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SCE’s 2012 General Rate Case Application Will Permit Continued Investment in Electric System 

Improvements, Pay Employees Market-Based Compensation, and Keep Monthly Electric Bills at 

About the National Average 

SCE’s general rate case forecast revenue requirement for test year 2012 is $6.2 billion, with a 

forecast for 2013 of $6.7 billion in 2013, and $7.3 billion in 2014. When additional sales revenues are 

combined with the currently-authorized revenue requirement, the revenue requirement increases are 

$794 million, or 6.93 percent in 2012, $155 million in 2013, and $515 million in 2014. SCE’s 

Application is supported by a comprehensive examination of company operating expenses and capital 

forecasts. 

 
The vintage inventory of SCE’s electric system, plus continued load growth1 on the system, 

together with stepped-up regulatory compliance and service to customers, requires SCE to forecast this 

general rate case increase. SCE’s forecast of the costs to provide continued reliable service to customers 

and compensate the company workforce at market-based levels compelled SCE to file this GRC 

application. SCE’s application is supported by sworn testimony of more than 100 company witnesses 

and an independent analysis that concluded SCE’s workforce is compensated “at market” when 

measured against businesses that the company competes with for employees. 

 

SCE’s Continued Capital Investment Program is Essential to Preserve the Current Level of 

System Reliability 

SCE’s long-term capital investment program is necessary to preserve reliable service to nearly 

14 million people living in central and southern California. The SCE system, largely built in the decades 



  

 

after World War II, has a large number of assets at the end of their operating lives. SCE began a 

replacement program for aging infrastructure immediately after resolution of the energy crisis in 2002, 

and it must continue for years to come. Only by methodically working through the inventory of system 

apparatus – repairing and extending the operating lives where possible and replacing or upgrading when 

conditions warrant – will SCE be able to continue providing reliable service to its customers with 

minimal outages and reasonable cost. 

 

SCE’s Employee Compensation Has Been Confirmed To Be “At Market” By An Independent 

Study 

In each general rate case, SCE and the Commission’s Division of Ratepayer Advocates (DRA) 

jointly-manage the design and preparation of a Total Compensation Study to measure the compensation 

SCE pays to employees against what other employers pay for comparable jobs. In this GRC, the study 

concluded that SCE’s total compensation was 4.7% below market, which is within the Study’s five 

percent margin of error. Commission policy that abides by cost-of-service ratemaking principles should 

conclude that the revenue requirement forecasts which depend upon employee compensation (capital or 

O&M expense) be adopted in this GRC application. A summary table of the Total Compensation Study 

results is below: 

 

 

                                                 
Continued from the previous page 
1  Despite the slow economy in California, SCE’s regional forecasts indicate increased load in specific regions of the 

company’s service territory. See Exhibit SCE-18, Vol. 3, Part 2, p. 19, lines 7-16 for supporting detail. 



  

 

In Addition to Preserving Current Levels of Electric Service Reliability, SCE’s Capital Investment 

Program Will Create Nearly 13,000 Jobs Per Year, Including 10,000 Non-Utility Jobs 

SCE’s capital investment program also has the ancillary effect of creating nearly 13,000 jobs per 

year in the region, some 10,000 of these jobs outside the utility. The inherent nature of utility ratemaking 

for capital investment means that it provides a significant infusion of capital investment in SCE’s 

service territory yet spreads the cost recovery over several decades. The job-creation effect of SCE’s 

capital investment program was confirmed by a study conducted by Global Insight. SCE’s annual capital 

expenditures – SCE shareholders’ investment in capital spending – is dedicated to replacing and 

improving the electric system, while the recovery of this investment, the regulated return on the 

investment, and taxes paid, is spread out over several decades. This immediate infusion of investment in 

the region will continue to provide important jobs in central and southern California. 

 

Critics Have Cited California’s High Unemployment Rate and Struggling Economy as a Reason 

For Denying SCE’s Requested Increase, Yet they Propose Widespread Workforce Reductions of 

SCE’s Rank and File Employees as the Remedy 

Some parties to the GRC have cited the struggling California economy as a reason to deny or 

modify SCE’s requested GRC increase. However, the severe or radical remedies they prescribe would 

force widespread SCE employee workforce reductions. Stated another way, Parties point to the 

unemployment levels in California as a symptom of the ailing economy and a reason to cut SCE’s 

request, yet these same Parties propose to exacerbate the problem by making wholesale reductions in the 

SCE workforce. The DRA’s modifications to SCE’s forecast as revealed in the Commission-mandated 

Results of Operations model2 forecasts cuts to the SCE workforce that would leave the company unable 

to inspect and maintain the electric system and manage growing numbers of unplanned outages. A 

comparison of the Parties’ workforce projections is shown below: 

                                                 
2  To corroborate the accuracy of the RO Model forecast reductions, SCE developed an independent review of the cuts 

proposed by DRA. This second analysis confirmed 99 percent of the workforce reductions forecast by DRA in its 
Results of Operations Model. See Exhibit SCE-25, Vol. 1, beginning on p. 31. 



  

 

 
Parties’ Proposals Would Eliminate Much of SCE’s Spending With Businesses in California 

Since most of SCE spending – capital and O&M expense – stays in the region of the SCE service 

territory, the deep cuts proposed by DRA and Intervenors to SCE’s request would have ramifications for 

the company’s supply chain spend each year. In addition to funding 85 percent of SCE’s workforce, the 

GRC outlays also provide spending on goods and services in the California economy. Further, SCE’s 

spending on goods and services includes a focus on Diverse Business Enterprises which is a high 

priority for this Commission. SCE asks the Commission to keep in mind that the GRC is the source of 

SCE’s spending in these areas and the Parties’ proposed cuts to SCE’s request will severely roll back all 

supply chain investment to levels not seen for many years. 

Because much of SCE’s general rate case revenue requirement is dedicated to cost recovery of 

capital investment made in previous years and for SCE’s current payroll, there is very little latitude in 

reprioritizing company spending. While SCE’s forecast of $6.2 billion for 2012 represents a large figure, 

some 90 percent or $5.6 billion is dedicated to cost recovery of capital investments previously found 

reasonable by this Commission, and for SCE’s pre-2012 operating expenses. This earmarked revenue 

requirement does not allow for such pressing or legally-required cost increases such as increased 

insurance costs, NERC CIP compliance, or the required contributions to fund the rank and file 



  

 

employee’s pension fund given current actuarial analyses and requirements of the Pension Protection 

Act of 2006. 

 

Parties’ Proposals to Assign Large Amounts of SCE Costs to Shareholders Will Impede the 

Company’s Opportunity to Earn the Return on Equity the Commission Has Authorized 

In its Cost of Capital proceeding the Commission establishes the rate of return utilities are 

authorized to earn on capital investments made for utility assets. This return, as well as SCE’s capital 

structure is a litigated proceeding, with the Commission making an express determination what return 

SCE, and other utilities, must offer in order to attract capital. This determination by the Commission 

would be undermined if Parties’ proposals to assign large costs of SCE operations to shareholders, thus 

impeding SCE’s ability to earn its authorized return. It would be highly inappropriate to assure SCE in 

one docket that it will have an opportunity to earn its authorized return, and then in another docket (the 

GRC) to undermine this promise by denying large amounts of costs to be recovered in rates, thus 

ensuring that the “opportunity” promised in the cost of capital cannot be realized. SCE asks the 

Commission to be mindful of the need to harmonize these two dockets when examining the 2012 GRC 

request.  
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE 

STATE OF CALIFORNIA 

Application of Southern California Edison 
Company (U 338-E) for Authority to, Among 
Other Things, Increase its Authorized Revenues 
For Electric Service In 2012, And to Reflect That 
Increase In Rates. 

 
Application No. 10-11-015 
(Filed November 23, 2010) 

OPENING BRIEF OF SOUTHERN CALIFORNIA EDISON COMPANY (U 338-E) 

Pursuant to Rule 13.11 of the California Public Utilities Commission’s (Commission) Rules of 

Practice and Procedure and the schedule set forth in the Assigned Commissioner’s Scoping Memo,3 

Southern California Edison Company (SCE) submits its opening brief in this proceeding, its General 

Rate Case (GRC) application for test year 2012.4 

1. INTRODUCTION 

At the time it filed its application, SCE’s request in this proceeding was that the Commission 

approve total base rate revenues of $6.285 billion for 2012. As modified to reflect updates and various 

corrections, SCE’s request is now about $71.420 million less, or $6.213 billion for 2012, followed by 

$6.271 billion in 2013 and $7.321 billion in 2014. Table 1-1 below summarizes the evolution of SCE’s 

request. 

                                                 
3 Scoping Memo And Ruling Of Assigned Commissioner, dated March 1, 2011, p. 20. The Scoping Memo set September 

19, 2011 for the filing of opening briefs. The Assigned Administrative Law Judge (ALJ) subsequently extended this date 
by one week. Email order from ALJ Darling, August 24, 2011. 

4 Throughout this brief SCE will be citing to evidence submitted by the following parties to this proceeding: (1) the 
Commission’s Division of Ratepayer Advocates (DRA); (2) the Utility Reform Network (TURN); (3) the California 
Coalition of Utility Employees (CUE); (4) the Aglet Consume Alliance (Aglet); (5) the Western Power Trading Forum 
(WPTF); (6) the Agricultural Energy Consumers Association (AECA); (7) Pacific Gas and Electric Company (PG&E); 
(8) San Diego Gas & Electric Company (SDG&E); (9) the Eastern Sierra Ratepayer Advocates (ESRA); and (10) a 
coalition of the Black Economic Council, National Asian American Coalition, and Latin Business Chamber Of Greater 
Los Angeles, known collectively in this proceeding as the “Joint Parties.” Also, although not parties to the proceeding, 
the brief will also refer to the Joint Compensation Study performed by Hewitt Associates, now knows as Aon Hewitt, 
and to the analyses of the job creation effects of SCE’s spending proposals performed by HIS Global Insight and Beacon 
Economics. 
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Table 1-1 

  Southern California Edison Company 
  Change in 2012-2014 GRC Revenue Requirement 
  (Thousands of Dollars) 
       
       
       
   CPUC 
    2012 2013 2014 
1 Application 6,285,299 6,883,781 7,495,907 
        
2 April 1, 2011 Update (38,022) (132,500) (144,927) 
3 Application With April Update 6,247,277 6,751,281 7,350,980 
        
4 SCE Revisions     

5 
SCE Agreed to DRA/Intervenors 
Adjustments:     

6 Transmission & Distribution (13,214) (18,150) (21,615) 
7 Generation (15,508) (11,588) (11,242) 
8 A&G (13,943) (14,414) (16,203) 
9 Working Cash & Collectible percentage (3,939) (4,158) (4,587) 
    (46,604) (48,310) (53,647) 

10 RO Model Corrections 13,206 17,839 23,594 
11 Subtotal for Rebuttal Updates (33,398) (30,471) (30,053) 

12 GRC Application With Rebuttal Updates 6,213,879 6,720,810 7,320,927 
  

SCE’s 2012 GRC request is mainly driven by “the capital expenditures we must make to replace 

an aging infrastructure and expand the system to accommodate the increased loads that have developed 

since the system was built.”5 Other factors driving our 2012 cost estimates include providing safe and 

reliable customer service, complying with applicable laws, regulations, and policies, and securing the 

electric grid, in short, meeting the Commission’s “adequate service” standard.6 

                                                 
5  Exhibit SCE-01, p. 1. 
6  Id., pp. 2-6. See, Re Pacific Gas and Electric Co., D.00-02-046, p. 32, 2000 Cal. PUC LEXIS 239, 1199 P.U.R4th 177: 

“Our charge is to ensure that PG&E provides adequate service at just and reasonable rates. As we use the term here, 
adequate service encompasses all aspects of the utility’s service offering, including but not limited to safety, reliability, 
emergency response, public information services, new customer connections, and customer service. Adequate service is 
not a perjorative term, and in no way does our use of it imply acceptance of mediocrity in the utility’s service offering. 
Given the state of maturity of the public utility industry, adequate service connotes a well-managed and sophisticated 
firm continuously meeting and exceeding public demand for the firm’s output. In addition, we assume that a utility 
which provides adequate service is in comopliance with laws, regulations, and public policies that govern public utility 
facilities and operations.” 
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This proceeding has been thoroughly litigated. SCE saw an unprecedented volume of discovery, 

responding to over 7,455 individual data request questions.7 In part to respond to issues raised by other 

parties, SCE submitted far more prepared testimony in this proceeding than its last GRC, for test year 

2009, 6,323 pages of direct and 6,441 pages of rebuttal testimony, for a total of 12,764 pages, compared 

to a total of 8,576 pages in our 2009 GRC. 

In addition to prepared testimony, the procedural schedule allowed ample opportunity for live 

testimony. Following a January 31, 2011 Prehearing Conference, the Commission held seven public 

participation hearings throughout SCE’s service territory and 17 days of evidentiary hearings in Los 

Angeles and San Francisco. Overall, the evidentiary record amply supports the reasonableness of SCE’s 

requests in this proceeding. That record and the applicable law and regulatory policies are discussed in 

the following sections of this brief. 

2. POLICY 

2.1 A Fundamental Principle Of Cost-Of-Service Ratemaking Is That The Utility Is Entitled To 

Recover Its Reasonable Costs Of Providing Service And Have An Opportunity To Earn Its 

Authorized Rate Of Return 

When setting GRC revenue requirements for energy utilities such as SCE, this Commission 

follows cost-of-service principles. This requires that authorized revenues be set at a level that both 

allows the utility to recover all its reasonable costs and gives it the opportunity to earn its authorized rate 

of return on rate base: 
Most of our regulation has been based on cost-of-service principles. Under cost of service 
regulation, the utility is entitled to all of its reasonable costs and expenses, as well as the 
opportunity to earn a rate of return on the utility’s rate base, which is the original cost of the 
property devoted to public service minus the depreciation.8 

In many instances other parties seem to have overlooked this fundamental principle, essentially 

asking that shareholders shoulder costs that are properly recoverable from ratepayers under cost-of-

service ratemaking. To cite just one example, as discussed in Section 8 of this brief, some parties would 

exempt ratepayers from bearing certain categories of employee compensation costs despite indisputable 

evidence that SCE’s overall employee compensation is at or below market levels. Such proposals are 

fundamentally incompatible with cost-of-service ratemaking and should be rejected outright. 

                                                 
7 Exhibit SCE-16, p. 32. 
8 Re Pacific Gas and Electric Co., D.03-02-035, p. 6, 2003 Cal. PUC LEXIS 93, at *10. 
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2.2 If Approved By The Commission, SCE’s Requests Would Result In Customer Bills At The 

National Average 

The record shows that SCE’s residential bills, as of 2008, were below the national average.9 This 

is due in part to the fact that average customer usage in SCE’s service territory is below the national 

average because of the relatively mild climate in much of SCE’s service territory.10 The total amount of 

a Customer’s electric bill is a function of both usage and rates, so comparing overall customer bills is a 

more meaningful measure of the reasonableness of customers’ electricity costs than the rate component 

alone. That SCE customer bills are at the national average is compelling evidence of the reasonableness 

of the company’s requests in this GRC. 

2.3 SCE’s Proposals Have The Ancillary Effect Of Supporting Job Growth In Our Service 

Territory 

Although SCE’s requests in this proceeding are driven by the various elements of the 

Commission’s “adequate service” standard, an ancillary effect of our proposed capital expenditures is 

the stimulus effect it will have on job creation within our service territory. SCE engaged the firm of 

Global Insight to model the stimulus effect of the capital expenditures proposed in this GRC, and the 

firm of Beacon Economics to further refine that analysis in terms of localities within our service 

territory. Those analyses show that some 13,000 jobs would be created in SCE’s service territory by the 

economic stimulus effect of our GRC proposals. This is discussed further in Section 16 of this brief. 

2.4 DRA And Other Parties Have Proposed Severe Cuts To SCE’s Request 

SCE’s requests in this proceeding were developed with great attention to what is needed in 2012 

and beyond to continue meeting the elements of the Commission’s “adequate service” standard. DRA 

and intervenors have proposed huge and arbitrary cuts to that request. The figure below compares SCE’s 

2012 Operations and Maintenance (O&M) expense request to the cumulative reductions proposed by 

DRA and intervenors. SCE’s final request (i.e., after updates and various corrections) is for a total of 

$2.702 billion of O&M expense; DRA and intervenors together propose a $768 million cut to that 

amount.11 As discussed in the following section, these proposed O&M expense cuts, coupled with 

proposed cuts to SCE’s capital expenditures would, if adopted by the Commission, have drastic 

consequences on SCE’s ability to serve customers. 

                                                 
9 Exhibit SCE-01, p. 26. 
10 Id., pp. 23-24. 
11 Exhibit SCE-16, p. 5. 
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Figure 2-1 

 

The severe O&M expense cuts proposed by other parties are accompanied by equally deep cuts 

to SCE’s capital expenditures. DRA’s proposed capital expenditure cuts are so deep that they would roll 

back spending to levels well below what SCE recorded during the 2000-2001 energy crisis.12 Capital 

expenditures are funded up-front by a combination of common stockholders, preferred stockholders, and 

long-term bondholders and recovery of those investments from ratepayers is spread over many years.13 

Because most of the capital expenditures are actually capitalized labor, a large part of SCE’s workforce, 

as well as the contractors that supplement that workforce, is funded by investors’ upfront capital 

investments.14 So in addition to affecting our ability to serve customers, parties’ proposed cuts to SCE’s 

O&M expense and capital expenditure estimates imply deep cuts to SCE’s workforce. This is discussed 

in the following section. 

                                                 
12 Exhibit SCE-16, p. 7. 
13 Exhibit SCE-16, p. 11. 
14 Id. 
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2.5 The Funding Levels Proposed By DRA And Intervenors Would Lead To Drastic Cuts In 

SCE’s Workforce 

“The dollar cuts to SCE’s forecast are readily translated to employee reductions forecast by DRA 

and supplemented by Intervenor proposed cuts”15 because about 80 percent of SCE’s workforce is 

funded through GRC revenues.16 As of year-end 2009, SCE’s workforce was 17,010 employees, a 

number that had grown to 18,081 by the Second Quarter of 2011, and is forecast to increase to 19,506 in 

2012.17 The combined effect of the DRA and intervenor cuts to SCE’s O&M expenses and capital 

expenditures would support a workforce of only 15,828.18 In other words, about 2,253 of the SCE 

employees on the payroll as of Second Quarter 2011 would be unfunded if the Commission were to 

adopt the DRA and intervenor proposals. 

Some may argue (as did TURN in a recent ex parte meeting with Commissioner Simon), that the 

workforce cuts implied by parties’ cuts to SCE’s O&M expense and capital expenditure estimates are 

nothing more than a modeling exercise.19 This is wrong. While it is true that the workforce reductions 

shown in SCE’s rebuttal were based on modeling the effects of other parties’ O&M expenses and capital 

expenditure reductions, if those cuts were to be adopted there would be consequences on SCE’s 

workforce. As SCE’s Executive Vice President Ziegler testified during evidentiary hearings: “If there 

was a 21 percent cut, I don’t really see how we would avoid having to lay off some employees.”20 

Other parties may want the Commission to ignore the real-life consequences of their proposed 

cuts to SCE’s 2012 O&M expense and capital expenditure estimates – service would be affected and 

people would lose jobs. But the Commission cannot ignore those consequences. 

Although other parties proposed radical cuts to SCE’s O&M expense and capital expenditure 

estimates, none of those parties attempted to translate the effects of those cuts on SCE’s workforce 

levels. Apparently they see authorized cost recovery as divorced from the employees funded by those 

revenues. This kind of analysis is shortsighted and irresponsible. 

                                                 
15 Exhibit SCE-16, p. 13. 
16 Exhibit SCE-01, p. 16, Figure III-3. 
17  Exhibit SCE-16, p. 14, Figure IV-7. 
18  Exhibit SCE-16, p. 14, Figure IV-7. 
19 TURN’s Notice of Ex Parte Communication with Commissioner Simon, filed September 9, 2011. 
20 SCE, Ziegler, Tr. 10/1077-1078. 
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Figure 2-2 

 

 

2.6 The Commission Is Faced With Conflicting Policy Prescriptions From Two Divisions Of Its 

Own Staff 

DRA’s statutory goal is to “obtain the lowest possible rate for service consistent with reliable 

and safe service levels.”21 It appears to SCE that DRA has focused solely on the “lowest possible rate” 

component of this goal and given short shrift to the “safe service level” component. For example, 

DRA’s proposed cuts to SCE’s Transmission and Distribution O&M expenses would affect SCE’s 

ability to comply with Commission-mandated maintenance and inspection standards.22 However, at the 

same time, the Commission’s Consumer Protection and Safety Division has insisted on more utility 

efforts to enhance safety.23 There does not appear to be any attempt by these two Commission divisions 

to harmonize the whipsaw effect of those incompatible policies. Adopting DRA’s proposed cuts to 

SCE’s T&D forecasts would have “far-reaching consequences for the reliable operation of the electric 

system and compliance with CPUC-mandated rules.”24 

                                                 
21 Cal. Pub. Util. Code §309.5. 
22 Exhibit SCE-16, p. 16. 
23 Exhibit SCE-16, p. 16. 
24 Exhibit SCE-16, pp. 15-16. 
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2.7 The Total Compensation Study Performed Under The Joint Management Of SCE And DRA 

Supports The Reasonableness Of SCE’s Compensation 

SCE’s 2012 Total Compensation Study (Study) found that SCE’s Total Compensation was  

4.7 percent below market, a level that meets the Commission’s stated acceptable market range of +/- 5 

percent of market.25 Despite this evidence that SCE’s total compensation is reasonable, DRA’s 

testimony essentially ignores the Study results, asking the Commission to take the position that 

regardless of the overall level of SCE’s compensation, ratepayers should not have to pay for one or more 

forms of that compensation.26 

First, how would ratepayers be any better or worse off if one utility employee were to receive 

$100,000 in salary while another received $50,000 in salary, $25,000 in benefits, and $25,000 in 

incentives? None of the parties proposing cuts to SCE employee compensation have provided any 

rational answer to that question. Ratepayers should be indifferent to the form of compensation paid, 

provided the total amount is reasonable. Second, adopting DRA’s recommended cuts to SCE’s 

compensation would result in overall total compensation about 9.0 percent below market, a level that 

would likely put SCE in the position of being unable to retain or attract the workforce necessary to 

provide safe and reliable service to our customers. 27 

Perhaps because the Study showed the reasonableness of SCE’s compensation, one party has 

attacked the independence of Aon Hewitt and the reliability of the Study itself.28 The Joint Parties have 

alleged that Aon Hewitt is not an independent consultant because of other consulting services it provides 

to SCE,29 and that the Los Angeles Department of Water and Power (LADWP) should have been 

included as part of a comparator group for determining the executive compensation in the Study.30 The 

Joint Parties’ allegations are baseless. DRA and SCE jointly selected Aon Hewitt as the vendor to 

conduct the Study. DRA representative Marek Kanter testified that he did not have any concerns about a 

possible conflict of interest between Aon Hewitt and SCE.31 Aon Hewitt’s witness Alison Peterson also 

confirmed the lack of favoritism from SCE to Aon Hewitt and stated that Aon Hewitt employees must 
                                                 
25 Exhibit SCE-06, Vol. 2, Appendix B, p. B-5; Re Pacific Gas and Electric Co., D.92-12-057, §5.3.4, 47 CPUC2d 143, 

173, 1992 Cal. PUC LEXIS 971. See also, §5.3.2 of that decision for further discussion of the sources of compensation 
survey error. 

26 Exhibit DRA-13, pp.1-2, DRA-15C, pp. 1-2. 
27 Exhibit SCE-21, Appendix B, 2012 GRC Analysis of DRA’s Recommended Disallowances. 
28 Aon Hewitt, formerly know as Hewitt Associates LLC, was the consultant selected jointly by DRA and SCE to perform 

the Total Compensation Study. See SCE-06, Vol. 2, p. 3 for additional information on the selection process. 
29 Exhibit JP-2 at pp. 24-25; Joint Parties, Gnaizda, Tr. 17/2657-2659. 
30 Exhibit JP-2 at pp. 24-25; Joint Parties, Gnaizda, Tr. 17/2628-2632. 
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abide by a code of conduct which prohibits employees from altering the result of the compensation study 

in favor of a client or provide inaccurate data that would benefit the client. 32 In sum, there is not a shred 

of credible evidence that the results of the total compensation study were biased. 

With a clear direction from the Commission for DRA and SCE to “continue the joint studies on 

compensation,”33 and the cooperation between SCE and DRA in developing this year’s Total 

Compensation Study, the Commission should reject any attempts by any parties to render the Study 

“meaningless.” 

3. EVIDENTIARY STANDARDS AND THE BURDEN OF PROOF 

The longstanding rule is that the utility seeking a rate increase has the ultimate burden of proving 

its request is reasonable: 
A fundamental principal [sic] involving public utilities and their regulation by governmental 
authority is that the burden rests heavily upon a utility to prove that it is entitled to rate relief 
and not upon the Commission, the Commission staff, or any interested party, or protestant to 
prove the contrary.34 

In its decision on SCE’s 2009 GRC, the Commission clarified that the burden of proof, which 

had previously been described as “clear and convincing evidence,” was actually a “preponderance of 

evidence.” 
With the burden of proof placed on the applicant in rate cases, the Commission has held that 
the standard of proof the applicant must meet is that of a preponderance of evidence, which 
the Commission has, at times, incorrectly referred to as “clear and convincing” evidence.”35 

The clarification in SCE’s 2009 GRC decision that the correct standard is the “preponderance of 

evidence” conformed Commission practice to California law: “except as otherwise provided by law, the 

burden of proof requires proof by a preponderance of the evidence.”36 In a 2008 decision the 

Commission discussed the origin of the mistaken citations to a “clear and convincing” standard: 

                                                 
Continued from the previous page 
31 DRA, Kanter, Tr. 18/2845-2848. 
32 Aon Hewitt, Peterson, Tr. 10/1514, lines 12-18, and 1551, line 21 through 1552 line 7; SCE, Worden, Tr. 17/2655-2656. 

Additionally, the total revenue Aon Hewitt receives from SCE is a small fraction of Aon Hewitt’s total revenue. 
33 Re Southern California Edison Co., D.91-12-076, 42 CPUC2d 645, 1991 Cal. PUC LEXIS 911. 
34 Re Southern Counties Gas Co., D.60614, 58 CPUC 27, 34 (1960); Re Southern California Gas Co., D.60615, 58 CPUC 

57 (1960); Re Suburban Water Co., 60 CPUC 183 (1962). See also Re PT&T Co., D.90642, 2 CPUC 2d 89, 98-99, in 
which the Commission held that the utility must meet its burden by clear and convincing evidence. 

35 Re Southern California Edison Co., D.09-03-025, p. 8. 
36 Cal. Evid. Code §115. As the Commission has also noted: “The preponderance of the evidence is generally the default 

standard in civil and administrative law cases.” Re San Diego Gas & Electric Co., D.08-12-058, p. 19, citing California 
Administrative Hearing Practice, 2d Ed (2005) at 365. 
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Our own research indicates that the Commission first appeared to require clear and 
convincing evidence in D.44923, where in the course of its review of a motion to dismiss a 
telephone utility's application for a rate increase, the Commission stated: 

We must keep in mind that this is not an adversary proceeding in the sense that, as in an 
ordinary civil case, only a prima facie case must be shown. This is a legislative proceed[ing] 
in which the burden of proof rests most heavily upon applicant to prove by clear and 
convincing evidence that the present rates of which it complains work a confiscation of its 
property. [Citations omitted] (Pacific Telephone & Telegraph Co Rate Application, D.44923, 
(1950) 50 CPUC 247, 248.) 

However, it is unclear from the discussion in D.44923 whether the Commission used the 
words “clear and convincing” in a lay sense only, or whether it was adopting a specific legal 
standard.37 

The “preponderance” standard was also adopted in the Commission’s decision on Pacific Gas 

and Electric Company’s 2011 GRC.38 

The Commission has also recognized the important distinction between the burden of proof and 

the burden of producing evidence: 
[W]here other parties propose a result different from that asserted by the utility, they have the 
burden of going forward to produce evidence, distinct from the ultimate burden of proof. The 
burden of going forward to produce evidence relates to raising a reasonable doubt as to the 
utility’s position and presenting evidence explaining the counterpoint position. Where this 
counterpoint causes the Commission to entertain a reasonable doubt regarding the utility’s 
position, and the utility does not overcome this doubt, the utility has not met its ultimate 
burden of proof.39 

As this brief will show, there are many instances in which SCE has introduced evidence 

supporting its requests, yet no other party has met the burden of going forward. In those instances SCE 

must be found to have met its burden of proof. 

                                                 
37 Re San Diego Gas & Electric Co., D.08-12-058, pp. 18-19, at fn. 28. 
38 Re Pacific Gas and Electric Co., D.11-05-018, p. 68. This discussion on the standard of proof addressed the contested 

issue of the rate of return on legacy electromechanical meters, not on the issues addressed in the settlement submitted in 
that proceeding. 

39 Re Pacific Bell, D.87-12-067, 27 CPUC2d 1, 22. See also Universal Studios Inc. v. Southern California Edison Co., 
D.04-04-074, pp. 31-32, 2004 Cal. PUC LEXIS 173; Re Golden State Water Co., D.07-11-037, 2007 Cal. PUC LEXIS 
648. 
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4. GENERATION 

4.1 Generation – Nuclear Generation 

4.1.1 SONGS 

4.1.1.1 SDG&E’s Request for SONGS Cost Recovery 

SDG&E is a 20 percent co-owner of SONGS 2 & 3, and its request for SONGS cost recovery, 

which includes a request to continue its balancing account for SONGS, is reasonable.40  

4.1.1.2 SONGS 2 & 3 Operations And Maintenance Expenses 

SCE is the operating agent and 78.21 percent co-owner of SONGS 2 & 3.41 SCE’s forecast for 

Test Year (TY) 2012 Base O&M expenses for SONGS 2 & 3, including SCE’s share of common O&M 

expense, is $270.5 million (constant 2009 dollars, SCE share).42 The forecast for SONGS 2 & 3 Base 

O&M does not include refueling and maintenance outage (RFO) expenses,43 which are discussed in 

Section 4.1.1.3 below. The level of funding for Base O&M and RFO expenses will allow SCE to 

maintain safe and reliable operations of SONGS 2 & 3.44 

4.1.1.2.1 The Commission Should Approve SCE’s 50/50 Sharing Proposal And Reject 

DRA’s/TURN’s Recommendation To Disallow 100 Percent Of O&M Expense Savings 

From The SONGS Base O&M Expense Forecast 

In its SONGS Base O&M expense forecast, SCE estimated the cost savings from a proposed 

workforce reduction for SONGS 2 & 3 to be $49.5 million (constant 2009 dollars, 100 percent level).45 

Consistent with D.91-12-076 and D.06-05-016, SCE proposed a 50/50 sharing mechanism so that the 

forecast would reflect 50 percent of the savings, or $24.7 million (constant 2009 dollars, 100 percent 

level) ($19.3 million is SCE’s share) over the course of the GRC cycle, with ratepayers receiving the 

benefit of 50 percent of the net cost savings.46  

DRA and TURN propose a substantial disallowance47 to SCE’s SONGS Base O&M expense 

forecast, arguing that 100 percent of the potential O&M cost savings resulting from SCE’s proposed 

SONGS workforce reduction should be passed through to ratepayers, regardless of whether SCE can 
                                                 
40  Exhibit SCE-17, Vol. 1, p. 1, lines 8-9. 
41 Exhibit SCE-02, p. Vol. 1, p. 22, fn. 12. 
42  Exhibit SCE-02, Vol 1, p. 21, lines 17-18. 
43  Exhibit SCE-02, Vol 1, p. 21, lines 18-19. 
44  Exhibit SCE-02, Vol. 1, p. 21, lines 22-23; Exhibit SCE-17, Vol. 1, p. 3, lines 18-21. 
45 Exhibit SCE-02, Vol. 1, pp. 14-16; Exhibit SCE-17, Vol. 1, p. 4, lines 13-14. 
46  Exhibit SCE-17, Vol. 1, p. 4, lines 14-16.  
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actually achieve such savings, instead of 50 percent as proposed by SCE.48 As explained in SCE’s 

testimony, DRA’s and TURN’s proposal ignores long-standing Commission precedent approving 50/50 

cost sharing mechanisms for cost-containment programs such as SCE’s proposed SONGS workforce 

reduction.49 Specifically, in D.91-12-076, the Commission determined that “...sharing the...savings 

between ratepayers and shareholders will provide a solid incentive to Edison to continue to vigorously 

pursue cost control goals.”50 SCE’s proposed SONGS workforce reduction is a straightforward cost 

control goal. Commission precedent provided in D.91-12-076 supports SCE’s proposal for 50/50 sharing 

of the cost savings. 

It is noteworthy that DRA previously agreed with the Commission-approved 50/50 sharing 

policy in the 2006 GRC, acknowledging in that proceeding that “it is important to encourage SCE to 

continue to seek cost savings methods. [DRA], therefore, does not take exception to the sharing 

of…estimated savings evenly between SCE’s shareholders and ratepayers.”51 DRA failed to provide any 

logical basis for its reversal on this issue in the 2012 GRC. DRA argues that because SONGS costs 

increased significantly prior to 2012 and ratepayers were supposedly not protected from those cost 

increases, SCE should not be permitted to share 50 percent of the costs savings.52 DRA’s argument is 

incorrect, and ignores the financial commitment that SCE made on behalf of its customers. TURN’s 

assertion that SCE is “cherry-picking”53 certain savings is wrong for the same reason. Indeed, the 

increase in O&M expense over SCE’s 2009 GRC authorized amount reflected SCE’s commitment to run 

the risk (for the benefit of ratepayers) that SCE would be unable to earn its authorized rate of return for 

services provided by SONGS, as SCE did not seek extraordinary relief to cover those increased costs.54 

The risk that SCE took directly benefited ratepayers, and SCE should not have to bear that risk 

indefinitely now that those costs are part of recorded expenses.55 

                                                 
Continued from the previous page 
47  DRA agreed that its calculation for a $24.7 million disallowance to SCE’s Base O&M expense forecast was in error 

because it represented a 100 percent share, and that the amount of their recommended disallowance for SCE’s share 
should be $19.3 million (constant 2009 dollars, SCE share). Exhibit SCE-17, Vol. 1, Appendix B, pp. B-2 to B-9. 

48  Exhibit DRA-08, p. 1, lines 21-23; Exhibit TURN-11, pp. 12-13. 
49  Exhibit SCE-17, Vol. 1, pp. 5-7. 
50  D.91-12-076, p. 14. 
51  See Exhibit SCE-02, Vol. 1, p. 15, lines 15-21 (quoting SCE’s 2006 GRC, A.04-12-014, Exhibit SCE-84, p. 44 and 

Exhibit DRA-202, Vol. 2, Chapter 16, pp. 16-19). 
52  Exhibit DRA-08, p. 6, lines 8-11. 
53 Exhibit TURN-11, pp. 12-15. 
54  Exhibit SCE-17, Vol. 1. p. 5, lines 13-15. 
55  Exhibit SCE-17, Vol. 1, p. 5, lines 15-17. 
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On a related note, the 50/50 sharing mechanism is a prudent approach in light of potential new or 

uncertain regulatory requirements, which may limit SCE’s ability to reduce O&M expenses as 

planned.56 As SCE explained in its testimony, work force levels at SONGS 2 & 3 will depend on a wide 

range of circumstances and other variables, including SCE’s paramount concern with maintaining the 

safety and reliability of SONGS 2 & 3 operations.57 The 50/50 sharing mechanism preserves SCE’s 

ability to respond appropriately to SONGS O&M funding requirements in the event there are new 

regulatory requirements or changed circumstances that may prevent SCE from achieving the forecasted 

cost savings. 

In sum, the Commission has a well-established policy approving 50/50 sharing mechanisms for 

cost-containment programs such as SCE’s proposed workforce reduction for SONGS.58 Further, any 

difference between forecast and actual savings will be short-lived until SCE’s 2015 GRC. It is both 

appropriate and reasonable for the Commission to continue that policy here. The Commission should 

reject DRA’s and TURN’s recommendation to disallow 100 percent of the cost saving, and should 

approve SCE’s 50/50 sharing proposal and SONGS O&M expense forecast for $270.5 million (constant 

2009 dollars, SCE share). 

4.1.1.2.2 The Commission Should Reject DRA’s Recommendation to Remove SONGS Seismic 

Study And NRC License Renewal Costs 

DRA also incorrectly recommended removal of SONGS seismic study and NRC license renewal 

costs from SCE’s SONGS Base O&M expense forecast. But the SONGS forecast does not include any 

expenses for seismic and license renewal activities.59 These activities were forecasted in Exhibit SCE-

02, Volume 10, and then subsequently removed in Exhibit SCE-15. DRA agreed that its 

recommendation to remove these costs from the SONGS forecast was in error.60 

4.1.1.3 SONGS 2 & 3 Refueling And Maintenance Outage Expenses 

SCE asks the Commission to adopt its refueling and maintenance outage (RFO) expense forecast 

of $46.0 million at the 100 percent level ($36.0 million, SCE share) per outage per unit.61 Consistent 

                                                 
56 Exhibit SCE-02, Vol. 1, pp. 1-2, and  14; Exhibit SCE-17, Vol. 1, p. 7. 
57 Exhibit SCE-02, Vol. 1, p. 2, lines 1-3. 
58  Exhibit SCE-17, Vol. 1, p. 7, lines 4-5. 
59  Exhibit SCE-17, Vol. 1, p. 7, lines 24-26. 
60  Exhibit SCE-17, Vol. 1, Appendix B, pp. B-10 to B-17. 
61  Exhibit SCE-02, Vol. 1, p. 155, lines 1-2. 
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with the flexible refueling outage mechanism adopted by the Commission in recent general rate cases,62 

SCE requests that rates include RFO funds consistent with the RFO schedules SCE will forecast in 

advice letters to implement Post Test Year Ratemaking.63 

SCE developed its 2009 RFO forecast by averaging the recorded O&M expenses for Unit 2 

Cycle 15 and Unit 3 Cycle 15 RFOs, excluding steam generator inspection and repair costs. SCE 

removed steam generator inspection and repair costs because new steam generators were scheduled to be 

installed (and were) during Fuel Cycle 16 RFOs in 2009 and 2010 respectively, and SONGS would not 

incur inspection and repair costs during these outages.64 

No party objected to SCE’s RFO forecast for SONGS 2 & 3 in this proceeding. SCE’s RFO 

forecast is reasonable and will allow SCE to complete safe RFOs for SONGS 2 & 3. The Commission 

should approve SCE’s RFO forecast of $46.0 million at the 100 percent level ($36.0 million, SCE 

share). 

4.1.1.4 SONGS 2 & 3 Capital Expenditures 

SONGS 2 & 3 requires capital funding to maintain the plant’s condition at a level supporting 

long-term safe, compliant, and reliable operation.65 As the operating agent, SCE develops and manages 

the capital expenditures for SONGS 2 & 3, and identifies and implements capital projects as necessary 

to meet regulatory requirements, ensure continued safe and reliable plant operation, and optimize overall 

cost-effective plant operation.66 SCE provided its capital expenditure forecast for 2010-2014, and 

identified a number of projects necessary to meet these critical objectives.67  

DRA objected to four projects: (1) high pressure turbine (HPT) retrofit project (HPT Project); (2) 

service air piping project; (3) site parking & pedestrian lighting project; and (4) cafeteria remodeling 

project. As explained below, DRA’s objections to these projects are without merit. Each of these 

projects is necessary, and project costs are reasonable.  

                                                 
62 See D.04-07-022, Ordering Paragraph No. 7; D.06-05-016, Ordering Paragraph No. 7; and D.09-03-025, Ordering 

Paragraph No. 5. 
63  Exhibit SCE-02, Vol. 1, p. 155, lines 3-5. 
64 Exhibit SCE-02, Vol. 1, p. 153, lines 7-12. 
65  Exhibit SCE-02, Vol. 2, p. 8, lines 4-5. 
66  Exhibit SCE-02, Vol. 02 p. 2, lines 4-6. 
67  Exhibit SCE-02, Vol. 2, pp. 9-10, Table III-1 and Table III-2. 
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4.1.1.4.1 DRA’s Objections To The SONGS High Pressure Turbine Project Are Without Merit 

SCE’s capital forecast (2010-2014) for SONGS includes $73.2 million (nominal dollars, 

100 percent level) for the SONGS 2 & 3 HPT Project, scheduled for completion in 2013.68 The total 

project cost, which includes costs from prior years included in SCE’s 2009 GRC, is $82.8 million 

(nominal dollars, 100 percent level). The objective of the project is to replace the existing SONGS 2 & 3 

HPTs with new HPTs including a modern steam path, a new rotor and new moving blades, diaphragms, 

diaphragm carriers, and other miscellaneous parts.69 This retrofit will increase SONGS 2 & 3 energy 

output and capacity by approximately 48 MW, and is a cost-effective project.70  

DRA appears to challenge the cost-effectiveness of the project, and objects to the project costs, 

including the contingency.71 On this basis, DRA argues that a $9.2 million (2004 dollars) cost cap 

associated with turbine work removed from the Steam Generator Replacement Project (SGRP) approved 

in D.05-12-040 should carry forward to the HPT Project.72 The Commission should reject DRA’s 

objections and recommendation to apply a cost cap to this project for a number of reasons. 

First, DRA’s objections largely appear to be based on its assumption that the HPT Project is the 

same project as the turbine work removed from the SGRP. This assumption is incorrect. The HPT 

Project is a wholly distinct and separate project from the turbine work removed from the SGRP,73 which 

SCE witness Bauder confirmed during hearings: 
The high pressure turbine project is different in scope. And it’s an entire turbine retrofit rotor 
replacement, diaphragm replacement. The scope that was removed from the…steam 
generator replacement outages is scope consisting of maintenance and diaphragm 
replacement;…those diaphragms would not be compatible with improved steam flow and 
design that goes into the retrofit.74 

DRA clearly misunderstands the scope of the HPT Project in comparison to the limited turbine 

refurbishment maintenance work identified in the SGRP. SCE cannot conduct the HPT Project for $9.2 

million (2004 dollars) as recommended by the DRA.75 

                                                 
68  Exhibit SCE-02, Vol. 2, pp. 22-25; Exhibit SCE-17, Vol. 2, p. 1, lines 5-7. 
69  Exhibit SCE-02, Vol. 2, pp. 22-24; Exhibit SCE-17, Vol. 2, pp. 2-4. 
70  Exhibit SCE-02, Vol. 2, pp. 24-25; Exhibit SCE-17, Vol. 2, pp. 4-5. 
71  Exhibit DRA-08, pp. 8, 11. 
72 Exhibit DRA-08, p. 1, lines 27-28, and p. 11, lines 1-5. 
73  Exhibit SCE-17, Vol. 2, pp. 8-10. As explained in Exhibit SCE-17, Vol. 2, SCE has no reasonable means to implement 

the proposed cap for the turbine-related work removed from the SGRP. Although some of the components involved in 
the HPT Project are the same as those removed from the SGRP, tracking the costs of those components is infeasible, 
given that the HPT Project involves installing new HPTs for SONGS 2 & 3, not just the individual turbine components. 

