PG&E matches the employee’s contribution up to a maximum of 6 percent of covered compensation, depending on years of service.  Following general negotiations with the unions in 2004, the company match schedule for all union employees was accelerated such that employees with three or more years of service are eligible for an employer matching contribution up to 6 percent of pay.  Under the previous plan design, union employees became eligible for the full level of employer matching contributions only after 15 years of service.  The Company matching contribution continues to be 75 cents for each dollar contributed for management and A&T employees; and 50 cents for union employees.  Participants can make their own investment choices and defer taxes on money they contribute on a pre-tax 401k basis (up to a limit set by the Internal Revenue Service).  The participant is fully vested in the value of the account including all company matching contributions and accumulated investment earnings.

Fidelity is the recordkeeper, trustee and investment manager for this plan.

2. Cost Estimates for Plans

PG&E estimates that 2007 costs for the RSP will be $40.9 million, based on recorded 2004 costs.  All costs to PG&E for participation in the RSP will be specifically related to the Company’s participants only.  PG&E Corporation and any participating affiliates are responsible for costs related to their respective employees.  Components of costs related to the defined contribution plans are:  (1) employer contributions; (2) recordkeeping fees; (3) investment management fees; and (4) trustee fees.

M. Tuition Refund Program
1. Description of Program

Customer expectations, advancing technology and the changing demographics of PG&E’s employee population put pressures on the Company to ensure its employees are adequately trained to fulfill service delivery requirements.  Employees must continually update existing skills, and acquire new skills, in order to remain efficient and effective at their jobs.  As part of PG&E’s overall Human Resources strategy, the Company encourages employees to take responsibility for their professional development through education.  The Tuition Refund Program is part of PG&E’s commitment to encourage employees to avail themselves of external educational opportunities to meet changing business requirements and provide customers with efficient high-level service.

PG&E’s tuition refund plan is available to all full-time and certain part‑time employees.  The plan reimburses tuition, registration, laboratory and textbook fees incurred through coursework at qualified educational institutions up to a dollar maximum reimbursement per year.  Effective January 1, 2005, management and A&T employees are eligible for 100 percent reimbursement of costs up to an annual reimbursement limit of $8,000.  IBEW-represented employees are eligible for 90 percent reimbursement up to $1,200, and ESC-represented employees are eligible for 100 percent reimbursement up to $5,250 or $3,000 based on degree major.  Only costs associated with accredited job or career-related courses, certificates or degree programs are eligible for reimbursement through this program.

2. Tuition Refund Cost Estimate

PG&E estimates that total 2007 costs for the Tuition Refund Plan will be $1.7 million.  For management and A&T employees, the estimate was based on 2004 participation and recorded costs taking into consideration the program changes effective January 1, 2005.  For union-represented employees, the estimate assumed no increase from 2004 recorded costs.

N. Employee Relocation Expense

1. Plan Description and Cost Control Efforts

Given the cost of moving to a new location and the high cost of living in the Bay Area, the employee relocation program is designed to assist employees with costs associated with Company‑initiated relocations.  Lack of such assistance would restrict efforts to attract and place experienced workers into specialized vacancies that occur throughout PG&E’s service territory.  This program also allows PG&E to compete with other employers in attracting and retaining new employees.  Relocation expenses include costs associated with household goods moving and storage, home sale, home purchase, travel to the new location, interim living expenses, and home search.

PG&E and PG&E Corporation employees participate in the Relocation Program sponsored by PG&E Corporation.  Since PG&E does not have staff to administer this program, the relocation specialist located at PG&E Corporation is responsible for the overall relocation process for both Company and PG&E Corporation employees.  As the program manager, the relocation specialist monitors all charges from service providers to ensure they are reasonable, and to ensure charges related to PG&E Corporation employees are separated from Company related costs.

PG&E estimates increased expenditures for relocations in 2007 due to increased housing-related costs for both the Company and PG&E Corporation.  In addition, relocation activity in 2004 for PG&E Corporation was uncharacteristically low due to pending bankruptcy proceedings.  PG&E Corporation expects that the number of relocations will return to historical levels.  Therefore, test year 2007 estimates were calculated based on a five-year average of PG&E Corporation relocation activity.  

2. Employee Relocation Expense Cost Estimates

PG&E estimates 2007 costs for the Relocation Program will be $3.8 million, based on historical and 2004 experience and anticipated 2005 costs from the relocation program specialist.  This estimate includes $3.1 million in relocation costs associated with PG&E and $0.7 million in relocation costs associated with PG&E Corporation.  Expenses related to the relocation of Company employees are charged to A&G Account 926, while expenses related to PG&E Corporation relocations are charged to A&G Account 923.  

O. Service Awards

1. Description of Program

PG&E’s Service Awards Program is a means for the Company to provide special recognition to employees who have made a sustained contribution and demonstrated commitment to the Company through continuous service.  The Company expresses appreciation for these employees with a “thank you” gift at every five‑year anniversary and at retirement.  The award recipient chooses from a selection of awards dependent on his/her anniversary year.  

PG&E’s Service Award Program is administered by BI, an external vendor providing employment-related reward and recognition programs.  BI sends Service Award Program information to the recipient with award selections, ordering instructions, and also sends the award to the recipient.

2. Service Awards Cost Control Effort and Cost Estimates

The Company has reduced the cost of printing brochures and mailing costs by allowing recipients who have e‑mail access to order their awards on‑line.  The cost for 2007 is estimated to be $1.1 million based on 2004 award selections, the anticipated number of participants who will be eligible for a service award, and the terms of the current negotiated contract with BI.
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