74  SCE, Bauder, Tr. 16/2414, lines 3-12. 
75  Exhibit SCE-17, Vol. 2, p. 10, lines 13-14. 
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Second, SCE included the SONGS 2 portion of the HPT Project in the SONGS 2 & 3 capital 

forecast for SCE’s 2009 GRC,76 which DRA did not contest and the Commission approved in D.09-03-

025.77 Carrying forward a portion of the SGRP cost cap is an improper collateral attack that undermines 

D.09-03-025 (SCE’s 2009 GRC).78 In D.09-03-025, the Commission approved the reasonableness of the 

SONGS 2 & 3 capital forecast for SCE’s 2009 GRC, which included the SONGS 2 portion of the HPT 

Project. It would be illogical for the Commission to adopt DRA’s recommendation to apply a $9.2 

million (2004 dollars) cost cap to the entire HPT Project, when the Commission has already determined 

in D.09-03-025 that the approximately $41 million cost estimate initially provided in the 2009 GRC for 

the SONGS 2 portion of HPT Project was reasonable. 

Third, the HPT Project is cost-effective and beneficial to customers.79 SCE updated its cost-

effectiveness analysis for the HPT Project in response to DRA’s objections to the project. SCE’s 

updated analysis demonstrates that the net benefit of the HPT Project is $33.4 million present value 

revenue requirement (PVRR), resulting in a benefit-to-cost ratio of 1.6.80 DRA questioned whether the 

HPT Project would increase SONGS 2 & 3 energy output by 48 MW as stated by SCE.81 DRA’s 

speculation that the increase may be less is not supported by the record. SCE witness Bauder testified 

that SCE’s engineering analysis confirms the expected 48MW output gain, which is backed by the 

vendor contract:   
The vendor prepared the engineering documentation for our improved steam path. We verify 
that engineering work in-house. And we do have in our contracts stipulations for the 24 
megawatts electrical gain on each unit. So there is a penalty for the vendor if those 
megawatts are not achieved... 82 

We are confident on the megawatt electrical gain.83 

Mr. Bauder further described SCE’s success with similar projects adding increased output: 
Edison also has a history of success with Allston [ sic]. Our turbines are Allston [sic]. We 
have used Allston [sic] in the past to replace our low pressure turbines for a 23 megawatt 
gain. And engineering and the work was accurate. We did achieve that gain.84 

                                                 
76 Exhibit SCE-17, Vol. 2, p. 2, lines 2-3, and p. A-20 to A-40. 
77  D.09-03-025, Finding of Fact No. 243, p. 354 (noting that the SONGS 2 & 3 capital forecast for the 2009 GRC was 

uncontested). 
78  D.09-03-025 is a final decision governing at least the SONGS 2 portion of the HPT Project. The Commission should not 

interfere with that decision by applying a cost cap to the HPT Project, without providing notice to parties and considering 
the evidentiary record developed in SCE’s 2009 GRC. Exhibit SCE-17, Vol. 2, p. 9, lines 17-20. 

79  Exhibit SCE-02, Vol. 2, pp. 24-25. 
80  Exhibit SCE-17, Vol. 2, p. 4, lines 29-30, and p. 5, Table I-1. 
81  Exhibit DRA-08, p. 8, lines 10-12. 
82  SCE, Bauder, Tr. 16/2397, lines 11-17. 
83  SCE, Bauder, Tr. 16/2398, lines 15-16. 
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The HPT Project will provide a number of other benefits as well. In addition to the economic 

benefit, the increased energy output resulting from the HPT Project will displace energy that would be 

produced by a natural gas resource, reducing system wide greenhouse gas (GHG) emissions, and 

efficiency gains will reduce the amount of heat discharged to the ocean.85 Further, the HPT Project will 

increase the reliability for the SONGS 2 & 3 HPTs, and will provide future O&M cost savings because 

the project will reduce the amount of required inspections.86  

Fourth, SCE’s cost estimate, including the contingency, is reasonable. As explained by SCE 

witness Bauder, contingency is based on the level of definition for the planned project, such that if the 

project is not defined, the contingency would go up. Mr. Bauder further explained that SCE 

appropriately included a 40 percent contingency in its HPT Project cost estimate based on the 

Association for the Advancement of Cost Engineering (AACE) guidelines for cost engineering 

practices: 
We used a project estimating process that utilizes the Association for the Advancement of 
Cost Engineering guidelines. In this case, for the high pressure turbine project, when we 
scoped the project in 2007, we had about 10 percent definition of what’s called project 
definition. And using those guidelines, there’s a chart that we use to apply contingency. And 
that yielded about a 40 percent contingency rate.87  

SCE’s 40 percent contingency for the project is an acceptable and necessary part of the overall 

estimate, consistent with AACE guidelines.88 It is not added on top of the estimate as though it is 

untethered to the estimated project costs. Rather, as explained by Mr. Bauder:  “It’s a necessary part of 

project planning.”89 Because this is a unique project and these cost uncertainties still exist, this 

contingency is appropriate.90 In response to questions posed by ALJ Darling, Mr. Bauder confirmed that 

the contingency is a necessary part of SCE’s HPT Project estimate due to unavoidable cost uncertainties: 
It’s a contingency built into the project estimating for expected cost increases as we move 
through the project…91  

Additional design costs could be incurred. We’ve already incurred some – a cost for higher 
taxes and materials…92 

                                                 
Continued from the previous page 
84  SCE, Bauder, Tr. 16/2396, lines 4-9. Alston is the turbine manufacturer. Exhibit SCE-17, Vol. 2, p. 87, fn. 28. 
85  Exhibit SCE-02, Vol. 2, p. 24, line 20 – p. 25, line 1. 
86  Exhibit SCE-02, Vol. 2, p. 25, lines 1-3. 
87  SCE, Bauder, Tr. 16/2410, line 28 - 2411, line 10. 
88 Exhibit SCE-17, Vol. 2, pp. 6-7. 
89  SCE, Bauder, Tr. 16/2414, lines 19-20.  
90  Exhibit SCE-17, Vol. 2, p. 7, lines 17-18. 
91  SCE, Bauder, Tr. 16/2409, lines 13-15. 
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Typically, the areas we incur contingency expenses are some additional design work, cost of 
materials going up from the time the project is ordered…those materials are received. Vendor 
price increases. Then we get into execution of the project, higher cost structures to pay the 
contractors, and other workers to perform the project, and then sometimes final fit-up 
issues…[i]f it’s a large modification which require extra engineering and hours to the plant to 
complete the work.93  

Mr. Bauder further explained that contingency is unlikely to decline as the project proceeds: 
It’s not my expectation. It’s not what I usually see. As we work through larger projects, it 
could happen. It’s just not typically what I would see.94 

SCE applied the correct percent of contingency to this project and the Commission should 

disregard DRA’s opposition to the reasonable contingency included in SCE’s HPT Project estimate. 

4.1.1.4.2 DRA’s Objection To The Service Air Piping Project Is Without Merit 

SCE’s capital forecast for SONGS 2 & 3 includes $1.1 million (nominal dollars, 100 percent 

level) for the service air piping project, scheduled for completion in 2013.95 The project is necessary to 

prevent maintenance equipment (paint sprayers, grinders, etc.) fouling and failures, and repeated 

breathing air apparatus filter failures.96 Additionally, the project will ensure that there is adequate 

capacity of service air to accommodate work being performed throughout the plant.97   

DRA recommends removing these costs from SCE’s SONGS 2 & 3 capital forecast because the 

project was included in the 2009 GRC.98 This is not a valid basis for removing these costs from SCE’s 

2010-2014 capital forecast. The project was deferred from its original estimated in-service year of 2009 

to provide funding for emergent projects having higher priority.99 SCE needs – and the Commission has 

traditionally provided – flexibility to defer certain planned projects: 
SCE cannot rigidly establish the detailed specific scope of capital work to be implemented in 
future years because NRC or other regulatory requirements are subject to change. SCE 
requires flexibility to optimally respond to changing NRC or other regulatory requirements, 
plant reliability or operability changes, equipment condition, results of studies, conceptual or 
preliminary engineering, industry developments, replacement energy costs, and other 
evolving factors.100 

                                                 
Continued from the previous page 
92  SCE, Bauder, Tr. 16/2409, lines 18-20. 
93  SCE, Bauder, Tr. 16/2409, line 25 – 2410, line 8. 
94  SCE, Bauder, Tr. 16/2412, lines 4-7. 
95 Exhibit SCE-02, Vol. 2, p. 46, lines 8-9. 
96 Exhibit SCE-02, Vol. 2, p. 46, lines 2-5. 
97 Exhibit SCE-02, Vol. 2, p. 46, lines 5-6. 
98 Exhibit DRA-08, p. 12, lines 19-21. 
99  Exhibit SCE-17, Vol. 2, p. 13, lines 12-14. 
100  Exhibit SCE-02, Vol. 2, p. 4, lines 8-12. 
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Recognizing that SCE continues to require flexibility in the timing of capital project 

implementation due to changing NRC or other regulatory requirements, the Commission should reject 

DRA’s recommendation to remove this project from SCE’s SONGS 2 & 3 capital forecast and authorize 

the entire amount of $1.1 million (nominal dollars; 100 percent level). 

4.1.1.4.3 DRA’s Objection To The Site Parking And Pedestrian Lighting Project Is Without 

Merit 

SCE’s capital forecast for SONGS 2 & 3 includes $1.2 million (nominal dollars, 100 percent 

level) for the site parking and pedestrian lighting project, scheduled for completion in 2013.101 The 

project will improve lighting in the SONGS parking lots to maintain employee and visitor safety.102 

DRA recommends removing these costs from SCE’s SONGS 2 & 3 capital forecast because it questions 

whether the project will enhance safety and objects to the contingency included in the project costs.103 

DRA ignores the safety impact of the project, and the contingency is appropriate based upon AACE 

guidelines. 

As SCE explained in its testimony, employees use the SONGS parking lots 365 days a year, as 

do contractors and visitors.104 There is very high traffic into and out of the SONGS parking lots, and 

much of this traffic occurs during back shift changes when it is dark outside and improved lighting 

becomes essential for maintaining employee, contractor, and visitor safety.105 Further, SONGS parking 

lot 4 is located adjacent to San Onofre State Beach and is not within the SONGS physical fence barriers. 

As a result, non-SCE employees (the public) may access the parking areas from nearby public roadways 

or beaches.106 Improved lighting in the parking lots, especially lot 4, will not only help maintain safety 

of employees, but also maintain safety of the public, a SONGS priority.  

As noted above, SCE estimates project contingency based on AACE. The contingency here is 

based on those guidelines.107 It is inappropriate for DRA to try to substitute its opinion here regarding 

contingency, particularly given that it is not based on any accepted engineering guidelines such as 

AACE. 

                                                 
101  Exhibit SCE-02, Vol. 2, p. 28, lines 27-28. 
102  Exhibit SCE-02, Vol. 2, p. 28; Exhibit SCE-17, Vol. 2, p. 11. 
103 Exhibit DRA-08, p. 12, lines 3-9. 
104  Exhibit SCE-17, Vol. 2, pp. 11-12. 
105  Exhibit SCE-17, Vol. 2, pp. 11-12. 
106  Exhibit SCE-02, Vol. 2, p. 28, lines 23-25. 
107  Exhibit SCE-17, Vol. 2, p. 12, lines 13-19. 
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Recognizing the importance of this project for maintaining employee and visitor safety, the 

Commission should reject DRA’s recommendation to remove this project from SCE’s SONGS 2 & 3 

capital forecast and authorize the entire amount of $1.2 million (nominal dollars, 100 percent level). 

4.1.1.4.4 DRA’s Objection To The Cafeteria Remodeling Project Is Without Merit 

SCE’s capital forecast for SONGS 2 & 3 includes $1.5 million (nominal dollars, 100 percent 

level) for the cafeteria remodeling project, scheduled for completion in 2011.108 The objective of this 

project is to upgrade the condition of the SONGS cafeterias to improve employee safety and working 

conditions.109 

DRA recommends removing these costs from SCE’s SONGS 2 & 3 capital forecast because it 

questions whether the project will enhance safety and objects to the contingency included in the project 

costs.110 DRA’s assertion that the cafeteria remodeling project is not related to safety is incorrect.111 

Upgrading the cafeteria facilities is necessary to maintain the safety of not only SCE employees and 

contractors using the facilities, but also the personnel that work in the cafeterias on a day-to-day basis.112 

In fact, the AWS ventilation and fire suppression systems have been replaced to meet safety 

requirements and to comply with the Underwriters Laboratory 300 as mandated by the California State 

Fire Marshall.113 Further, the cafeterias have not been upgraded since the early 1980s.114 It is abundantly 

straightforward that after 30 years of use, a modest cafeteria remodeling project is warranted to improve 

working conditions for SONGS employees.  

In addition, the contingency included in the project cost estimate is also appropriate. The 

contingency is based on the level of project definition at the time the estimate was prepared, when 

detailed plans, project plans, and schedules had not been developed, requiring a 40 percent 

contingency.115 SCE witness Doug Bauder explained this, and confirmed that the contingency is still 

required: 

                                                 
108  Exhibit SCE-02, Vol. 2, pp. 29-30. 
109  Exhibit SCE-02, Vol. 2, pp. 29-30; Exhibit SCE-17, Vol. 2, pp. 15-16. 
110  Exhibit DRA-08C, p. 14, lines 3-6. 
111  Exhibit DRA-08, pp. 13-14. 
112  Exhibit SCE-17, Vol. 2, p. 16, lines 1-3. 
113  Exhibit SCE-17, Vol. 2, p. 16, lines 1-6. 
114 Exhibit SCE-02, Vol. 2, p. 30; Exhibit SCE-17, Vol. 2, p. 15. 
115 Exhibit SCE-17, Vol. 2, p. 16, lines 18-20. 
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What I was saying was that normally for most projects, this one being no exception, at the 
phase when we plan the project and plan the budgeting, using [AACE] guidelines, we look at 
the definition of the project and determined that a 40 percent contingency was appropriate. 
We have spent some money as we continued through the project, realized that cost increases 
are expected in contingency space, things like increased materials and other burdens that 
contingency is built to cover. That’s why we still require the 40 percent contingency.116  

To maintain employee safety, safety and improve working conditions, the Commission should 

reject DRA’s recommendation to remove this project from SCE’s SONGS 2 & 3 capital forecast, and 

authorize the entire amount of $1.5 million (nominal dollars, 100 percent level). 

4.1.2 Palo Verde 

4.1.2.1 Palo Verde Operations And Maintenance Expenses 

SCE is a 15.8 percent co-owner of Palo Verde Nuclear Generating Station (Palo Verde), for 

which Arizona Public Service (APS) is operating agent.117 As a co-owner to Palo Verde, SCE is 

obligated to pay its share of Palo Verde costs pursuant to the Palo Verde participation agreement.118 

SCE’s 15.8 percent share of Palo Verde’s O&M expenses for TY 2012 is $83.1 million 

(Constant 2009 dollars).119 The O&M forecast for Palo Verde is consistent with the objective of 

providing excellent safety performance, regulatory compliance, and cost-effective performance at the 

facility. No party objected to SCE’s O&M forecast for Palo Verde in this proceeding. The forecast is 

reasonable and represents SCE’s share of costs that will allow for safe and reliable operations at the 

facility. The Commission should approve SCE’s Palo Verde O&M forecast of $83.1 million (Constant 

2009 dollars). 

4.1.2.2 Palo Verde Capital Expenditures 

APS, as the operating agent for Palo Verde, expends capital funds as necessary for safe and 

reliable operations.120 SCE provided the Palo Verde capital expenditure forecast for 2010-2014, and 

identified a number of projects necessary to meet these critical objectives.121  

DRA objected to two Palo Verde projects: (1) component design basis review documentation 

project; and (2) nuclear administrative and technical manual replacement project. As explained below, 

DRA’s objections to these projects are without merit. Each of these projects is necessary for safe and 

reliable operations, and the project costs are reasonable. 

                                                 
116 SCE, Bauder, Tr. 16/2406, lines 16-28 to 2407, lines 1-3. 
117 Exhibit SCE-02, Vol. 3, pp. 1-3. 
118 Exhibit SCE-02, Vol. 3, p. 2, lines 1-5; Exhibit SCE-17, Vol. 4, p. 3, lines 2-3. 
119  See Exhibit SCE-02, Vol. 3, p. 1, line 5. 
120 Exhibit SCE-02, Vol. 4, p. 1, lines 5-7.  
121 Exhibit SCE-02, Vol. 4, p. 10, Table IV-2. 
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4.1.2.2.1 DRA’s Objection To Remove Component Design Basis Review Documentation Project 

Ignores Plant Safety And Reliability Issues  

SCE’s capital forecast for Palo Verde includes $5.7 million (nominal dollars; SCE share) for the 

component design basis review project, scheduled for completion in 2011.122 The project will involve 

reviewing, updating, and issuing Design Basis Manuals for 250 high risk components, and will maintain 

the safety and reliability of Palo Verde plant structures, components, and equipment, consistent with 

NRC’s regulatory guidelines.123 DRA recommends removing these costs from SCE’s Palo Verde capital 

forecasts because the project was first completed in the 1990s and now needs to be updated. DRA 

reasons that “APS did not complete the development of the Design Basis Manuals in the ‘early to mid-

1990s’ as they should have,”124 and because responsibility for proper development of Design Basis 

Manuals belongs with APS as the operating agent, SCE’s ratepayers should not be responsible to pay for 

this project. This reasoning is illogical. 

As explained in SCE’s testimony, the component design basis review documentation project is 

reasonable. The Commission should not deny SCE funding for its share of the project costs based on 

APS’ determination that its design basis project conducted in the 1990s is now outdated. The Design 

Basis Manuals are safety-related manuals, and include the evaluation of high risk components, low-

margin high-risk components, plant systems, operator actions, calculation reverification, and interface 

requirements.125 It is unavoidable that these documents become outdated over time due to maintenance 

activities at the plant, plant component upgrades, design changes, and equipment alterations.126 Since the 

1990s, several changes to regulatory requirements, system components, design specifications and 

equipment upgrades have occurred. Therefore, it is reasonable that APS would determine that the design 

basis documents needed to be reviewed, revised and reissued in order to comply with NRC regulatory 

requirements.127  

Further, DRA’s argument that SCE’s ratepayers should not have to pay SCE’s share of the costs 

associated with the project because APS is the operating agent, not SCE, is not supportable. APS is the 

licensed operator of Palo Verde, and as the operating agent for Palo Verde is responsible for the daily 

                                                 
122 Exhibit SCE-02, Vol. 4, pp. 8-9; Exhibit SCE-17, Vol. 4, p. 1, lines 6-7. 
123 Exhibit SCE-17, Vol. 4, p. 1, lines 9-10; NRC Guideline, 10 CFR §50.59. 
124 Exhibit DRA-08, p. 16, lines 22-24. 
125 Exhibit SCE-02, Vol. 4, p. 19; Exhibit SCE-17, Vol. 4, pp. 1-3. 
126 Exhibit SCE-17, Vol. 4, p. 2, lines 9-11. 
127  Exhibit SCE-17, Vol. 4, p. 2; NRC Guideline, 10 CFR§50.59 and 10 CFR§50.71. 
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operations and maintenance of the plant.128 But APS’ role as the operating agent does not relieve SCE’s 

contractual obligations to pay its share of Palo Verde costs. As a co-owner to Palo Verde, SCE is 

contractually obligated to pay its share of costs under the Palo Verde participation agreement.129  

The Commission should reject DRA’s recommendation to remove this project from SCE’s Palo 

Verde capital forecast and authorize the entire amount of $5.7 million (nominal dollars, SCE share). 

4.1.2.2.2 DRA’s Recommendation To Remove Nuclear Administrative And Technical Manual 

Replacement Project Is Not Appropriate 

SCE’s capital forecast for Palo Verde includes $3.8 million (nominal dollars; SCE share) for the 

nuclear administrative and technical manual replacement project, scheduled for completion in 2012.130 

As explained in testimony, the objective of the project is to replace the Palo Verde’s Nuclear 

Administrative and Technical Manual (NATM) with a new set of administrative and technical 

procedures suitable for continuing safe and reliable plant operation through the extended license 

period.131 This replacement will provide long-term improvement to the quality of Palo Verde procedures 

and improve technical specifications, reduce the likelihood of inoperable equipment, and reduce the 

occurrence of reactivity events stemming from procedural errors.132 DRA recommends removing these 

costs from SCE’s Palo Verde capital forecast on the ground that APS supposedly should be solely 

responsible for what APS and the NRC identified were ineffective program administration and human 

performance issues at Palo Verde that ultimately led to this project.133  

It is inappropriate for DRA to cite Palo Verde performance issues, identified in an internal APS 

internal audit and by the NRC, as the basis for its recommendation to disallow SCE from recovering its 

share of the project costs.134 The internal audit and the NRC report are tools that the nuclear industry 

relies on to continuously evaluate and improve processes and procedures.135 Indeed, Palo Verde is 

meetings its obligations to conduct self-critical evaluations and respond to the NRC’s report. Palo Verde 

responded to these reports appropriately and identified 48 corrective actions required to ultimately avoid 

                                                 
128  Exhibit SCE-17, Vol. 4, p. 2, line 27 – p. 3, line 1. The ownership share breakdown of Palo Verde is as follows:  APS 

(29.1 percent); Salt River Project (17.5 percent); El Paso Electric (15.8 percent); Southern California Edison (15.8 
percent); Public Service New Mexico (10.2 percent); Los Angeles Department of Water & Power (5.7 percent) and 
Southern California Public Power Authority (SCPPA) (5.9 percent). 

129  Exhibit SCE-17, Vol. 4, p. 3, lines 1-3. 
130  Exhibit SCE-02, Vol. 4, p. 20, line 9; Exhibit SCE-17, Vol. 4, p. 3, lines 21-23. 
131  Exhibit SCE-02, Vol. 4, p. 19, lines 21-24; Exhibit SCE-17, Vol. 4, p. 3, lines 23-25. 
132  Exhibit SCE-02, Vol. 4, p. 19, line 25 – p. 20, line 2; Exhibit SCE-17, Vol. 4, p. 3, line 25 – p. 4, line 2. 
133 Exhibit DRA-08, p. 2, lines 7-8 and p. 18, lines 6-13. 
134  Exhibit SCE-17, Vol. 4, p. 4, lines 13-15. 
135  Exhibit SCE-17, Vol. 4, p. 4, lines 21-22.  
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a safety significant consequence from occurring if inadequate procedures are used for plant 

maintenance.136 The NATM project is one of those corrective actions, and will allow Palo Verde to keep 

pace with nuclear industry standards.137 It is inappropriate and irresponsible for DRA to recommend the 

Commission disallow SCE’s share of the costs for a project that is directly related to safety.138  

In addition, DRA asserts that Palo Verde is the responsible owner and the replacement of the 

NATM is the duty of APS, the responsible owner,139 not SCE as a minority owner. DRA’s assertion is 

not supportable for the same reasons discussed above. SCE is contractually obligated to pay its share of 

Palo Verde costs.140 

DRA’s recommendation to remove this project from SCE’s Palo Verde capital forecast is not 

supportable. The project will enhance Palo Verde’s safety and reliability, and SCE is obligated to pay its 

share of the project costs.141 The Commission should reject DRA’s recommendation to remove this 

project from SCE’s Palo Verde capital forecast and authorize the entire amount of $3.8 million (nominal 

dollars, SCE share). 

4.2 Generation – Coal Generation 

4.2.1 Mohave 

The Mohave Generation Station (Mohave) ceased operations on December 31, 2005 and is 

undergoing decommissioning. SCE proposes to continue the Mohave Balancing Account approved in 

our 2006 GRC until final disposition of the plant site is complete. SCE does not believe there are any 

issues raised by intervenors relating to Mohave, except for TURN’s proposal to deny SCE a return on 

the remaining investment in Mohave, which SCE addresses in Section 20.6.2 of this Opening Brief. 

4.2.2 Four Corners 

4.2.2.1 Introduction 

In this section, SCE demonstrates that its TY 2012 O&M Forecast for Four Corners Generating 

Station (Four Corners) of $44.343 million is reasonable, and that DRA’s recommended reduction in this 

forecast of $4.829 million (to $39.514 million) is unreasonable. SCE also refutes Sierra Club’s 

                                                 
136  Exhibit SCE-17, Vol. 4, p. 4, lines 22-24. 
137 Exhibit SCE-17, Vol. 4, pp. 4-5. 
138  Exhibit SCE-17, Vol. 4, p. 5, lines 1-2. 
139  Exhibit SCE-17, Vol. 4, p. 5, lines 3-4; Exhibit DRA-08, p. 18, lines 6-7. 
140  Exhibit SCE-17, Vol. 4, p. 5, lines 6-7. 
141  Exhibit SCE-17, Vol. 4, p. 5, lines 12-14. 
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arguments that SCE’s 2008-2014 in-service and planned capital expenditures at Four Corners142 are 

“life-extending” or otherwise violate California’s Emissions Performance Standard (EPS). It is 

important to note at the outset that SCE has agreed with plant operator Arizona Public Service Company 

(APS) to sell SCE’s 48 percent share of Four Corners Units 4 and 5 to APS. SCE is seeking approval of 

that proposed sale in a separate application pending before this Commission. Pending the approval of 

that sale, however, and in the event that the sale does not close, SCE will remain a co-owner through 

mid-2016, and has potential contractual obligations to pay its pro-rata share of O&M costs and of non-

life-extending capital improvements necessary for the reliable, safe, and environmentally-compliant 

operation of Four Corners though the end of SCE’s contractual ownership term in mid-2016.143 None of 

the capital expenditures at issue in this rate case violate the EPS, and none of Sierra Club’s arguments to 

the contrary have merit.144 In fact, Sierra Club is just using this proceeding and the Commission’s 

processes as a springboard for unrelated future lawsuits it intends to bring against the Four Corners co-

owners. 

4.2.2.2 DRA’s Proposed Reductions to SCE’s Four Corners O&M Forecast are Unreasonable 

DRA proposes a reduction of $4.829 million (from $44.343 million to $39.514 million) to SCE’s 

TY 2012 Four Corners O&M forecast under the “Sale Case,” i.e., under the forecast scenario that 

assumes that SCE will successfully sell its plant share.145 DRA’s proposed reduction is largely based on 

the argument that if the sale closes successfully, the costs associated with a planned 2014 Unit 5 

overhaul should be removed from the TY forecast.146 That argument is not well founded. SCE’s direct 

testimony explained that overhaul schedules are subject to change should equipment conditions require 

                                                 
142  Pursuant to D.10-10-016, SCE is seeking reasonableness review of certain 2007-2009 completed capital projects at Four 

Corners, as well as forecast capital expenditures during the normal 2010-2014 rate case cycle. 
143 Through the relevant governance agreements, SCE has contractual obligations (both explicit and implied) to the other 

co-owners of Four Corners. Generally, various provisions of the Four Corners Operating Agreement support the 
principle that each co-owner must contribute its pro-rata share of capital expenditures in order to receive the energy 
benefits of the plant. 

144  Sierra Club’s testimony discussed certain specific projects to support its position that SCE’s capital showing generally 
does not fully comply with the EPS and D.10-10-016. However, to date Sierra Club has not proposed any specific 
reductions to SCE’s capital expenditure forecast. 

145  Exhibit DRA-09, p. 7. 
146  Exhibit DRA-09, p. 7. In addition, $0.161 million of DRA’s recommended reduction results from DRA’s use of a five-

year average for the labor components of FERC Accounts 500 and 501. SCE’s use of the “last year recorded” 
methodology for these accounts is more appropriate because of the steady and clear upward trend in labor costs for 
Account 500, and because SCE’s use of last year recorded for Account 501 is a decrease compared to DRA’s 
methodology. An additional $0.411 million in proposed reductions resulted from DRA’s use of a five-year average to 
forecast the non-labor components of FERC Accounts 505, 506, 507, 210, 511, 512, 513, and 514. See Exhibit SCE-17, 
Vol. 6, Part 1, p. 5, Table II-1. SCE accepts that approach as long as the Commission adopts SCE’s proposal to include 
the annual average costs of the 2014 Unit 5 overhaul as described in the body of this brief. 
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it. The $4.257 million cost for the 2014 Unit 5 overhaul is divided among three FERC accounts (512, 

513 and 514), and represents SCE’s share of the estimated annual cost of the overhaul.147 Consistent 

with prior Commission GRC precedent concerning the rate treatment of SCE power plant overhaul 

costs, this $4.257 million is the annual average costs (i.e., one-third of the cost) for Four Corners 

overhauls currently planned for the 2012-2014 three-year rate cycle.148 DRA’s proposal to remove these 

costs simply ignores the possibility that the proposed sale might not close, or might be postponed 

through the end of this rate case cycle in 2014, for any number of reasons. If the sale does not close or is 

postponed, the overhaul could be needed while SCE still owns a portion of Four Corners. If the sale does 

close as planned, SCE’s customers will not have to fund the 2014 overhaul through rates, pursuant to 

SCE’s proposed rate treatment in this proceeding as explained in Section 4.2.2.5 below.149 Given these 

protections to SCE’s customers and the uncertainties for SCE regarding the sale closing, it is appropriate 

for the Commission to adhere to prior precedent by including the pro-rated costs of the 2014 Unit 5 

overhaul in SCE’s TY 2012 forecast.  

4.2.2.3 The Relevant Legal Standard Governing SCE’s Pre-2012 and Post-2011 Four Corners 

Capital Expenditures 

Commission decision D.10-10-016 establishes the relevant EPS-related legal standards 

governing SCE’s capital investments in Four Corners. Noting the importance of Four Corners to SCE’s 

generation portfolio and the unique circumstances governing the relationship between SCE and APS in 

light of the EPS, the Commission granted SCE a partial EPS exemption for pre-2012 SCE capital 

investments in Four Corners.150 For purposes of this rate case, this exemption applies to the $8.548 

million of projects completed during 2007-2009 that were not approved in SCE’s 2009 GRC151 and 

approximately half of the $129.927 million of projects forecast to enter service during 2010-2014.152 For 

these pre-2012 projects, SCE must show only for those costing less than $1 million that they are 

“reasonable,” and for those costing more than $1 million that they are both reasonable and necessary. In 

evaluating “necessity” for the larger projects, SCE was directed to examine whether or not the project 

                                                 
147  Exhibit SCE-02, Vol. 6, Part 1, pp. 31-33. 
148  Exhibit SCE-02, Vol. 6, Part 1, pp. 32-33. 
149  See also Exhibit SCE-25, Vol. 1, p. 6. 
150  “Given the important role Four Corners has played and currently plays in SCE’s energy supply portfolio, the long-term 

contractual commitments SCE has made to its co-tenants, and the limited time remaining under the co-tenancy 
agreements, we find that it is prudent to allow certain capital expenditures incurred prior to January 1, 2012, subject to 
our review and approval prior to any recovery in rates.” D.10-10-016, p. 2. 

151  Exhibit SCE-2, Volume 6, Part 3, p. 14, Table XVIII-9. 
152  Exhibit SCE-2, Volume 6, Part 2, p. 10, Table X-1. 
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will extend the life of Units 4 or 5 beyond five years or some additional five-year increment(s), whether 

the investment is necessary for safety or environmental reasons, whether the investment is necessary to 

continue the basic operation of Four Corners, the cost-benefit of the investment, and the cumulative 

impact of all capital investments at issue in this GRC.153 SCE’s direct and rebuttal testimony 

demonstrated the reasonableness and necessity for all relevant projects pursuant to these standards.154 

The Commission treated post-2011 capital projects differently. For these projects, the 

Commission did not grant SCE’s request for an EPS exemption, noting that SCE had not yet 

demonstrated to the Commission that it was viable for SCE to continue its ownership interest through 

the end of the contractual term in mid-2016, and noting that AB 32’s rules were set to go in effect on 

January 1, 2012. The Commission ordered SCE to submit a report in this rate case regarding the 

viability of continued SCE ownership in Four Corners, and denied then-current cost recovery of life-

extending capital investments pending the filing of that report.155 SCE has subsequently submitted this 

report to the Commission through this GRC,156 which establishes SCE’s preferred course of action going 

forward, i.e., the proposed sale of its interest in Four Corners to APS. In addition, the implementation of 

AB 32 has been delayed until January 1, 2013. Given these developments, the post-2011 capital 

investments at issue in this rate case (i.e., the other approximately half of the $129.927 million of 2010-

2014 capital projects discussed above) are entitled to at least the same partial policy-based EPS 

exemption granted for pre-2012 capital projects in D.10-10-016. In any event, even if the Commission 

declines to grant SCE such an exemption, none of the post-2011 capital investments are “life-extending” 

in violation of the EPS, and SCE has justified their reasonableness and necessity as it did for pre-2012 

capital expenditures.157   

4.2.2.4 SCE’s Capital Expenditures Do Not Violate the EPS 

Sierra Club’s testimony appears to focus almost entirely on the $70.678 million of reliability-

related projects costing over $1 million, as its main argument appears to be that these large reliability 

projects were not “necessary,” or alternatively, that other options were available at lower cost in their 

place, that would have allowed SCE to continue “basic operation” of the plant. Sierra Club specifically 

                                                 
153  See D.10-10-016 at pp. 17-18.  
154  Exhibit SCE-02, Vol. 6, Part 3, pp. 15-25; see generally Exhibit SCE-17, Vol. 6 (Part 2). 
155  D.10-10-016 at p. 30. 
156  Exhibit SCE-02, Vol. 6, Part 3, pp. 26-31. 
157 Exhibit SCE-06, Part 3, pp. 36-41. See also Exhibit SCE-17, Vol. 6, Part 2. The $138.475 million of projects under 

review includes $103.533 million of projects that are necessary for sustaining plant reliability, $12.161 million of 
projects that are necessary for sustaining plant safety, and $22.780 million of projects that are necessary for 
environmental compliance. See Exhibit SCE-02, Vol. 6, Parts 2 & 3. 
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focuses on reliability projects that involve the replacement of the following four types of equipment 

items: Boiler Tube Sections, High Pressure Feedwater Heaters, Generator Step-Up Transformers, and 

High Pressure Turbine Component Sections. Sierra Club argues that these capital projects make plant 

“life extension” more likely, that the projects increase reliability rather than sustaining it at historic 

levels, that lower cost options were available in lieu of SCE’s capital expenditures, that SCE’s economic 

evaluations are flawed, and that the projects somehow increase the plant’s “output.”158  

None of these arguments have merit. SCE’s direct and rebuttal testimony conclusively 

demonstrated that the projects are not “life-extending,” were necessary to retain plant reliability, are the 

most economic option available, remain economic over a wide range of assumed replacement power 

costs, and do not increase the generator nameplate MW rating of Unit 4 or Unit 5 or increase generating 

unit capacity in any manner contrary to the apparent objectives of the EPS or D.10-10-016.159 More 

broadly, SCE’s rebuttal testimony conclusively demonstrated that all of the projects completed during 

2007 through 2011 (including the remaining 2011 projects still underway at this time) comply with 

D.10-10-016, and that the planned 2012-2014 capital projects do not otherwise violate the EPS. The 

Four Corners capital projects that are at issue in this proceeding are necessary, reasonable and fully 

compliant with the Commission’s directives, and should be approved.160 

The capital projects at issue in this proceeding are not “life-extending.” The Four Corners co-

ownership agreements had original 50-year terms (through 2016). All actions taken by SCE, including 

capital spending decisions, have been entirely consistent with this original 50-year life-expectancy.161 

Simply put, as SCE has consistently explained, the projects are not “life-extending” because SCE does 

not plan to participate in Four Corners beyond the expiration of the current co-ownership agreements, 

                                                 
158   Exhibit SCE-01, pp. 7-9. 
159  See generally, Exhibits SCE-02, Vol. 6, Part 1, and SCE-17, Vol. 6, Part 2. 
160  Although the balance of the material in this section of SCE’s brief addresses Sierra Club’s arguments, TURN also 

proposes to adjust SCE’s 2010 Four Corners capital expenditure forecast downward by $8.333 million (SCE share, 
nominal, work order level), by adopting SCE’s actual recorded 2010 expenditures of $21.513 million rather than SCE’s 
forecast 2010 expenditures of $29.846 million. See Exhibit-TURN-03, pp. 24-25. SCE has continued to work with plant 
operator APS and the other plant co-owners to reduce and postpone capital expenditures to the extent practical. 
Accordingly, SCE can agree to a partial $5.936 million reduction to its TY forecast. However, the balance of $2.397 
million still needs to be included because that portion of the 2010 under-run was due to the postponement of a single 
project from 2010 to 2011. That $2.397 million project is the environmentally-needed expansion of the fly ash disposal 
area, specifically, the Dry Fly Ash Disposal Area Phase 2, Units 4 & 5 project that had been forecast for 2010. The 
project is now in progress and is expected to be completed in 2011. SCE has updated its 2010 capital forecast to reflect 
the reduction of $5.936 million and its 2011 capital forecast to reflect the increase of $2.397 million. See Exhibit SCE-
25, Vol. 1. 

161  Exhibit SCE-17, Vol. 6, Part 2, p. 13. 
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and the projects make financial sense within the term of those agreements.162 Nothing in the EPS 

prohibits SCE from making routine, normal capital expenditures to keep Four Corners running safely 

and reliably as it seeks an exit from the plant.163 To be clear, that is what these projects are: routine, 

normal, reliability-driven capital expenditures designed to maintain historical levels of reliability.164  

The reliability-based Four Corners capital projects are necessary to keep Four Corners operating 

at approximately historical levels of reliability.165 Funding projects that keep Four Corners operating 

reliably is important to SCE and its ratepayers, because, among other reasons, the Commission reviews 

Four Corners outages for reasonableness in SCE’s annual ERAA proceeding.166 Four Corners is one of 

SCE’s lowest-cost generating resources, and when SCE purchases replacement power during Four 

Corners outages, that power almost always has a higher cost than Four Corners generation.167 SCE is 

responsible for funding the overall operation of Four Corners in the most cost-effective manner practical 

for our customers, and not to “run it to failure” as the Sierra Club’s proposals would have us do by 

minimizing capital costs.168 Nothing in the EPS requires a different result.169 

SCE also demonstrated that the capital projects at issue are economic, including the boiler tube 

replacement projects, the feedwater heater replacement projects, and the high-turbine component 

sections replacements Sierra Club complains about.170 SCE further demonstrated that simply “repairing” 

worn-out equipment instead of replacing it was neither economic nor feasible.171 In addition, contrary to 

Sierra Club’s arguments about SCE’s assumptions of replacement power costs, the replacement projects 

are cost-effective assuming SCE’s original forecast replacement power costs and assuming drastically 

lower future replacement power costs.172 

                                                 
162  Exhibit SCE-17, Vol. 6, Part 2, pp. 13-14. 
163  See also D.04-07-022 at pp. 66-67 (Regarding SCE’s Mohave coal plant, “the evidence does not support ORA’s 

conclusion that SCE’s planned capital spending should be limited to the bare minimum needed for regulatory 
requirements, environmental protection and safety” but rather should include capital projects so as to not “unduly impact 
production reliability.”). 

164  Exhibit SCE-17, Vol. 6, Part 2, pp. 19-24. 
165  Exhibit SCE-17, Vol. 6, Part 2, pp. 19-24. 
166  Exhibit SCE-17, Vol. 6, Part 2, p. 8. 
167  Exhibit SCE-17, Vol. 6 (Part 2), p. 8. 
168  Sierra Club’s argument that SCE (presumably through plant operator APS) should have run the worn-out GSU 

transformers to failure instead of replacing them is particularly unconvincing given the irrefutable safety and economic 
implications of that course of action. See Exhibit SCE-17, Vol. 6 (Part 2), pp. 42-45. 

169  D.10-10-016 at p. 16 (“Nothing in [the EPS] suggests a desire to reduce reliability by requiring the repair of old parts, 
rather than replacement.”). 

170  Exhibit SCE-17, Vol. 6, Part 2, pp. 34-41; 46-51. 
171  Exhibit SCE-17, Vol. 6, Part 2, pp. 52-55.  
172  Exhibit SCE-17, Vol. 6, Part 2, 56-58. 
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Finally, none of the capital projects at issue in this GRC increase the generator nameplate rated 

MW capacity of Units 4 & 5, the only increase in “capacity” prohibited by the EPS.173 But Sierra Club 

argues that certain completed capital projects might have increased Four Corners’ “actual capacities” in 

other ways.174 To begin, SCE has been granted an exemption from the EPS in D.10-10-016 for the 

completed capital projects Sierra Club complains about, making Sierra Club’s “capacity” arguments 

entirely irrelevant. But even for those future projects that do not fall under the exemption as currently 

articulated, SCE has demonstrated conclusively that they will not change the generators’ nameplate 

rated capacity, nor are they likely to change the plant capacity in any discernable manner that would 

increase greenhouse gas emissions.175 Sierra Club’s attempts during cross examination of SCE witness 

Ware to show that the high pressure turbine component replacement projects somehow increased the 

plant’s greenhouse gas emissions are similarly unavailing. Even if such an inquiry was relevant under 

the EPS or otherwise in this GRC (which it is clearly not), all of Sierra Club’s questions focused on ex 

ante projected design performance of the turbine upgrades, not ex post actual performance of the units 

after the upgrade.176 Moreover, SCE has demonstrated that the turbine component replacement projects 

increased megawatt output by using the same amount of fuel and steam flow inputs; i.e., SCE’s 

customers got more energy in exchange for the same level of greenhouse gas emissions.177 

Finally, Sierra Club’s arguments have very little (if anything) to do with the relevant issues in 

this rate case, and Sierra Club’s very involvement in this proceeding appears to be motivated by 

obtaining discovery for unrelated proceedings and litigation. ALJ Darling recognized this when Sierra 

Club filed a motion to compel environmental monitoring documents allegedly related to certain coal ash 

impoundment capital projects being reviewed in this proceeding. The ALJ rejected Sierra Club’s 

tortured logic regarding the alleged relevance of those documents, ruling that “[t]he requested 

information, while perhaps relevant to SCE’s Section 851 application or other proceedings, was not 

shown to be relevant to the reasonableness of the capital expenditures forecast in 2010 and 2011.”178 In 

addition, on September 2, 2011, the Sierra Club served the Four Corners co-owners with a Notice of 

                                                 
173  SCE-02, Vol. 6, Part 3. See also D.07-01-039 at p. 53 (“[W]e will define ‘new ownership investments’ to include any 

investment that … results in a net increase in the existing rated capacity of that powerplant. ‘Rated capacity’ refers to the 
plant’s maximum rated output under specific conditions designated by the manufacturer and usually indicated on a 
nameplate physically attached to the generator.”).  

174  Exhibit SC-01, p. 16. 
175  Exhibit SCE-17, Vol. 6, Part 2, pp. 30-33. 
176  SCE, Ware, Tr. 13/1837-1851. 
177  Exhibit SCE-2, Vol. 6, Part 1, p. 6; Exhibit SCE-17, Vol. 6, Part 2, p. 28. 
178  ALJ Darling’s 8/23/11 Email Ruling Denying Sierra Club Motion to Compel. 
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Intent to sue the co-owners for alleged violations of the federal Clean Air Act, largely based on 

“documents [SCE] filed with the California Public Utilities Commission.”179 

4.2.2.5 Four Corners Sale Implementation Ratemaking Issues 

SCE’s sale of its ownership interest in the Four Corners Generating Station (FCGS) to Arizona 

Public Service Company is expected to be final on October 1, 2012. As such, DRA states that SCE 

should only recover nine months of the FCGS revenue requirement not just for O&M, but also plant, 

depreciation expense and reserve, rate base items.180 In essence that is what happens if the sale is 

completed, but SCE provided in Exhibit SCE-25, Volume I the specific mechanics of how the reduced 

2012 GRC Revenue Requirement would be implemented if the sale is finalized.181 

In summary, SCE will make a change in the GRC revenue requirement in the same manner done 

for other generating plants. In D.06-11-025, the Commission approved SCE’s proposal in A.06-03-030 

to acquire the City of Anaheim’s ownership share of SONGS 2 & 3. As such, SCE’s ownership share of 

SONGS 2 & 3 increased by 3.16 percent. In addition, D-06-11-025 adopted SCE’s methodology for 

changing its GRC revenue requirement prospectively from the effective date of the ownership 

transfer.182 In order to ensure that SCE only recovers its authorized GRC revenue requirement, SCE 

“balances” the GRC-related revenue realized from customer rate levels with the authorized GRC 

revenue requirement in the Base Revenue Requirement Balancing Account. The transfer of Anaheim’s 

ownership share of SONGS 2 & 3 was effective on December 29, 2006. SCE revised its 2006 GRC 

revenue requirement recorded in the BRRBA to include its increased ownership share of SONGS 2 & 3 

effective on December 29, 2006 pursuant to D.06-11-025. Consistent with this precedent, SCE will 

reduce the revenue requirement authorized in this proceeding effective the date the Four Corners sale. If 

the date is October 1, 2012, SCE will reduce the 2012 GRC revenue requirement recorded in the 

BRRBA beginning on October 1, 2012. All costs included in the 2012 GRC revenue requirement 

associated with FCGS will be removed, including O&M, depreciation, and the return and taxes 

associated with the reduced rate base for such things as, plant-in-service, depreciation reserve, deferred 

taxes, materials and supplies, and working capital. 

Another ratemaking issue relating to the sale of Four Corners is DRA’s proposal to remove 

SCE’s estimated overhaul O&M costs from SCE’s GRC revenue requirement before the sale is final. 
                                                 
179  Pursuant to Rule 13.9, SCE has filed a separate motion requesting that the Commission take official notice of Sierra 

Club’s Notice of Intent to sue. 
180 Exhibit DRA-9C, pp. 8-9. 
181 Exhibit SCE-25, Vol. 1, p. 6. 
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The removal of these overhaul O&M costs before the sale is final is not appropriate. Consistent with 

past GRC proceedings, SCE is requesting to recover the cost of an overhaul over the three-year 2012 

GRC cycle (i.e., 2012-2014), instead of in one year. Should the sale become final on October 1, 2012 as 

expected, SCE agrees to refund the “over-collection” that would occur as a result of SCE recovering 

9/36ths of the overhaul cost for nine months (i.e., January through September) even though the overhaul 

had not occurred as of October 1, 2012. As such, based on this example, SCE would record a credit of 

$2.25 million, or 9/36ths of the estimated $9.0 million overhaul costs in the BRRBA to be refunded to 

customers. If the sale date slips and the overhaul takes place prior to the sale date, then there would be 

nothing to be refunded because SCE would have incurred the overhaul costs. 

4.3 Generation – Hydroelectric Generation 

4.3.1 Introduction 

SCE addresses TURN’s proposed reductions to SCE’s 2010 capital forecast in Section 4.5 of this 

opening brief. In this Section 4.3, SCE addresses ESRA’s proposed reductions to SCE’s 2010-2014 

capital forecast, which is summarized in SCE’s Table I-2 in Exhibit SCE-17, Volume 7 (Part 2).183 In 

summary, ESRA proposes capital reductions relating to (1) the Eastern Hydro Substation Projects, 

including the Lee Vining Substation, (2) the Lundy Reline Conveyance System, and (3) SCE’s FERC 

relicensing projects.184 ESRA also proposes that SCE provides additional capital information in its GRC 

filings.185 ESRA’s issues are addressed below. 

4.3.2 Eight Eastern Hydro Substation Projects, Including The Lee Vining Substation, Are 

Expected To Be In Service By December 2014 

As indicated in SCE’s testimony on post test year ratemaking, SCE explains that it seeks 

Commission approval of SCE’s budget-based capital forecast for years 2010-2014.186 SCE has eight 

substation projects relating to the Eastern Hydro area that will be in-service by Year 2014, including the 

Lee Vining Substation.187 

                                                 
Continued from the previous page 
182 D.06-11-025, Ordering Paragraph No. 2. 
183  Exhibit SCE-17, Vol. 7, Part 2, p. 2, Table I-2. 
184  Exhibit SCE-17, Vol. 7, Part 2, p. 2, line 2 – p. 3, line 6. 
185  Exhibit SCE-17, Vol. 7, Part 2, p. 3, lines 8-13. 
186 Exhibit SCE-10, Vol. 1, p. 100, line 16 – p. 101, line 4. 
187 Exhibit SCE-02, Vol. 7, Part 2, p. 41, Table VII-13. This Table from SCE’s direct testimony lists 11 projects, of which 

SCE now believes the Magmagen, Mt. Tom, and Skiland projects could now be in service after year 2014. See Exhibit 
SCE-17, Vol. 7, Part 2, pp. 1, 18. ESRA does not take issue with line item 1 (the Lundy Replace LPH Rack in 
Substation) of Table VII-13. Exhibit ESRA-01, p. 40.  
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It is important to note that ESRA does not question the necessity of the Eastern Hydro Substation 

projects listed on Table VII-13 of Exhibit SCE-17, Volume 7, Part 2.188 Rather, ESRA’s concern is 

whether the projects will be constructed during the GRC forecast period.189 This is a legitimate concern, 

which cannot be determined with absolute certainty or precision, given that GRC applications before the 

Commission involve multi-year cycles and given that forecasting is a necessity in this process. Indeed, 

in July 2010 (when SCE submitted its Notice of Intent), SCE included 11 capital projects for the Eastern 

Hydro area on Table VII-13 based on the best information SCE was aware of at that time. Subsequently, 

as a result of ESRA’s testimony and in preparation of its rebuttal testimony, SCE re-examined its 

forecast for the Eastern Hydro Substation projects in June 2011 and has concluded that except for the 

Magmagen, Mt. Tom, and Skiland capital projects190 the remaining eight projects are expected to be in 

service by December 2014, including the new Lee Vining Substation. While Magmagen, Mt. Tom, and 

Skiland are no longer expected to be in service by December 2014, SCE cannot say with certainty 

whether additional capital projects not listed on Table VIII-13 will be needed for the Eastern Hydro 

area. 

With respect to the remaining eight projects, ESRA does not take issue with the expected in-

service date for line item 1 (the Lundy Replace LPH Rack) of Table VII-13 in Exhibit SCE-02, Volume 

7, part 2, which has an in-service date of Year 2010.191 With respect to the seven other capital projects, 

ESRA has expressed concern over the timeframe of the substation projects, given that SCE has not made 

a decision with respect to whether some of these facilities will need to go through the permitting 

process.192 ESRA appears to be particularly concern with the proposed Lee Vining Substation,193 a new 

substation that SCE currently proposes to be constructed west of Highway 395 to replace an existing 

substation that requires refurbishment for reliability. ESRA is concerned with the aesthetics of having 

the new Lee Vining Substation west of Highway 395,194 whether the public will have the opportunity to 

                                                 
188 ESRA does not take issue with line item 1 (the Lundy Replace LPH Rack in Substation) of Exhibit SCE-02, Vol. 7, Part 

2, p. 41, Table VII-13. See Exhibit ESRA-01, p. 40.  
189 Id. 
190 These are line items 7-9 of Exhibit SCE-02, Vol. 7, Part 2, p. 41, Table VII-13. Exhibit SCE-17, Vol. 7, Part 2, pp. 4, 17. 
191 ESRA, Bellomo, Tr. 18/2813, lines 14-22. 
192 Exhibit ESRA-01, p. 40.  
193 Exhibit ESRA-01, pp. 31-40. 
194 Exhibit ESRA-01, pp. 31-32. 
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provide input in the permitting process per requirements of GO 131-D,195 and whether there is a threat of 

an avalanche at the proposed site.196 

Regarding the proposed Lee Vining Substation, SCE believes that the proposed site west of 

Highway 395 is the most practical option at this time and offers SCE the following benefits:  SCE owns 

the land reducing the cost, the construction can be done in advance to minimize the impact to the town 

of Lee Vining, the environmental risk of operating on a creek is removed, the location away from the 

highway allows the use of landscaping to partially hide the substation, and the new location would be at 

the intersection of existing transmission lines allowing some lines to be removed that cross Highway 

395.197 With respect to ESRA’s concern over opportunities for public input of the site selection, SCE has 

determined that a Permit To Construct pursuant to GO 131-D will be needed. Therefore, ESRA and 

other stakeholders will be able to address their concerns through the GO 131-D process, including the 

aesthetics of the proposed new site.198 With respect to the aesthetics, SCE notes that the existing 

substation is adjacent to Highway 395 just south of Lee Vining, and regardless of rebuilding it in its 

present location (which is not practical) or west of Highway 395, it will remain at least partially visible 

when driving in the area.199 Also, as testified by SCE witness Kurpakus, SCE has agreed to planting or 

other visual screening to reduce the view of the new substation. With respect to concerns regarding 

avalanches, SCE notes that the Avalanche Report in ESRA’s Exhibit ESRA-2 concludes, among other 

things, that (1) the slope is not an active avalanche path, and (2) the level of avalanche risk at the 

proposed site is relatively low.200 As noted by Mr. Kurpakus, if an avalanche were to occur that went as 

far as Highway 395, it would also affect the existing substation site as well.201 

The Commission should not be making a determination in this GRC application whether the site 

west of Highway 395 or a different site is the best and appropriate location for the new substation. 

Instead, the Commission needs to assess whether SCE will be able to complete the Lee Vining 

Substation by year 2014, and thus be part of this rate case. As testified by SCE witness Kurpakus, the 

Lee Vining Substation project is planned for completion in December 2013. SCE has initiated the GO 

131-D Permit-To-Construct process, and there is ample time to complete the review process and 

                                                 
195 Exhibit ESRA-01, pp. 32-34. 
196 Exhibit ESRA-01, pp. 35-36. 
197 Exhibit SCE-17, Vol. 7, Part 2, p. 18, lines 17-23. 
198 Exhibit SCE-17, Vol. 7, Part 2, p. 18, lines 25-26. 
199 Exhibit SCE-17, Vol. 7, Part 2, p. 18, lines 26-30. 
200 See the Avalanche Hazard Assessment for the Lee Vining Substation Relocation Project, Exhibit ESRA-02. 
201 Exhibit SCE-17, Vol. 7, Part 2, p. 20, lines 17-18. 
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complete the construction by December 2013, and even if there were delays, the completion time would 

extend past the end of 2014.202 

Regarding the six other Eastern Hydro substation projects, ESRA is drawing the wrong 

conclusion that these projects cannot be constructed on time simply because SCE has not yet made a 

final determination of whether or not the scope of work is subject to GO 131-D Permit-To-Construct 

requirements. That determination is often made shortly before construction commences.203 SCE’s 

opinion is that the six remaining projects204 will not be subject to the GO 131-D Permit To Construct 

requirements. As indicated by SCE witness Kurpakus, these projects will be viewed as a “substation 

modification” (as defined in GO 131-D, Section III.B) because the scope of work will be within the 

existing substations and will not increase voltage.205 However, even if SCE had not made its internal 

determination, it is not at all unusual for projects with on-line dates within the next few years to not yet 

have an internal SCE determination of GO 131-D exemption.206 

4.3.3 The Lundy Reline Conveyance System 

4.3.3.1 SCE Is Required To Construct The Lundy Reline Conveyance System Under Its FERC-

Related Settlement Agreement With The US Department Of Agriculture, The US 

Department Of Interior, And The California Department Of Fish And Game 

As indicated in SCE’s testimony,207 upon the Federal Energy Regulatory Commission (FERC) 

approval of the Lundy Reline Conveyance System (also known as the “Return Ditch,” “reline” or similar 

terms), SCE is obligated under Section 3.6.6 of the 2004 Lundy Hydroelectric Project Settlement 

Agreement (Settlement Agreement) executed among SCE, the United States Department of Agriculture 

(Forest Service), the United States Department of the Interior (Bureau of Land Management), the 

California Department of Fish and Game, the Mono Lake Committee, California Trout, and American 

Rivers to construct the Conveyance System.208 On March 17, 2011, FERC approved the Conveyance 

System,209 which then requires SCE to pursue construction per Section 3.6.6 of the Settlement 

                                                 
202 Exhibit SCE-17, Vol. 7, Part 2, p. 19, lines 2-9. 
203 Exhibit SCE-17, Vol. 7, Part 2, p. 18, lines 3-6. 
204 Exhibit SCE-17, Vol. 7, Part 2, p. 17, lines 15-16. 
205 Exhibit SCE-17, Vol. 7, Part 2, p. 17, lines 18-20. 
206 Exhibit SCE-17, Vol. 7, Part 2, p. 18, lines 1-3. 
207 SCE-17, Vol. 07, Part 2, p. 9, lines 13-19. 
208  Exhibit SCE-17, Vol. 7, Part 3, p. B-3. See also Section 3.6.6 of the Settlement Agreement which provides, “After FERC 

approval, SCE will proceed with construction of the return conveyance facility.” Id. at p. B-14. 
209  134 FERC ¶ 61,195 (March 17, 2011). 
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Agreement. FERC’s approval expires in March 2015,210 and given this deadline, SCE forecasts this 

project to be in service by 2014, which is why this capital project is included in SCE’s rate case. 

4.3.3.2 The Water Dispute Between Wilson Creek and Mill Creek Water Rights Holder Is Not 

An Issue To Be Resolved By The Commission 

Fundamentally, the dispute that led to the execution of the Settlement Agreement appears to be 

an ongoing dispute between the holders of water rights along Wilson Creek and the holders of water 

rights along Mill Creek. This is an ongoing dispute that should not be resolved by the Commission and 

certainly not in this GRC application. Essentially, as seen in the map in Exhibit ESRA-6, because of the 

constructing the Lundy Reline Conveyance System project, a greater portion of water could potentially 

be transported to Mill Creek away from Wilson Creek. However, whether or not such diversions to Mill 

Creek will materialize will depend on a number of factors such as the water rights held by the water 

holders,211 whether these water rights will be exercised,212 and the available water that is from the Lundy 

powerhouse.213 

Prior to construction of the Lundy Dam and the Lundy Powerhouse, all of the flow that currently 

goes through the Lundy powerhouse flowed down Mill Creek. As seen on one of the attachments to 

Appendix B in Exhibit ESRA-2 on water rights hierarchy, the first 1 cfs of water rights is released at 

Lundy Dam. The remaining water rights are diverted to flow to the Lundy Powerhouse. Downstream of 

the Lundy Powerhouse, water holders along Wilson Creek are entitled to the next 18 cfs, followed by 

approximately 19 cfs going to water holders along Mill Creek (if they choose to exercise these water 

rights), then about 18 cfs going to water holders along Wilson Creek, and finally, the balance going to 

water holders along Mill Creek (again, if they choose to exercise these water rights). If the water holders 

on Mill Creek do not exercise their water rights, the water flows to Wilson Creek by default, which is 

essentially what has been happening since the last use of the Lundy Return ditch in 2006. 

As indicated in by SCE witness Mr. Kurpakus, the maximum powerhouse discharge that could 

flow into Wilson Creek or Mill Creek is 70 cubic feet per second (CFS).214 While 70 CFS represents the 

maximum discharge, the actual discharge is usually much less, depending on water flows during the 

                                                 
210  134 FERC ¶ 61,195 (Ordering Paragraph D) (March 17, 2011). 
211 See the attachment titled “Mill Creek (Lundy Project) Water Rights Hierarchy, which is an attachment to Appendix B in 

ESRA-2. 
212 Id. 
213 Water flows vary during the calendar year. For example, approximately 220 days during the year (365 days – 145 days), 

water flows at only 18 cfs or less, which means these water flows all go to Wilson Creek water holders. Exhibit SCE-17, 
Vol. 7, Part 2, p. 13, line 28 to p. 14, line 2. 

214  SCE-02, Vol. 07, Part 2, p. 89. 
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year. According to historical data, water flows are 18 cfs or less during approximately 220 days of the 

year.215 Given that the water holders along Wilson Creek are entitled to the first 18 cfs diverted from the 

Lundy Powerhouse, the water holders along Wilson Creek would continue to receive water 365 days 

during the year, while on average water holders on Mill Creek would have the opportunity to receive 

water only 145 days per year if the Lundy Reline Conveyance System is built and if they chose to 

exercise their water rights.216 

Even though there are water right holders along both Wilson Creek and Mill Creek,217 since 2006 

all of the water discharged from the Lundy Power House has flowed to Wilson Creek only. The 

Settlement Agreement thus corrects this situation and makes it possible for water rights holder along 

Mill Creek to exercise their water rights according to the water rights hierarchy. As indicated above, the 

water rights holders along Wilson Creek retain the first218 18 CFS of water from the Lundy Powerhouse 

during the entire calendar year, and this will not change under the Settlement Agreement, which 

provides that the first 18 CFS to 30.6 CFS will continue to flow to Wilson Creek.219 

As indicated above, the water right disputes between the water holders along Wilson and Mill 

Creek should not be resolved by the Commission. Nor is the CPUC in a position to second guess the 

statements by FERC staff that there would be minimal impacts to lower Wilson Creek as a result of any 

water diversion to Mill Creek: 
Staff concluded that, if flows were diverted from Wilson Creek to Mill Creek, the riparian 
corridor in upper Wilson Creek would persist, though it would likely be reduced in extent, 
while minimal adverse effects should occur in lower Wilson Creek due to the paucity of 
riparian vegetation in that stretch.220 

Staff concluded that the expected benefits to Mill Creek would substantially outweigh any 
losses of riparian habitat value in Wilson Creek.221 

Admittedly, the FERC decisions cited above are filled with a plethora of statements from FERC 

staff that can be interpreted as either supporting Wilson Creek water rights holders or Mill Creek water 

rights holder. However, there is sufficient evidence to indicate that FERC staff evaluated the matter, and 

                                                 
215 Water flows vary during the calendar year. For example, approximately 220 days during the year (365 days – 145 days), 

water flows at only 18 cfs or less, which means these water flows all go to Wilson Creek water holders. Exhibit SCE-17, 
Vol. 7, Part 2, p. 13, line 28 to p. 14, line 2. 

216 This excludes the first 1 cfs that is released at Lundy dam. Exhibit SCE-17, Vol. 7, Part 2, p. 13, line 28 to p. 14, line 2. 
217 See the attachment to Appendix B in Exhibit ESRA-02 on water rights hierarchy. 
218  Note:  The first cfs is released at Lundy Dam does not flow to either Wilson Creek or Mill Creek, but is diverted above 

the return ditch. Id. 
219  Exhibit SCE-17, Vol. 07, Part 2, p. 13. 
220  134 FERC ¶ 61,195, (March 17, 2011), p. 8 (emphasis added). 
221  121 FERC ¶ 61,154, (November 15, 2007), p. 17. 
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FERC certainly approved the construction of the Lundy Reline Conveyance System as set forth in the 

FERC Order Amending License, March 17, 2011, despite the dispute between the water right holders 

and any environmental impacts associated with the Conveyance System. The Commission, in this case, 

should give deference to parties like SCE, the US Department of Agriculture, the Department of Interior, 

and the California Fish and Game – all of these entities are not water right holders and all concluded that 

executing the Settlement Agreement was a reasonable resolution of the dispute between the water right 

holders along Wilson Creek and Mill Creek. 

4.3.3.3 SCE Forecasts The Lundy Conveyance System To Be Completed By December 2014 

Regarding SCE’s Settlement Agreement with the United States Department of Agriculture, the 

United States Department of the Interior, the California Department of Fish and Game, et. al, the 

relevant issue for the Commission is not whether the Lundy Reline Conveyance System should be 

constructed and whose water rights should have priority. Rather, the issue properly within the scope of 

the GRC is whether it is reasonable to include the Conveyance System forecast planned for completion 

prior to December 2014, and thus properly within SCE’s 2010-2014 capital forecast. As indicated 

earlier, FERC’s approval of the Conveyance System expires in March 2015222 and given this deadline, 

SCE forecasts this project to be in service by December 2014. Therefore it is appropriate that this capital 

project be included in this rate case. SCE has indicated that it does not intend to wait till March 2015 to 

complete construction of the Conveyance System, and thus believes that the inclusion of this project in 

its forecast is reasonable.223 

4.3.4 FERC Relicensing Projects 

The Commission should reject ESRA’s proposed reductions for FERC relicensing projects for 

years 2011-2013, which are summarized in Table 1-2 of Exhibit SCE-17, Volume 7 (Part 2).224 

Specifically, ESRA recommends either (1) reducing SCE’s hydro FERC relicensing capital forecast in 

the current GRC by the difference between the capital forecast in the 2009 GRC and the actual 

expenditures, or (2) limiting the annual forecast amount for relicensing to the maximum annual amount 

recorded during the years 2007-2010.225  

                                                 
222 134 FERC ¶ 61,195 (Ordering Paragraph D) (March 17, 2010). 
223 SCE, Kurpakus, Tr. 18/2743, lines 17-25. 
224 Exhibit SCE-17, Vol. 7, Part 2, p. 2. 
225 Exhibit ESRA-1, p. 52. In order to compute ESRA’s proposed reduction for this alternate proposal for SCE’s Table I-2 

in Exhibit SCE-17, Vol. 7, Part 2, SCE used the value of $5.026 million (i.e., the sum of license expenditures in the 
highest year recorded during 2007-2010, which occurred in 2008), and subtracted it from SCE’s relicensing expenditure 
forecast for 2011-2014.  
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First, SCE is unclear whether ESRA understands that 2012 GRC rates are computed based on the 

actual capital expenditures completed during 2007-2009 and not on the expenditures forecast in the 2009 

GRC. That is, the actual revenue requirement for the capital expenditures that occurred in 2007-2009 

was used in the Results of Operation model for the 2012 GRC, and thus the historical forecast from 

years 2007-2009 are now largely irrelevant.226 The capital budget-based forecasts for 2010 and 2011 in 

the 2009 GRC were not approved by the Commission, and therefore ESRA’s recommendation has no 

bearing on SCE’s 2012 GRC hydro capital forecast.227  

Second, as the Commission is fully aware, GRCs adopt forecasts, which provide utilities with the 

flexibility needed to manage their capital expenditures. By their nature, forecasts will be imprecise. It is 

not uncommon for circumstances to arise such that actual capital expenditures might vary from the 

forecast. For example, projects can be delayed due to factors beyond SCE’s control, or other 

expenditures might need to be accelerated because equipment degrades or fails earlier than forecast. 

Specifically, with respect to the FERC relicensing projects, SCE experienced delays in our relicensing 

work primarily due to delays with the California State Water Quality Resources Board, which SCE had 

no control over.228 However, during 2007-2009, capital expenditures under-runs in our relicensing area 

were largely offset because we incurred larger-than-forecast expenditures for other hydro capital work.229 

4.3.5 Additional Capital Information 

ESRA recommends that the utilities be required to submit additional capital information so that 

intervenors can better track and compare capital expenditures to forecasts made in prior rate cases.230 

Generally, SCE believes it has met its burden of proof, as evident by the enormous amounts of 

testimony SCE submits to support its capital requests. SCE also does not object to providing additional 

information relating to its application, as evident by the numerous data requests SCE responded to in 

this proceeding. 

With respect to capital expenditures, SCE can track cost accounting data without difficulty. SCE 

makes available its entire capital budget (also known as the “Yellow Book,” which is a workpaper to 

SCE-10). As testified by SCE witness Kurpakus, records are kept with each line item (also known as the 

WBS item) in the Yellow Book, and there are often separate work orders that are attached to each WBS 

                                                 
226 Exhibit SCE-17, Vol. 7, Part 2, p. 24. 
227 Exhibit SCE-17, Vol. 7, Part 2, pp. 22-23. 
228 Exhibit SCE-17, Vol. 7, Part 2, p. 23. SCE, Kurpakus, Tr. 18/2795, lines 12-24. 
229 Exhibit SCE-17, Vol. 7, Part 2, p. 23.  
230 Exhibit ESRA-1, pp. 44-49.  
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element for each capital project, which can be tracked. This type of cost accounting is available and SCE 

does not object to providing cost accounting data to intervenors or the Commission.231 

However, what is difficult and very time-consuming is to provide the specific type of detail 

information that ESRA requested in Exhibit ESRA-3, which is not cost accounting data.232 To provide 

the type of data ESRA requested which is not computerized, SCE had to spend hours to review 

approximately 300 projects, made sure there were no changes, go through each one by line item, and 

verify each one.233 SCE witness Worden testified that the scope and scale of capital is massive. At any 

point in time, SCE has 130,000 to 150,000 work orders that are open, and we open about 35,000 new 

work orders every years.234 In summary, the Commission should reject ESRA’s proposal to require the 

utilities to provide the additional detailed information recommended. While cost accounting data would 

be relatively easy to provide, the information requested by ESRA is beyond that identified in the 

Commission’s Rate Case Plan Decision No. 89-01-040. Data requests are the appropriate tool used in 

the discovery process should parties desire additional information. 

4.4 Generation – Gas-Fired Generation 

4.4.1 Mountain view 

SCE addresses TURN’s proposed reductions to SCE’s Mountainview 2010 capital forecast in 

Section 4.5 of this Opening Brief. In this Section 4.4.1, SCE addresses two issues: (1) DRA’s proposed 

reduction of $307,000 to FERC Account 546 labor expenses relating to SCE’s compliance with North 

America Electric Reliability Council (“NERC”) reliability standards, and (2) TURN’s proposed 

reduction of $1.346 million to SCE’s 2011 and 2012 capital forecast for costs associated with 

Mountainview blanket reduction work orders. 

4.4.1.1 FERC Accounting Rules Require That The Compliance Work For NERC-Related 

Expenses For Mountainview Be Allocated To Mountainview And Not Other Generating 

Facilities 

As seen in Figure V-7 of Exhibit SCE-02, Volume 8, for FERC Account 546, SCE forecasts 

$307,000 in 2012 labor expenses above 2009 expenses due to increased labor needed to support NERC 

                                                 
231 SCE, Kurpakus, Tr. 18/2793-2794. 
232 Exhibit ESRA-3 (see Attachment to SCE-004, Q. 01a). 
233 SCE, Kurpakus, Tr. 17/2500-2501; SCE, Kurpakus, Tr. 18/2795, lines 7-11. 
234 SCE, Worden, Tr. 24/4154. 
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compliance.235 DRA opposes this increase on the basis that this work should be absorbed by the SCE 

staff that performs NERC-related work for SCE’s Peaker and Hydroelectric Generation facilities. 

By way of background, Congress passed the Energy Act, which authorized FERC to enforce 

mandatory reliability standards in June 2007 through the NERC Reliability Standards and which impacts 

SCE’s Mountainview, Peaker, and Hydroelectric Generation facilities.236 SCE hired staff in late-2009 to 

deal with NERC Reliability Standards compliance, some of whom work at the assigned plant (i.e., 

Mountainview, Peaker, or Hydroelectric) and some of whom are located in the Power Production 

Division’s San Dimas office and who spend their time working on all three areas.237 SCE has forecasted 

a total of $2.7 million of labor and nonlabor expenses to comply with these NERC reliability standards, 

of which $307,000 are attributed to Mountainview labor expenses and which DRA opposes,238 and of 

which $2.333 million are attributed to Peaker and Hydroelectric Generation facilities and which DRA 

does not oppose. Regardless of whether an employee working on NERC compliance is assigned to a 

plant or San Dimas, the Commission should reject DRA’s proposal because FERC accounting rules 

require that O&M work is charged to the appropriate Peaker, Hydro, Mountainview O&M accounts.239 

As testified by SCE witness Cuthbertson, it would be inappropriate to only charge peaker and hydro 

centralized work for work that also is performed on behalf of Mountainview.240 Work that must be 

performed to assure Mountainview’s compliance with the standards is in addition to the work performed 

to assure Peaker and Hydro facility compliance.241 

4.4.1.2 TURN’s Reduction To Mountainview Blanket Work Orders Would Not Make SCE 

Whole For Capital Spare Part Expenses 

Mountainview’s 2010-2014 capital expenditures forecast is discussed in Chapter VI of Exhibit 

SCE-02, Volume 8. One type of capital project is “Blanket and Spare Parts,” of which there are four 

separate Mountainview Blanket Work Orders: (1) Furniture & Equipment, (2) Tools, (3) Buildings & 

Grounds, and (4) Capital Spare Parts.242 As is typically done for capital expenditures, SCE has a budget-

                                                 
235 Exhibit SCE-02, Vol. 8, p. 33. 
236 Exhibit SCE-17, Vol. 8, pp. 4-5.  
237 Exhibit SCE-17, Vol. 8, pp. 4-5. 
238 DRA does not oppose the $60,000 in non-labor expenses associated with Mountainview NERC compliance. 
239 Exhibit SCE-17, Vol. 8, p. 5. 
240 Exhibit SCE-17, Vol. 8, p. 5. 
241 Exhibit SCE-17, Vol. 8, p. 5. 
242 Exhibit SCE-17, Vol. 8, p. 8. 
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based forecast for Mountainview’s 2011 and 2012 capital expenses based on SCE’s experience of 

known and forecasted work to occur.243 

TURN proposes to use a three-year average of recorded expenditures (2007-2009) to forecast 

Mountainview’s the four categories of blanket work capital expenditures for 2011-2012.244 Using a 

three-year average does not make sense, however, for Capital Spare Parts. As seen in Table IV-1 in 

Exhibit SCE-17, Volume 8,245 because there were no recorded expenses in 2007 and 2008, but $987,000 

in 2009, TURN’s proposal would result in a three-year average of $283,000 for Mountainview Capital 

Spare Parts. Yet, based on 2011 data available, SCE already knows that its capital spare parts for 

Mountainview for 2011 will be well the three-year average proposed by TURN as well as the $500,000 

SCE initially forecasted in November 2010.246 

Indeed, SCE’s higher than expected expenses in 2011 is consistent with SCE’s testimony that 

expenses for spare parts for Mountainview is increasing. As testified by SCE witness Cuthbertson, 

Mountainview is a relatively new plant and as it ages, it will incur increasing levels of capital 

expenditures to replace worn out and failed equipment items.247 In addition, some items have long 

procurement lead-times, and it is not always possible to predict failure sufficiently far in advance to 

secure the replacement in time.248 Further, Mountainview forecasts that Units 3 and 4 will undergo their 

first round of Major Inspection Overhauls during the GRC rate cycle. SCE must have an adequate 

supply of capital spare parts as it inspects its major equipment.249 

While SCE believes it is appropriate to use a budget-based approach for forecasting capital 

expenses as SCE has done with Mountainview, SCE would conditionally accept TURN’s proposed 

method to forecast 2011-2012 expenditures using a three-year average for the three Blanket Work 

Orders not relating to Capital Spare Parts. For (1) Furniture & Equipment, (2) Tools, and (3) Buildings 

& Ground, the recorded data indicates that the amounts can vary significantly from year to year and 

there is no overall trend that would suggest that expenses are increasing or decreasing.250 However, 

SCE’s acceptance is conditioned upon the Commission accepting SCE’s current (i.e., June 2011) capital 

spare parts forecast totals of $0.790 million in 2011 (compared to SCE’s November 2010 forecast of 
                                                 
243 Exhibit SCE-17, Vol. 8, p. 8. 
244 Exhibit TURN-03, p. 26. 
245 Exhibit SCE-17, Vol. 8, p. 10. 
246 Exhibit SCE-17, Vol. 8, p. 9, lines 1-2, and p. 10, footnote 19 and accompanying Appendix B. 
247 Exhibit SCE-17, Vol. 8, p. 10. 
248 Exhibit SCE-17, Vol. 8, p. 10. 
249 Exhibit SCE-17, Vol. 8, pp. 9-10. 
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$0.500 million in table VI-11 in Exhibit SCE-2, Vol. 8, p. 58 but which is less than SCE’s 2009 

recorded expenses of $0.849 million) and totals $0.988 million in 2012 (compared to the original 

forecast of $1.0 million in Table VI-11 in Exhibit SCE-2, Vol. 8, p. 58) for a net increase of $0.278 

million for 2011-2012 combined.251 As indicated in the prior paragraph, SCE’s current (i.e., June 2011) 

forecast for Mountainview Spare Parts is supported by the testimony of SCE witness Cuthbertson that 

the costs of Mountainview’s spare parts are higher than anticipated and the General Electric invoices in 

Appendix B of SCE-17, Vol. 8. SCE’s conditional acceptance would result in an overall decrease of 

$0.160 million and $0.012 million than SCE’s original 2011 and 2012 forecasts.252 

4.4.2 Peakers 

4.4.2.1 Introduction 

DRA’s and TURN’s arguments that the Commission should omit the approved-but-not-yet-

constructed McGrath Peaker from SCE’s TY 2012 O&M and capital forecasts should be rejected. The 

Commission should approve SCE forecasts in full (as adjusted by SCE’s rebuttal testimony).253 Virtually 

all of DRA’s and TURN’s proposed reductions are associated with their arguments that the McGrath 

Peaker is not likely to be in operation in the 2012 GRC test year, and that therefore costs associated with 

McGrath should not be included in rates. Moreover, neither DRA nor TURN contest the amount of the 

$20 million in capital expenditures necessary to construct McGrath, instead relying on unsubstantiated 

arguments about uncertainty regarding its construction. Below, SCE demonstrates that those arguments 

are without merit. 

                                                 
Continued from the previous page 
250 See Table IV-1, p. 8, in Exhibit SCE-17, Vol. 8. 
251 Exhibit SCE-17, Vol. 8, p. 10, fn. 19. 
252 Exhibit SCE-17, Vol. 8, p. 10. 
253  SCE agrees that the Peaker O&M Test Year Expense forecast should be reduced by $0.267 million, and the Results of 

Operation calculations updated, to reflect the most current forecast in-service date for the McGrath Peaker, which is 
August 2012. Exhibit SCE-17, Vol. 9, p. 1. SCE is also prepared to reduce our capital expenditure forecast for McGrath 
Peaker-related post-construction projects (i.e., construction of a multi-purpose building and installation of a redundant 
compressor) by $5.3 million as these two projects will likely not enter service until 2015 given the McGrath construction 
delays. These capital projects consist of $1.5 million in expenditures in 2011, $1.8 million in 2012, and $2.0 million in 
2013. Id.. See also Exhibit SCE-2, Vol. 9, p. 15, Table III-4. However, SCE disagrees with TURN’s assertion that the 
redundant compressor for McGrath is not needed. SCE already demonstrated the need for and cost effectiveness of 
adding redundant compressors to each SCE Peaker in SCE’s 2009 GRC Proceeding. See also Exhibit SCE-17, Vol. 9, 
pp. 16-17. 
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4.4.2.2 SCE is Forecasting the Completion of the McGrath Peaker by Mid-2012, at the Beginning 

of this Rate Case Cycle 

DRA and TURN propose reductions to SCE’s Peaker O&M expense and Capital expenditure 

forecasts to remove McGrath-related costs. Specifically, DRA and TURN collectively recommend a 

$2.589 million reduction in TY 2012 for O&M costs and $20 million in capital construction costs 

associated with the McGrath Peaker.254 To begin, even if the Commission were to accept DRA’s and 

TURN’s arguments about McGrath’s construction (which it should not), SCE included only $1.108 

million for McGrath costs in our Peaker O&M forecast, not the $2.589 million cited by DRA, which 

includes costs for the four operational Peakers – costs that SCE will incur regardless of when McGrath 

becomes operational.255 

Regarding capital expenditures, the estimated $20 million of capital expenditures associated with 

McGrath should be included in this GRC cycle capital forecast. First, all capital cost forecasts are just 

that: forecasts. There is no guarantee that any capital project forecast to be built in the future will be 

built pursuant to the exact timing of the forecast. Yet, capital construction costs for hundreds of projects 

are routinely forecast, regularly approved by the Commission in each GRC, and accordingly included in 

rates based on the forecast. The McGrath Peaker is no different in that respect and its construction costs 

should be included in rate base in this case. In addition, the completion of McGrath is essentially now 

only a matter of “when,” not “if.” Importantly, DRA’s and TURN’s256 testimony completely ignore the 

fact that on August 13, 2010, the Los Angeles County Superior Court issued a decision denying the City 

of Oxnard’s (City) writ of mandate lawsuit, and upholding the McGrath Peaker’s Coastal Development 

Permit (CDP).257 Subsequent to the submission of the McGrath-related written and live testimony in this 

proceeding, on August 17, 2011, the California State Court of Appeal upheld the Superior Court’s 

                                                 
254 See Exhibit DRA-09, p. 6; Exhibit TURN-03, pp. 27-28; Exhibit SCE-17, Vol. 9, p. 1, Table I-1. 
255  See Exhibit SCE-17, Vol. 9, p. 2 and Exhibit SCE-02, Vol. 9, p. 27, Table IV-9. DRA did not itemize its proposed 

$2.589 million Peaker O&M TY Expense Forecast reduction, and did not provide any workpapers or additional 
explanation on its assertion that McGrath represents $2.589 million or 29 percent of SCE’s O&M forecast. It appears 
instead that DRA simply adopted Last Recorded Year (2009) as their Test Year Forecast for the SCE Peakers and 
erroneously assumed that 100 percent of the amount of the forecast O&M expenses above 2009 recorded levels is 
associated with McGrath. But that is not so. DRA simply ignores the other two issues discussed in SCE’s testimony that 
are expected to increase Peaker expense, i.e., costs resulting from increased dispatch ($0.833 million) and the increasing 
costs of NERC reliability standards compliance ($0.702 million). These two costs impact all of the peakers. TURN’s 
testimony recognizes this DRA error. 

256  It should be noted that TURN is also actively attempting to block the construction of the McGrath peaker, as it has joined 
the City of Oxnard in various failed petitions to the Commission to “re-consider” the need for the project. The 
Commission should consider this when evaluating TURN’s request for cost disallowances because of the “delay” in 
McGrath’s construction. 

257  Exhibit SCE-17, Vol. 9., pp. 2-3. 
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decision, unanimously rejecting the City’s appeal in a 21-page written decision issued only three days 

after hearing oral argument.258 That decision comprehensively rejected all of the City’s arguments 

regarding the CDP. The only remaining issue preventing SCE from immediately completing the 

McGrath’s Peaker’s construction is that the City to date has refused to issue certain ministerial permits 

related to the construction. The City has used its purported local “water neutrality policy” as its reason 

for withholding the ministerial permits.259 The City does not have the legal right to withhold non-water-

related ministerial permits based on a purported local water policy. On June 24, 2011, SCE filed a writ 

of mandate petition in the Ventura County Superior Court to force the issuance of these ministerial 

construction permits.260 The lawsuit is set for hearing in February 2012. However, subsequent to the 

filing of the lawsuit, SCE has made additional compliance offers regarding the “water neutrality policy” 

that, if accepted by the City, will obviate the need for the lawsuit and would allow construction to 

commence immediately. Indeed, active and promising settlement negotiations on this subject are 

continuing, and SCE will update the Commission appropriately if and when a final written settlement 

agreement is executed.261 Finally, the McGrath Peaker continues to be vitally needed, and SCE is 

actively engaging in all pre-construction activities allowed by the CDP for which we do not need City-

issued ministerial permits.262 Given the status of the various litigations and ongoing 

compliance/settlement discussions, we currently forecast that McGrath construction will be completed in 

mid-2012, such that McGrath operation will still commence relatively early in the 2012 GRC rate 

cycle.263 SCE agrees to reduce our Peaker TY O&M expense forecast by $0.267 million and to factor 

this reduction into the capital cost recovery computation to reflect this updated forecast in-service date 

for the McGrath Peaker.264 

                                                 
258  Pursuant to Commission Rule of Practice and Procedure 13.9, SCE has filed a separate motion requesting that the 

Commission take official notice of the August 17, 2011 appellate decision upholding McGrath’s CDP. 
259  Exhibit SCE-17, Vol. 9, pp. 2-3. 
260  Exhibit SCE-17, Vol. 9, pp. 2-3. 
261  SCE, Phelan, Tr. 14/1957, line 6 through 1958, line 13. 
262 Exhibit SCE-17, Vol. 9, pp. 6-7. 
263  Exhibit SCE-17, Vol. 9, p. 3. Moreover, the Commission has additional assurances of cost reasonableness related to 

McGrath that it does not have with other forecast capital projects. If the Commission puts McGrath-related forecast 
capital costs into rates as SCE is requesting through this GRC, those expenditures will be subject to refund pending a 
cost recovery reasonableness review SCE is required to file pursuant to the June 9, 2009 Scoping Memorandum in A.07-
12-029. Should the Commission grant DRA’s and TURN’s request to remove the costs associated with the McGrath 
peaker from the GRC revenue requirement in this proceeding (which it should not), SCE requests the authority to 
establish a memorandum account that will allow SCE the opportunity to recover the McGrath-related revenue 
requirement in the future once the peaker is in service. See Exhibit SCE-17, Vol. 9, p. 3, fn. 6. 

264  Exhibit SCE-17, Vol. 9, pp. 14-15. 
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4.4.2.3 SCE’s Increased Dispatch Forecast Is Reasonable 

TURN recommends a $0.833 million reduction in Peaker-related O&M expense for TY 2012 

that relates to the anticipated increase in Peaker dispatch over current levels.265 SCE’s forecast that 

Peaker generation is going to be higher during 2012-2014 than that recorded during 2007-2009 (the four 

operational peakers entered service in August 2007) is reasonable.266 Specifically, SCE forecasts that the 

Peakers will generate an average of 51,131 MWH per year during 2012-2014 compared to an average of 

13,175 MWH per year during 2008-2009.267 

SCE expects to increase Peaker dispatch for several reasons, such as managing the additional 

1,200 MW of renewable generation resources expected to be added to the grid during 2011, including 

wind and solar energy. Wind and solar generation MW output typically vary throughout each day, as the 

underlying solar and wind resources vary. Other generation resources must be ramped up and down in 

order to deal with the continually fluctuating MW output of wind and solar plants. With their rapid 

starting and flexible loading capability, the Peakers are well suited for this service duty.268  

SCE’s overall demand forecast and SCE’s Peaker generation forecast are two separate matters, 

and the latter is influenced by issues such as increasing levels of wind and solar generation resources 

and the resulting impact on Peaker dispatch. As TURN acknowledges, the Peakers have already 

experienced, and continue to experience, increased generation over that recorded during 2008 and 2009. 

In 2010, the Peakers recorded 21,326 MWH of generation, which is over 60 percent higher than 2008-

2009 generation. Through May 2011 (the most recent month available at the time of the submittal of 

testimony) the Peakers have recorded 4,806 MWH of generation, as compared to the 4,035 MWH they 

had generated through May in 2010. This represents an approximate 19 percent increase in 2011 

generation over 2010 generation levels, based on statistics recorded in both years through May.269  

SCE’s 2012-2014 Peaker MWH generation forecast is reasonable as compared to 2010 and 2011 

year-to-date recorded figures. SCE’s $0.833 million adjustment above 2009 recorded expenses to 

account for this forecast increase in Peaker generation is also reasonable. 

4.5 Generation – Project Development Division 

SCE addresses three issues relating to our Project Development Division (PDD) in this Section 

4.5 First, SCE responds to TURN’s proposal that the Commission adopt SCE’s 2010 actual, recorded 
                                                 
265  Exhibit TURN-03, pp. 26-27. 
266 Exhibit SCE-2, Vol. 9, pp. 11-12 and 28-29; Exhibit SCE-17, Vol. 9, pp. 11-13. 
267 Exhibit SCE-2, Vol. 9, p. 12, Table II-1. 
268 Exhibit SCE-17, Vol. 9, p. 11. 
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capital expenditures for generation, rather than SCE’s 2010 capital forecast.270 Although TURN’s 

proposal impacts not only PDD but also generation-related areas not related to PDD,271 SCE is 

addressing this issue here in a single area in this brief. Second, SCE responds to the Western Power 

Trading Forum (WPTF)’s opposition to SCE’s proposed funding for PDD. Third, SCE addresses 

WPTF’s opposition to SCE’s proposal to terminate the memorandum account for PDD. 

4.5.1 Requiring Utilities To Update Their Capital Forecast Subsequent To Their Submission Of 

Their General Rate Applications And Prior To Evidentiary Hearings Is Bad Policy And 

Inconsistent With The CPUC-Adopted GRC Rate Case Plan 

SCE’s Notice of Intent (NOI) and our GRC Application were submitted to the Commission in 

July and November 2010, respectively. Therefore, by necessity, SCE’s NOI and application included a 

capital forecast for years 2010-2012. Evidentiary hearings were held in July – August 2011. However, 

rather than rely on SCE’s 2010-2012 capital forecast submitted in SCE’s NOI and Application, TURN’s 

proposal would have the effect of deviating from the Commission’s adopted Rate Case Plan and require 

utilities to perform a subsequent analysis of one of the forecast years and submit recorded data in its 

place. Specifically, for SCE, TURN’s proposal would require SCE to update its 2010 generated-related 

capital forecast with 2010 actual expenses prior to the 2011 evidentiary hearings. 

Appendix B of Decision No. 89-01-040 sets forth the Commission’s schedule and requirements 

for utility GRC applications so that they are timely processed. Significantly, the schedule calls for the 

submission of the utility’s NOI, application, evidentiary hearings, and an update process, but not the 

submission of updated capital forecasts in between the submission of the application and prior to the 

evidentiary hearings. 

All forecasts (including the capital forecasts submitted by SCE in November 2010) are, by their 

nature, imprecise and will rarely end up matching actual recorded expenses. Just as some capital 

expenditures may be delayed (causing less recorded expenses), other capital expenditures may be 

accelerated and there may be unexpected capital expenditures that the utility incurs that were never 
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271 Exhibit TURN-03, p. 24. Table 6 of TURN’s testimony indicates that its proposal would increase SCE’s 2010 capital 
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forecast. Since the GRC cycle is a three-year cycle, forecasts are a normal part of this accepted process 

for setting the test year revenue requirement. And, any error in forecasting is short in duration and 

corrected at the next GRC. 

In SCE-17, Volume 10, SCE witness Nelson identified the reasons for SCE’s opposition to 

TURN’s proposal.272 In summary, in addition to deviating from the Rate Case Plan in Decision No. 89-

01-040, requiring SCE to update its 2010 capital forecast is bad policy because it could result in cherry-

picking and selectiveness,273 would be time consuming, could result in delays, and could not be 

consistently applied among utilities, as only those rate case applications with extended schedules would 

likely to have an additional year of recorded data available subsequent to the submission of a general 

rate case application and prior to evidentiary hearings.274 As seen in Table II-1 of SCE-17, Volume 10, 

considerable time and effort was spent by SCE to analyze its 2010 recorded expenses for generation-

related capital projects. To examine TURN’s proposal, SCE had to examine the difference between 

forecasted and recorded capital expenses, even if the differences were well below $1 million. For 

example, as seem in Table II-1, the difference between Mountainview Units 3 & 4’s 2010 capital 

forecast and 2010 recorded expenses was approximately $123,000. The amount of time and effort it 

would take to analyze and perform this type of comparison in the timeframe proposed by TURN could 

be disruptive to the rate case process and to have to perform this type of update for all capital projects 

throughout the company would be extremely burdensome. 

For the above reasons, SCE opposes TURN’s proposal. Notwithstanding SCE’s opposition, in 

view of TURN’s recommendation, SCE expended the time and analyzed and compared its 2010 

generation-related recorded capital expenditures with the items listed in TURN’s Table 6.275 To the 

extent that the Commission agrees (which it should not) that it is appropriate to perform the type of 

update recommended by TURN, Table II-1 in SCE-17, Volume 10 is a summary of SCE’s 

                                                 
272 Exhibit SCE-17, Vol. 10, pp. 4-8. 
273 Although TURN appears to be limiting its request to SCE’s capital forecast for generation projects, the line drawn by 

TURN between SCE’s capital forecast for generation projects versus other capital projects is not clear, thus illustrating 
why SCE believes that the CPUC has never required such an update. In this case, there could be cherry picking and 
selectiveness in picking generation capital but not other capital. There would also be cherry picking if TURN’s proposal 
was adopted in one GRC and not another GRC, as well as in one utility’s GRC and not another utility’s GRC.  

274 For example, if SCE submitted its GRC application in the early part of 2010, for example, March 2010, it is unlike that 
this type of issue would come up because hearings would likely occur in 2010.  

275 Exhibit TURN-03, p. 24.  
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recommendation in response to TURN based on SCE’s examination of its 2010 recorded expenses for 

capital and SCE’s expected timeframe for completion of generation-related capital projects.276 

4.5.2 SCE Is Not Asking For An Increase In Funding For PDD 

By way of background, the Commission approved the creation of PDD in 2006, which was 

affirmed in SCE’s 2009 GRC proceeding.277 PDD’s primary functions are to (1) analyze generation 

technologies and costs, (2) locate sites for potential generation development, (3) monitor and participate 

in generation and legislative activity, and (4) develop and maintain “Best Option Outside Negotiation” 

for relevant generation technologies.278 For 2012, SCE forecasts $5.8 million (2009$) in labor and 

nonlabor expenses for PDD.279 

The WPTF expressed concern that SCE’s request represents proposal represented a significant 

expansion of PDD.280 SCE believes that WPTF’s concern largely stems from a calculation error in 

SCE’s direct testimony that SCE has since corrected in its rebuttal testimony. Since SCE’s 2006 GRC, 

SCE has escalated the Commission-authorized funding for PDD in each of its GRCs such that the initial 

2006 test year request of $4.95 million (2003$) was escalated to $5.012 million (2006$) in SCE’s 2009 

GRC and is again being escalated to $5.8 million (2009$) in this GRC.281 As corrected, SCE is not 

asking for an increase in funding for PPD for test year 2012 or seeking an expansion of the score of PPD 

activities.282 

4.5.3 The Commission Should Eliminate the PDD Memorandum Account 

PDD has been in existence since the 2006 GRC, and it is time to treat PDD no differently than 

the other organizations within SCE whose O&M expenses are forecasted as part of the GRC. As 

testified by SCE witness Snow, the recorded costs in the PDD are currently reviewed annually in ERRA 

review proceedings. Each year PDD’s costs have been found reasonable and included in future rates. So, 

for practical purposes, all PDD-related recorded costs have been included in rates.283 For this reason and 

                                                 
276 TURN submitted the Supplemental Testimony of William B. Marcus as Exhibit TURN-103 which indicates that table II-

1 is a fair resolution of the issue of 2010 recorded capital expenditures except for solar, fuel cells, and peakers. However, 
as noted above, SCE provided Table II-1 in SCE-17, Volume 10 to illustrate the type of time and analysis involved in 
implementing TURN’s proposal and also to specifically respond to TURN’s proposal if the Commission agrees with 
TURN (which it should not). 

277 Exhibit SCE-2, Vol. 10, p. 1. 
278 Exhibit SCE-2, Vol. 10, p. 1. 
279 Exhibit No. SCE-17, Vol. 10, p. 1, lines 16-20. 
280 Exhibit No. WPTF-01, p. 1. 
281 Because of SCE’s calculation error, SCE direct testimony indicated that the 2012 forecast was $6.55 million and not $5.8 

million. See Exhibit SCE-02, Vol. 10, p. 2 and also Exhibit SCE-17, Vol. 10, p. 1, lines 16-20. 
282 SCE-17, Vol. 10, pp. 1-3. 
283 Exhibit SCE-25, Vol. 1, pp. 10-11. 



 

 -50-  

given that PDD has been in existence for approximately six years, it would be more efficient and better 

use of the parties’ resources to use the GRC, which is filed every three years, to determine the 

appropriate amount of PDD funding instead of annual ERRA proceedings. 

4.6 Generation – Other 

4.6.1 Solar PV 

4.6.1.1 Summary Of The Commission’s Decision No. 09-06-049 On The Solar Photovoltaic 

Program 

As a result of SCE’s Application A. 08-03-015, the Commission in Decision No. 09-06-049 

issued its decision on the SPV program for SCE, and approved the following. For capital costs, the 

Commission approved a reasonableness threshold cap of $962.5 million (2008$), or $3.85/Watt DC 

(2008$), which is based on a cost of $5.50/W for Year 2009, $3.83/W for Years 2010-2013, and 

$3.76/W for Year 2014.284 Capital costs are subject to a balancing account.285 Like capital costs, the 

Commission decided that O&M expenses are subject to a balancing account.286 For both capital costs 

and O&M expenses, the Commission stated that the future treatment of SPVP capital and O&M costs 

should be treated in a manner similar to SCE’s other Utility Owned Generation (“UOG”) in the GRC.287 

SCE has interpreted this to mean that Commission will consider eliminating the balancing account for 

SPVP expenses in this GRC. For SCE’s plant operations, the Commission indicated that SCE’s 

operations are to be reviewed in SCE’s Energy Resource Recovery Account (“ERRA”) proceeding.288 

4.6.1.2 Summary Of SCE’s Request In This GRC 

In light of the directions provided by the Commission in Decision No. 09-06-049, SCE, in this 

GRC application, provided testimony and is requesting the following. For capital expenses, SCE is 

requesting that the Commission find that its 2009 capital costs for Solar PV Site 1 (Fontana) and Site 2 

(Chino) were reasonable because they were below $5.50/W. In support of this request, SCE provided 

testimony that its Solar PV costs for Year 2009 for Site 1 (Fontana) and Site 2 (Chino) was $4.95/W and 

                                                 
284 The $3.85 per watt dc reasonableness threshold cap approved by the Commission represents the base case amount 

($3.50/watt (2008$) plus a 10% contingency). The cap is subject to an inflation adjustment. Decision No. 09-06-049, pp. 
47-50, 57. See Table II-7 of Exhibit SCE-02, Vol. 10, p. 25 for the break down of years 2009-2014 of the reasonableness 
review threshold.  

285 D. 09-06-049, p. 57 (Conclusion of Law 11). 
286 D. 09-06-049, p. 57 (Conclusion of Law 11). 
287 The Commission stated, “Reasonableness of capital costs, O&M costs and other UOG expenses are typically addressed 

in a utility’s GRC. We see no reason why review of SPVP costs should be different than for other utility owned 
resources. However, as discussed above, we will use the ERRA proceeding to review SCE’s operation of the SPVP 
plant.”  D. 09-06-049, p. 48 (emphasis added). 

288 Id. 
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$4.94/W, respectfully, and thus below the $5.50/W cost forecasted for Year 2009 in Application No. 08-

03-015.289 

For both capital costs and O&M expenses, SCE is requesting that the Commission eliminate the 

SPVP balancing account, consistent with the language in Decision No. 09-06-049, which provided: 
Reasonableness of capital costs, O&M costs and other UOG expenses are typically addressed 
in a utility’s GRC. We see no reason why review of SPVP costs should be different than for 
other utility owned resources.290 

In support of its request to eliminate the balancing account, SCE provided testimony on its 

forecast of capital costs for the solar PV program for years 2010-2014, similar to SCE’s showing for its 

forecasted capital costs for other UOG resources like hydro and coal.291 As with these other generation 

resources, SCE requests that the Commission approve SCE’s 2010-2014 capital forecasts. Likewise, 

SCE provided testimony on its 2005-2009 recorded labor and non-labor O&M expenses, as well as its 

2010-2012 forecast for FERC Accounts 549 and 550, similar to SCE’s showing for O&M expenses for 

other generating resources. Based on its showing, SCE requests that the Commission approve its 2012 

forecast for FERC Accounts 549 and 550, similar to SCE’s showing for its forecasted O&M expenses 

for other UOG resources. 

4.6.1.3 SCE Has Already Litigated Its Capital Cost For The Solar PV Program, And The CPUC 

Agreed To A Reasonableness Threshold Cap To Measure The Reasonableness of Capital 

Costs 

TURN recommends that $68.009 million in capital expenses for SPVP should be reduced form 

SCE’s 2010 capital forecast.292 The Commission should reject TURN’s recommendation because it is 

inconsistent with Decision No. 09-06-049. As indicated in the section above, SCE already litigated its 

capital forecast in Application No. 08-03-015, and the Commission approved a reasonableness threshold 

cap based on the year-to-year forecasted costs for years 2009-2014. According to Conclusion of Law 

                                                 
289 Exhibit SCE-02, Vol. 10, pp. 25-27. 
290 D. 09-06-049, p. 48 (emphasis added). 
291 SCE’s showing of its capital forecast for years 2010 to 2014 also serves two other purposes. First,  SCE’s showing 

demonstrates that SCE’s overall capital costs for years 2009-2014 for the Solar PV program is forecasted to be below the 
$3.85/Watt DC (2008$) reasonable threshold cap approved by the Commission in Decision No. 09-06-049. Second, SCE 
needed to include its 2010-2014 capital forecast so that SCE can recover the associated revenue requirement 
(depreciation, return on ratebase, and taxes) associated with these capital projects beginning in 2012. Exhibit SCE-17, 
Vol. 10, p. 8. 

292 Exhibit TURN-03, Table 6, p. 24. 
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No. 10, SCE’s capital costs are subject to a future reasonableness review if SCE’s overall costs are 

above the reasonableness threshold cap.293 

As indicated in section 4.6.1.2 of the opening brief, SCE’s 2009 capital costs are below the 

$5.50/W cost forecasted for Year 2009 in Application No. 08-03-015, and SCE forecasts that its overall 

capital costs for the program (2009-2014) will be below the $3.85/W DC reasonableness threshold cap. 

SCE did not include capital testimony in this GRC for the purpose of having the capital costs relitigated 

and giving intervenors a second bite of the apple. Rather, as indicated in section 4.6.1.2, SCE included 

this testimony to demonstrate to the Commission that SCE would fall under the reasonableness threshold 

cap, to provide support for SCE’s request to eliminate the SPVP balancing account, and to set the 

revenue requirement. 

4.6.1.4 SCE’s O&M Forecast In This GRC Represents An Update To Its Early O&M Forecast 

SCE’s 2012 O&M request in this GRC is not in addition to the $41.31 million (2008$) in 

Decision No. 09-06-049. DRA proposed to reduce SCE’s 2012 test year expenses because it thought that 

our GRC request was additive, which is not the case.294 SCE and DRA have resolved this 

misunderstanding, and SCE believes that DRA is no longer seeking a reduction of the company’s O&M 

forecast. 

4.6.1.5 TURN’S Proposed O&M Reduction Is Based On The Invalid Assumption That SCE Will 

Operate Fewer Solar Projects. 

The Commission should reject TURN’s proposal to reduce Account 549 and 550 O&M because 

their proposal is based on the invalid assumption that SCE will operate 16 MW fewer solar projects295 

due to delayed project development in the early years of the program.296 TURN incorrectly attempts to 

tie delayed capital spending of $68.009 million in 2010 directly to operation and maintenance expenses 

forecast for Test Year 2012. TURN seems to suggest that simply because the schedule to build solar 

projects is delayed, they will not occur at all and ignores the Commission’s direction in Decision No. 

09-06-049 directing SCE to build 250 MW of utility owned solar projects by 2014.297 As provided in 

SCE’s Application 08-03-015 as SCE witness Harding testified,298 the SPVP expects to install 

                                                 
293 D.09-06-049 (Conclusion of Law 10)  provides, “Costs above $3.85/W should be subject to a reasonableness review.” 
294 Exhibit SCE-17, Vol. 10, p. 10. 
295 Also, in response to a data request, TURN said it derived the 16 MW (rounded) of fewer solar projects by dividing the 

delayed capital spending of $68 million by the reasonableness threshold set in D. 09-06-049 of $3.85 per watt installed. 
This figure is actually 17.7 MW (rounded).  

296 Exhibit TURN-03, Section III. D for TURN’s proposal on solar O&M expenses, p. 28. 
297 Exhibit SCE-17, Vol. 10, p. 9. 
298  Exhibit SCE-02, Vol. 10, Chapter II. 
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approximately 50 MW/year over a five year period, to a maximum of 250 MW. Although the initial 

build-out of the SPVP began slowly, SCE nevertheless forecasts the equivalent of 125 MW of projects 

operating, and incurring Project O&M expenses, by year end 2012. 

4.6.2 Catalina Diesel 

4.6.2.1 Introduction 

In this section of the brief, SCE refutes DRA’s and TURN’s recommended reductions to SCE’s 

Catalina Diesel generation O&M and capital forecasts. DRA recommends a minor downward 

adjustment for Catalina Diesel O&M, which the Commission should reject. In addition, both DRA and 

TURN recommend capital disallowances. DRA’s and TURN’s proposed capital forecast reductions and 

associated “policy disallowance” center around two themes. First, DRA and TURN argue that certain 

planned capital projects have either been already approved, or are similar to past projects that were 

approved in previous GRCs, and that the Commission should therefore not include their costs in SCE’s 

capital forecasts. Second, TURN recommends a $20 million punitive “policy” disallowance for SCE not 

installing a cost-prohibitive undersea cable some two rate case cycles ago. As explained below, DRA’s 

and TURN’s capital-related arguments are without merit, as it is the prudent policy of this Commission 

that utilities retain the discretion to accelerate, delay, or cancel capital projects in response to emergent 

circumstances.  

4.6.2.2 SCE’s TY 2012 O&M Costs for Catalina Diesel is Reasonable 

DRA’s recommended reduction of $0.140 million in TY 2012 O&M expenses (from $4.730 to 

$4.590 million) should be rejected.299 The $0.087 million in expenses related to the installation of 

certain modified engine parts (known as “power packs”) are necessary to reduce particulate emissions 

from the Catalina diesel-fueled generating units is an appropriate test year expense.300 SCE explained 

that it was appropriately only including 1/3 of the expenses SCE actually anticipates incurring during 

2012 for this project as test year expenses so as to not overcollect in attrition years 2013 and 2014.301 

DRA’s only argument to the contrary (that SCE could have incurred 100 percent of the forecast test year 

expenses before the test year) is not supported by evidence, and ignores the technical and operational 

factors that will lead to SCE actually incurring these expenses in 2012.302 In addition, DRA’s 

recommended $0.053 million reduction to FERC Accounts 548 and 549, based on a proposed five-year 

                                                 
299  Exhibit DRA-09, p. 11. 
300  Exhibit SCE-17, Vol. 5, p. 2. 
301  Exhibit SCE-17, Vol. 5, p. 2. 
302  Exhibit SCE-17, Vol. 5, pp. 2-3. 
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average forecasting methodology, is unreasonable. SCE’s budget-based forecasting methodology is 

reasonable because the need for the two additional employees driving the increase in these accounts is 

appropriate and known at this time.303 DRA’s simplistic recommendation of a five-year average 

forecasting methodology instead ignores that reality. 

4.6.2.3 SCE’s Requested Capital Projects are Necessary and Reasonable and Should be 

Authorized and Funded Through This GRC 

DRA recommends a reduction in SCE’s capital expenditures forecast to remove two capital 

projects – the Control Room Betterment Project ($1.147 million) and Main & Garage Buildings 

Betterment Project ($4.623 million). DRA’s only argument regarding these projects is that they were 

authorized in the 2009 GRC but have not yet been built.304 This is not a sufficient reason to deny rate 

recovery in this GRC. Although the 2009 GRC authorized $1.4 million to begin construction on the 

Control Room Betterment Project, the signing of a settlement agreement with the South Coast Air 

Quality Management District (SCQAMD) necessitated the deferral of the project until 2010-2012, so as 

to incorporate additional capital projects (e.g., the new sodium-sulphur battery and micro-turbine 

installation) into the design.305 As noted in Mr. Worden’s testimony: “The Commission at least correctly 

summarized its precedent when it stated in SCE’s 2009 GRC that utilities are under no obligation to 

spend amounts authorized in a general rate case proceeding; utilities retain the flexibility to shift 

authorized amounts to other spending priorities. To require otherwise would assign to SCE a level of 

forecasting precision that no entity could ever achieve.”306 An additional reason for delay was the 

decision by SCE senior management to temporarily restrain capital spending while awaiting a 2009 

GRC decision.307 Once the 2009 GRC decision was issued, planning was well underway to update the 

design to determine the construction schedule of the project to incorporate the scope changes outlined 

above.308 

DRA performed no analysis on the merits of this project. DRA does not assert that the Control 

Room Betterment Project is unnecessary or that its costs are imprudent. The current control room is 

simply inadequate for reliability, health, safety, and security reasons.309 DRA was silent on all of these 

                                                 
303  Exhibit SCE-17, Vol. 5, p. 3. 
304 Exhibit DRA-09, p. 12. 
305  Exhibit SCE-17, Vol. 5, pp. 5-6. 
306  Exhibit SCE-01, Section XII B. p. 45. 
307  Exhibit SCE-01, p. 12. 
308 Exhibit SCE-17, Vol. 5, p. 6. 
309  Exhibit SCE-17, Vol. 5, pp. 6-7. 
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issues. Again, DRA’s only argument was that SCE’s 2009 GRC included a forecast for some of these 

capital costs. SCE proved that construction of the Control Room Betterment Project at Pebbly Beach is 

necessary to provide a safe work environment for our employees and reliable electric service for our 

customers.310 DRA’s proposed reduction to SCE’s forecast is without merit and the Commission should 

not accept it. 

Similarly, the 2009 GRC decision authorized $2.99 million to begin construction on the Main & 

Garage Building Betterment Project, but the scope of the project has significantly changed in the 

interim.311 Like the Control Room Betterment Project, the introduction of the SCAQMD Settlement 

Agreement likewise necessitated the deferral of the project until 2010-2012. This deferral will allow the 

Main & Garage building design to be integrated with the new sodium-sulphur battery and micro-turbine 

installations, along with the generation automation (SCADA) and Control Room Betterment Projects.312 

All these systems and buildings will need to be designed and integrated so as to work together as 

efficiently as possible. In addition, this project was also deferred by SCE senior management at the time 

in order to reallocate funding to meet the more immediate and critical requirements of capital investment 

in support of new customer additions and load growth.313 As stated above, under forecast test year 

ratemaking, the Commission has previously established that utilities are not constrained to spend 

authorized amounts in precisely the categories authorized by the Commission. DRA ignores this, and 

also ignores the critical need for this project to upgrade the unsafe and deteriorating main building at 

Pebbly Beach Generating Station. SCE demonstrated that construction of the Main & Garage building 

betterment project at Pebbly Beach is necessary to provide a safe work environment for our employees 

and a safe location for our customers on the island.314 DRA’s proposed reduction to SCE’s forecast is 

without merit and the Commission should not accept it. 

TURN recommends disallowance of capital expenditures related to the Station Office Betterment 

Project ($5.182 million) on the basis that it was included in previous GRCs and TURN’s belief that 100 

percent of the project should not be allocated to electric ratebase.315 This project was not included in 

SCE’s 2009 GRC (although the somewhat similar New Administration Building project was).316 All of 

                                                 
310  Exhibit SCE-02, Vol. 5, pp. 24-25. 
311  Exhibit SCE-17, Vol. 5, p. 7. 
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313  Exhibit SCE-17, Vol. 5, p. 7. 
314  Exhibit SCE-02, Vol. 5, pp. 26-29. 
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the arguments above related to the Control Room Betterment and the Main & Garage Building 

Betterment Projects are therefore just as applicable to this project; namely, that SCE should retain the 

flexibility to accelerate, delay, and/or change the scope of forecast capital projects to meet emergent 

utility needs between rate case cycles. TURN also complains of the allocation of the costs of this project 

between SCE’s electric, gas, and water ratepayers (SCE is the utility provider of water and gas on 

Catalina). SCE’s current rate request for this project is spread across the ratepayers for SCE’s electric 

(60 percent), Water (25 percent), and Gas (15 percent) utilities.317 While it is true that if SCE 

successfully divest its Catalina water and gas operations that SCE has planned to re-allocate the entire 

cost of the project to electric ratebase, if we do so the project will be used and useful by electric 

ratepayers. If we successfully divest the Catalina water and gas operations, the entire Station Office will 

be occupied by electric employees, and therefore the costs should appropriately be borne by electric 

ratepayers.318 

4.6.2.4 The Commission Should Reject TURN’s False and Misleading Arguments About the 

Undersea Cable 

The majority of TURN’s Catalina-related testimony relates to their request to punish SCE for not 

installing a proposed undersea electric cable to Catalina. TURN’s primary request on this subject is to 

remove the $1.276 million writeoff from FERC Account 588.281 related to cancellation of the proposed 

project.319 TURN’s secondary request is a “judgmental” (i.e., non-analytical) proposal of a $20 million 

permanent capital disallowance for Catalina Generation based on not pursuing the undersea cable.320 

These arguments are unreasonable and should be rejected.  

In its 2006 GRC, SCE asked for approval to fund and build an undersea cable from the mainland 

to supply Catalina’s electricity. Subsequent to that request, new data showed that the undersea cable was 

not cost effective vis-à-vis retaining the existing generation on the Island, and SCE cancelled the 

project.321 After that project was cancelled, SCE wrote-off to expense approximately $1.276 million in 

work orders related to the project.322 This was the appropriate accounting approach, and even TURN 

notes that “cancellations of small distribution work orders are part of the process of doing business.”323 
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When SCE cancelled the project, it properly wrote-off the amount spent to expense, instead of 

capitalizing it. SCE was being vigilant about ratepayer costs when it expensed this amount, after it 

became evident that the asset could not be completed at a reasonable cost. Write-offs are a normal, 

continuing cost of service.324 Additionally, canceling the undersea cable project was prudent because 

SCE’s refined cost estimates resulted in higher capital costs had it been implemented.325 The 

Commission should not create a perverse incentive for SCE to avoid exploring (or keeping alive projects 

that should otherwise be stopped) operational improvement projects by disallowing write-offs. TURN’s 

primary proposal to disallow the cancelled cable costs from SCE’s five-year forecast is unreasonable. 

If anything, TURN’s secondary recommendation of a $20 million “policy-based” permanent 

capital disallowance is even more unreasonable than their primary recommendation. With the benefit of 

20-20 hindsight, TURN essentially argues that SCE should have installed the undersea cable in 2006, 

and should now be punished five years later for instead continuing to operate its existing Catalina-based 

diesel generation infrastructure. Not only is such a standard unreasonable, here TURN’s hindsight 

proves myopic. Although SCE should not be held to an “after-the-fact-second-guessing” standard for 

capital projects, in this case it turns out that SCE’s original decision to abandon the undersea cable has 

been proven correct by subsequent events. 

TURN claims that the cancelled undersea cable project would have been cost effective up to 

$100 million in light of what SCE “should have known” when it cancelled the project.326 TURN 

recommends the $20 million disallowance based on what it perceives as SCE’s latest cost estimate of the 

cable, which it reports as $60 million.327 In 2005, SCE determined that the cable was not cost-effective 

at $64 million.328 And SCE’s latest estimates show that the undersea cable would cost at least $80 

million today (and even these have not been thoroughly updated to reflect additional costs and feasibility 

issues), not the $60 million TURN assumed when it recommended its $20 million write-off.329 That $20 

million difference alone justifies the denial of TURN’s request.  

In late July 2005, SCE updated its cost forecast for the undersea cable to test its cost-

effectiveness compared to retaining existing generation (and other generation options) on Catalina.330 
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That cost forecast showed that the undersea cable had a benefit-to-cost ratio of 0.94, and that it would 

have cost $63.6 million to build. That presentation compared the proposed cable with different 

generation options and concluded it was not cost-effective. The presentation was based on the facts 

known at the time, and the underlying economic assumptions were based on then-current costs and 

prices.331 For example, to the extent that diesel-fuel prices and employee benefits costs related to on-

island generation have increased since that time (and thus, changed the economics) that is irrelevant to 

the decision made in 2005. TURN’s cost-effectiveness analysis largely relies on post-2005 diesel price 

and employee benefit cost estimates to demonstrate that the cable would have been “cost-effective.”332 

SCE’s 2005 cost-benefit analysis was valid at the time it was performed, and it showed the cable was 

not cost-effective. Based on that conclusion, it was not formally presented to SCE’s Capital Review 

Team for approval.333 SCE’s prudence should be judged on what was known at that time.334 The 

presentation also noted the cost trajectory for the undersea cable, noting that material costs were 

increasing dramatically. Given that and potential delays for pre-construction activities (e.g., permitting), 

the actual construction costs would likely have continued to escalate to unknown values.335 

There is no requirement that SCE continue to reevaluate and reassess non-cost-effective projects 

every time some new circumstance arises. Nevertheless, in this case history has in fact proven SCE 

right. Despite the fact it was not cost-effective, SCE did not formally cancel the project in 2005.336 It 

kept it as a sort of “hedge” (as TURN’s testimony says we should have), but the costs of the project kept 

rising. Over the years, SCE has continued to periodically revisit and evaluate the undersea cable. A few 

years after the presentation discussed above, SCE internally evaluated the cost of the project and 

concluded the cost would be approximately $75 million, as reflected in SCE’s 2008 capital budget 

document.337 Since then, the latest such evaluation was performed in Fall 2010, and shows that the 

undersea cable is still not cost-effective as compared to the “base case,” i.e., the installation of the 

microturbines and battery that TURN takes issue with here. Directly contrary to TURN’s claim that SCE 

“never did any economic analysis comparing the cable to … alternatives to the cable (microturbines, 
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batteries, switchrack, new buildings, …) etc.”, SCE’s Fall 2010 analysis did in fact compare the cable to 

those alternatives. Once again, the cable was not cost effective compared to those alternatives.338 

As discussed above, by the Fall of 2010, the estimated “cost” of the undersea cable had risen to 

approximately $80 million.339 That $80 million dollar number is likely understated as the project was not 

put out to bid in 2010. Given these uncertainties, it is reasonable to apply a contingency of 30 percent to 

the rough estimate of $80 million, for a conceptual level cost estimate of $103 million. That $103 

million figure may still be understated, but at least is consistent with the price trend for undersea cables, 

which has been rising steadily since SCE first considered the project.340 Notably, TURN offers no 

evidence that the undersea cable could be built for the $100 million figure it claims would be cost 

effective. 

The central premise of TURN’s punitive proposal seems to be that by building the cable SCE 

would have avoided $44 million in capital costs in this rate case cycle.341 That is simply not true. TURN 

argues that once a settlement agreement with SCAQMD became imminent, SCE should have re-

considered the cable in light of new economic realities (i.e., higher diesel costs and higher avoidable 

capital costs associated with the to-be-implemented SCAQMD Settlement Agreement).342 

First, even if SCE had requested $100 million to complete the cable when it was negotiating with 

SCAQMD (when TURN claims SCE should have pursued its approval), it would have taken many years 

to plan, design, permit and build it (if it could be done at all).343 If approved in 2009, it is certain that the 

undersea cable would not be currently operational, and therefore many of the allegedly “avoidable” 

costs in this rate case cycle would not be avoidable strictly from a timing perspective. SCE was facing 

near-term air emissions compliance obligations from the SCAQMD. TURN’s testimony does not 

explain why the SCAQMD would have allowed SCE to continue to run its diesels as-is for the 10 years 

or so it would likely take to permit and build the cable (if it could be built at all). Moreover, as will be 

explained more below, SCE’s diesel generators would need to remain operational even if the cable was 

built. If the cable went out of service at any point, it likely would be out of service for a minimum of 8-

12 weeks, due to the limited number of specialized repair ships worldwide and operational difficulties 
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related to finding and fixing the failure at the depths between Catalina and the mainland.344 In light of 

those circumstances, TURN offers no evidence that SCAQMD would have approved SCE’s diesel 

generators to remain “as-is” for the significant back-up role they would need to continue to play. 

From a broader perspective, many of the on-island capital projects would still be necessary even 

without SCAQMD issues and even if the undersea cable was installed, meaning that much of the $44 

million in capital costs TURN complains of would not be truly “avoidable” after all.345 While it is true 

that the costs for the microturbines and the switchrack replacement may have been avoidable had the 

undersea cable been built (assuming SCAQMD approval), that is not true for many other projects. To 

begin with, depending on what kind of cable was installed, it is possible that a battery or equivalent 

system would still need to be installed for voltage support.346 Even if the battery would not have been 

strictly necessary, the 2.4 kV switchgear, some form of SCADA or equivalent, the marine facility diesel 

containment project, the new black start generator, replacement air compressors, and the Main & Garage 

Building betterment project would all have still been necessary had the cable been built.347 

TURN’s argument essentially ignores the fact that the Pebbly Beach Generating Station would 

have to remain a fully-operational generation station even if an undersea cable had been installed. As 

explained above, potential outages on the cable would likely last many weeks. During that time, Catalina 

would have no other power supply other than the existing diesel infrastructure on Catalina. TURN 

disregards the fact that Pebbly Beach (the Island’s current source of electricity) would not simply 

disappear if the cable was built. Significant generation would need to be maintained, upgraded, tested, 

and kept operational at Pebbly Beach in the event that the cable experienced an outage. For example, 

SCE’s request includes $1.7 million to replace obsolete and failure-prone switchgear at Pebbly Beach. 

Because Pebbly Beach would still serve as the back-up power supply if the cable had been built, this 

project would still have been necessary.348 The same holds true for the marine facility diesel 

containment, new black start generator, and replacement air compressor projects.349 While Pebbly Beach 

might be able get along without the Control Room Betterment Project ($1.3 million) for several years if 

it was only operating in a back-up role, the same does not hold true for the SCADA system ($4.6 

million). If an undersea cable was built, SCE would either need to install a SCADA system on the 
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mainland so that it could remotely operate the various switches and other electrical equipment that 

would remain on Catalina, or it would need to maintain staffing on Catalina that TURN’s cost-

effectiveness analysis assumes would disappear.350  

In addition, even if the undersea cable had been built, the Main & Garage Building Betterment 

Project would remain necessary. SCE has shown that this project is absolutely necessary today.351 

Although its scope and design may have changed if the undersea cable had been built, it would still have 

been necessary. All of the infrastructure and employees regarding non-generation functions at Pebbly 

Beach (meter reading, distribution construction activities, the public service center, garage facilities for 

the various maintenance vehicles, storage facilities for parts, etc.) would be unaffected by building an 

undersea cable.352  

Finally, SCE notes that these are the only capital costs related to the current rate case cycle. 

While it may be reasonable to assume that SCE’s future capital costs at Pebbly Beach would be reduced 

in the future should the undersea cable have been built, they would not be zero. In sum, TURN’s 

analysis, which depends heavily on “avoidable” costs, is simply wrong. 

TURN’s analysis does not even mention the vast permitting and engineering challenges 

associated with a 35-mile, high-voltage cable across a very deep ocean channel. The cable would need to 

be permitted by the State Lands Commission, the California Coastal Commission, the Army Corps of 

Engineers, the cities of Huntington Beach and Avalon, Los Angeles County, and other agencies.353 In its 

preliminary permitting investigation, SCE discovered that there are potential serious environmental 

issues related to marine habitat in installing an undersea cable. In fact, SCE already faced some potential 

opposition from marine interests before it cancelled the project.354 

Finally, TURN’s proposal is inconsistent both with the bulk of its testimony in this rate case and 

with good public policy. Regarding the former, TURN’s overarching theme in this proceeding is that 

utilities are inappropriately incentivized and rewarded by adding costly capital projects to ratebase.355 In 

fact, TURN claims that the root of all evil in this GRC is derived from “from the way utilities earn 

money – by building rate base … .”356 Here, SCE appropriately cancelled a costly capital project instead 
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of attempting to add it to rate base, because that decision was in the best interests of its customers. In 

fact, SCE’s analysis in 2005 demonstrated that while the undersea cable was not cost effective, installing 

the cable nevertheless would have resulted in many millions of dollars in additional earnings for SCE’s 

shareholders.357 Nevertheless, SCE did the right thing, cancelled the project, and wrote off the modest 

amount of money it had spent on it to expense. Similarly, SCE witness Bergmann explained why SCE 

did not discuss the undersea cable project with SCAQMD during the negotiations that led up to the 2009 

settlement agreement: “This was a project that we had concluded was not cost-effective and was not in 

our ratepayers’ best interest … you wouldn’t want to have an air regulator force you to pursue an option 

that’s not cost-effective for your ratepayers.”358 If TURN’s punitive proposal is accepted, utilities would 

be punished for doing the right thing, and instead improperly incentivized to keep around cost-

ineffective capital projects that are bad for ratepayers in order to protect themselves from the kind of 

inaccurate and inappropriate second-guessing TURN does here. That should not be the policy of this 

Commission. 

4.6.3 Fuel Cells 

SCE addresses TURN’s proposed reduction to SCE’s 2010 fuel cell forecast in Section 4.5 of 

this Opening Brief. In addition, as indicated by SCE witness Mr. Nelson, the $6.3 million under-spent in 

2010 was due to delays associated with SCE’s negotiations on the fuel cell project, but are forecasted to 

take place in 2011-2012.359 

SCE’s proposal in A.09-04-018 was to establish a fuel cell memorandum account to be able to 

have the opportunity to recover the Fuel Cell Program (FCP) revenue requirement in between GRC Test 

Years. It was not SCE’s proposal, nor a conclusion in D.10-04-028, to continue to record the FCP 

revenue requirement in the Fuel Cell Program Memorandum Account (FCPMA) in perpetuity. It was 

SCE’s proposal to at some point include recovery of the very specific FCP revenue requirement 

authorized in D.10-04-028 in its GRC revenue requirements. It seems very straightforward to include the 

FCP revenue requirement in the GRC revenue requirement now given the timing of this 2012 GRC. In 

addition, SCE’s proposal limits the recovery of the FCP costs to GRC proceedings consistent with the 

recovery of other Utility Owned Generation (UOG). Review in the GRC will lessen the review of all of 
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the monthly entries recorded in the FPCMA in annual ERRA Review proceedings for the life of the fuel 

cell assets.360 

DRA agrees that SCE can include the FCP revenue requirement in the 2012 GRC revenue 

requirement but proposes to modify the existing FPCMA to a one-way balancing account. This proposal 

is inconsistent with D.10-04-028. If the Commission were to adopt DRA’s proposal and require the 

limitations of a one-way balancing account, SCE would not be afforded the opportunity to recover any 

cost over-runs because SCE would not be able to record under-collections in the one-way account, and 

would be better off to keep its existing FCPMA. SCE is willing to forego recovery of cost over-runs 

only if its proposal is adopted without the limitations of a one-way balancing account. Therefore, if 

SCE’s proposal to include the FCP revenue requirement in the 2012 GRC revenue requirement is 

rejected, SCE proposes to retain the existing FPCMA, without modification. 

5. TRANSMISSION AND DISTRIBUTION 

5.1 T&D – Policy 

The linemen, troublemen, system operators, engineers, planners, managers, and others employed 

within SCE’s Transmission & Distribution Business Unit (TDBU) are responsible for planning, 

engineering, constructing, operating, upgrading, replacing, and maintaining the transmission and 

distribution facilities required to safely and reliably deliver electricity to SCE’s 4.9 million customers 

throughout our 50,000 square-miles of service territory. The resolution of this rate case will affect each 

one of TDBU’s 8,795 employees, and will determine to what extent they will be designing and 

constructing the system of the future or merely replacing equipment as it fails.361 

When developing its testimony for this GRC, TDBU made a concerted effort to structure the 

analysis along functional lines so the Commission and Intervenors could more clearly see the 

connections between the work performed by TDBU and the forecasts. As a result, both O&M and 

capital forecasts were discussed within each area. In addition, TDBU took extra care to demonstrate that 

the forecasts were based upon the needs of the TDBU managers to perform the required level of work in 

each category. Thus, TDBU incorporated into the analysis of recorded costs the physical units that drive 

future costs. Unfortunately, DRA completely ignores TDBU’s rigorous analysis and relies entirely on 

recorded costs to predict future expenses. SCE requests that the Commission look closely at SCE’s 

analysis and accept TDBU’s methodology linking test year forecasts with expected levels of work.362 
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Some may argue that the Commission has, in the past, expressed some concerns about relying on 

a utility's budget-based forecasts. For example, in SCE’s 2003 GRC the Commission noted that utility 

spending plans may not be carried out, and that a utility’s budget-based forecast may be less reliable 

than a forecast based on historical spending data.363 First, note that the Commission has never 

disavowed all budget-based forecasts; it simply stated that such forecasts may be less reliable than a 

forecast based on historic data. Second, in many instances SCE developed its TDBU forecasts by 

multiplying a recorded average unit cost times a forecast quantity, so those forecasts are based on 

recorded costs, but adjusted to reflect the increasing quantities of physical units of equipment SCE must 

operate and maintain.364 Relying solely on 2005-2009 recorded expense data, as DRA generally does, 

ignores the system growth that has occurred since those costs were incurred. The Commission can 

reasonably rely on SCE’s analysis as reflecting both recorded cost data and forecast quantities of 

physical units. 

5.1.1 Adopting The Recommendations Of DRA And TURN Means Adopting A Run-To-Failure 

Mentality 

DRA proposes capital expenditure reductions to SCE’s forecasts of $648 million ($628 million 

of which is CPUC jurisdictional) for 2011-2012, a 20 percent reduction to SCE’s forecasts on a CPUC 

jurisdictional basis. DRA also proposes a $132 million, or a 21.5 percent, decrease to SCE’s 2012 O&M 

expense estimate, which is 10.2 percent below 2009 recorded expenses.365 Among other things, DRA’s 

and Intervenors’ proposals, if adopted, would require TDBU to significantly reduce its SCE and contract 

employee headcount.366 DRA and Intervenors themselves, however, continue to downplay the 

significance of their proposed cuts on SCE’s workforce, referring to SCE’s testimony as “threats” based 

upon calculations in the R/O model.367 But when specifically asked about the effects of the proposed 

cuts on TDBU’s workforce, Ms. Ziegler testified during hearings that those cuts would indeed lead to 

employee lay offs.368 DRA and Intervenors have put forth no evidence rebutting this testimony. Even if 

DRA or Intervenors challenge in their briefs SCE’s methodology for deriving the workforce reduction 

counts from the R/O model, none of them has proposed an alternative methodology, and none has 
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presented any testimony explaining how these cost reductions could be achieved without significant job 

reductions as well. 

Figure 5-3 below demonstrates that the headcount implied by the proposed reductions in O&M 

and capital expenditures translates to a 38 percent reduction to SCE’s 2012 forecast, and would leave 

TDBU with a workforce 29 percent below 2009 levels or 38 percent below TDBU’s current 2011 

workforce.369 Yet nowhere in DRA’s or others’ testimony is there any consideration of the consequences 

of their proposed spending levels on SCE’s workforce. 

Figure 5-3 
TDBU Headcount Forecast 

 

In addition to shrinking the workforce, DRA’s and Intervenors’ reductions, if adopted, would 

significantly impact TDBU’s ability to meet its obligation to serve, be compliant with regulatory 

requirements, and continue to invest in the system for long term reliability and safety. Even at the 

current level of customer and load growth, the system is expanding. At the same time, the average age of 

assets continues to increase since we cannot replace older equipment fast enough to maintain a steady 

state. A system that is both aging and expanding cannot “make do” with the same or fewer resources. 
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DRA proposes extreme cuts to preventive and breakdown maintenance, the very areas where 

SCE is experiencing increases.370 We do not have the choice to not spend funds on breakdown 

maintenance when service is interrupted or imminent failure is observed. Coupled with its proposed 

reductions to infrastructure replacement programs, DRA’s proposed reductions to breakdown and 

preventive maintenance would put even more constraints on our ability to maintain reliability. For 

example, if DRA’s reductions are adopted and SCE’s 2012 forecasts turn out to be accurate, as they 

were in 2010, we would have to redirect $36 million from other areas, like infrastructure replacement, to 

perform system maintenance and restore service to customers.371 Likewise, DRA’s recommendation for 

wood pole replacements are based on inspections performed from 2005-2009, even though 2005-2007 

inspections were not associated with the current program and inspection cycle.372 This results in a 

45 percent reduction to a request that is already very constrained and drastically lower than what is 

needed for steady state replacement. Adopting these significant reductions means acquiescing in the run-

to-failure mentality DRA and TURN seem to embrace. 

The future also includes smart grid technologies, plug-in electric vehicles, and new requirements 

for infrastructure protections. DRA and Intervenors, on the other hand, link future forecasts solely to 

historical spending levels. Their recommendations would fund a level of activity below 2009 recorded, 

which was before smart grid, before electric vehicles, and prior to more prescriptive regulation of SCE’s 

critical infrastructure. Adoption of these recommendations means the abandonment or deferral of smart 

grid improvements, no accommodations for electric vehicles, and increasing NERC-CIP regulatory 

compliance risk.373 SCE requests that the Commission consider seriously the consequences of adopting 

the severe proposals made by DRA and Intervenors, and look instead at the drivers of future spending – 

age and size of the system, capital projects, new technologies, and security regulations – to enable SCE 

to meet its present and future challenges. 

5.1.2 DRA’s Testimony Evidences A Disturbing Lack Of Understanding Of SCE’s System 

DRA’s testimony, both written and oral, demonstrates a serious and disturbing lack of 

understanding of SCE’s system and drivers of costs. For example, DRA recommends reducing 

inspection and maintenance expenses without knowledge of what SCE’s inspection and maintenance 

routines actually are, without taking into consideration how many additional assets need to be inspected 
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and maintained, and how the forecasts were developed.374 And DRA’s O&M witness, who recommends 

more than a $100 million reduction to SCE’s TDBU operations and maintenance request, could not 

explain the function of fundamental pieces of equipment, the maintenance and inspection of which are 

funded by this request.375 The Commission cannot rely on DRA’s proposals when those proposals lack 

even a rudimentary understanding of what is being operated and maintained. 

DRA’s witnesses for TDBU also fail to acknowledge the continuing expansion and aging of 

SCE’s system, despite other DRA witnesses in this case who do.376 DRA’s TDBU witnesses rely 

entirely on rote adherence to past spending levels to forecast future needs without linking their 

recommendations to the actual drivers of future spending in any way.377 For example, DRA’s TDBU 

witnesses admitted during cross examination that they did not feel the need to recommend increases to 

SCE’s authorized spending to account for increased capital projects, sales growth, load growth, or aging 

infrastructure.378 This misconception is plainly evidenced by DRA’s concern, expressed over and over 

again, that “linking O&M forecasts to capital forecasts may lead to overfunding.”379 Yet DRA witnesses 

testified that there was no attempt to coordinate their proposals. Despite expressing this concern, DRA 

bases its O&M forecasts entirely on historical costs without a single increase to account for additional 

capital spending. For example, the proposals for Substation O&M have no connection to the proposals 

for Substation capital, nor does transmission O&M have any connection to transmission capital 

expenditures. This leads to a recommendation that is 10.2 percent below 2009 recorded expenses in 

TDBU O&M even when the historical data show there has never been a year-over-year reduction close 

to that amount.380 

This lack of understanding of utility operations extends to DRA’s erroneous belief that 

“embedded” funds somehow exist to make up the shortfall between DRA’s cuts and SCE’s actual needs. 

SCE is not sure what DRA’s phrase “embedded in historical expenses” means. Perhaps DRA means that 

the historical level of expense can be maintained. But this would make sense if and only if the level of 
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work remains the same. It is beyond dispute in this case, however, that the level of work is not 

remaining the same, but is increasing.381 

The realities in the field can be, and often are, different from what was forecast months or years 

ahead. SCE management has to make decisions about how best to serve the customers on a regular basis 

and modify plans accordingly. What is relevant is the examination of the drivers of historical expenses, 

forecast of work volume, and forecasting expenses based on reasonable forecasts of work volume. If 

recorded expenses were less than authorized in a particular activity, the money was not put into a “lock 

box” but was spent on higher priority work.382 

SCE plans work at a company level, not at a business unit or activity level. In reality, SCE spent 

more O&M expense than authorized in 2009. So there is nothing to divert to 2012 activities. Moreover, 

specifically for TDBU, the Commission authorized $579 million and we recorded $531 million, a 

difference of $48 million. In the 2012 GRC, DRA’s proposals for TDBU are $131 million less than we 

forecast and $53 million less than our 2009 recorded expenses.383 We will not find “embedded funding” 

for $608 million worth of work if DRA’s proposed $477 million is adopted. We respectfully request that 

the Commission ignore DRA’s unfounded suspicions about “overfunding” and “embedded” costs, and 

instead examine SCE’s request in a principled manner, looking at the actual drivers of future expenses 

and capital expenditures when adopting authorized amounts for the activities in TDBU. 

5.1.3 The Reliability Investment Incentive Mechanism (RIIM) 

SCE’s testimony in Exhibit SCE-03, Volume I included a proposal to extend, with some 

modifications, the Reliability Investment Incentive Mechanism (RIIM) previously approved by the 

Commission in SCE’s 2009 GRC. SCE has been in negotiations with other parties regarding its RIIM 

proposal and is hopeful of filing a settlement for Commission approval. Therefore, SCE will not address 

the merits of its RIIM proposal in this Opening Brief. 

5.2 T&D – Advanced Technology 

5.2.1 The Need For Advanced Technology’s Work 

State and federal policy makers have recognized the need for a smarter, more efficient and more 

capable electricity infrastructure if we are to rely on greater amounts of renewable generation, use 

electricity as a fuel for vehicles, enable customers to become active participants in the energy supply 

chain, and ensure the continued reliability and vitality of our nation’s energy economy. 
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A more advanced transmission and distribution grid, coupled with advanced technologies and 

devices in the customer’s home, represents the pathway for SCE to meet California’s landmark energy 

policy goals. In its direct testimony, SCE provided substantial background and detail on the many 

energy policy and environmental objectives that are driving SCE to develop, plan and implement new 

technology programs and projects. Such programs and projects will help SCE identify, evaluate and 

deploy advanced technologies to support a more advanced grid for our customers.384 SCE has prudently 

responded to the Commission’s directives to move forward in investigating and validating application of 

these advanced technologies, as suggested in, among other forums, the Smart Grid Rulemaking, the 

Plug-In Electric Vehicle Rulemaking, and the Energy Storage Rulemaking.385 SCE’s opening testimony 

contains a cogent summary of the legislative and regulatory drivers for spending on advanced 

technologies.386  

DRA and TURN seem to suggest there is absolutely no impact on SCE as a result of the state 

and federal legislative mandates and other energy policy drivers. For example, with respect to SCE’s 

new initiative to prepare for adoption of Plug-in Electric Vehicles, DRA and TURN both appear to miss 

not only the underlying policy drivers and the Commission’s directives, but also the facts that support a 

rational forecast of the timing and amount of PEV adoption. Rather than work towards a reasonable set 

of assumptions about adoption rates that can guide PEV-Readiness efforts, TURN and DRA would have 

us believe there will be essentially zero adoption of PEVs in SCE’s territory within the 2012-2014 

timeframe, and that any expense incurred to prepare for PEVs is unwarranted and imprudent.387 

5.2.2 PEV-Readiness Is Critical 

Both TURN and DRA recommend that all PEV-related funding in SCE’s application be 

eliminated or substantially reduced from the level SCE requested for Test Year 2012. TURN would 

deny any funding related to PEV-Readiness, while DRA proposes funding capped at the 2009 recorded 

level. However, these recommendations overlook the Commission’s efforts to overcome PEV market 

barriers and to ensure that the utilities align with state and federal energy policies, as shown in the 

record.388 The Commission has stated that: 
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As Californians increasingly adopt PEVs, the electric utilities that the Commission regulates, 
including Pacific Gas and Electric Company, Southern California Edison Company, and San 
Diego Gas & Electric Company, will take on a critical role in the transportation sector as 
procurers, deliverers, and suppliers of transportation fuel - in this case electricity.389 

The Commission agrees that an evolving PEV market will translate into operational impacts to 

utilities. In SCE’s 2009 GRC decision, the Commission recognized that a “significant uptake of these 

vehicles will have profound implications for the electric system.”390 

5.2.2.1 SCE’s Forecast Of PEV Adoption Is Reasonable 

SCE’s direct testimony substantiated its forecast assumptions.391 TURN and DRA assert that 

SCE’s estimate of 73,000 PEVs by 2014 “does not appear to be reasonable”392 or “appears inflated.”393 

In rebuttal, SCE showed, point-by-point, how TURN and DRA’s summary dismissal of SCE’s PEV 

forecast is based on an extremely limited number of references, in stark contrast to the more thorough 

and objective analysis supporting SCE’s request.394 SCE also analyzed specific models of PEV and their 

manufacturing and associated demand, and even showed how the limited reports and surveys cited by 

DRA appear to essentially validate SCE’s own forecasts, or at least do not strongly contradict them.395  

To weather scrutiny of its adoption forecast, SCE intentionally did not hand-pick one or two 

sources. Rather, ten independent studies396 were used from a variety of credible institutions, including 

the University of Michigan, McKinsey & Co., Deutsche Bank, the California Energy Commission, and 

the California Air Resources Board. SCE’s forecast is generally in line with President Obama’s national 

goal of 1 million PEVs on the road by 2015, and is significantly lower than two recent reports by the 

U.S. Department of Energy and UCLA’s Anderson School of Management.397 SCE provided a step-by-

step explanation of how it developed the forecast, and the basis for the assumptions used.398 
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SCE also showed why TURN’s proposed PEV “cost per vehicle” metric is flawed and cannot be 

used to evaluate the reasonableness of proposed spending.399 Moreover, SCE demonstrated that DRA 

and TURN have overstated what is embedded in rates for PEVs from the 2009 GRC.400 SCE rebutted 

TURN’s suggestion that SCE might be duplicating PEV funding requests in separate proceedings.401 

Finally, as SCE explained to TURN in data request responses, SCE carefully used a “mid-ground” 

scenario to develop its forecast of the distribution system impacts of PEVs.402 

5.2.3 Summary of Advanced Technology’s O&M Request 

The O&M Test Year 2012 forecast for Advanced Technology is $20.977 million. This represents 

an increase of $2.932 million from 2009 recorded and adjusted expense. This increase will fund new 

work associated with Home Area Network and the Plug-In Electric Vehicle Readiness (PEVR) 

programs. 

The O&M Test Year 2012 forecast for the RD&D Balancing Account is $2.496 million, which is 

the sum authorized in SCE’s 2009 General Rate Case. SCE estimates this will amount to $2.814 million 

in 2012 dollars. 

5.2.3.1 560.260 –Transmission Operation Supervision And Engineering 

This sub-account records the cost of labor, material and expenses for work performed by 

Advanced Technology to foster improved design, construction and operation of the transmission system 

to meet increasing system demands. SCE held the line at 2009 recorded expense levels, while DRA 

seeks a 42 percent decrease below 2009 recorded.403  

DRA’s proposals are unfounded for three reasons: First, DRA ignored or failed to apply 

guidance by the Commission regarding forecasting principles, as found in D. 89-12-057. That decision 

provides clear guidelines when costs show a trend in the historical period.404 Second, DRA did not 

analyze and summarily dismissed the substantial evidence provided by SCE in direct testimony, 
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SCE-18, Vol. 2, p. 14, lines 3-5; Exhibit SCE-18, Vol. 3, Part 6, p. 44, lines 3-18. (“That control system, whatever it will 
be, will have a significant fixed cost for the basic hub infrastructure.”) TURN also proposes no capital expenditures for 
PEV, which suggests TURN would like their cake (the control strategy to limit demand from customers with PEVs) and 
eat it too (no funding for the capital expenditures to implement the control strategy).  

403  Exhibit SCE-18, Vol. 2, p. 17. 
404  Exhibit SCE-18, Vol. 2, pp. 18-19. 
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workpapers and data requests/responses.405 Third, DRA challenged in passing certain costs by asserting 

they are one-time, non-recurring costs. This seemed to illustrate a lack of understanding of the nature 

and drivers of the work. Individual projects may be completed, but new projects are undertaken, and the 

driver of costs are the sum of these individual projects. SCE showed in detail why the costs are indeed 

recurring.406 

5.2.3.2 580.260 – Distribution Operation Supervision And Engineering 

This sub-account records the cost of labor, material and expenses for work performed by 

Advanced Technology that fosters improved design, construction, and operation of the distribution 

system to meet increasing system demands. DRA suggests test year funding of $8.375 million, which is 

$3.580 million, or 32 percent, below 2009 recorded expense. 

SCE showed that just as in the case with sub-account 560.260, DRA declined to apply the 

Commission’s guidance on forecasting principles, as found in D.89-12-057.407 SCE also refuted DRA’s 

suggestion that many of the activities that record to this sub-account are purportedly one-time, non-

recurring activities.408 Also, DRA did not analyze or confront the substantial evidence SCE provided to 

justify the modest incremental increase sought by SCE.409  

Finally, DRA’s testimony implied that SCE is somehow double-counting funding for HAN work 

under the Edison SmartConnect Balancing Account. DRA provided no support for this theory.410 TURN 

proposed that Home Area Network (HAN) expenses forecast under this sub-account be collected under 

the Edison SmartConnect Balancing Account mechanism. SCE showed why HAN-related costs must be 

included in general rates.411 

5.2.3.3 580.261 – Research, Development And Demonstration 

The costs incurred for SCE’s authorized Research, Development, and Demonstration (RD&D) 

expenses are tracked in a one-way balancing account. SCE proposed to maintain funding at the same 

level authorized in the 2009 GRC. Consistent with the current balancing account, costs will be trued-up 

at the end of the rate case cycle and any remaining balance will be returned to ratepayers.412 SCE also 

                                                 
405  Exhibit SCE-18, Vol. 2, p. 18, lines 8-12. 
406  Exhibit SCE-18, Vol. 2, pp. 19-20. 
407  Exhibit SCE-18, Vol. 2, pp. 22-23. 
408  Exhibit SCE-18, Vol. 2, pp. 23-24. 
409  Exhibit SCE-18, Vol. 2, p. 22, lines 7-10; p. 24, lines 10-15. 
410  Exhibit SCE-18, Vol. 2, p. 24, lines 16-17. 
411  See Exhibit SCE-04, Vol. 1, pp. 14-29. 
412  Exhibit SCE-03, Vol. 2, p. 110; Exhibit SCE-18, Vol. 2, p. 26, lines 1-10. Thus, DRA was incorrect in suggesting that 

SCE should have embedded funding in its historical expenses. The balancing account returns under-spent funds to 
(Continued) 
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showed why various attempts by DRA and TURN to bring funding below what the Commission 

authorized in the last GRC are simply not well-taken.413 

5.2.3.4 588.260 – Plug-In Electric Vehicle Readiness 

This Account records the cost of labor, material and expenses for work performed by Advanced 

Technology to conduct operational planning and strategic activities to achieve Plug-In Electric Vehicle 

Readiness (PEV-Readiness or PEVR). SCE showed that the PEV-Readiness program launched in 

August 2009 after the 2009 GRC decision had been issued.414 When SCE began the new PEV-Readiness 

program in late 2009, we recorded only four months of expense. On an annualized basis, this rate of 

spend would have exceeded $6 million if SCE utilized DRA’s test year methodology.415 SCE also 

showed that it communicated in detail with DRA through data request responses and in-person 

presentations to show the incremental nature of the PEV-Readiness effort.416  

In response to TURN’s concerns, SCE explained how it has coordinated its efforts with the other 

utilities, and where appropriate has participated in co-funding of PEV collaboration efforts.417 

5.2.4 Summary of Advanced Technology’s Capital Expenditures Request 

SCE’s prepared testimony for Advanced Technologies showed that some of the capital programs 

are well-established ongoing activities that must continue in order to provide the foundation for new 

technology.418 Others are being proposed on a relatively modest scale (i.e., pilot-level projects) to 

prudently obtain information we need, including information that can help us weigh costs and benefits 

before proposing any widespread deployment.419 SCE is addressing California’s ambitious policy goals 

by seeking funding to safely and reliably integrate the modernized technologies that will enable the 

achievement of these goals.420 

                                                 
Continued from the previous page 

ratepayers, and does not allow SCE to recover in rates any sums that we spend above authorized. Hence, there is no 
“embedded funding.” See Exhibit SCE-18, Vol. 2, p. 26, lines 20-23. 

413  Exhibit SCE-18, Vol. 2, pp. 26-27. 
414  Exhibit SCE-18, Vol. 2, p. 29, lines 2-10. 
415  Id. 
416  Exhibit SCE-18, Vol. 2, pp. 29-31 
417  Exhibit SCE-18, Vol. 2, pp. 31-34. 
418  Exhibit SCE-18, Vol. 2, p. 35, lines 3-13; p. 38, lines 22-27; p. 39, lines 1-3. 
419  Exhibit SCE-18, Vol. 2, p. 35, lines 13-16; p. 38, lines 23-26.  
420  Exhibit SCE-03, Vol. 2, pp. 1-9. 
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5.2.4.1 DRA’s Generic Arguments 

While DRA agrees with the need for some of the projects in this section, for most of the projects 

DRA makes a generic argument that the Advanced Technology projects are not needed. DRA’s generic 

argument for each such project is that the project is not needed because: (1) it is not required by statute 

or regulation; (2) SCE has not provided a cost-benefit analysis of the project; and (3) SCE’s historical 

expenditures indicate that the project is not needed.421 DRA simply repeats the language of this generic 

argument for each project it challenges, without analyzing the project itself.422  

DRA’s position cannot be accepted. In some instances, DRA’s view that the project is not 

required by statute or regulation is too narrow, because the project is a necessary prerequisite for the 

achievement of public policy goals in a safe and reliable manner. In others, DRA’s argument fails to 

recognize that projects can be justified for reasons other than the three asserted by DRA.423 Moreover, as 

described by SCE’s witness, specific legislation does not “require” specific projects. What it does 

mandate is that SCE provide capabilities and comply with overarching targets, such as achieving 33 

percent renewables targets, or obtaining 500 megawatts of solar rooftop resources.424    

5.2.4.2 TURN’s Citation to Regulatory and Legislative Authority Is Not Quite Correct 

In several places, TURN suggested that D.10-06-047 prevents SCE from proposing various 

capital projects without first displaying a cost-benefit analysis.425 Not so. D.10-06-047 adopts various 

requirements and parameters for the investor-owned utilities’ generalized smart grid deployment plans. 

California Senate Bill 17 (SB 17) in turn sets forth overall features that the smart grid should have at 

some unspecified time in the future, and mandates that the Commission order the utilities to develop 

smart grid deployment plans. D.10-06-047 does not state that, as a threshold requirement, a utility must 

show a positive cost versus benefits analysis before the utility can propose, or receive funds for, a 

specific project or investment.426 The referenced decision never says that utilities are foreclosed from 

proposing projects for funding if they are using grounds other than a positive cost/benefit.427 The cost-

                                                 
421  DRA advances this argument for the following projects in Exhibit DRA-7:  Smart Distribution Transformers (p. 10), 

Integrated Smart Distribution (p. 13), Substation Automation 3 (p. 14), Distribution Management System (pp.15-16), 
Outage Information (pp. 16-17), Phasor Measurement & Wide-Area Situational Awareness (pp. 18-19), Centralized 
Remedial Action Scheme (pp.19-20), and Smart Grid Cyber Security (p. 21).  

422  Exhibit SCE-18, Vol. 2, pp. 35-36. 
423  SCE, Kim, Tr. 11/1262-1264. 
424  SCE, Kim, Tr. 11/1258-1260. 
425  See, e.g., TURN-04, pp. 23, 39, 43, 59-60. 
426  See Exhibit SCE-18, Vol. 2, pp. 37-38. 
427  Exhibit SCE-18, Vol. 2, p. 37, lines 9-11. 
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benefit analysis guidance that the Commission spelled out, and that TURN quotes, relates to the overall 

deployment plans, not the reasonableness reviews that occur in GRCs.428  

Similarly, California Senate Bill 17 does not provide any express requirements that a utility must 

provide a positive cost-benefit showing before it can propose a given project. SB 17 does not state that, 

as a threshold requirement, the utility must show cost-effectiveness before it can seek or obtain funding 

for a specific smart grid investment or project.429 Moreover, the legislation must be implemented in a 

manner that does not compromise safety or system reliability.430 

SCE understands, and concurs with, the important role of cost-effectiveness in determining 

whether a utility investment is reasonable. However, SCE proposes three types of projects in this rate 

case for which accurately demonstrating cost-effectiveness is impractical at this time.431 First, there are 

small-scale pilots that will provide SCE with the information it needs to perform cost-effectiveness 

analyses prior to any full deployment; an example is the Smart Distribution Transformer Project.432 

Second, there are fuller-scale deployments that are foundational investments for the smart grid, i.e., they 

will enable multiple smart grid technologies; an example is the Cyber Security Project.433 Finally, there 

are projects which build from existing programs that the Commission has already found to be reasonable 

in delivering ratepayer benefits; an example is the Circuit Automation Project.434 Moreover, a number of 

projects are foundational to running the grid regardless of whether it is “smart” or not. For example, 

better cyber security benefits our ratepayers regardless of the specific degree of advancement of the grid.  

5.2.5 The Distribution System Projects are Prudent Expenditures 

5.2.5.1 Circuit Automation 

In this program, SCE is adding automatic switching equipment to circuits.435 This facilitates 

quick restoration of power and isolation of fault after an outage. DRA did not argue against the need for 

this project; it just suggested that its reduction will somehow still permit SCE to perform the same 

planned scope of work.436 SCE plans to automate an average of 134 circuits per year during 2010-

                                                 
428  Exhibit SCE-18, Vol. 2, pp. 37-38. 
429  Exhibit SCE-18, Vol. 2, p. 38, lines 14-21. 
430  Cal. Pub. Util. Code §8363. 
431  SCE, Kim, Tr. 11/1262-1263. 
432  Exhibit SCE-18, Vol. 2, p. 38, lines 23-26. 
433  Exhibit SCE-18, Vol. 2, p. 38, lines 26-27; p. 39, lines 1-3. 
434 Exhibit SCE-18, Vol. 2, pp. 39-40. 
435  Exhibit SCE-03, Vol. 2, pp. 37-38. 
436  Exhibit DRA-07, p. 9, lines 16-17. 
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2014.437 DRA’s proposal only funds an average of 31 circuits per year from 2012-2014, a reduction of 

70 percent.438  

5.2.5.2 Smart Distribution Transformers 

SCE believes that smart distribution transformers will provide it with the capability to better 

manage power outages and potential safety issues resulting from distribution transformer failures.439 

SCE also believes it is important to compile operational data to validate SCE’s assumptions before 

undertaking any full-scale deployment. In this pilot deployment, SCE will replace a limited number of 

standard transformers with smart distribution transformers; SCE will only make the replacement when 

the transformer would have been otherwise replaced as part of breakdown or preventive maintenance.440 

SCE showed that this is a pilot project that should help us make reasonable investment choices on behalf 

of our ratepayers. The project itself cannot throw off a positive cost-benefit -- it is a pilot program that 

should give SCE the data it needs to perform a cost-effectiveness and prudency study of smart 

distribution transformer equipment.441 

5.2.5.3 Distribution System Efficiency Enhancement Project (DSEEP) 

The DSEEP project consists of servicing and expanding a wireless communication system.442 

This system installs radio communication capabilities, so that SCE can remotely monitor and control its 

distribution automation devices, and leverage operational efficiencies.443  

DRA’s use of a five-year average444 is mistaken. An average is applicable only if the costs 

fluctuate from year to year, or if the drivers are beyond the utility’s control.445 SCE’s forecast for 

DSEEP is based on a specific volume of work; that volume of work is not accounted for in DRA’s 

recommendation.446 DRA’s proposal effectively reduces the number of radios SCE can install by 

approximately 330 per year, which equates to a total reduction of 1,320 over the period 2011-2014.447 

SCE’s proposed level of expenditures takes into account the historical spending rate, and reflects the 

                                                 
437  Exhibit SCE-18, Vol. 2, p. 40, lines 9-11 (citing workpapers). 
438  Exhibit SCE-18, Vol. 2, p. 40, lines 11-12. 
439  Exhibit SCE-03, Vol. 2, pp. 45-46. 
440  Exhibit SCE-03, Vol. 2, p. 46. 
441  Exhibit SCE-03, Vol. 2, p. 47; Exhibit SCE-18, Vol. 2, p. 42, lines 1-6. TURN appears to acknowledge the pilot nature 

of this project. Exhibit TURN-04, p. 34 lines 14-16. See also SCE, Kim, Tr. 11/1342. 
442  Exhibit SCE-03, Vol. 2, p. 48. 
443  Exhibit SCE-03, Vol. 2, pp. 48-49; Exhibit SCE-18, Vol. 2, p. 46, lines 7-9.  
444  See DRA-07, p. 12, lines 4-6. 
445  D.89-12-057.  
446  Exhibit SCE-18, Vol. 2, p. 47, lines 9-10. 
447  Exhibit SCE-18, Vol. 2, p. 47, lines 10-12. 
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growth in the number of automated devices SCE must monitor and control.448 DRA’s proposal did not 

reflect or address this growth.  

5.2.5.4 Integrated Smart Distribution 

The Integrated Smart Distribution Project represents SCE’s initial effort to deploy an integrated 

set of smart grid field devices.449 These field devices should help SCE address operational challenges 

associated with increasing amounts of interconnected distributed energy resources,450 while 

simultaneously improving its response to customer outages.451 DRA recommends against the program 

based on the generic arguments referenced above. Yet, if SCE does not carry out this pilot scale project, 

it cannot evaluate the viability of this technology.452 SCE can’t provide a cost-effectiveness study at this 

time; that is why SCE is doing a pilot project -- to obtain the data to perform such studies before any 

widespread deployment is proposed. Given the emergence and necessity of distributed generation, and 

the complexity of changing technology to operate systems built after World War II, not investing in this 

pilot project seems imprudent. 

5.2.5.5 Substation Automation 3 

The Substation Automation 3 Project (SA3) is the next logical step in SCE’s efforts to automate 

its substations.453 SA3 will be fully compliant with upcoming changes to North American Electric 

Reliability Corporations’ Critical Infrastructure Protection Program (NERC CIP).454 The project will 

incorporate IEC 61850, an international standard that is fast becoming the industry standard for 

distribution and substation automation.455  

SCE showed that this is a foundational project that will enable multiple smart grid 

technologies.456 The project will also help SCE bridge the gap between substations and distribution 

circuits, which will enable an end-to-end solution for voltage and VAR control -- a critical step in 

fostering grid efficiency and the integration of renewable resources on the power grid.457 SCE refuted all 
                                                 
448  Exhibit SCE-18, Vol. 2, pp. 47-48. 
449  Exhibit SCE-03, Vol. 2, pp. 50-51. 
450  Exhibit SCE-03, Vol. 2, p. 50. Such interconnected resources spring from public policies that promote these types of 

resources. Exhibit SCE-03, Vol. 2, p. 9, Figure II-1 illustrates many of these policies.  
451  Exhibit SCE-03, Vol. 2, pp. 50-51. 
452  Exhibit SCE-18, Vol. 2, pp. 50-52. SCE also showed why this project is not duplicative of SCE’s Irvine Smart Grid 

Demonstration federal stimulus project. Id. at pp. 52-53.  
453  Exhibit SCE-03, Vol. 2, p. 61, lines 21-27. 
454  Exhibit SCE-03, Vol. 2, pp. 64-65. 
455  Exhibit SCE-03, Vol. 2, p. 62. Because SCE is incorporating this standard rather than a narrow proprietary standard, the 

Company is guarding against “do-overs” as a result of changing standards. See SCE, Kim, Tr. 11/1268-1269. 
456  Exhibit SCE-18, Vol. 2, pp. 55-56. 
457  Exhibit SCE-18, Vol. 2, p. 56, lines 3-7. 
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of DRA’s arguments, including DRA’s concerns about the sufficiency of information justifying SCE’s 

forecast.458 SCE’s proposed solution will be consistent with industry best practices, will minimize the 

risk of future obsolescence, and will be fully compatible with SCE’s existing equipment.459 

5.2.5.6 Distribution Management System 

SCE’s existing Distribution Control and Monitoring System (DCMS) is the centralized 

computing system that (1) allows SCE to gather data from SCE’s various distribution automation 

programs; and (2) facilitates automated operation and control of the distribution system as a whole.460 

The existing DCMS is obsolete and suffers from other shortcomings that pose risks to the safe and 

reliable operation of the system; under this project it will be replaced with a modernized Distribution 

Management System (DMS).461  

The Commission found this project reasonable in SCE’s 2009 GRC.462 DRA blames SCE for not 

incurring expenditures as forecast in its 2009 GRC.463 Although SCE did not spend the $3.0 million the 

Commission authorized for this project in 2009, it incurred $7.73 million in capital expenditures for this 

project in 2010.464 The project was delayed because SCE pursued a competitive vendor selection process 

for this project that resulted in better value for the company’s ratepayers.465 To disallow this project 

because SCE did not incur expenditures precisely as set forth in its 2009 GRC would be tantamount to 

punishing SCE for conducting a rigorous vendor selection process that resulted in reasonable value for 

ratepayers.466 SCE also submitted substantial evidence that contradicts DRA’s speculations regarding 

the sufficiency of SCE’s justification for this project.467 

                                                 
458  Exhibit SCE-18, Vol. 2, pp. 55-57. 
459  SCE, Kim, Tr. 11/1267-1269. 
460  Exhibit SCE-03, Vol. 2, p. 66, lines 6-8. 
461  Exhibit SCE-03, Vol. 2, p. 70; Exhibit SCE-18, Vol. 2, p. 58, lines 15-21; SCE, Kim, Tr. 11/1272-1273.  
462  D.09-03-025, p. 223. 
463  Exhibit DRA-07, p. 15, line 21; p. 16, lines 1-4. 
464  Exhibit SCE-18, Vol. 2, p. 59, lines 4-8.  
465  Exhibit SCE-18, Vol. 2, p. 59, lines 6-14. 
466  Disallowance on this basis would also sidestep the fact that the 2009 GRC decision covered not just year 2009, but 2010 

and 2011 as well. 
467  Exhibit SCE-18, Vol. 2, p. 59, lines 15-22. 
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5.2.6 The Advanced Technology Transmission System Projects are Reasonable 

5.2.6.1 Online Transformer Monitoring 

SCE will install monitoring and communications devices on SCE’s bulk transformers under this 

program. This program will enable SCE to better manage substation transformer failure risks by more 

accurately detecting some of the most common problems that can lead to catastrophic failures.468  

TURN incorrectly suggested that this project is not cost-effective. The reasonableness of this 

program is based on risk mitigation, and not the “Financial Model” conclusions exclusively relied upon 

by TURN to support its cost-effectiveness argument.469 The Commission explicitly stated that risk 

mitigation was one reason that it approved this project in SCE’s 2009 GRC.470 SCE also showed why 

TURN’s arguments regarding the risks and effects of transformer failures are not well taken.471 Finally, 

SCE illustrated that more frequent manual sampling of the transformers would not provide the risk 

mitigation benefits suggested by TURN.472   

5.2.6.2 Phasor Measurement & Wide-Area Situational Awareness 

The Phasor Measurement & Wide-Area Situational Awareness (WASAS) Program will provide 

operators at SCE and across the Western Electricity Coordinating Council control area with better 

information and tools to improve management of the region’s transmission system, particularly during 

times of system stress.473 The project helps avoid close operating margins and system instability, and 

helps maintain system reliability.474 The Commission concluded that this project was reasonable on this 

basis in SCE’s 2009 GRC.475 SCE explained the engineering and technical reasons why it could not 

incur expenditures for this project precisely as forecast in its 2009 GRC, and why any such differential 

                                                 
468  Exhibit SCE-03, Vol. 2, p. 80. 
469  Exhibit SCE-18, Vol. 2, p. 61, lines 6-13. 
470  D.09-03-025, pp. 218-219 (“Edison has provided ample evidence to support its request as in the interest of ratepayers by 

enabling Edison to take proactive steps to prevent transformer failure through early detection of gas build-up, a precursor 
to transformer failure. This offers a variety of benefits including prevention of catastrophic failure, and the attendant 
costs as well as offering substantial value in terms of extending the life of Edison’s transformers.”) 

471  Exhibit SCE-18, Vol. 2, p. 62. 
472  SCE, Trainor, Tr. 12/1595-1597. 
473  Exhibit SCE-03, Vol. 2, pp. 81-82. 
474  Exhibit SCE-18, Vol. 2, pp. 64-65. 
475  D.09-03-025, p. 222, (“[w]e find this system will enable SCE to better provide system reliability, to manage its electric 

system during times of transmission system stress, and avoid close operating margins and system instability.”) SCE 
showed that phasors have received even wider acceptance since SCE’s 2009 GRC. See Exhibit SCE-18, Vol. 2, p. 65, 
lines 4-15.  



 

 -80-  

does not diminish the need for this project.476 Disallowing this project would amount to punishing SCE 

for making prudent management decisions on technologies as they developed. 

DRA also suggested that SCE has not provided sufficient justification for this project. SCE in 

fact provided DRA with, among other things, a 51-page estimate for the installation of phasor equipment 

at a representative substation, a paid invoice for key equipment, estimates for the costs of installing 

specific equipment, and a detailed spreadsheet work-up of the costs associated with the database 

servers.477 DRA did not confront or analyze the detailed information and analysis SCE provided. 

5.2.6.3 Centralized Remedial Action Scheme (CRAS) 

Remedial action schemes (RAS) are a proven, viable, and industry-accepted way of mitigating 

transmission system overloads.478 CRAS will overcome the limitations of existing RAS technology to 

ensure the safe and reliable interconnection of expected new generation.479 This project is needed to 

reliably and safely interconnect expected new generation, including renewable generation. Without 

CRAS, SCE will be faced with the prospect of constructing massive amounts of new transmission with 

long lead times in order to safely and reliably interconnect new generation.480 On this basis, the 

Commission found that this project was reasonable in SCE’s 2009 GRC.481 

DRA attempts to reduce SCE forecast because SCE did not incur expenditures for CRAS 

precisely as forecast in its 2009 GRC.482 SCE temporarily held off on this project because it determined 

that near-term advancements in communications and computing technology would add substantial 

value.483 As with phasors, disallowing this project on the basis suggested by DRA would be tantamount 

to punishing SCE for making prudent management decisions.  

SCE also refuted TURN’s demand for a cost-benefit analysis for this project.484 As noted above, 

the Commission has already determined that this project is reasonable and cost-effective in SCE’s 2009 

GRC. TURN also incorrectly suggested that SCE’s interconnection assumptions are “extreme and 

unreasonable.” SCE explained that its interconnection assumptions simply reflect the continuing push to 

                                                 
476  Exhibit SCE-18, Vol. 2, pp. 65-66. 
477  Exhibit SCE-18, Vol. 2, p. 66, lines 11-21. 
478  Exhibit SCE-03, Vol. 2, p. 92. 
479  Id. 
480  See Exhibit SCE-03, Vol. 2, pp. 88-93. See also SCE, Kim, Tr. 11/1314-1315. 
481  D.09-03-025, pp. 225-226. SCE showed that the need for CRAS has only increased since the 2009 SCE GRC, due to 

increased renewables portfolio requirements, and other regulatory actions. See Exhibit SCE-18, Vol. 2, pp. 68-69. 
482  Exhibit DRA-07, p. 20, lines 14-20. 
483  Exhibit SCE-03, Vol. 2, p. 95, lines 5-8. SCE’s current design for CRAS was approved by the Western Electricity 

Coordinating Council’s RAS Regional Committee. Exhibit SCE-18, Vol. 2, p. 69, lines 8-11.  
484  Exhibit SCE-18, Vol. 2, pp. 69-70. 
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increase renewable generation interconnections so that energy can be imported to load-serving entities in 

California.485 Consequently, SCE is making assumptions on the best possible information.486  

SCE also refuted TURN’s underlying arguments on the number of RASs that are present on 

SCE’s system, and TURN’s suggestion that the number of RASs needed by SCE has declined.487 

Finally, SCE showed that TURN’s suggestions regarding the interconnection queue and its possible 

effect on this project are not well taken.488 

5.2.7 Smart Grid Cyber Security 

Under the Smart Grid Cyber Security Program, SCE plans to put in a centralized, comprehensive 

cyber security solution to help guard the security of communications and information traveling along 

SCE’s smart grid systems.489 As systems become more interconnected and more sensitive customer and 

electric system data is used and transferred on the system, such concerns become ever more important. 

SCE showed that legislators and the Commission have recognized the importance of cyber security as a 

smart grid advances.490 SCE also showed that lack of historical expenditures for this project is 

inconsequential; the project was not and could not have been proposed in the last rate case.491 

5.2.8 The Advanced Technology Laboratory Projects Are Needed, and Do Not Duplicate the 

Efforts of Others 

SCE’s request for the Advanced Technology Laboratories Project will expand and enhance 

SCE’s existing advanced technology testing facilities. These facilities allow Advanced Technology 

engineers to determine how to safely integrate new technologies with the existing equipment on SCE’s 

transmission and distribution systems.492  

While agreeing with the need for this project, DRA does not recommend appropriate funding for 

it. DRA simply does not address the last two years of the five-year forecast SCE provided.493  

                                                 
485  Exhibit SCE-18, Vol. 2, p. 70, lines 10-18. 
486  Id. Even if TURN’s suggestions regarding whether or not the new interconnections will materialize are accepted, the 

project is still needed. The project as proposed in this rate case will centralize two remedial action schemes, and the need 
is based on the existing loads. SCE, Kim, Tr. 11/1312-1313. 

487  Exhibit SCE-18, Vol. 2, pp. 70-71. 
488  Exhibit SCE-18, Vol. 2, p. 71, lines 9-18. 
489  Exhibit SCE-03, Vol. 2, p. 98, lines 3-6. 
490  Exhibit SCE-18, Vol. 2, p. 73, lines 5-22. 
491  Exhibit SCE-18, Vol. 2, p. 74, lines 1-6. 
492  Exhibit SCE-03, Vol. 2, p. 103, lines 3-6. 
493  Exhibit SCE-18, Vol. 2, p. 75, lines 5-10. DRA also made a vague and unsupported suggestion that its recommendation 

will somehow enable SCE’s ratepayers to benefit from the new 2010 tax law. Exhibit SCE-18, Vol. 2, p. 75, lines 11-13. 
SCE could not evaluate the merits of this suggestion because no further analysis or information was provided. 
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TURN recommends zero funding for the Advanced Technology Laboratories. First, TURN 

inaccurately characterizes the work to be conducted at the Advanced Technology Laboratories as 

RD&D, which should be funded through a designated balancing account. SCE showed that the labs will 

be used not to develop technologies, but instead to test and evaluate existing technologies to judge 

whether they represent a prudent and viable choice for deployment on SCE’s power grid.494 SCE 

provided evidence that the electric utility industry does not have an entity that tests each specific piece 

of equipment for safety, operational capability, and interoperability and places a stamp of approval on 

the product. Instead, each utility requires differing levels and kinds of testing capability in order to make 

prudent technology decisions on its particular system.495 Even assuming that the industry had a credible 

entity to do this type of work, the specifics of incorporating a piece of equipment into specific operating 

circuit configurations and protection strategies, as well as how the equipment will operate with other 

existing equipment (potentially manufactured by another vendor) is work that must be done by the 

utility.496 

SCE also showed that its efforts are not duplicative of other specific entities such as the Los 

Angeles Department of Water and Power.497 SCE also illustrated that TURN erred in suggesting that 

SCE is not properly utilizing available resources in California and around the country as SCE evaluates 

and implements advanced technologies for its grid.498  

Finally, SCE addressed TURN’s general concern that the lab buildings would not be used and 

useful for other activities without additional retrofit expenditures. All eight of the Westminster Labs 

make use of an existing building on SCE-owned property, with only minor upgrades to the facility to 

retrofit it for laboratory usage.499 The portion of the building where the labs will be located was 

previously used for storage. In the unlikely event that SCE finds it necessary to convert the Westminster 

Labs back into storage, it would take little, if any, expenditure to do so.500 

                                                 
494  See Exhibit SCE-18, Vol. 2, pp. 75-76; SCE, Kim, Tr. 11/1337, lines 8-26. At the GRC hearing, SCE also showed that a 

small notation for RD&D found in a single table contained within SCE’s 300-page Smart Grid Deployment Plan was 
simply inartful phrasing. SCE, Kim, Tr. 11/1368-1370. 

495  Exhibit SCE-18, Vol. 2, p. 77, lines 1-6. 
496  Exhibit SCE-18, Vol. 2, p. 77, lines 6-11. 
497  Exhibit SCE-18, Vol. 2, pp. 77-79. 
498  Exhibit SCE-18, Vol. 2, pp. 78-79. 
499  Exhibit SCE-18, Vol. 2, p. 79, lines 10-16. 
500  Id. 
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5.2.8.1 DGSS and AES-TEC Testing Facilities 

TURN attacked the funding request for SCE’s Distribution Grid Support System (DGSS) Testing 

Facility and the Advanced Energy Storage Technology Evaluation Center (AES-TEC). SCE showed that 

TURN misunderstood the needs and drivers for electric utilities to operate testing facilities, 

underestimated the amount of collaboration between various stakeholders, and did not consider any 

contributions that are uniquely made by electric utilities.501 SCE also showed that its testing and 

evaluation efforts give key personnel “behind the wheel” type experience in a testing environment. This 

avoids the risk of such personnel trying to obtain such “behind the wheel” experience on the actual 

power grid.502 These efforts also help SCE’s engineers and field personnel better integrate and safely 

operate the SCE electrical system once the chosen technologies are actually deployed.503 

5.2.8.2 Real Time Digital Simulator (RTDS) Lab Expansion 

TURN argued that SCE’s proposed RTDS lab expansion duplicates services offered by GE 

Power Management, and that SCE provided no cost/benefit analysis. SCE showed in detail that its 

request is not duplicative of GE’s.504 SCE also explained that the key drivers are energy and 

environmental policies rather than cost-effectiveness.505 Moreover, SCE described how the increased 

capabilities mean that SCE can use its system to conduct relay testing, rather than paying for external 

studies; SCE noted specific costs that can be avoided.506 

5.2.8.3 Electric Vehicle Testing Center (EVTC) 

TURN suggested that SCE’S work at the EVTC is of questionable value, and duplicates efforts 

at the National Renewable Energy Laboratory (NREL).507 SCE showed that the EVTC has been 

supported by this Commission for the last eighteen years; President Obama has visited the EVTC and 

declared that the work at the Center is vital for widespread jobs-creation.508 The testing activities at the 

Center help SCE determine the impacts of various electric vehicles (including medium and heavy-duty 

vehicles) on its electric grid. This in turn enables SCE to plan for safe and reliable integration of such 

vehicles, and provides key technical information for legislative and regulatory efforts, including the 

                                                 
501  Exhibit SCE-18, Vol. 2, pp. 80-83. 
502  Exhibit SCE-18, Vol. 2, pp. 81-82. 
503  Exhibit SCE-18, Vol. 2, p. 82, lines 1-7. 
504  Exhibit SCE-18, Vol. 2, pp. 83-84. 
505  Id. 
506  Id. at p. 84, lines 6-7, fn. 340. 
507  Exhibit TURN-07, p. 71, line 11.  
508  Exhibit SCE-18, Vol. 2, pp. 77-78; p. 84, lines 15-18.  
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Commission’s Alternative-Fuel Vehicle Rulemaking.509 SCE also specifically showed that its efforts are 

not duplicative of the NREL, because SCE’s work is far more tailored to the system configuration and 

power grid needs of SCE on behalf of its ratepayers.510 

5.3 T&D – Electric System Planning 

SCE’s Electric System Planning organization performs engineering on SCE’s transmission and 

distribution system, much of which is capitalized. System Planning incurs O&M expenses for 

Transmission Intereconnection Planning and Power Quality inspection and resolution. For 2012, SCE 

estimated $5.305 million in the former category and $1.327 million in the latter. DRA’s corresponding 

recommendations are $3.692 million and $0.964 million.511 

5.3.1 Transmission Interconnection Planning – Sub-Account 561.210 

For Sub-Account 561.210, SCE developed separate labor and non-labor expense forecasts. Labor 

expenses were estimated based on the number of employees needed to perform the expected volume of 

work in 2012 times the recorded 2009 cost-per-employee. Non-labor expenses were based on a three-

year average of 2007-2009 expenses. DRA did not distinguish between labor and non-labor and based 

its recommended funding on a five-year average of total expenses in this account.512 

The recorded expense data do not support DRA’s approach. D.89-12-057 set forth some general 

guidelines for forecasting GRC expenses, guidance that was quoted verbatim in SCE’s 2003 GRC 

decision, D.04-07-022. Among those principles is that an average is appropriate when recorded expenses 

fluctuate significantly, for example, due to weather or other events beyond the utility’s control.513 As 

shown in Figure I-1, DRA’s proposed five-year average does not comport with this Commission 

guidance. Rather than fluctuating significantly, recorded labor expenses remained relatively flat from 

2005-2008, then increased by over 30 percent in 2009. This pattern does not suggest using a five-year 

average to forecasts labor expenses. Non-labor expenses did fluctuate, but, as noted in SCE’s rebuttal, 

the activities recorded in this account changed significantly in 2007, primarily due to compliance with 

NERC and other standards, making the prior years’ expenses no longer representative of ongoing 

activities.514 SCE’s estimates are reasonable and should be adopted. 

                                                 
509  Exhibit SCE-18, Vol. 2, pp. 84-85.  
510  Exhibit SCE-18, Vol. 2, p. 85, lines 3-15. 
511  Exhibit SCE-18, Volume 3, Parts 1&2, p. 1, Table I-1. 
512  Exhibit SCE-18, Volume 3, Parts 1&2, pp. 2-3. 
513  This guidance is quoted by SCE witness Loughlin in Exhibit SCE-22, Vol. 1, p. 1. 
514  Exhibit SCE-18, Vol. 3, Parts 1&2, p. 5. 
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5.3.2 Load Side Support For Power Quality, Radio, & TV Interference – Sub-Account 587.210 

Sub-Account 587.210 expenses are for inspecting, monitoring, and mitigating power quality 

issues, such as voltage dips and electromagnetic interference that can affect customers’ electric service. 

SCE’s labor expense estimate was based on the needed number of inspectors times the recorded average 

cost-per-employee; the non-labor expense forecast was based on the average ratio of non-labor to labor 

expenses over the five-year period, or 44 percent.515 DRA forecast total expenses (i.e., DRA did not 

separately forecast labor and non-labor expense) and is based on 2009 recorded, a year when the number 

of inspectors was the lowest during the five-year recorded period. DRA’s forecast ignores the need to 

increase the number of inspectors over 2009 recorded levels, which was explained to DRA in a data 

request response quoted in SCE’s rebuttal – the increasing use of microprocessors and the shift from 

electric to electronic loads are causing considerable harmonic distortions.516 As also noted in SCE’s 

rebuttal, since 2009 SCE has already hired two additional employees to perform these activities.517 

SCE’s forecast is reasonable and should be adopted. 

5.4 T&D – Load Growth 

Capital expenditures in SCE’s Load Growth programs are designed to: (1) strengthen the system 

to accommodate increasing load; and (2) interconnect new generation to SCE’s system. DRA, TURN, 

and AECA518 each submitted testimony on SCE’s load growth expenditures. DRA addressed four 

components of SCE’s load growth programs – the Subtransmission Lines Plan, the Distribution 

Substation Plan (DSP), the Substation Equipment Replacement Plan (SERP), and the Plug-in Electric 

Vehicle (PEV) Readiness expenditures, on which TURN also submitted testimony. Because PEV issues 

arise in several parts of SCE’s request, SCE addresses those issues together in Section 5.2 of this brief. 

For each of these load growth categories SCE presented its estimates for 2010-2014. DRA accepted 

SCE’s recorded 2010 expenditures (which were not yet available when SCE filed this application) and 

did not address the 2013-2014 estimates.519 DRA did propose reductions to SCE’s 2011-2012 estimates 

in each of the load growth categories. 

                                                 
515  Exhibit SCE-18, Vol. 3, Parts 1&2, p. 9; Exhibit SCE-03, Volume 3, Parts 1&2, p. 10, Figure I-4. As shown in that 

figure, during the 2005-2009 period, the number of inspectors varied from 6-10, with an average cost per employee of 
$92,000. SCE’s forecast is based on a workforce of 10 inspectors times the recorded average cost per employee. 

516  Exhibit SCE-18, Volume 3, Parts 1&2, p. 10. 
517  Id., p. 11, lines 13-14. 
518 The Vote Solar Initiative also submitted testimony on SCE’s Load Growth expenditures, but that testimony was 

withdrawn under the terms of a settlement that has been filed for Commission approval. 
519 Exhibit DRA-06, p. 5, Table 6-1. 
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5.4.1 Subtransmission Lines Plan 

Subtransmission Lines Plan expenditures are needed to upgrade, expand, or reinforce SCE’s 

existing 66 and 115 Kilovolt networks in order to serve forecast load. SCE’s forecasts were based on 

engineering studies that evaluated the ability of each line to operate within established loading limits 

under both normal conditions and contingency conditions, when critical equipment is out of service.520 

DRA proposed reductions of $2.070 in 2011 and $3.829 million in 2011 based on allegations that SCE 

had not provided either evidence of receiving a permit to construct in accordance with General Order 

131-D or an exemption from those requirements for five of the Subtransmission Lines Plan projects SCE 

estimated for 2011-2012.521 

SCE’s rebuttal explained that DRA’s G.O. 131-D issue was primarily one of timing. Some of the 

permits (or exemptions) under G.O. 131-D were not yet determined at the time SCE made its estimates 

in 2010. 522 There is no barrier for SCE under G.O. 131-D or any other regulation to proceed with the 

five projects for which DRA raised concerns. 

5.4.2 Distribution Substation Plan 

The expenditures in SCE’s DSP are needed to upgrade, expand, or reinforce SCE’s existing 

distribution substations and to conduct new ones, in order to adequately serve forecast load growth. 

SCE’s estimates were based on engineering studies that evaluate the ability of each substation to operate 

within established loading limits. Similar to its position on the Subtransmission Lines Plan, DRA raised 

concerns that 35 of SCE’s planned DSP projects do not yet have G.O. 131-D permits or exemptions.523 

SCE also rebutted DRA’s concerns about the DSP projects, noting that two of the 35 projects had been 

deferred or cancelled, totaling $0.140 million in 2011 and $12.601 million in 2012. SCE agreed to 

remove those costs from its request in this proceeding.524 For the remaining 33 projects questioned by 

DRA, there was no G.O. 131-D requirement and no barrier to SCE proceeding with those projects. Other 

than the two projects SCE has agreed to remove from this GRC, SCE’s 2011-2012 estimated DSP 

expenditures are reasonable and should be authorized. 

5.4.3 Substation Equipment Replacement Plan 

SERP expenditures are to replace substation circuit breakers at locations where the abnormally 

high current that can occur during electrical system faults exceed ratings. As noted in SCE’s testimony, 
                                                 
520 Exhibit SCE-18, Vol. 3, Parts 1&2, p. 12. 
521 Exhibit DRA-06, pp. 13-14. 
522 Exhibit SCE-18, Vol. 3, Parts 1&2, pp. 13-14. 
523 Exhibit DRA-06, pp. 15-16. 
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SCE is experiencing a rising number of instances that come close to exceeding the fault rating due to the 

increasing number of generators connecting to the system. DRA does not take issue with SCE’s 

proposed schedule for replacing the 12 kV circuit breakers, but recommends replacing fewer 66 kV 

circuit breakers per year – 26 versus SCE’s 36, resulting in a $2.0 million decrease in 2012 SERP capital 

expenditures.525 DRA does not disagree with the need to make these replacements, but recommends they 

be made over a longer period of time. 

DRA’s proposal would be imprudent. Circuit breakers with adequate interrupting capability are 

essential to preserving the reliability of electric service and for the safety of employees and the public.526 

SCE’s proposed expenditures should be authorized. 

5.4.4 AECA’s Proposed Reductions To SCE’s Load Growth Program Is Unfounded 

AECA submitted unsubstantiated testimony speculating that “it seems likely that SCE built up 

substantial distribution and transmission overcapacity.”527 SCE submitted substantial evidence that 

contradicts AECA’s speculative testimony, which should be given no weight.528 

5.5 T&D – Infrastructure Replacement 

SCE operates and maintains a vast infrastructure of transmission and distribution equipment: 

                                                 
Continued from the previous page 
524 Exhibit SCE-18, Vol. 3, Parts 1&2, p. 15. 
525 Exhibit DRA-06, p. 19; Exhibit SCE-18, Vol. 3, Parts 1&2, p. 16. 
526 Exhibit SCE-18, Vol. 3, Parts 1&2, p. 17. 
527 Exhibit AECA-01R, p. 2, lines 21-22. 
528 See Exhibit SCE-18, Vol. 3, Parts 1&2, pp. 18-20 and other testimony cited in that section.  
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Our bulk power system contains 313 miles of 800 kV transmission lines and 1,229 circuit 
miles of 500 kV AC transmission lines that provide our major interconnections with utilities 
in Northern California, the Pacific Northwest, and the Desert Southwest. The 800 kV lines 
transmit power between SCE and the Bonneville Power Administration. The 500 kV lines 
serve seven major transmission substations where voltages are stepped down to 220 kV. 
Approximately 3,532 circuit miles of 220 kV transmission lines form a network or grid, 
which distributes power from generating stations located throughout our service territory. 
The network supplies power to transmission stations, known as “A” stations, which are 
typically 220 kV to 66 kV “A” stations, where 220 kV voltages are typically stepped down to 
115 kV or 66 kV, are the source stations for 115 kV and 66 kV sub-transmission stations. 
The sub-transmission system distributes power over 7,000 circuit miles of 115 kV and 66 kV 
lines to large retail customers that are connected to the 66 kV sub-transmission system, 
wholesale customers, and distribution substations, known as “B” stations. Distribution 
substations, where sub-transmission voltages are stepped down to distribution voltages 
(12kV, 16 kV, or 33 kV), represent the interface between the sub-transmission and 
distribution systems. SCE’s distribution system ranges in voltage from 2.4 kV to 34.5 kV 
overhead part of the system contains approximately 61,000 circuit miles supported on 
approximately 1.5 million wood poles. The overhead system includes nearly 460,000 
transformers, 11,000 capacitor banks, and 10,000 switches. The underground portion of the 
system contains approximately 43,500 circuit miles of cables, 260,000 transformers and 
43,000 switches. The underground distribution transformers and equipment are enclosed or 
contained in over 315,000 structures.529 

A significant portion of this infrastructure was constructed in the years immediately following 

World War II, when Southern California saw unprecedented growth.530 Each piece of this vast network 

of equipment continues to age, and, despite ongoing maintenance, must eventually be replaced. A utility 

in this situation has two choices – either wait until the equipment fails in service, or attempt to identify 

equipment at risk of failing and replace it before that happens. But, because we cannot know in advance 

which equipment will fail, where it is located, or when failure will occur, the first alternative is typically 

more expensive, and carries the attendant risks of unplanned customer outages and safety hazards to 

employees and the general public.531 

The second, and more prudent, alternative is our infrastructure replacement, or IR program, 

which replaces equipment approaching the end of its service life, when in-service failure could cause 

significant expenses and prolonged, widespread outages, as well as increased safety risks to employees 

and the public.532 

                                                 
529 Exhibit SCE-03, Vol. 1, p. 1, footnote 1. 
530 Exhibit SCE-03, Vol. 1, p. 8, lines 4-5. 
531 Exhibit SCE-03, Vol. 1, p. 8, lines 14-24. 
532 Exhibit SCE-03, Vol. 3, p. 2, lines 13-18. 
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SCE forecast 2010-2014 IR expenditures in 14 separate spending categories.533 DRA did not 

address SCE’s 2013-2014 forecasts, instead proposing a post-test year mechanism, replaced SCE’s 2010 

IR forecasts with 2010 recorded data,534 accepted SCE’s 2011-2012 estimates in eight of the 14 IR 

categories, and challenged SCE’s 2011-2012 forecasts in the remaining six, joined by TURN on one. 

The eight uncontested IR expenditure estimates should be found reasonable; the following sections 

address the contested ones. 

SCE’s principal difference with DRA is not with their analysis, but with their underlying 

assumptions about how much reliability degradation is acceptable, a fundamental policy choice the 

Commission must make.535 There are several measures of electric utility reliability this Commission 

requires utilities to report on, including the System Average Interruption Duration Index (SAIDI) and 

System Average Interruption Frequency Index (SAIFI).536 Increasing SAIDI and SAIFI numbers mean 

worsening reliability.537 For three of the IR programs – Underground Cable Replacement, Worst Circuit 

Rehabilitation, and Underground Switch Replacement – SCE was able to forecast the effect on future 

SAIDI and SAIFI levels both with and without those programs.538 In all cases, that is, both with and 

without the IR spending, reliability as measured by SAIDI and SAIFI is forecast to worsen, but 

significantly less so with SCE’s proposed IR spending than without it. The key policy question the 

Commission must resolve regarding SCE’s IR program is what level of reliability (and safety) customers 

can be asked to tolerate and at what overall cost. 

It is of course true that authorizing SCE’s IR expenditures will affect customer rates, although 

the annual revenue requirement on long-lived capital projects is only a fraction of the annual 

expenditure amounts. But it is also true that if the equipment is not proactively replaced before it fails in 

service customers will experience longer outages and more costly emergency repairs. As discussed 
                                                 
533 Exhibit SCE-03, Vol. 3, Part 3, p. 12, Table I-1. SCE’s direct testimony showed a total of 15 IR line items, including 

separate line items for A-Bank and B-Bank transformers. DRA’s testimony aggregated these two categories into a single 
line item, Substation Transformers. SCE followed DRA’s categorization in its rebuttal, yielding a total of 14 separate IR 
categories. 

534 DRA’s proposal to replace forecast 2010 capital expenditures with recorded violates the Commission’s Rate Case Plan, 
which provides that once the GRC application is filed: “No bulk or major updating amendments or recorded data to 
amend the final exhibits, prepared testimony, or other evidence shall be allowed, except as provided [in the Update 
phase].” Order Instituting Rulemaking to revise the time schedules for the Rate Case Plan and fuel offset proceedings, 
D.07-07-004, p. A-20. SCE notes that DRA strictly interpreted the Rate Case Plan when vetting SCE’s Notice of Intent 
materials, but seems to interpret compliance with that decision flexibly when it otherwise suits its objectives. 

535 Exhibit SCE-18, Vol. 3, Parts 3&5, p. 1. 
536 See D.96-09-045, Appendix A for definitions of these reliability measures. 
537 DRA, Wilson, Tr. 20/3300, lines 23-28, through 3301, lines 2-9. 
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below DRA and TURN, the two parties that have challenged SCE’s proposed IR spending, have focused 

too much on the short-term cost consequences, giving insufficient attention to reliability and the long-

term costs. 

5.5.1 Cable Replacement Program 

SCE’s Cable Replacement Program is closely related to the Worst Circuit Rehabilitation and 

Underground Oil Switch Replacement expenditures, since all three result in the replacement of 

underground cable.539 No party has challenged the latter two program expenditures, which should be 

found reasonable.540 Also, no party has taken issue with SCE’s SAIDI and SAIFI analyses. However, 

DRA and TURN have challenged the SCE’s Cable Replacement Program expenditures, arguing that 

SCE customers can tolerate the lower reliability levels that would result from scaling back that 

spending.541 The scope of the Underground Cable Replacement Program was discussed in SCE’s direct 

testimony542 and summarized in rebuttal: 
SCE’s distribution system includes roughly 49,000 conductor-miles of underground primary 
cable installed as far back as the mid-1950s. SCE provided a detailed analysis showing what 
various levels of preemptive cable replacement would have on future system reliability. In 
light of the current economic downturn, SCE recommended a level of cable replacement 
substantially less than what would be required to maintain our current level of reliability.543 

DRA accepts SCE’s proposal to replace 267 circuit miles in 2011544 and SCE’s estimates of the 

costs per mile,545 but proposes to scale back SCE’s proposed 300 miles of replacement in 2012 to 161.546 

DRA’s proposal gives short shrift to its reliability impacts. As CUE witness Marcus points out in 

rebuttal: 

                                                 
Continued from the previous page 
538 Exhibit SCE-03, Vol. 3, Part 3, p. 16, Figures II-11, II-12; p. 23, Figures II-16, II-17; p. 24 Figures II-18, II-19; pp. 30-

31, Figures II-23, II-24; p. 32, Figures II-25, II-26.  
539 Exhibit DRA-06, p. 22, lines 15-20. 
540 DRA’s testimony “backs in” to its proposed reduction to the Cable Replacement Program by process of elimination. 

Apparently DRA sought an overall level of reductions then merely allocated those reductions to the Cable Replacement 
Program. See Exhibit DRA-06, p. 25, lines 23-24. 

541 TURN’s testimony on Cable Replacement essentially seconds DRA’s. 
542 Exhibit SCE-03, Vol. 3, Part 3, pp. 15-25. 
543 Exhibit SCE-18, Vol. 3, Parts 3&5, pp. 2-3. 
544 Exhibit DRA-06, p. 25, line 1. 
545 Exhibit DRA-06, p. 26, lines 22-23. 
546 Exhibit DRA-06, p. 26, line 27. 
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DRA does not dispute that the cable replacement program improves reliability, or at least 
slows the degradation of reliability that would otherwise occur as old cable fails at increasing 
rates. DRA cites a study showing that a 265 mile increase in the number of miles replaced 
annually would improve SAIFI by 0.14 per year. Thus DRA’s 139 mile cut in the rate of 
cable replacement, if sustained (DRA wants to sustain it at least through 2014), would 
contribute to a SAIFI increase of 0.073. 

DRA tries to pooh-pooh the worsening of reliability that it is proposing by implying that a 
SAIFI impact of 0.14 per year would not be noticeable by the average SCE customer. The 
truth is, a SAIFI impact of 0.14 is very large indeed. In 2001, CAISO-ordered rolling 
blackouts were, repeatedly, front page news. Yet the entire impact on SAIFI of those front 
page news rolling blackouts was 0.13 for SCE customers. Of the twenty major events on the 
SCE system since 2001, as identified pursuant to D.96-09-045, only one of them has had a 
SAIFI impact bigger than 0.14, and only two of them have had SAIFI impacts bigger than 
0.06. 547 

The SAIFI increase of 0.14, which DRA considers insignificant, means that an additional 

686,000 SCE customers would be experiencing a power outage each year averaging 2.4 hours per year, 

and for many of those customers the outages would be longer.548 Since the number of customer 

interruptions is simply the product of the incremental SAIFI amount times the total number of SCE 

customers, using DRA’s 0.073 SAIFI increase,549 about half of 0.14, the number of affected customers 

would be about half of 686,000, still quite a significant number. And keep in mind that SAIFI and 

SAIDI are averages, so some customers would experience more outages, and for longer duration. 

Furthermore, DRA’s analysis only focused on the frequency of interruptions (SAIFI), not their 

duration (SAIDI).550 SCE’s rebuttal pointed out that in 2010 the average duration of outages caused by 

cable failures was 2.4 hours.551 But in the view of DRA’s witness this statistic is also insignificant: “If 

my power was out for 90 minutes or whether it was out for two hours, I’m not sure that that would be 

terribly significant.”552 However, DRA’s witness lives in the San Francisco Bay Area, which has a 

relatively temperate climate, while there are portions of SCE’s service territory that are quite hot and 

where an outage of such duration might be a more significant.553 In sum, SCE has proposed a necessary 

program to replace underground cable before it fails in service. DRA (and by endorsing DRA’s position, 
                                                 
547 Exhibit CCUE-01, pp. 7-8 (citations omitted). 
548 Exhibit SCE-18, Vol. 3, Parts 3&5, p. 5, lines 2-4. DRA’s witness agreed that a SAIFI difference of 0.14 would translate 

to an additional 686,000 customer outages. DRA, Wilson, Tr. 20/3305. Note that this computation is based on the 
incremental SAIFI times SCE’s current number of customers (about 4.9 million). Exhibit SCE-18, Vol. 3, Parts 3&5, p. 
5, footnote 1. To the extent the number of SCE customers increases in the future, the 686,000 number of interruptions 
would also increase. 

549 DRA’s 0.073 SAIFI increase was not identified in DRA’s testimony but was by CUE in Exhibit CUE-1, p. 7. 
550  DRA, Wilson, Tr. 20/3310, lines 17-18. 
551  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 5, line 2. 
552  DRA, Wilson, Tr. 20/3312, lines 7-10. 
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TURN) has given insufficient consideration to service reliability. As SCE witness Lee pointed out in 

rebuttal: 
SCE firmly believes that every mile of cable it has proposed to replace under its 
Cable Replacement and Worst Circuit Rehabilitation programs should be replaced. 
Our proposal to replace 415 cond-miles (or 489 cond-miles as DRA would calculate 
it) is very restrained, being hundreds of miles less than what would be needed to 
maintain our current level of reliability.554 

SCE has an obligation to its customers to identify current and future needs. SCE has 
done so in a responsible manner. We have presented, in a thorough, objective, and 
quantitative analysis, the description of the expanding problem we know lies ahead, 
and the most cost-effective approach for dealing with it.555 

SCE’s proposed Underground Cable Replacement expenditures are necessary to stem declining 

reliability and should be found reasonable. 

5.5.2 Cable-In-Conduit Replacement 

The scope of SCE’s Cable-In-Conduit replacement program was summarized in rebuttal: 
Roughly 10,000 conductor-miles of SCE’s 49,000 conductor-miles of underground 
distribution primary cable are a type known as cable-in-conduit, or CIC. SCE has proposed a 
modest ramp up in the replacement of CIC cable whose design flaws are presenting serious 
reliability, safety, and cost challenges as it ages.556 

DRA asserts that the volume of cable-in-conduit SCE proposes to replace is beyond the 

definition of a “pilot” program, that it should be reduced before “locking in” a methodology, and that it 

can be re-evaluated in SCE’s next GRC.557 For 2011-2012 SCE proposes expenditures totaling $43.917 

million; DRA would eliminate $35.614 million of that amount.558 

DRA’s proposal would essentially gut the cable-in-conduit replacement expenditures, thus 

ignoring crucial safety and reliability issues.559 As CUE witness Marcus testified in rebuttal: 
DRA’s position is that while SCE quadrupled the size of this program from 2009 to 2010, it 
should be required not to expand it at all (other than for inflation) in 2011 and 2012. 

                                                 
Continued from the previous page 
553  DRA, Wilson, Tr. 20/3312, lines 11-24. 
554  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 5, lines 7-10. 
555  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 6, lines 25-28. 
556  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 7. 
557  Exhibit DRA-06, p. 32, lines 10-25. 
558  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 8, Table I-4. 
559  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 9. 
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DRA’s position that SCE should wait until the next GRC before seriously addressing the 
cable in conduit program is yet another example of DRA’s willingness to sacrifice reliability. 
DRA does not deny that SCE has over 10,000 conductor-miles of cable-in-conduit installed, 
starting in the 1960s, but doesn’t want to pay to start replacing it. SCE’s proposal would only 
pay to replace 36 miles of that in 2012. At that rate, it would take SCE over 270 years to 
replace all of its cable-in-conduit. Clearly, even at the levels SCE is proposing, this is still a 
pilot program. At some point, either proactively or after failures during operation, SCE is 
going to have to replace well over 100 miles per year of cable-in-conduit. DRA’s proposal to 
cut its size by more than a factor of seven in 2012 would make it hardly any program at all.560 

DRA’s proposal would gut this program. SCE’s proposed spending would replace a scant 0.3 

percent of SCE’s Cable-in Conduit population in 2012. SCE’s proposed Cable-in-Conduit replacement 

program expenditures are reasonable and should be adopted. 

5.5.3 Substation Transformers 

SCE’s IR program includes replacing A-Bank and B-Bank substation transformers. As DRA 

witness Wilson points out: 
Transformers are major pieces of equipment that are used to change the voltage of electricity. 
Transformers are used to increase voltage in order to reduce energy losses during 
transmission over long distances. Conversely, they are also used to reduce voltage to a level 
that is usable to SCE’s customers. A-bank transformers are located in major substations 
where they take high voltage electricity and typically transform it down to 66 kV. B-Bank 
transformers are located in neighborhood substations where they transform 66 kV electricity 
down to a level that can be sent out into the distribution circuits.561 

Neither DRA nor any other party takes issue with SCE’s proposed A-Bank replacement 

expenditures, which should be found reasonable.562 DRA also does not take issue with SCE‘s proposed 

2011 B-Bank replacement expenditures, but proposes to cut 2012 replacements from 40 to 30.563 SCE’s 

proposed replacement rate of 40 B-Bank transformers is prudent. SCE witness Lee summarized the 

scope of the B-Bank transformer replacement program: 
SCE has an inventory of 2,715 B-bank transformers. One-third of these transformers are 
older than their 57-year mean-time-to-failure. Based on failure probability versus age curves 
and the age distribution of these transformers, SCE has proposed a replacement rate of 40 per 
year in the period 2012 – 2014.564 

                                                 
560  Exhibit CCUE-1, pp. 8-9 (citations omitted). 
561  Exhibit DRA-06, pp. 32-33. At least DRA’s witnesses on capital expenditures understood the function of various 

equipment on SCE’s system. DRA’s witness on the expenses to operate and maintain that same equipment did not. See 
Section 5.1.2 of this brief. 

562  Exhibit DRA-06, p. 33, lines 9-10. 
563  Exhibit DRA-06, p. 34, line 27. 
564  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 10. 
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DRA’s proposed cuts to B-Bank replacements would risk more in-service failures, which would 

be more costly and affect more customers. SCE’s B-Bank transformer replacement rate is prudent and 

should be adopted. 

5.5.4 Distribution Circuit Breakers 

Another of SCE’s IR categories is the Distribution Circuit Breaker Replacement program. As 

DRA’s witness Wilson observes: 
Circuit breakers perform the vital task of shutting off the flow of electricity to a circuit that 
encounters a “fault.”  When a conductor comes into contact with the ground, such as with a 
downed wire, a circuit breaker stops the flow of electricity. If these faults are left 
uncorrected, massive amounts of current will be drawn through the downed wire, possible 
destroying cables, switches, and transformers located above the fault, and posing a safety risk 
to anyone who comes into contact with a live wire.565 

SCE witness Lee summarized the scope of the circuit breaker replacement issue: 
SCE has an inventory of 10,411 distribution circuit breakers in its system, 20 percent of 
which are older than their 48-year mean-time-to-failure. Even more critical is the fact that 
40 percent of these circuit breakers were manufactured by companies which today no longer 
manufacture breakers or replacement parts making repair very difficult or impossible.566 

DRA accepts SCE’s 2011 circuit breaker expenditure estimates but, citing SCE’s proposed 

increase in 2012 over 2011, proposes cutting 2012 replacements from SCE’s 215 to 175, yielding an 

expenditure reduction of $3.564 million.567 As SCE witness Lee pointed out in rebuttal, the target of 

SCE’s distribution circuit breaker replacement program is the oldest of the breakers, which were 

manufactured by companies no longer in business, which makes them difficult to maintain.568 SCE’s 

program of planned circuit breaker replacements is prudent and should be approved. 

5.5.5 4kV Circuit Cutovers And 4kV Substation Elimination 

Another of SCE’s IR categories is to replace older 4kV circuits and substations with ones of 

higher voltages that are compatible with the surrounding system. There are actually two, related 

programs – 4kV Circuit Cutovers and 4kV Substation elimination. SCE witness Lee summarized these 

as follows: 

                                                 
565  Exhibit DRA-06, p. 35, lines 19-25. 
566  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 11. 
567  Exhibit DRA-06, pp. 38-39. 
568  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 12, lines 7-8. 
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Approximately 1,100 of SCE’s 4,800 distribution circuits, and 346 of our 900 substations, 
operate at a voltage of 4kV or lower. This voltage is inadequate to meet today’s power 
demands. SCE has requested funding for two programs to address the problems of inadequate 
circuit capacity, inefficiency, obsolete equipment, and poor reliability that are inherent to our 
4kV circuits.569 

DRA accepts SCE’s 2011 estimates for 4kV circuit cutovers, but, citing SCE’s proposed increase 

between 2011 and 2012, would cut 2012 expenditures by $9.734 million, or 68 percent cut.570 DRA has 

inferred that SCE’s 4kV circuit cutover program has two goals: (1) to transfer 16,330 amperes by 2014; 

and (2) to transfer an additional 11,194 amperes by 2020.571 But, as SCE witness Lee testified in 

rebuttal, there is currently a very large backlog of amperes that need to be cut over from overloaded 4kV 

circuits, not, as DRA assumes, because this is a low priority, but because doing this work also requires 

O&M expenses, which was not funded in our 2009 GRC.572 SCE’s estimated funding should be found 

reasonable. 

For the related 4kV Substation Elimination Program, SCE proposes to spend $34.286 million in 

2012, while DRA, citing the proposed increase in 2012 over 2011 spending, recommends no funding.573 

As SCE pointed out in rebuttal, DRA is mistaken in believing that spending on 4kV substation 

elimination would begin in 2012; in fact, SCE has been spending millions of dollars replacing worn out 

equipment at those 4kV substations.574 

DRA also displays a rather casual approach to the increasing age of the 4kV substations, citing 

examples of a 97-year old transformer and a 53-year old circuit breaker.575 But these facts should not 

lead to a complacent attitude that the equipment can continue to function; they should suggest an urgent 

need to remediate the problem. SCE also pointed out that a number of the 4kV substations are 

“islanded,” that is, completely surrounded by neighboring 12kV or 16kV circuits, making it impossible 

for any of the 4kV circuits to connect to them if the 4kV substation were to fail in service.576 Despite 

recommending no funding for 4kV substation elimination, DRA did not analyze how long it might take 

to restore service to one of these islanded 4kV substations.577 As SCE also pointed out in rebuttal: 

                                                 
569  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 12. 
570  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 13, Table I-7; Exhibit DRA-06, pp. 42-43. 
571  Exhibit DRA-06, p. 40, lines 13-21; Exhibit DRA-06, p. 44, lines 6-8. 
572  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 13, lines 12-14. 
573  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 14, Table I-8. 
574  Exhibit SCE-18, Vol. 3, Parts 3&5, pp. 14-15, Table I-9. 
575  Exhibit DRA-06, p. 44. 
576  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 20, lines 5-8. 
577  DRA, Wilson, Tr. 20/3322, lines 19-27. 
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[A]ll 4kV circuits and equipment will eventually need to be scrapped. When that happens, 
considerable amounts of ratepayer dollars spent on replacing obsolete equipment will be 
thrown away. 

A much better use of ratepayer money would be to eliminate the need for this obsolete 
inadequate 4kV substation equipment altogether by “cutting over” their downstream 4kV 
circuits to adjacent 12kV and 16kV circuits. The major attraction of this approach is that the 
capital cost associated with cutting over the downstream circuits is roughly the same as 
replacing the 4kV substation equipment. The customer receives a permanent solution for 
roughly the same capital cost as a temporary solution.578 

SCE’s proposed expenditures for 4kV circuit cutover and substation elimination are prudent and 

should be approved. 

5.6 T&D – Engineering 

SCE forecasts $7.858 million in capital expenditures for 2010 to 2014 and $14.480 million of 

O&M expenses for Engineering Design and Project Management in the test year 2012.579 DRA forecasts 

$11.894 million of expenses, which is $2.586 million less than SCE’s forecast.580 DRA proposes 

reductions in SCE’s expense forecasts for: (1) Transmission/Substation Operations Supervision and 

Engineering (Sub-Account 560.220) and (2) Engineering Planning and Protection Studies (Sub-Account 

580.220).581 DRA does not dispute SCE’s forecast of $7.858 million in capital expenditures. 

5.6.1 560.220 – Transmission/Substation Operations Supervision and Engineering 

SCE’s test year forecast for sub-account 560.220 is $9.823 million. DRA’s forecast is $7.563 

million, which is $2.260 million less than SCE’s request for this sub-account.582 DRA’s forecast is based 

on a five-year average of recorded expense, based on its claim that SCE has embedded costs in its 

historical expenses to address its test year activities and that funding for SCE’s recognition program 

should be removed.583 

DRA’s forecast is unreasonable for several reasons. First, DRA’s use of a five-year average as a 

basis for its forecast in this sub-account departs from the forecasting principle articulated by the 

Commission in D.89-12-057,584 and does not take into account the different factors that drive the three 

separate activities and costs in this sub-account.585 Second, DRA’s forecast in this sub-account contains 

                                                 
578  Exhibit SCE-18, Vol. 3, Parts 3&5, p. 19, lines 7-15. 
579  Exhibit SCE-03, Vo.l. 3, part 5, at p. 34; Exhibit SCE-18, Vol. 3, part 5, at p. 22 (Table II-13). 
580  Exhibit DRA-05, at p. 121. 
581  Exhibit DRA-05, at pp. 121-127. 
582  Exhibit DRA-05, at p. 122. 
583  Exhibit DRA-05, at pp. 122-124. 
584  Re Pacific Gas and Electric Co., D.89-12-057, p. 15. 
585  See SCE-03, Vol. 3, Part 5, pp. 48-56 and SCE-18, Vol. 3, Part. 5 pp. 23-26. 
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a calculation error relating to the Employee Recognition expense, which results in a negative expense in 

2012 for Employee Recognition.586 Further, as explained elsewhere in this brief, SCE strongly disagrees 

with DRA’s removal of any costs associated with its employee recognition program.587 

DRA’s conclusory statement that “SCE has embedded funding associated with its Transmission 

Line Clearance/Rating Study and completed projects that it can allocate to sub-account 560.220 to 

address its test year needs”588 misconstrues the extensive information SCE provided on this issue.589 

SCE provided sound explanations for why it spent less than authorized for the Transmission Line Rating 

Study (TLRS).590 SCE spent less than authorized in response to changed circumstances relating to 

NERC guidelines for line rating.591 The funding SCE is requesting for TLRS in the 2012 GRC is for the 

preliminary mitigation scope phase.592 DRA’s recommended forecast in this sub-account will not 

provide adequate funding for SCE to comply with the NERC standards. For these reasons and for 

reasons discussed in section 5.1.2 of this brief, DRA’s recommended forecast for this sub-account is 

unreasonable and should be rejected. 

5.6.2 580.220 – Engineering, Planning and Protection Studies 

SCE’s test year forecast for Engineering, Planning and Protection Studies is $1.125 million. SCE 

proposed an increase over base year expenses of an additional $327 thousand which is comprised of (1) 

an additional SCE analyst ($77 thousand) to develop requirements for new procedures relating to the 

2012 NERC CIP revision standards and controls for access by TDBU personnel to substation drawings, 

and (2) non-labor expenses of $250 thousand for contract engineers to review and classify substation 

drawings for the upcoming 2012 NERC CIP revisions.593 DRA’s forecast is $798 thousand because it 

claims “SCE has requested more than is necessary to address NERC CIP related activities.” 594 DRA 

                                                 
586  Exhibit SCE-18, Vol. 3, Part. 5, at p. 26. 
587  See section 8.4 of this brief; Exhibit SCE-06, Vol. 2, pp. 30-32, 93-94; and SCE-21, pp. 32-40. Additionally, this 

removal is problematic as DRA has recommended removing the employee recognition costs from two accounts (in HR 
as well as in this account). See Exhibit SCE-18, Vol. 1 at p. 15 and SCE-21, pp. 37-39.  

588 Exhibit DRA-05, p. 123, lines 15-17. 
589  Exhibit SCE-03, Vol. 3, Part 5, pp. 50-53, and SCE-18, Vol. 3, Part. 5, pp.25-26. 
590  Id., See also, Attachment 1 to SCE-18, Vol. 3, Part. 5.  
591  Subsequent to filing its 2009 GRC, NERC guidelines for line rating were finalized and included only CAISO controlled 

lines. See SCE-18, Vol. 3, Part. 5, pp.25-26. Additionally, it was deemed to start mitigation after all the data was 
available to prioritize work more effectively. 

592  Exhibit SCE-18, Vol. 3, Part. 5, pp.25-26. 
593  Exhibit SCE-03, Vol. 3, Part 5, pp. 57-58. 
594  Exhibit DRA-05, p. 126-127. 
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also asserts that SCE has misrepresented its forecast of expenses – that it should be $83 thousand, not 

$250 thousand of expenses.595 

DRA’s forecast is flawed and is based on its misinterpretation of SCE’s data request response.596 

SCE’s request clearly states that it is requesting an additional $250 thousand per year for the rate case 

cycle (2012-2014).597 

DRA also asserts that there are embedded costs because SCE has been performing activities 

associated with NERC CIP requirements and revised standards for several years.598 DRA supports this 

assertion by pointing to an IT NERC related capital expenditure adopted for the year 2007.599 When 

SCE asked DRA to explain how capital expenditures recorded in 2007 could be used to pay for O&M 

expenses in 2012, DRA failed to provide any explanation and merely repeated its testimony.600 Thus, 

DRA’s adjustment in this sub-account is baseless, it does not properly reflect the costs of new NERC 

CIP requirements, and should therefore be rejected. 

5.7 T&D – Customer-Driven Programs 

5.7.1 Introduction 

A significant proportion of SCE’s Transmission and Distribution work is driven by customer and 

community requests. These include facility installations to connect new customers, facility updates for 

existing customers, overhead to underground conversions, facility relocations, and facilities installed at 

the request of customers. 

5.7.2 SCE’s Activities in Converting Overhead Lines to Underground Ones As Requested by 

Customers and Communities Are Reasonable 

SCE converts overhead lines to underground lines pursuant to CPUC Tariff Rules 20A, 20B and 

20C. Under Rule 20A, the Company allocates authorized funds to each of the 207 governmental 

agencies, within SCE’s service territory. Rules 20B and 20C provide for the conversion of overhead 

lines to underground at the request of agencies, individual applicants or groups of applicants, with the 

cost of conversion paid under a sharing formula. DRA proposes that expenditures for all three categories 

be set at 2010 recorded levels for the years 2011 and 2012. 

                                                 
595  Exhibit DRA-05, p. 126-127. 
596  See DRA-SCE-064-TLG, Question 8.c, included as Attachment 5 to Exhibit SCE 18, Vol. 3, Part 5.  
597  Exhibit SCE-03, Vol. 3. Part 5, Ch. II, page 58; Exhibit SCE-18, Vol. 3, Part 5, pp. 27-29 and Workpaper Page 53, 

included as Attachment 4 to Exhibit SCE-18.  
598 Exhibit DRA-05, p. 127, lines 4-7. 
599  Exhibit DRA-05, p. 127. 
600  See Attachment 6 to Exhibit SCE-18. 
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For Rule 20A, DRA relies on the “Annual Report to Commission on Rule 20A Conversions” to 

conclude SCE has been chronically under-spending.601 Rule 20A projects are some of the most 

complicated projects that SCE undertakes; it takes a minimum of three to five years to design, construct 

and energize a new underground system and remove existing overhead facilities. This means that 

expenditures for a Rule 20A project can span up to five years or more, depending upon the complexity, 

involvement and level of cooperation from the joint utilities involved in the project. DRA concedes SCE 

has committed to spend $161 million to complete Rule 20A projects already in design or construction.602 

These are projects already approved by governmental agencies via approved resolutions where SCE has 

committed to complete the design and construction. Under the DRA proposal, the reduced funding 

would delay a large number of these projects already in design and construction by another two and one-

half years.603 

DRA’s proposal would result in additional negative impacts to the government agencies in 

SCE’s service territory. SCE “allocates” its Rule 20A budget annually to the 207 cities and counties 

within its service territory, as directed by the Rule 20 tariff. If SCE’s authorized expenditures and 

allocations are reduced, there will be an adverse impact on cities and counties accruing allocations for a 

future project.604  

For all three categories of the Rule 20 expenditures (20A, 20B, 20C), DRA relies on the recent 

downward trend in spending, suggests that it is attributable to the economy, and emphasizes that 2010 

recorded is the lowest in recent years.605 For Rule 20A expenditures, SCE showed that recorded 2010 

expenditures are not just low, but anomalous and temporary.606 The substantial majority of the reduction 

occurred because, in mid-2009, Verizon abruptly changed certain policies and practices. This resulted in 

a shift in costs to the sponsoring city or the affected property owners. The change has delayed schedules 

and Rule 20A spend in many ongoing projects as cities and counties have attempted to negotiate with 

Verizon.607 It appears that the impacts of this issue to Rule 20A projects and expenditures is temporary, 

and DRA’s proposal would extend the impact of a temporary problem into a four-year reduction in 

                                                 
601  Exhibit DRA-06, pp. 47-48. 
602  Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 2-3.  
603  Exhibit SCE-18, Vol. 4, Parts 1&2, p. 3, lines 2-6. 
604  Exhibit SCE-18, Vol. 4, Parts 1&2, p. 3, lines 7-13. 
605 Exhibit DRA-06, pp. 47-50. 
606  Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 3-4.  
607  Complaint proceedings against Verizon (filed by the City of Santa Barbara) are pending before this Commission. See 

Exhibit SCE-18, Vol. 4, Parts 1&2, p. 4, lines 1-6. 
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funding and further project delays.608 SCE has reasonably proposed to maintain funding at authorized 

levels from the last rate case. 

DRA’s proposal to have funding for Rule 20B and C at the historic low levels recorded in 2010 

is also incorrect. SCE concedes there may have been some effects of the recession in the 2010 recorded 

level of expenditures. However, the issue is what will happen to expenditures in 2011 and 2012, not 

what did happen in 2010. Elsewhere in DRA’s testimony DRA has adopted SCE’s economic 

forecasts.609 Moreover, DRA’s own sales and customer forecasts are equal to, or slightly greater than, 

SCE sales and customer forecasts.610 Accordingly, since DRA is linking the spending levels to the 

economy, then logically DRA’s agreement to and adoption of SCE’s economic forecasts is dispositive. 

5.7.3 Customer Growth 

New residential, commercial and agricultural customers are joining the SCE electrical network, 

and existing customers are requesting service modifications every day. TDBU bases most of its forecast 

in the customer growth work category on the meter forecast.611 That meter forecast is an indicator not 

just of customer growth, but also the facilities required to support that growth. In the past, SCE had 

correlated its costs directly with the numbers of meters set. Now, the forecasts for 2010 to 2014 are still 

based on the meter forecast, but also take into account operational factors such as lead times between 

different categories of work, and historical data for system capacity. For instance, meters that will go 

into service in 2012 will need to have facilities constructed in 2011 to support those meters, and SCE’s 

methodology now reflects that difference in timing.612 

DRA has accepted SCE’s forecast for sales and customer growth613 and not proposed any 

reductions to SCE’s expenditure forecasts. 

TURN has accepted SCE’s methodology for forecasting expenditures associated with Customer 

Growth, but has proposed adjustments to SCE’s forecast based on their revised forecasts for meter sets. 

As discussed elsewhere, SCE does not agree with TURN’s proposal for new meter forecasts.614 The 

Commission should adopt SCE’s forecasts. 

                                                 
608  Exhibit SCE-18, Vol. 4, Parts 1&2, p. 4, lines 16-20. 
609 Exhibit DRA-03, p. 7. See also Exhibit SCE-18, Vol. 4, Parts 1&2, p. 4, line 25. 
610  Exhibit SCE-18, Vol. 4, Parts 1&2, p. 5, lines 1-5. 
611 The meter forecast is presented in Exhibit SCE-10, Vol. 1, Chapter V, Mr. Gillies’ testimony, at pp. 51-53. 
612  Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 5-6. 
613 Exhibit DRA-03, pp. 16, 21. 
614  See Section 13, infra. Please also refer to the detailed discussion found in Exhibit SCE-25, Vol. 1, pp. 16-18. 
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5.8 T&D – Inspection and Maintenance 

SCE’s Inspection and Maintenance organization is responsible for all inspection and 

maintenance work on SCE’s electric distribution system, much of which is capitalized. The work is 

performed according to the Distribution Inspection and Maintenance Program (DIMP), which was 

developed in conjunction with the Consumer Protection and Safety Division (CPSD) of the CPUC in 

accordance with a memorandum of understanding signed on August 13, 2005. Under DIMP, SCE 

prioritizes work based on the specific condition of each facility or piece of equipment and its probability 

for impact on safety and reliability, taking into consideration factors such as the type of facility or 

equipment, loading, location, accessibility, climate, and potential impact on safety and reliability. As a 

result, DIMP allows SCE to place emphasis on a condition’s risk to safety and reliability, and reduces 

the need to allocate resources to those conditions that pose a lower risk, or no risk at all. Under this 

approach, SCE concentrates its resources on higher safety and reliability risks to achieve a higher value 

for each dollar spent.615 

5.8.1 Inspection and Maintenance: Operations And Maintenance Expenses 

SCE forecasts $108.289 million for inspection and maintenance O&M expenses in test year 

2012.616 DRA forecasts $98.281 million for these same activities, a $10.008 million reduction from 

SCE’s forecast.617 DRA proposes reductions in SCE’s forecasts for wood pole intrusive inspections, 

underground detail inspections, distribution preventive maintenance, vegetation management in high fire 

hazard areas, and distribution apparatus inspection and maintenance.618 DRA’s T&D O&M witness 

confirmed during cross examination that she based her recommendations entirely on SCE’s recorded 

costs without consideration for SCE’s increasing sales, customer growth, load growth, or capital 

programs, which will add components to SCE’s system that will require inspection and maintenance 

beyond that performed in 2009.619 DRA’s witness also conducted her analysis without understanding of 

SCE’s inspection and maintenance routines, and without knowledge of the purpose of the components 

on SCE’s system.620 DRA accepts SCE’s forecasts for overhead detail inspections and annual patrols as 

                                                 
615 Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 56-57. 
616 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 61, Table II-20; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 9 
617 Exhibit DRA-05, p. 15. 
618 Exhibit DRA-05, pp. 17-32. 
619 DRA, Godfrey, Tr. 18/2858-2861, 2870, 2937-2943. 
620 DRA, Godfrey, Tr. 18/2933-2935 (“And I don’t know what each item in each equipment -- piece of equipment does. 

That’s not what I’m required to do.”). 
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reasonable.621 TURN also proposes reductions in SCE’s vegetation management activities in high fire 

hazard areas.622 

5.8.1.1 Wood Pole Intrusive Inspections – Portion Of Sub-Account 583.120623 

SCE’s test year forecast for wood pole intrusive inspections is $5.533 million.624 The objective 

of this program is to identify and measure the extent of internal decay within wood poles, if any.625 SCE 

developed its forecast based on a levelized approach to performing these inspections, which greatly 

reduced the cost per inspection in 2009, and facilities inspecting all wood poles on a 10-year inspection 

cycle consistent with national utility benchmarking standards. The costs include inspecting every pole 

for obvious signs of decay, and intrusively inspecting poles that meet GO 165 criteria for detailed 

intrusive inspections or which do not pass the basic inspection. Given SCE’s 1.34 million distribution 

poles, this translates to approximately 130,000 inspections per year.626 DRA recommends $3.939 million 

for wood pole intrusive inspections in 2012, based on a 5-year average of expenses for this activity, 

which is $1.594 million lower than SCE’s forecast.627 Included in the five-year average are expenses 

recorded during years that are not relevant to the current program. DRA’s forecast translates into a pole 

inspection count of 77,327 based on the same 5-year average.628  

5.8.1.1.1 A 10-Year Intrusive Inspection Cycle Is Cost Effective And Consistent With Industry 

Standards 

In accordance with minimum standards contained in G.O. 165, which became effective in 1997, 

intrusive inspections for all poles 15 years old or older that had not been previously inspected were to be 

completed within 10 years (i.e., by 2007), and poles previously inspected were to be re-inspected every 

20 years. The second cycle of inspections includes the intrusive inspections of new poles not inspected 

in the first cycle, and the re-inspection of previously inspected poles.629 The new grid-based approach 

                                                 
621 Exhibit DRA-05, p. 17. 
622 Exhibit TURN-09, pp. 52-54. 
623 Sub-Account 583.120 records activity related to all Distribution Overhead Inspections. DRA did not contest the portions 

of 583.120 forecast for overhead detail inspections ($3.006 million) and annual patrols ($0.893 million). Exhibit 
DRA-05, p.17. 

624 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 79, Figure II-38; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 12, Table II-7. 
625 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 62. 
626 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 78; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 11. 
627 Exhibit DRA-05, p. 17. 
628 Exhibit DRA-05, p. 19; Exhibit DRA-07, p. 34. Notably, this results in 40 percent fewer inspections but saves only 

29 percent. The difference represents the inefficiencies associated with abandoning the grid method of inspections. 
629 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 77; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 11. DRA’s averaging methodology 

inappropriately groups together costs incurred during the old and the new cycles, which are significantly different in 
terms of the methodology (grid-based vs. pole-by-pole) and the resulting cost-per-inspection. 
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significantly reduces the cost-per-pole due to reduced travel time between inspections, and avoids 

record-keeping challenges that were inherent in the first cycle of inspections.630 Poles that were 

inspected near the beginning of the first cycle (1997-1998) must be inspected within the next 10 years to 

remain compliant with G.O. 165 minimum requirements (i.e., inspected again within 20 years).631 SCE’s 

10-year, grid-based method will ensure compliance in the most cost effective manner.632 If DRA’s 

recommendation is adopted, SCE will be forced to abandon the grid-based method and revert to the 

more costly method of identifying poles for inspection by compliance due date, sending inspectors 

randomly across SCE’s 50,000 square mile service territory every year rather than focusing on one grid 

at a time.633 

SCE encourages the Commission to recognize the important safety issues associated with 

performing more frequent intrusive pole inspections. First, SCE’s 10-year program is consistent with 

industry and California Utility practices, including the practices of both SDG&E and PG&E.634 Second, 

the preservatives used to treat the pole to slow decay, both during initial fabrication and as part of an 

intrusive inspection, remain effective for only 5-7 years.635 A 20-year cycle, which is all that DRA’s 

recommended funding level would permit, is more expensive on a per inspection basis, and would allow 

further deterioration between inspections, potentially increasing the risk of in-service pole failure that 

compromises reliability, employee and public safety, and has the potential to spark wildfires.  

For the sake of safety and reliability, we urge the Commission to recognize the importance of 

this program and adopt a 10-year intrusive inspection cycle. Under the grid based approach SCE’s cost-

per-pole is extremely reasonable, and even lower than DRA’s proposed cost-per-pole.636 SCE’s request 

should be adopted. 

                                                 
630 SCE, Stark, Tr. 13/1791-1800 (clarifying that SCE’s forecast is based on the actual number of inspections to be 

performed not counting record corrections; additionally, the cost-per-inspection is based on forecast contract costs that 
do not include any costs for record corrections.) 

631 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 77 (G.O. 165 requires that “all poles previously inspected are required to be re-
inspected a minimum of every 20 years”). 

632 SCE, Stark, Tr. 13/1774-1775 (describing the grid based approach and why it is less costly per inspection). 
633 DRA’s five-year average methodology is flawed because it ignores the reality that the number of inspections performed 

by SCE in 2005-2008 decreased as SCE completed the first cycle of inspections under G.O. 165. In 2009, the first full 
year of the new cycle, the number of inspections increased to over 150,000. See Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 
79-80, Figure II-38; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 13; SCE, Stark, Tr. 13/1783-1784. 

634 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 13; Exhibit SCE-56, p. 18. 
635 Exhibit SCE-18, Vol. 4, Parts 1&2, Appendix B, Attachment 3, p. 12 (Remedial Treatments of Wood Poles by J.J. 

Morrell). 
636 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 14 n.21 (“DRA’s forecast is $3.939 million for 77,327 poles, which is $51 per 

pole, compared to SCE’s request of $42 per pole.”). However, if the Commission were to adopt DRA’s recommendation 
(Continued) 
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5.8.1.2 Underground Detail Inspections – Sub-Account 584.120 

SCE forecasts a cost of $1.687 million for underground detail inspections in 2012.637 SCE must 

perform 152,886 inspections in 2012 consistent with G.O. 165 requirements and based upon 

prioritization as part of DIMP.638 An underground detail inspection is performed by a Lineman and a 

Groundman who remove water from structures, monitor oxygen levels, and perform infrared heat testing 

and corrosion evaluation. This work frequently entails working around energized high voltage 

equipment in confined underground vaults.639 

SCE’s forecast of $11 per inspection is based upon the 2009 recorded cost-per-inspection, which 

is nearly 50 percent less than the cost prior to 2007 as a result of the transition to DIMP.640 DRA 

recommends $1.474 million for underground detail inspections in 2012 equal to SCE’s recorded 2009 

costs.641 DRA’s forecast, if adopted, would require SCE to perform nearly 20,000 fewer inspections per 

year on average than required to comply with G.O. 165, or to perform this work at a significantly lower 

cost-per-inspection than recorded in any year during the historical period.642 SCE is not requesting 

increased ratepayer funding for activities that are already embedded; we are requesting additional 

funding for additional work.643 Conversely, as previously discussed, DRA’s T&D O&M witness 

confirmed during cross examination that she based her recommendations entirely on SCE’s recorded 

costs without consideration of the level of future work that will be required.644 SCE’s forecast is 

reasonable and should be adopted to enable SCE to perform the forecast level of work for this important 

activity. 

                                                 
Continued from the previous page 

and SCE is forced to abandon the grid based approach, the inspection cost per pole under the non-grid approach would 
be approximately double that of SCE’s forecast based on previous contract pricing. 

637 Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 14-15, Table II-8. 
638 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 74 (count of inspections based upon number of compliance inspections due 

between 2012 and 2014); SCE, Stark, Tr. 13/1808-1809 (2009 recorded costs insufficient because more inspections are 
due pursuant to G.O. 165 in the 2012-2014 period than were due in 2009 because some inspections are performed on a 
three year cycle while others must be completed on a five year cycle). 

639 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 72. 
640 Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 73-74, Figure II-36; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 16. 
641 Exhibit DRA-05, pp. 20-22. 
642 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 16. 
643 SCE, Stark, Tr. 13/1808 - 1809 (confirming that DIMP made underground detail inspections less costly on a per 

inspection basis but as the number of inspections SCE performs increases, the total expense for underground detail 
inspections increases). 

644 DRA, Godfrey, Tr. 18/2948-2949. 
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5.8.1.3 Sub-Account 593.120 

5.8.1.3.1 Vegetation Management – Portion of Sub-Account 593.120 

SCE forecasts $52.932 million for vegetation management activities in the test year, an increase 

of $9.110 million over 2009 recorded expenses.645 SCE must maintain vegetation clearance near its 

wires to comply with G.O. 95 and Public Resources Code Sections 4292 and 4293.646 The increase is 

due to new compliance requirements adopted in August 2009 that require more clearance between 

vegetation and electric lines in high fire hazard areas in Southern California.647 DRA forecasts total 

expenses of $47.274 million, which represents a reduction of $5.660 million from SCE’s request, due to 

a misunderstanding of both SCE’s program and the recorded costs incurred to comply with the 

Commission’s new high fire hazard requirements.648 In addition, TURN recommends a $5.100 million 

reduction to SCE’s request based upon TURN’s assessment of how much it should cost to trim trees to 

comply with the new G.O. 95 requirements.649 

5.8.1.3.1.1 SCE’s Vegetation Management Forecast Is Necessary For G.O. 95 Compliance And 

Fire Safety 

As detailed in SCE’s testimony and workpapers, SCE began incurring significant vegetation 

management costs over the amount authorized in the 2009 GRC as a result of new regulations adopted 

in August 2009.650 The new regulations require increased tree-to-line clearances in high fire hazard areas 

in Southern California in order to reduce the risk of vegetation sparked wildfires.651 SCE’s forecast 

includes $10.1 million associated with the new high fire hazard vegetation management activities.652 

DRA’s and TURN’s proposed reductions to this important fire safety activity would have consequences; 

namely, an increased risk that vegetation could grow into SCE’s lines prior to the next scheduled trim. 

Specifically, DRA’s forecast removes costs for vegetation management patrols, overhang removals, 

removal of hazard trees, and removal of palm trees, claiming these to be one-time expenses.653 DRA’s 

belief that these are one-time expenses is mistaken. These activities are an integral part of SCE’s 

                                                 
645 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 81, Figure II-39. 
646 Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 80-81. 
647 Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 62-63; see also, D.09-08-029. 
648 Exhibit DRA-05, p. 26; Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 18-20. 
649 Exhibit TURN-09, p. 54. 
650 Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 82-83, and Appendix B thereto, Attachment 6, p. 30; SCE, Stark, Tr. 13/1810-

1822 (explaining that SCE’s request includes costs for ongoing vegetation management and costs incurred to comply 
with the new high fire area rules). 

651 Exhibit SCE-18, Vol. 4, Parts 1&2, Appendix B, Attachment 6, p. 30; see also, D.09-08-029. 
652 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 81, Table II-23. 
653 Exhibit DRA-05, pp. 26-28, footnotes 58, 60. 



 

 -106-  

vegetation management program and must continue for regulatory compliance and to reduce the risk of 

tree-to-line contacts.654 

TURN created its forecast by comparing the percentage increase in trims from the new fire 

hazard rule to SCE’s total costs, resulting in a reduction of $5.1 million from SCE’s test year request.655 

TURN’s comparison is incorrect because it assumes that the historical cost per trim is equal to the cost 

per trim for high fire areas. This is not true because SCE is performing many more tree removals and 

overhang removals in the high fire areas along with mid-cycle trims.656 SCE’s forecast considers these 

additional costs and should not be disallowed, especially given the impact such a disallowance may have 

on safety, reliability, and compliance. 

5.8.1.3.1.2 SCE Has Properly Recorded And Forecast Its Vegetation Management Costs 

SCE has been recording high fire area costs in a memorandum account (the FHPMA) and is 

requesting that these costs be included in base rates as an on-going cost-of-service.657 DRA states in its 

testimony a concern that SCE may be double-counting costs associated with the FHPMA.658 For 

transparency and clarity, SCE presented both high fire area and non-hire fire area costs together in its 

testimony and explained the interaction between the FHPMA and its forecast.659 There is no double-

counting of costs for high fire area vegetation management since costs recorded in the FHPMA will be 

recovered in a separate proceeding.660 And no vegetation management costs incurred as a result of the 

new rule in high fire hazard areas will be recorded in the FHPMA following a decision in this case.661 

Instead, all high fire area compliance costs would be recovered as an on-going cost of service.662 SCE 

forecast its costs associated with high fire hazard activities separately from the on-going vegetation 

management activities.663 The table below, which was included in SCE’s rebuttal testimony, details how 

                                                 
654 SCE, Stark, Tr. 13/1818-1819 (explaining that tree removal costs and mid-cycle trim costs are ongoing expenses and are 

forecast using that assumption). 
655 Exhibit TURN-09, p. 54. 
656 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 22, n. 39, and Appendix B thereto, Attachment 9, pp. 39-40. 
657 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 82; SCE, Stark, Tr. 13/1810–1811 (confirming that the high fire related costs have 

been recorded in the FHMPA). 
658 Exhibit DRA-05, p. 26. 
659 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 82; Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 17, 20-21, Table II-10. For clarity, the 

portion of the incremental costs recorded in the FHMPA in 2009 are depicted separately from historical vegetation 
management activities. 

660 D.09-08-029, p. 43. 
661 SCE, Stark, Tr. 13/1810–1811 (confirming that SCE is requesting to close the FHMPA and recover these costs as an 

ongoing cost of service). 
662 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 82; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 17. 
663 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 81, Figure II-39 and Table II-23. 
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SCE’s forecast was developed.664 As shown in Table 5-2, SCE separately forecasted the ongoing costs 

from the high fire area costs, including the 2009 recorded high fire area costs of $992,000.665 DRA is 

wrong that SCE is double-counting costs.666 

Table 5-2 
Vegetation Management 2009 Recorded and Forecast667 
Categorized by On-Going and High Fire Area Expenses 

(2009 Constant $000) 
2009 2010 2011 2012

Vegetation Management (Line 1 Table II-23)
Labor 1,936          1,936          1,936          1,936          
Non-Labor 40,898        40,898        40,898        40,898        
Total 42,834        42,834        42,834        42,834        

High Fire Area Vegetation Management (Line 2 Table II-23)
Labor 131             528             528             528             
Non-Labor 861             9,572          9,572          9,572          
Total 992             10,100        10,100        10,100        

Total Vegetation Management (Figure II-39)
Labor 2,067          2,464          2,464          2,464          
Non-Labor 41,759        50,470        50,470        50,470        
Total 43,826        52,934        52,934        52,934         

 
 

5.8.1.3.2 O&M Preventive Maintenance – Portion of Sub-Account 593.120668 

SCE forecasts $39.712 million for preventive maintenance activities recorded in sub-account 

593.120 in the test year.669 DRA’s forecast is $37.710 million, which is a $2.002 million reduction from 

SCE’s request.670 SCE performs preventive maintenance in compliance with G.O. 165 for repairs to 

distribution components resulting from inspections performed under SCE’s Distribution Inspection and 

Maintenance Program (DIMP). Equipment is identified for repair, and repairs are prioritized based on 

                                                 
664 Table II-23 and Figure II-39 referenced in the Table are found in Exhibit SCE-03, Vol. 4, Parts 1&2, p. 81. 
665 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 21, Table II-10. 
666 In a passing reference, DRA also recommends that SCE’s expenses incurred for Vegetation Management activities 

receive one-way balancing account treatment. DRA offers no justification for this half-hearted recommendation. A one-
way balancing account does not make sense where, as here, SCE is projecting to spend more than DRA is forecasting. 
SCE’s Vegetation Management costs have always been funded based on the forecast authorized in the GRC, and DRA 
has offered no arguments supporting a change. 

667 See Exhibit SCE-18, Vol. 4, Parts 1&2, p. 21, n. 37 for further explanation. 
668 DRA accepts SCE’s forecast for preventive maintenance recorded in sub-account 593.120 related to graffiti removal and 

the Visalia Pole Yard remediation.  
669 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 84, Figure II-40. 
670 Exhibit DRA-05, pp. 29-30. 
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the potential safety and reliability impacts of the condition of the equipment.671 SCE’s projected increase 

from the last recorded year is based on the three-year average of preventive maintenance items that will 

be completed from 2012 to 2014 as a result of the G.O. 165 mandated inspections that must be 

performed during this period.672 SCE expects to perform 357,208 maintenance repairs in 2012, an 

increase of more than 16,500 repairs over the number of repairs performed in 2009.673 

DRA bases its forecast on SCE’s 2009 recorded expenses without regard for the increased 

number of inspections SCE is required to perform or the resulting increase in the number of repairs.674 

The “embedded funding” DRA discusses would cover, at most, the 2009 level of repairs.675 By asking 

SCE to perform fewer maintenance tasks, DRA’s request compromises safety, compliance, and system 

reliability. DRA’s forecast should be rejected and SCE’s forecast should be accepted. 

5.8.1.4 Distribution Apparatus – Sub-Account 594.120 

SCE forecasts $4.031 million for distribution apparatus inspection and maintenance in sub-

account 594.120 in the test year.676 DRA’s forecast for these activities is $3.492 million, equal to SCE’s 

2009 recorded expenses, which is a reduction of $539,000 from SCE’s forecast.677 Distribution 

apparatus expenses are incurred when SCE inspects, tests, and performs maintenance on specialized 

overhead and underground distribution apparatus like switches, automatic reclosures, capacitors, fault 

interrupters, and voltage regulators.678 SCE has developed its test year forecast based on the number of 

inspections it intends to perform in 2012.679 

Similar to many other places in its testimony, DRA has ignored the increasing amount of work 

SCE faces for this activity.680 SCE has carefully forecast the number of inspections it will perform over 

the 2012 to 2014 period and made its forecast to account for this level of work using the five-year 

average of the cost per inspection.681 And although the nature of this program has not changed, the 

                                                 
671 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 83; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 22. 
672 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 83; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 22; SCE, Stark, Tr. 13/1778–1779 

(explaining that SCE uses a rigorous process to develop its forecast based on the number of inspections it will perform). 
673 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 84, Figure II-40. 
674 Exhibit DRA-05, p. 30. 
675 Exhibit DRA-05, p. 31. 
676 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 76 Figure II-37. 
677 Exhibit DRA-05, p. 31. 
678 Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 74-75; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 24. 
679 Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 77; Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 25-26. 
680 Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 25-26. 
681 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 76; Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 25-26. 



 

 -109-  

number of inspections will increase.682 DRA appears to have ignored this information entirely and has 

selected 2009 recorded expenses as its forecast despite the increasing level of work. SCE’s forecast cost 

of $4.031 million for this activity is reasonable given the increasing number of inspections and should 

be approved by the Commission. 

5.8.2 Inspection and Maintenance: Capital Request 

Inspection and maintenance capital expenditures are the inspection driven replacements of major 

pieces of equipment, such as poles, transformers, switches, and underground structures, for which the 

replacement qualifies as capitalization under accounting guidelines.683 As with O&M Preventive 

Maintenance, the need for replacement can be identified during G.O. 165 mandated overhead and 

underground inspections, or during the normal course of business.684 The ongoing replacement of every 

component as it wears out is an inescapable part of maintaining a distribution system.685 SCE forecasts 

capital maintenance activities for the following categories: capital preventive maintenance (includes 

underground structure replacements), wood pole replacements, emergency pole replacements, joint pole 

credits, wood pole disposal, and the removal of idle facilities.686 

SCE forecasts approximately $1.2 billion for inspection and maintenance related capital 

expenditures from 2010-2014.687 This primarily includes costs for preventive maintenance to electrical 

equipment driven by SCE’s inspection programs (DIMP).688 With the exception of emergency pole 

replacements, DRA recommends extreme cuts to these activities resulting in a 2012 forecast that is 

35 percent lower than SCE’s.689 DRA’s forecast, if adopted, would result in a drastically reduced 

amount of core system maintenance work, which will negatively impact both safety and reliability.690 

DRA’s capital witness for this area confirmed during cross examination that he based his forecast 

entirely upon an analysis of SCE’s recorded capital expenditures without considering any portion of the 

forecast increases in capital that will be added to the system by 2012 and beyond.691 In one category, 

asset based preventive maintenance for underground cable replacement, TURN agrees with DRA’s 

                                                 
682 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 76, Figure II-37.  
683 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 89. 
684 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 89. 
685 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 89. 
686 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 89; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 27 Table II-13. 
687 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 61, Table II-21; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 9. 
688 Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 62-69. 
689 Exhibit DRA-7, p. 23, Table 7-5. 
690 Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 9, 30-31. 
691 DRA, Bumgardner, Tr. 21/3483. CCUE also criticizes DRA for failing to accunt for aging infrastructure. See CCUE-01, 

pp. 9-10. 
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proposed reductions.692 SCE’s capital forecasts for inspection and maintenance are based upon 

rigorously developed methodologies that should be adopted by the Commission to enable SCE to safely 

and reliably maintain its electric distribution system. 

5.8.2.1 Capital Preventive Maintenance Forecast 

SCE forecasts expenditures for asset based preventive maintenance and underground structure 

replacement in this category.693 For asset based preventive maintenance, DRA and TURN recommend a 

reduction of $25.512 million from SCE’s 2012 forecast, a 21 percent cut.694 For underground structure 

replacement, DRA recommends a reduction of $8.853 million from SCE’s 2012 forecast, a 60 percent 

cut.695 

5.8.2.1.1 Asset Based Preventive Maintenance 

SCE forecasts $119.730 million for asset based preventive maintenance capital in 2012.696 

DRA’s forecast for these same activities is $94.218 million.697 Preventive maintenance is driven by 

regulatory requirements, and the forecasts SCE presented in its testimony for each of these activities is 

based on SCE’s historical analysis of the amount of work required to comply with the Commission’s 

General Orders.698 The work volume has two key drivers: increasing system size and increasing system 

age.699 SCE forecast this work in four subcategories: overhead conductor, underground cable, overhead 

transformers, and underground transformers.700  

The replacement forecast for the four subcategories is calculated by multiplying the number of 

units in the asset base by the inspection driven replacement rate.701 The asset base is increasing as our 

system continues to grow. The inspection driven replacement rate is also expected to increase as our 

infrastructure continues to age faster than we can renew it.702 The ultimate cost forecast for capital 

preventive maintenance of underground cable, overhead conductor, overhead transformers, and 

                                                 
692 Exhibit TURN-09, pp. 49-51. 
693 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 93, Table II-27; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 27. 
694 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 27, Table II-13. All capital expenditures listed in this section are in nominal 

dollars unless stated otherwise. 
695 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 27, Table II-13. 
696 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 93, Table II-27; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 27, Table II-13. 
697 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 27, Table II-13; Exhibit DRA-07, p. 28, Table 7-9 ($88.76 million in 2009 

constant dollars). 
698 Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 90-91; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 28. 
699 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 28. 
700 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 91; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 28. 
701 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 91, Table II-26; Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 28-29, Table II-14. 
702 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 91; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 28. 
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underground transformers is derived by multiplying the asset replacement count by the unit cost for each 

asset type.703 SCE used 2005-2009 average unit costs for each asset type.704 

Looking at the bottom line, on a constant dollar basis,705 DRA’s forecast is two percent less than 

2009 recorded, 10 percent less than 2010 recorded, and 16 percent less than the 2005 to 2010 average 

expenditures for asset based preventive maintenance.706 But recorded data shows that expenditures have 

steadily increased since 2008.707 DRA acknowledges elsewhere in its testimony that SCE infrastructure 

is growing and aging; thus, the asset base that needs preventive maintenance is growing.708 Additionally, 

the assets that required preventive maintenance previously will need more maintenance as they age and 

degrade.709 DRA’s witness, on the other hand acknowledged during cross-examination that DRA’s 

proposal was based on analysis of historical data only, rejecting the impact of the increasing need for 

preventive maintenance from an aging and growing infrastructure.710 

SCE must replace the portions of its infrastructure identified in need of replacement during 

inspections. Thus, SCE does not have a choice for the sake of safety, reliability, and compliance not to 

spend what is required.711 For example, if 2011 and 2012 expenditures match SCE’s forecasts (as in 

2010, when SCE forecast $100.8 million in 2010 and recorded $100.1 million), and DRA’s and TURN’s 

proposals were accepted, SCE would have spent $42 million more than authorized in 2009 constant 

dollars in these two years.712 SCE’s only option will be to redirect money from other areas like 

infrastructure replacement, which will increase the amount of maintenance needed in the future.713 The 

Commission should adopt SCE’s forecast for asset based preventive maintenance, adjusted, if necessary, 

for a reduction in the number of assets expected to be in the inventory in 2012 based on any reductions 

made to SCE’s proposed capital projects.714 

                                                 
703 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 91, Table II-26; Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 28-29, Table II-14. 
704 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 28; Exhibit SCE-18, Vol. 4, Parts 1&2, Appendix B, Attachment 11 (Workpaper 

pp. 197-204 for Exhibit SCE-03, Vol. 4, Parts 1&2 entitled “Capital Distribution Preventive Maintenance”). 
705 Compare Exhibit DRA-07, p. 25, Table 7-7 with Exhibit DRA-07, p. 28, Table 7-9. See also Exhibit SCE-18, Vol. 4, 

Parts 1&2, p. 27, Table II-13 for 2010 recorded in nominal dollars. 
706 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 30. 
707 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 91, Table II-26; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 28, Table II-15. 
708 Exhibit DRA-06, Load Growth and Infrastructure Replacement testimony, pp. 21, 32, 35, and 43-44. 
709 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 30. 
710  DRA, Bumgardner, Tr. 21/3481-3483. See also Exhibit CCUE-01, p. 9. 
711 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 30; SCE, Ziegler, Tr. 18/1045-1049. 
712 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 30. 
713 See SCE’s TDBU Policy Rebuttal, Exhibit SCE-18, Vol. 1. pp. 16-17, 22. 
714 Additionally, TURN’s methodology for cable replacement - adding up the cable forecast to be replaced under both the 

preemptive and reactive programs - is not valid. See Exhibit SCE-18, Vol. 3, Parts 3&5, p 7. 
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5.8.2.1.2 Underground Structure Replacement 

SCE has developed a new program for identifying and replacing underground vaults that have 

been classified as deteriorated during G.O. 165 mandated underground detail inspections.715 SCE 

forecasts $14.755 million to replace 50 such vaults in 2012.716 DRA recommends that SCE replace 20 

vaults in 2012 for $5.902 million.717 To develop its forecast, SCE considered the number of vaults 

already identified for replacement but not yet replaced,718 the number of vaults it will inspect in 2010 

and 2011, the expected inspection failure rate, and the recorded 2009 cost-per-replacement.719 DRA’s 

recommendation is based upon the number of vaults SCE expects to identify for replacement in 2012,720 

which ignores the vaults already identified but not yet replaced.721 

Since the beginning of the program, SCE has identified 175 structures for replacement (50 in 

2009, and 99 in 2010, and 26 through April, 2011).722 During the same time-period, SCE replaced 10 

structures in 2009, 16 in 2010, and is expecting to complete 35 in 2011.723 By 2012 that will leave 156 

structures to be replaced before a single additional structure is identified as requiring replacement during 

inspections in that year.724 Given DRA’s forecast of replacing 20 structures per year, it will take almost 

eight years to complete the replacement of the structures identified for replacement prior to 2012, and 

this does not consider the additional structures that will be identified for replacement from 2012 

onwards.725 Deteriorated structures are potentially a safety and reliability risk.726 SCE’s program has 

                                                 
715 Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 91-92. 
716 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 93, Table II-27; Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 34-35, Table II-17 & II-

18. 
717 Exhibit DRA-07, p. 31. 
718 Due to the planning, engineering, permitting, and construction time associated with structure replacement, all structures 

identified in a certain year are not expected to be replaced by the end of that year. The structures replaced in a given year 
are a combination of structures identified previously and structures identified in the year. We expect the number of 
structures that are replaced in a year will increase to 50 per year by 2012, and remain at that level through 2014. See 
SCE-03, Vol. 4, Parts 1&2, p. 206; SCE-18, Vol. 4, Parts 1&2, Appendix B, Attachment 12, p. 53 (Workpaper for 
Exhibit SCE-03, Vol. 4, Parts 1&2 entitled “UG Structure Replacement – 2012 GRC Forecast”). 

719 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 92; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 33. 
720 Exhibit DRA-07, p. 31. 
721 DRA’s use of the 2012 number of vaults identified is flawed for another reason: SCE expects the failure rate to decrease 

significantly in 2012 from the 2009 rate once three years of inspections under this program have been completed. 
Underground detail inspections are performed on a three-year cycle pursuant to G.O. 165. See Exhibit SCE-18, Vol. 4, 
Parts 1&2, p. 33, n. 65. 

722 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 36 and Appendix B thereto, Attachment 12, p. 53. 
723 Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 34, Table II-17, 36. 
724  This 156 number is based on replacements identified as of April 2011, and does not include any replacements that will 

be identified during the remainder of 2011. 
725 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 36; SCE, Stark, Tr. 13/1764. 
726 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 36; SCE, Stark, Tr. 13/1767-1768. 
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already identified more structures for replacement than forecast.727 SCE is doing the responsible thing 

by ramping up a program to address the issue, whereas DRA’s recommendation would prolong the time 

it will take to replace structures indefinitely. 

SCE requests that the Commission recognize the critical nature of SCE’s underground vault 

replacement program and authorize SCE’s request in full. 

5.8.2.2 Wood Pole Replacements 

SCE forecasts $116.464 million in capital expenditures to replace 8,818 deteriorated wood poles 

in 2012.728 DRA’s recommendation for this same activity is $60.621 million to replace 4,700 

deteriorated wood poles in 2012, a reduction of nearly 50 percent, which corresponds to a 284 year 

replacement cycle.729 SCE conducts inspections, identifies poles for replacement, prioritizes them 

according to the significance of the deterioration, and then replaces them in order to maintain a safe, 

reliable electrical system. The inspections leading to the replacement of these poles are driven by the 

Commission’s regulatory requirements under G.O. 95 and 165.730  

5.8.2.2.1 DRA’s Wood Pole Replacements Forecast Is Flawed 

The primary reason for the large disparity between SCE’s and DRA’s forecasts for this activity is 

the difference in the number of intrusive inspections that SCE expects to perform in 2012 (131,427)731 

versus DRA’s recommendation for intrusive inspections (77,327).732 This is because the largest factor in 

the wood pole replacement forecast is the number of intrusive inspections multiplied by the expected 

rejection rate per inspection.733 DRA incorrectly averages inspections performed during two distinctly 

different inspection cycles, one ending in 2007 and the second starting in 2008. A second contributor is 

DRA’s use of a 3.3 percent rejection rate per intrusive inspection (equal to SCE’s 2009 rejection rate per 

                                                 
727  SCE, Stark, Tr. 13/1762, lines 15-19. 
728 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 94, Figure II-45 (nominal dollars); Exhibit SCE-18, Vol. 4, Parts 1&2, p. 37 

($109.7 million in 2009 constant dollars). SCE’s cost per replacement is forecast to be $12,440 per pole (2009 constant 
dollars), an increase over 2009 unit cost due to increased replacements in high cost urban areas. Id. The cost per 
replacement in nominal dollars for both SCE and DRA is in Exhibit SCE-18, Vol. 4, Parts 1&2, p. 37, Table II-19. 

729 Exhibit DRA-07, p. 34, Table 7-11 ($57.1 million in 2009 constant dollars); Exhibit SCE-18, Vol. 4, Parts 1&2, p. 37, 
Table II-19. DRA’s cost per replacement is equal to SCE’s 2009 recorded value of $12,150 (2009 constant dollars). Id. 
“DRA’s proposal allows for replacing only 4700 distribution poles per year in 2011-12, which corresponds to a 284 year 
replacement cycle.”). Exhibit CCUE-01, p. 11. 

730 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 93; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 37; SCE, Stark, Tr. 13/1774-1775. 
731 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 12 (Table II-7), and p. 38; SCE, Stark, Tr. 13/1783 (“we are hoping to do about 

130- to 135,000 a year”). 
732 Exhibit DRA-07, p. 34 (“DRA’s Capital . . . witness decided to use a five-year average intrusive inspection number of 

77,327.”); DRA, Bumgardner, Tr. 21/3471. DRA also ignores the 7,155 poles previously identified for replacement from 
2010 to 2014; Exhibit SCE-18, Vol. 4, Parts 1&2, Attachment 13, p. 55. 

733 Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 93-94; Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 37-38. 
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inspection). This failure rate was what was observed during the grid-based inspection cycle that started 

in 2008 and cannot be applied to inspection counts based on our previous program, which DRA seems to 

be recommending. In addition, SCE has shown that there are different rates for different kinds of poles. 

For example, the inspection of previously repaired poles have a 28 percent rejection rate.734 DRA’s 

intrusive inspection forecast is understated and seriously flawed for the reasons discussed in Section 

5.8.1.1, supra. Third, DRA has not taken into account the poles that have already been identified for 

replacement.735 

5.8.2.2.2 DRA’s Proposal Results In Significantly Fewer Pole Replacements Than SCE Has 

Performed In Any Year During The Historical Period. 

There are 1.34 million distribution wood poles with an average life of 40-45 years in SCE’s 

service territory.736 SCE has averaged more than 11,000 pole replacements per year from 2004 to 2009, 

with 7,652 replacements in 2009 being the lowest of any given year.737 Since that time SCE has 

performed more than 150,000 intrusive inspections per year, which will increase the number of poles 

identified for replacement.738 Replacing an average of 4,700 poles per year, as proposed by DRA, 

equates to an average service age of 280 years.739 This is not realistic, and will invariably lead to a 

drastic increase in spending on poles that fail in service, and a significant increase in replacement rates 

in the future. Moreover, poles that fail in service can spark wildfires under the right conditions.740 

DRA’s recommendation is not prudent or cost-effective, and should be rejected. 

5.8.2.3 Removal of Idle Facilities 

SCE forecasts $4.596 million in 2012 to remove facilities that become idle or unused from its 

rate base.741 DRA recommends $1.635 million for this activity, a reduction of more than 60 percent.742 

DRA calculated its forecast by taking the total amount of SCE’s forecast for 2010-2012, subtracting 

actual expenditures for 2010, and dividing the remainder between 2011 and 2012.743 
                                                 
734 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 39, and Appendix B thereto, Attachment 14 (DRA-SCE-155-MKB, Question 3a, 

and SCE’s workpapers on rejection rates). 
735 Exhibit SCE-18, Vol. 4, Parts 1&2, Attachment 13, p. 55 (rollover amount each year identified in the table). 
736 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 38. 
737 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 95, Table II-28; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 37, Table II-19. The lower 

values recorded in 2009 and 2010 were due in large part to the temporary reduction in intrusive inspections as SCE 
neared the end of the first cycle of inspections under G.O. 165. Id. 

738 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 38. 
739 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 38. 
740 Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 67-68, Table II-22 (Wildfire Prevention Expenses). 
741 Exhibit SCE-03, Vol. 4, Parts 1&2, pp. 99-100, Figure II-49; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 40, Table II-21. 
742 Exhibit DRA-07, p. 23, Table 7-5 ($1.5 million in 2009 constant dollars), and p. 38. 
743 Exhibit DRA-07, p. 38. 
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The drivers of this work are largely outside of SCE’s control, so it is not true that the 

expenditures in this category are fixed over three years as DRA’s methodology assumes.744 And SCE’s 

forecast is conservative since SCE excluded 2009 recorded expenditures when calculating a historical 

average, as 2009 recorded was significantly higher than the previous years due to a transformer bank 

replacement program that has concluded.745 It does not benefit ratepayers to leave unused facilities in 

rate base. However, not funding this activity will lead SCE to spend the authorized amount, which will 

defer the removal of idle facilities from rate base.746 SCE’s request is reasonable and should be adopted. 

5.8.2.4 Joint Pole Credits and Wood Pole Disposal 

SCE forecasts $1.904 million in 2012 capital expenditures to dispose of 8,818 wood poles and 

$15.501 in 2012 million for joint pole credits that SCE receives from third-parties when installing a new 

or replacement wood pole.747 DRA recommends $534,000 for wood pole disposal expenditures and 

$8.555 million in joint pole credits.748 DRA’s recommendations for these activities are based on its 

position that SCE should only perform 77,327 wood pole intrusive inspections per year, which leads to 

only 4,700 pole replacements per year.749 DRA’s recommendations are incorrect for the same reasons 

that DRA’s recommendations for wood pole intrusive inspections750 and wood pole replacements are 

incorrect.751 For the same reasons, SCE respectfully requests that the Commission reject DRA’s forecast 

for joint pole credits and wood pole disposal and adopt SCE’s forecasts. 

5.9 T&D – Distribution Planning and Field Accounting 

SCE's test year 2012 forecast for its Distribution Planning and Field Accounting O&M expenses 

is $5.699 million.752 The corresponding DRA’s estimate for O&M expenses is $4.080 million, which is 

$1.619 million less than SCE’s forecast.753 DRA proposes reductions in SCE’s forecasts for the 

                                                 
744 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 41. 
745 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 100; Exhibit SCE-18, Vol. 4, Parts 1&2, p. 41. 
746 Exhibit SCE-18, Vol. 4, Parts 1&2, p. 41. 
747 Exhibit SCE-03, Vol. 4, Parts 1&2, p. 97, Figure II-47, Joint Pole Credits, and p. 99, Figure II-48 and Table II-30, Wood 

Pole Disposal; Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 41-42, Tables II-22 & II-23. 
748 Exhibit DRA-07, pp. 35-36, Table 7-12, Joint Pole Credits, and pp. 36-37, Table 7-13, Wood Pole Disposal ($8.503 

million for Joint Pole Credits in 2009 constant dollars, and $503,000 for Wood Pole Disposal in constant 2009 dollars). 
749 Exhibit SCE-18, Vol. 4, Parts 1&2, pp. 41-42, Table II-23; Exhibit DRA-07, pp. 35-37. 
750 See Section 5.8.1.1, supra. 
751 See Section 5.8.3, supra. 
752  Exhibit SCE 03, Vol. 4, Part 3, Ch I-II, pp. 9-10.  
753  Exhibit DRA-05, at p. 33.  
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following expenses: Field Accounting, Joint Pole Expenses and Miscellaneous Expenses (all recorded in 

Sub-Account 588.130).754 

5.9.1 588.130 – Field Accounting, Joint Pole Expenses and Miscellaneous Expenses 

5.9.1.1 DRA’s Forecast for Field Accounting Expenses Is Flawed And Should Be Rejected 

SCE requests $953 thousand for Field Accounting O&M expenses.755 SCE’s forecast of Field 

Accounting expenses is based on 2009 recorded O&M expenses, with an adjustment for the portion of 

expenses allocated to O&M. As illustrated on Table I-2 in Exhibit SCE 18,756 based on a more recent 

analysis of capital versus O&M activities performed by Field Accounting personnel, SCE has reduced 

the allocation to 4.5 percent.757 DRA’s forecast, based on several erroneous calculations, for the Field 

Accounting expenses is $72,528 which is $880,472 less than SCE’s estimate.758 

Field Accounting closes all work orders for TDBU, which include both capital and O&M 

workorders.759 The costs recorded in this account represent the expense portion of those costs, which are 

calculated by taking a percentage of the total Field Accounting costs.760 DRA’s forecast is flawed for 

several reasons. First, DRA used the wrong basis to calculate the O&M allocation because it erroneously 

assumed that the costs it used in developing its forecast were total costs, while in fact the costs were 

only the 7.8 percent of the O&M portion of Field Accounting costs.761 Second, DRA’s use of a two-year 

average to forecast Field Accounting expenses is inconsistent with the forecasting principles set forth by 

the Commission in D.89-12-057, as recorded expenses have clearly shown an upward trend since 

2007.762 Finally, DRA ignored the detailed evidence SCE provided in its testimony that the funding is 

necessary to support the significant workload relating to the increase in processing and closing 

transmission, substation and distribution work orders.763 

                                                 
754  Exhibit DRA-05, at pp. 33-37. DRA does not take issue with SCE’s test year forecast for Facility Inventory Mapping 

which is also recorded in sub-account 588.130 which SCE forecasts $0.665 million as well as SCE’s test year forecast 
for expenses relating to Distribution Line Rents (recorded in Sub-Account 589.130).  

755  Exhibit SCE-03, Vol. 4, Part 3, Ch I-II, pp. 31-37 and SCE-18, Vol. 4, Part 3, pp. 1-2.  
756  See Exhibit SCE-18, Vol. 4, Part 3, pp. 1-2. 
757 See Attachment 1 to SCE-18, Vol. 4, Part 3, a copy of SCE’s workpaper previously included with SCE-03, Vol. 4, which 

contains the analysis and calculation of the 4.5 percent allocation to O&M expenses. 
758  Exhibit DRA-05, at p. 35.  
759  Exhibit SCE-03, Vol. 4, Part 3, p. 37. 
760  Exhibit SCE-18, Vol. 4, Part 3, pp. 2-3. 
761  Exhibit SCE-18, Vol. 4, Part 3, pp. 2-3. 
762  Re Pacific Gas and Electric Co., D.89-12-057, p. 15; see also, SCE-18, Vol. 4, Part 3, p.3.  
763  Exhibit SCE-03, Vol. 4, Part 3, Ch I-II, pp. 31-34; SCE, Grigaux. Tr. 21/3503 (“In 2009, Field Accounting closed 

111,000 work orders representing approximately $1.8 billion in plant additions”) 
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5.9.2 DRA’s Argument That SCE Has “Embedded Costs” To Utilize For Additional Staffing For 

Joint Pole Organization Is Baseless 

SCE utilized the 2009 recorded O&M expenses of $2.675 million as the basis for the 2012 Joint 

Pole Organization (JPO) O&M forecast. To this base, SCE added an additional $500 thousand to the 

forecast to hire five additional joint pole employees to manage the increasing joint pole activities.764 

DRA rejects SCE’s $500 thousand increase for additional staffing, claiming that SCE failed to fill all the 

positions it was authorized in 2009 GRC and thus, SCE has embedded costs and expenses to utilize for 

additional staffing it needs in the test year.765 

First, DRA is wrong in assuming that SCE failed to fill the six positions it was authorized in the 

2009 GRC. While SCE notes that the 2009 GRC Decision was not issued until March 12, 2009, which 

means SCE had less time to fill all the positions as authorized, SCE has successfully filled five out of six 

of these positions, majority of whom were hired in 2010. SCE also has until 2011 to fill one additional 

position. In other words, five of the six employees and the incremental expenses for the six authorized 

new hires are not included (or embedded) in SCE’s recorded O&M expenses for 2009, so SCE must 

include these costs in its forecast in this GRC. DRA’s forecast would essentially disallow funding for 

needed employees that have already been approved by the Commission and already hired by SCE. 

Additionally, as described in section 5.1.2 of this brief and Exhibit SCE 18, Vol.1, DRA’s use of the 

word “embedded funding” would only make sense if the level of work remains the same.766 However, a 

simple review of the increase in just the number of attachments requests processed by the organization – 

from 998 in 2008 to 1,827 in 2009, an 83 percent increase-- reflects that our workload is increasing.”767 

5.9.3 DRA’s Adjustment To Miscellaneous O&M Expenses Should Be Rejected 

DRA accepts SCE’s forecast of $0.302 million in Miscellaneous O&M Expenses, but makes a 

“normalized adjustment” of $0.239 million to remove costs associated with SCE’s employee recognition 

program768 As addressed in section 8.4 of this brief, this removal is problematic as it is duplicative and 

SCE strongly disagrees with the removal of any costs associated with its employee recognition 

program.769 

                                                 
764  Exhibit SCE-03, Vol. 4, Part 3, Ch I-II, pp. 43-45. 
765 Exhibit DRA-05, p. 36. 
766  Exhibit SCE-18, Vol. 1, p.13.  
767  Exhibit SCE-03, Vol. 4, Part 3, Ch I-II, p. 45.  
768  Exhibit DRA-05, p. 37. 
769  See also Exhibit SCE-06, Vol. 02, pp. 30-32, 93-94; SCE-21, pp. 32-40. Additionally, this removal is problematic as 

DRA has recommended removing the employee recognition costs from two accounts (in HR as well as in this account). 
See Exhibit SCE-18, Vol. 1 at p. 15 and SCE-21, pp. 37-39.  
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5.10 T&D – Grid Operations 

The Grid Operations organization, in partnership with federal and state regulatory agencies, is 

responsible for monitoring and operating SCE’s transmission and distribution system, which ranges 

from 120 volts to 500,000 volts and covers more than 50,000 square miles of territory. Grid Operations 

is comprised of a staff of highly trained employees capable of coordinating planned outages and 

responding to emergency situations. In addition, Grid Operations inspects, maintains, and repairs SCE’s 

640,929 streetlights. Overall, Grid Operations is the organization responsible for safe, efficient 

operations of all levels of the SCE system in normal conditions, during a planned outage, and during 

unplanned, emergency events.770 

5.10.1 Grid Operations: Operations and Maintenance Expenses 

SCE forecasts $89.707 million for Grid Operations O&M expenses in test year 2012.771 DRA 

forecasts $71.972 million for these same activities, a $17.735 million reduction from SCE’s forecast, or 

about 20 percent.772 DRA proposes reductions in SCE’s O&M forecasts in eight different sub-accounts, 

including the grid control center, substation operations, breakdown maintenance, storm restoration costs, 

circuit mapping, and energy efficient street light evaluation.773 DRA’s T&D O&M witness testified that 

SCE had “embedded” funding in its recorded cost that could be used to address future work, that the 

lowest years of storm restoration costs were “normal,” and that SCE did not properly adjust its storm 

accounts to make sure it was not requesting funding for CEMA related costs in its GRC. During cross 

examination, DRA’s T&D O&M witness confirmed, among other things, that she had no evidence to 

support her assertion that SCE had not properly adjusted its forecast for CEMA costs.774 DRA accepts 

SCE’s forecasts for transmission substation supervision costs, street light patrols, customer generated 

troublemen work costs, and street light maintenance as reasonable.775 TURN agrees with DRA’s 

reductions in overhead distribution line operations and energy efficient street light evaluation.776 DRA’s 

recommendations are flawed and inadequate and, if adopted, will lead to shifting of funds from other 

programs to pay for mandatory spending in areas like breakdown maintenance and storm restoration.777 

                                                 
770 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 1. 
771 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 13, Table I-2; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 13, Table II-6. 
772 Exhibit DRA-05, p. 93. 
773 Exhibit DRA-05, pp. 93-113; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 13, Table II-6. 
774 DRA, Godfrey, Tr. 18/2900. 
775 Exhibit DRA-05, p. 95 (sub-accounts 560.170, 585.170, 587.170, 596.170). 
776 Exhibit TURN-03, pp. 69, 77-78. 
777 SCE, Ziegler, Tr. 18/1045-1049 (explaining that SCE has to make tough decisions and trade-off between activities when 

funds are constrained). 
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5.10.1.1 Grid Control Center Costs – Sub-Account 561.170 

SCE forecasts $6.057 million in 2012 for expenses related to monitoring the bulk power system, 

coordinating planned outages, and developing operating procedures in compliance with safety 

requirements and NERC standards.778 DRA recommends SCE’s 2009 recorded amount of $4.472 

million.779 SCE’s forecast increase in 2012 over 2009 recorded is necessary to staff the Alternate Grid 

Control Center (AGCC) during high risk periods, to address new and more complex NERC reliability 

and Critical Infrastructure Protection (CIP) cyber security standards, and to mitigate the risk from 

expected future employee retirements.780 DRA’s recommendation is insufficient for SCE to meet the 

new compliance requirements without shifting funds from other authorized programs. 

DRA misinterprets SCE’s need to staff the AGCC, stating that “it does not appear that SCE 

actually plans on having permanent staffing at its Alternate Grid Control Center in the test year . . . .”781 

SCE did not claim that it will have permanent staffing at the AGCC. Previously, SCE’s process was to 

assign employees from the GCC to the AGCC after a catastrophic loss at the GCC. Going forward, 

SCE’s plan is to staff the AGCC during times of highest risk and prior to actual loss of power at the 

primary GCC, so as to facilitate transfer of control in less than two hours if necessary.782 The new 

staffing plan is required by NERC reliability standard EOP-008-001 (effective August 25, 2010), which 

states SCE must maintain a backup control center and be able to transfer control from the primary to the 

backup in less than two hours. Specifically, this means placing System Operators at the AGCC during 

the day shift from Monday to Friday. To do so, SCE forecast the need for 10 additional personnel.783 

DRA’s recommendation would not authorize funding sufficient for SCE to meet this important 

compliance requirement. 

DRA also argues that SCE should be able to meet new NERC compliance requirements using 

historical expense levels.784 This ignores that new regulations require incremental work on an ongoing 

basis and therefore incremental costs to comply. DRA’s O&M witness confirmed during cross 

examination that new work is not included in recorded expenses.785 Though some NERC regulations are 

already in effect, new regulations are currently under consideration and are expected to be in effect by 
                                                 
778 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 15-16, Figure I-3; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 14. 
779 Exhibit DRA-05, pp. 94-95,(Figure 5-6). 
780 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 17-18; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 14. 
781 Exhibit DRA-05, p. 99. 
782 Exhibit SCE-18, Vol. 4, Parts 3&5, p. 15, and Attachment 4 (Part 5), pp. 12-15. 
783 Exhibit SCE-18, Vol. 4, Parts 3&5, pp. 15-16. 
784 Exhibit DRA-05, p. 97. 
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the test year. For example, the above-mentioned EOP-008-001 standard went into effect in August 2010. 

In addition, standards such as PER-005-001 continue to add work SCE must perform to comply with 

NERC standards. In this case, SCE must revamp its training and re-train its System Operators to meet 

the new requirements under PER-005-001 as it continues to be put in effect. SCE expects the training 

required under this standard to be more rigorous and more time consuming and therefore more costly.786 

DRA has failed to rebut any of SCE’s evidence justifying the need for incremental funding to meet the 

new compliance requirements. SCE’s request for this sub-account is reasonable and should be adopted. 

5.10.1.2 Transmission and Distribution Substation Operations Expenses – Sub-Accounts 560.170, 

562.170, & 582.170 

SCE forecasts a total of $26.306 million in these three sub-accounts in 2012 to operate its 

substations, monitor switching to isolate or energize equipment, perform emergency switching, and 

conduct substation inspections. SCE developed its forecast using the number of substations we expect to 

have on our system and the forecast cost per substation for each of these sub-accounts, as the costs 

incurred have the same underlying drivers.787 DRA accepted SCE’s methodology for sub-account 

560.170, but rejected it for sub-accounts 562.170 and 582.180, adopting instead a five-year average of 

historical expenses, resulting in a total recommendation of $25.475 million for these three accounts, a 

reduction of $831,000 from SCE’s 2012 request.788  

DRA’s methodology is inconsistent: accepting SCE’s request for one account but rejecting it for 

the other two. DRA also fails to consider the primary driver of the costs in these accounts: the number of 

substations. DRA’s recommendation is less than 2006, 2007, 2008, and 2009 recorded expenses.789 

Given an expanding system, SCE does not expect substation operation costs to diminish over time. 

DRA’s proposal will require SCE to shift funds from other authorized programs to operate new 

substations. SCE’s forecast is principled and should be adopted. 

                                                 
Continued from the previous page 
785 DRA, Godfrey, Tr. 18/2958. 
786 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 17-18; Exhibit SCE-18, Vol. 4, Parts 3&5, pp. 15-16. 
787 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 27, Figure I-9; Exhibit SCE-18, Vol. 4, Parts 3&5, pp. 17-18, Table II-7. 
788 Exhibit DRA-05, pp. 100, 103; Exhibit SCE-18, Vol. 4, Parts 3&5, pp. 17-18, Table II-7. 
789 Exhibit SCE-18, Vol. 4, Parts 3&5, p. 18, Table II-7. 
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5.10.1.3 Transmission and Distribution Storm Expenses – Sub-Accounts 573.170 & 598.170 

SCE forecasts $3.731 million for transmission storm expenses and $18.732 million for 

distribution storm expenses in 2012 related to restoration of service during storm conditions.790 For both 

transmission and distribution storm expenses, SCE used a five-year average of historical costs as its 

forecasts. This is consistent with Commission precedent and the nature of the costs in the category, 

which depend on the weather from year-to-year.791 DRA, on the other hand, uses two different 

methodologies to arrive at a recommendation, neither of which is consistent with prior Commission 

guidance. For transmission storm, DRA uses a 2007-2009 average, the three lowest years in the 

historical period, and forecasts $1.312 million, a 65 percent reduction from SCE’s forecast. For 

distribution storm, DRA adopts SCE’s 2009 recorded amount of $9.005 million, which is more than 

50 percent less than any year during the historical period.792 In support of both decisions, DRA states 

that its forecasts capture the “more normal and routine years” during the 2005-2009 period, and states 

further its concern that SCE may not have removed all of its CEMA costs from these accounts before 

taking the five-year average as its forecast.793 

During cross-examination, DRA’s witness explained that she also believed that costs that did not 

qualify for CEMA, but were nonetheless high, should also be removed and recovered through CEMA.794 

This belief demonstrates a fundamental misunderstanding of CEMA, which was created by statute. If the 

costs are not part of a declared disaster (by Governor or Presidential declaration), then the costs cannot 

be recovered in CEMA, and are properly recorded as storm costs, regardless of how “high” they are. 

5.10.1.3.1 SCE Properly Removed All CEMA Costs From These Accounts Before Forecasting, 

And DRA Admits It Has No Evidence To The Contrary 

DRA’s comment that CEMA costs “may have been included” in the storm accounts is incorrect. 

SCE agrees that costs that have been recovered through CEMA proceedings should be removed from 

recorded base for forecasting purposes. SCE has done exactly that and the expenses have been reviewed 

by DRA’s auditors. When asked to provide the basis for DRA’s statement that CEMA costs could still 

be in the recorded expenses, DRA replied by citing an SCE response that makes clear that CEMA costs, 

                                                 
790 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 39, Figure I-13, Transmission, and p. 40, Figure I-14, Distribution; Exhibit SCE-

18, Vol. 4, Parts 3&5, p. 19 (Table II-8). 
791 See, e.g., D.89-12-057, p. 15, and the Commission’s decision in SCE’s 2009 GRC (D.09-03-025). 
792 Exhibit DRA-05, pp. 101-103, 112-113; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 19, Table II-8. 
793 Exhibit DRA-05, pp. 101-103 (transmission), 112-113 (distribution). 
794 DRA, Godfrey, Tr. 18/2899, lines 3-12. 
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in fact, had been removed.795 In addition to SCE’s data request response confirming that no CEMA costs 

remained in these accounts, SCE’s workpapers, served at the same time as its testimony, made clear that 

CEMA costs were removed from the historical costs prior to forecasting 2012 expenses.796 DRA’s 

accusations of accounting improprieties with respect to CEMA costs lack any evidence and are 

completely unjustified. In fact, DRA’s O&M witness admitted during cross-examination that she had no 

evidence to support her claim.797 To the extent DRA relies on its hunch to support its recommended 

reductions to SCE’s storm accounts, that testimony is improper and should be ignored. 

5.10.1.3.2 DRA’s Reliance On “Normal” Storm Years Is Misguided And Inconsistent With 

Commission Guidance 

DRA’s methodology for forecasting storm expenses consists of looking at the dollar amounts 

recorded in each year during the historical period to figure out which years were more “normal” than 

others.798 But what DRA has selected as “normal” defies the common sense understanding of the word. 

For distribution storm, since the 2009 recorded costs were less than half the costs recorded in each of the 

previous years, an objective analysis would conclude that 2009 was the outlier and that 2005 through 

2008 are the “normal” years. But, without any further justification, DRA decided the opposite was true 

and picked the year in which costs were the lowest by more than 50 percent. SCE can only assume that 

DRA’s definition of a “normal” storm year is “low expenses.” If that is the case, what certainty does 

DRA provide that future storms, which are driven by acts of Nature, will also be “normal”? 

DRA’s recommendations are not supported by logic and should be rejected by the Commission. 

Storm expenses are the quintessential example of accounts that are influenced by weather or beyond 

SCE’s control. The Commission’s direction in D.89-12-057 to use a five-year average in cases like this 

should be controlling.799 More importantly, not providing adequate funding for storm expenses will 

divert funding from other areas when storms do occur, and limit SCE’s ability to perform other 

necessary work. SCE’s request should be granted in full. 

                                                 
795 Exhibit SCE-18, Vol. 4, Parts 3&5, Attachment 6, Part 5, pp. 19-20. (The response states “note that we recovered the 

costs related to some of the declared storms through CEMA filings. Costs related to those storms have been removed and 
are not included in sub-accounts 573.170 and 598.170 as shown in the workpapers on pages 150-187.”) 

796 Exhibit SCE-18, Vol. 4, Parts 3&5, Attachment 7, Part 5, pp. 22-26. 
797 DRA, Godfrey, Tr. 18/2900 (Q: “Do you have any evidence that Edison did not properly remove all costs recorded in the 

CEMA memorandum accounts before forecasting it in this GRC?” A: “No.”) 
798 DRA, Godfrey, Tr. 18/2901-2902 (Confirming her selection of the lowest number (i.e. $9.005 million) as the most 

“normal” in the series: $18.61 million, $23.552 million, $22.175 million, $20.321 million, and $9.005 million). 
799 Exhibit SCE-18, Vol. 4, Parts 3&5, p. 21 (citing D.89-12-057, p. 15). 
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5.10.1.4 Overhead Line Operations – Sub-Account 583.170 

SCE forecasts $4.722 million in 2012 for overhead line operations associated with outages or 

abnormal conditions, including inspection, testing, and switching of distribution equipment to correct or 

prevent problems. This work is driven by outages, which are dependent upon the size and age of the 

system. Thus, SCE developed its forecast as a percentage of capital reactive maintenance, which has the 

same drivers.800 DRA and TURN both recommend the 2009 recorded amount of $4.129 million.801 Both 

intervenors ignore the increasing age and size of SCE’s system, and their proposals are inadequate to 

fund the expected level of work. 

In D.89-12-057, the Commission stated that if an account had been either relatively stable or 

trending in a certain direction, then the last recorded year is an appropriate base estimate. The decision 

states further that “Once a base [test year] estimate is established, both [SCE] and DRA determine 

whether there are specific changes in the level of expenses in a particular account, which are known or 

reasonably expected to occur in the [test year]. If so, the base estimate is adjusted to account for these 

anticipated changes.”802 Thus, 2009 recorded is a base or a starting point because this account shows a 

clear upward trend. Since the driver for these expenses are abnormal system conditions, the impact of 

these conditions in modifying the base estimate needs to be considered, and neither DRA’s nor TURN’s 

forecast does so. 

SCE, on the other hand, followed the Commission’s guidance on forecasting methodology. 

Instead of just analyzing the recorded expenses, SCE analyzed its expenses in the context of the drivers 

for those expenses, system size and system age. SCE accounted for the trend in this correlation by 

choosing the 2009 ratio of expense to capital breakdown as the forecast, and then applying it to forecast 

the expenses in this account.803 This provides a meaningful approach consistent with Commission 

guidelines.  

Accepting DRA’s or TURN’s forecasts would lead to underfunding activities, which SCE does 

not have a choice in performing, meaning that funds will need to be redirected from other work. SCE’s 

methodology and forecasts should be adopted. 

                                                 
800 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 30; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 22, Table II-9. 
801 Exhibit DRA-05, pp. 104-105; Exhibit TURN-03, p. 69; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 22, Table II-9. 
802 D.89-12-057, at p. 15. 
803 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 32-33; Exhibit SCE-18, Vol. 4, Parts 3&5, pp. 23-24. 
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5.10.1.5 Breakdown Maintenance Of Distribution Lines – Sub-Account 593.170 

SCE forecasts $10.307 million in 2012 for Troublemen to perform reactive breakdown 

maintenance work on the distribution system during non-storm conditions. Like Overhead Line 

Operations, this work is driven by outages, which are dependent upon the size and age of the system. 

Thus, SCE developed its forecast as a percentage of capital reactive maintenance, which has the same 

drivers.804 DRA recommends the 2009 recorded amount of $8.996 million.805 DRA’s proposal ignores 

the increasing age and size of SCE’s system and is inadequate to fund the required level of breakdown 

maintenance. 

DRA argues that SCE’s methodology will lead to “overfunding” in the event that SCE’s capital 

reactive maintenance forecast, upon which breakdown maintenance depends, is not adopted.806 Even if 

the Commission adopts a lower capital forecast, the remedy is not to ignore completely the link between 

expense and capital as DRA has done. Instead, it is a simple matter of recalculating the required 

breakdown maintenance as a percentage of the Commission adopted capital reactive maintenance. 

DRA’s methodology allows for zero increase based upon the presumption that SCE’s capital forecast 

will be reduced (but not eliminated) by some amount. A principled methodology would recognize that 

SCE’s capital forecast will increase over historical levels, and maintenance costs will need to increase 

proportionally. Using 2009 recorded expenses because it is greater than three-or five-year averages, is 

not a valid forecasting methodology. SCE has no choice in performing these activities when the work 

arises, and DRA’s forecast will lead to significant underfunding that will limit SCE’s ability to provide 

adequate service.807 

5.10.1.6 Other Grid Operations Costs – Sub-Account 588.170 

5.10.1.6.1 Circuit Mapping 

SCE forecasts $1.906 million – equal to 2009 recorded – for the circuit mapping portion of this 

account to update circuit maps as new equipment is installed, old equipment is replaced, or system 

configuration is changed.808 DRA proposes a five-year average equal to $1.446 million.809 SCE’s 

expenses show an upward trend from 2005-2009, thus use of the last recorded year as the forecast is 

                                                 
804 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 36-37, Figure I-12; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 24, Table II-10. 
805 Exhibit DRA-05, p. 110. 
806 Exhibit DRA-05, p. 111. 
807 Exhibit SCE-18, Vol. 4, Parts 3&5, p. 25. 
808 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 46, 53, Figure I-18; Exhibit SCE-18, Vol. 4, Parts 3&5, pp. 25-26, Table II-11. 
809 Exhibit DRA-05, p. 107, Table 5-51. 
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appropriate. Since the costs have not fluctuated and are not driven by factors outside SCE’s control, 

DRA’s averaging methodology is incorrect and should be rejected.810 

5.10.1.6.2 Outage Data Management 

SCE forecasts $1.936 million – equal to 2009 recorded – for the outage data management portion 

of this account to verify, correct, and record unplanned outage data in a central repository for reporting 

and analysis consistent with compliance requirements.811 DRA proposes a three-year average equal to 

$1.668 million.812 SCE did not record costs in this account prior to 2007, and the Commission accepted 

SCE’s accounting change in the 2009 GRC decision.813 The costs in this account have shown a clear 

upward trend from 2007-2009, thus use of the last recorded year as the forecast is appropriate.814 

5.10.1.6.3 Street Light Mapping and Inventory (Energy Efficient Street Light Evaluation) 

SCE forecasts $1.453 million for this portion of account 588.170, which includes an $18,000 

increase related to installation of additional street lights and $250,000 to evaluate energy efficient street 

lights.815 DRA and TURN reject both increases and recommend using the 2009 recorded amount of 

$1.185 million, focusing entirely on the request to evaluate new, energy efficient street lights, especially 

those using LED technologies.816 SCE continues to believe its request is prudent and in the ratepayers’ 

interest. SCE continuously conducts assessments and evaluations of energy efficient technologies for the 

benefit of our customers. Energy efficient street lighting is an area of great interest as there is a large 

potential for energy savings. However, as with any new technology there are many uncertainties 

associated with lighting technologies. SCE’s testing and evaluation efforts have been limited in scale 

and do not fully address the wide variance in climates and application throughout SCE’s service 

territory. Based upon the findings from the evaluation proposed here, SCE will be able to make 

informed decisions with regards to adoption of new, efficacious street lighting technologies.817 SCE 

respectfully requests the Commission authorize SCE’s forecast to fund this evaluation. 

                                                 
810 Exhibit SCE-18, Vol. 4, Parts 3&5, p. 26 (citing D.89-12-057, p. 15). 
811 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 47-48, 53, Figure I-18; Exhibit SCE-18, Vol. 4, Parts 3&5, pp. 26-27, Table II-

12. 
812 Exhibit DRA-05, p. 107, Table 5-51. 
813 Exhibit SCE-18, Vol. 4, Parts 3&5, p. 27, n. 59. 
814 Exhibit SCE-18, Vol. 4, Parts 3&5, p. 27 (citing D.89-12-057, p. 15). 
815 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 50, 53-54, Figure I-18; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 28, Table II-13. 
816 The remaining increase of $18,000 for streetlight maintenance to accommodate the increase in number of streetlights is 

modest. 
817 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 54; Exhibit SCE-18, Vol. 4, Parts 3&5, pp. 29-31. 
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5.10.1.6.4 Other Expenses 

SCE forecasts $1.022 million for other grid operations expenses in 2012 related to informational 

meetings and employee recognition. Approximately 90 percent of these costs are for informational 

meetings, which was forecast based upon the number of employees and the cost per employee.818 DRA 

recommends $750,000 for these expenses.819 DRA’s proposal is flawed and should not be adopted for 

several reasons: (1) DRA failed to recognize that additional employees will need to attend the meetings, 

which increases costs; (2) DRA removed the same recognition expenses from this account and from the 

Human Resources account resulting in a double adjustment; and (3) DRA relied upon unadjusted 

amounts to derive its forecast.820 SCE’s forecast accounts for the drivers of these expenses and should be 

adopted. 

5.10.2 Grid Operations: Capital Request 

SCE forecasts $87.34 million for grid operations related capital expenditures from 2010-2014.821 

This primarily includes expenditures related to SCE’s street light replacement program, which was 

designed to replace all of SCE’s 72,250 steel street light poles within 20 years to prevent failures related 

to deterioration.822 DRA accepts SCE’s 2010 recorded expenditures in this program, but recommends 

reductions in this program for 2011 and 2012 totaling $8.323 million over those two years.823 DRA 

accepts SCE’s forecast for Facilities Operational capital and the Valley Substation capital 

expenditures.824 DRA’s forecast, if adopted, would result in a substantial reduction in the amount of 

street light replacements SCE could perform, which may lead to more failures and outages that will have 

a resulting impact on public safety.825 

5.10.2.1 Street Light Replacement Program 

SCE forecasts $17.356 million to replace 4,000 street light poles and associated components as 

part of its street light replacement program in 2012.826 DRA recommends SCE replace 2,021 steel street 

                                                 
818 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 49, 53, Figure I-18; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 32, Table II-15. 
819 Exhibit DRA-05, pp. 107-109 Table 5-51. 
820 Exhibit SCE-18, Vol. 4, Parts 3&5, pp. 32-33. 
821 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 13, Table I-1; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 8, Table II-5. 
822 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 56-57, Table I-7. 
823 Exhibit DRA-07, p. 39, Table 7-15; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 8, Table II-5. 
824 Exhibit DRA-07, p. 39. 
825 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 55; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 12; SCE, H. Martinez, Tr. 18/1570–

1571 (explaining the safety impacts of street light failues including the possible collapse of a pole or deteriorated safety 
conditions resulting from lack of lightning in neighborhoods). 

826 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 56, Table I-6 and Figure I-19. SCE’s forecast also includes costs associated with 
simple replacements and repairs of fixtures as well as more complicated repairs to street lights. DRA uses the same 
flawed three-year average methodology for these activities as it uses for steel street light pole replacements. 
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light poles and components for $11.613 million, which is less than SCE spent in any year during the 

historical period except 2008 on a constant dollar basis.827 DRA also rejects SCE’s request to replace all 

of its corroding steel street light poles within 20 years.828 For the reasons discussed below and in SCE’s 

testimony, DRA’s methodology is deeply flawed, including a significant error double-counting over 

10,000 street light poles. SCE’s request to replace 4,000 steel street light poles per year is justified by 

the need to replace all 72,000 poles within 20 years, and is reasonable.829 SCE respectfully requests that 

the Commission adopt SCE’s forecast. 

DRA used a three-year average of SCE’s street light replacement expenditures in support of its 

forecast.830 Such a methodology is inappropriate here where SCE did not base its forecast on recorded 

costs, rather, SCE is requesting funding for a new program to replace all its steel street light poles in 20 

years, beginning in 2012.831  

DRA argues that SCE does not actually need to replace 4,000 steel street light poles per year 

citing: (1) the remaining depreciable life for SCE’s street light system is 31 years; (2) steel poles should 

have a design life of 60-70 years; and (3) SCE has already replaced 10,039 poles over the past 5 

years.832 Each one of DRA’s reasons for reducing SCE’s request is demonstrably incorrect. As a result, 

DRA’s recommendations are built upon false assumptions and should be ignored. 

DRA’s reference to the remaining depreciable life for SCE’s street light system does not support 

its argument for fewer replacements. The 31-year remaining depreciable life is a reference to SCE’s 

entire street light system, not just the steel street light poles that are the subject of the replacement 

program.833 This is misleading because the street light system includes nearly five times as many 

concrete poles as steel poles.834 

DRA also states: “Generally, steel poles can be engineered to have a design life of 60-70 years” 

in order to cast doubt on SCE’s plan to replace its steel street light poles within 20 years.835 DRA stated 

in a data request response that this information is based on a conversation with SCE’s depreciation 

                                                 
827 Exhibit SCE-18, Vol. 4, Parts 3&5, p. 8, Table II-5 (nominal dollars); Exhibit DRA-07, p. 43, Table 7-17 ($10.940 

million in 2009 constant dollars). 
828 Exhibit DRA-07, p. 43. 
829 SCE, H. Martinez, Tr. 18/1571–1572 (explaining SCE’s request to replace 4,000 poles per year in order to replace them 

all within 20 years). 
830 Exhibit DRA-07, p. 43, Table 7-17. 
831 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 55-56, Tables I-5 & I-6; Exhibit SCE-18, Vol. 4, Parts 3&5, p. 10. 
832 Exhibit DRA-07, pp. 41, 43. 
833 Exhibit DRA-07, p. 41. 
834 Exhibit SCE-03, Vol. 4, Part 5, Table I-7, at p. 57 shows SCE has 344,866 concrete poles and 72,250 steel poles. 
835 Exhibit DRA-07, p. 43. 
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witness.836 Actually, the information SCE had provided was the engineering design life of steel 

transmission towers (60 – 70 years), not that of steel street light poles.837 In addition, the average current 

age of steel street light poles on SCE’s system is 45 years.838 Even using DRA’s steel transmission tower 

number, replacing SCE’s aging and corroding steel poles in the next 20 years is reasonable, 839 

especially given that most of the poles are in coastal areas where corrosion is a significant challenge.840 

DRA states: “In 2009, SCE had 72,250 steel streetlight poles, dividing this number by 20 years 

results in a need to replace only 3,613 a year. However, during the last 5 years SCE has replaced 10,039. 

Subtracting out the five years of poles SCE has already replaced reduces the annual amount to 3,115.”841 

DRA’s calculations are demonstrably incorrect because DRA is double-counting replacements. The 

72,250 poles in 2009 have already been reduced by the poles replaced in earlier years, and when SCE 

replaces a steel streetlight pole, it does so with a concrete pole.842 

SCE respectfully requests that the Commission reject DRA’s forecast since it is based on faulty 

calculations and the reduction in replacements is likely to reduce the safety of the public, which relies 

upon functioning streetlights and structurally safe steel streetlight poles. 

5.11 T&D – Distribution Construction and Maintenance 

The Distribution Construction and Maintenance organization (DCM) has primary responsibility 

for the inspection, maintenance, and construction of SCE’s distribution system. Construction work is 

initiated by two primary groups: external customers and internal groups that study the system and 

determine what is necessary to serve current and future customers and to maintain system reliability. 

Following design, DCM manages and performs the construction projects. Inspections of the distribution 

system lead to required maintenance items, which are also performed by DCM. Overhead and 

underground inspectors identify and prioritize equipment in need of repair or replacement, and DCM 

carries out the necessary work. DCM’s request in this case is necessary for SCE to continue to build new 

                                                 
836 Exhibit SCE-18, Vol. 4, Parts 3&5, p. 11, and Attachment 2 thereto, p. 7 (Question 14.c.). 
837 Exhibit SCE-18, Vol. 4, Parts 3&5, Attachment 2, p. 8. 
838 Exhibit SCE-18, Vol. 4, Parts 3&5, p. 11. 
839 Moreover, SCE’s steel streetlight poles located in coastal areas deteriorate more rapidly than those located in other areas. 

See Exhibit SCE-18, Vol. 4, Parts 3&5, p. 11. 
840 SCE, H. Martinez, Tr. 18/1570. 
841 Exhibit DRA-07, p. 43. 
842 Exhibit SCE-18, Vol. 4, Parts 3&5, p. 12; SCE, H. Martinez, Tr. 18/1583 (confirming that SCE always replaces a steel 

pole with a concrete pole). 
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facilities, upgrade our system, and perform required inspection and maintenance on the distribution 

system to provide safe and reliable service to our customers.843 

5.11.1 Distribution Construction And Maintenance: Operations And Maintenance Expenses 

SCE forecasts $61.963 million for DCM O&M expenses in test year 2012.844 DRA forecasts 

$29.497 million for these same activities, a $32.466 million reduction from SCE’s forecast, or over 

50 percent.845 DRA proposes reductions in SCE’s O&M forecasts in several areas including construction 

related activities expenses, meter related expenses, service guarantees,846 capital related expense, 

breakdown maintenance, and miscellaneous expenses.847 In addition, TURN proposes reductions to 

SCE’s meter related expenses, breakdown maintenance, and capital related expense that are different 

from DRA’s recommendations.848 DRA’s T&D O&M witness confirmed during cross examination that 

she based her recommendations entirely on SCE’s recorded costs without consideration for SCE’s 

increasing sales, customer growth, load growth, or capital programs, which are the drivers of SCE’s 

DCM forecast.849 DRA accepts SCE’s forecast for operations supervision and engineering as 

reasonable.850 DRA proposes significant cuts to SCE’s breakdown maintenance work, which is work 

that SCE has no choice but to perform in order to restore service to customers. DRA’s recommendations 

are flawed because they fail to consider the primary drivers of the work in these accounts: the size and 

age of SCE’s system. As a result, DRA’s proposals are inadequate to perform the necessary level of 

work, and, if adopted, SCE will need to shift funds from other authorized projects to perform required 

maintenance activities on the distribution system.851 

5.11.1.1 Construction Related Expenses – Sub-Account 583.140 

SCE forecasts $735,000 in 2012 to support construction activities on the distribution system, 

including civil inspections of underground structures, warranty inspections, and switching.852 DRA 

accepts SCE’s forecasts for warranty inspections and switching, but recommends using 2009 recorded 

                                                 
843 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 75-76. 
844 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 73; Exhibit SCE-18, Vol. 4, Part 6, p. 3, Table I-2. 
845 Exhibit DRA-05, pp. 37-38, Figure 5-3; Exhibit SCE-18, Vol. 4, Part 6, p. 3, Table I-2. 
846  SCE’s service guarantees testimony can be found at: Exhibit SCE-03, vol. 4, parts 5&6, pp. 115-116, Figure II-38; 

Exhibit SCE-18, Vol. 4, Part 6, pp. 19-20. 
847 Exhibit DRA-05, pp. 37-57; Exhibit SCE-18, Vol. 4, Part 6, p. 3, Table I-2. 
848 Exhibit TURN-03, pp. 69-72, 78-83; Exhibit SCE-18, Vol. 4, Part 6, p. 3, Table I-2. 
849 DRA, Godfrey, Tr. 18/2858-2861, 2870, 2937-2943. 
850 Exhibit DRA-05, p. 38, Figure 5-3 (sub-account 580.140). 
851 SCE, Ziegler, Tr. 18/1045-1049. 
852 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 107-108; Exhibit SCE-18, Vol. 4, Part 6, p. 15. 
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for the civil inspections activity, which results in a total of $582,000 in this account.853 DRA argues that 

SCE has “embedded funding” from eliminating a prior activity in this account, site readiness checks. 

SCE had already eliminated site readiness checks in 2009, and therefore has no “embedded funding” 

associated with this work activity. DRA also expresses concern that SCE’s underground capital work, 

which is the main driver of the civil inspection costs, may not be adopted as proposed. However, DRA’s 

own proposal for SCE’s underground capital expenditures is higher than SCE’s 2009 recorded 

amount.854 SCE’s forecast expenses are necessary to inspect all underground civil construction prior to 

installation of electrical equipment and should be adopted. 

5.11.1.2 Meter Related Expenses – Sub-Account 586.140 

SCE forecasts $6.700 million in 2012 to install, remove, and replace meters on SCE’s system.855 

The forecast for this account is derived based upon projected meter sets, removals, and change-outs.856 

DRA recommends $5.583 million, equal to 2009 recorded.857 DRA’s recommendations are 

contradictory and should be ignored. On the one hand, DRA has accepted SCE’s sales forecast as 

reasonable, but on the other hand, DRA rejects the increase in meter sets that is derived from the sales 

forecast. In addition, DRA accepted SCE’s forecast of meter activity to develop test year expenses for 

sub-account 586.281 (Meter Credits).858 DRA has provided no explanation for why expenses incurred 

for installing, removing, and replacing meters should be based on 2009 recorded data, but the credits 

charged to expense for installing, removing, and replacing meters should be based on 2012 forecasts.859 

TURN proposes $5.796 million based upon a different meter set forecast than SCE’s and lower 

contractor costs.860 SCE accepts TURN’s proposed modifications in the meter set, removal, and change-

out forecast methodology, but rejects TURN’s proposed reduction in the meter set forecast. As a result, 

SCE reduces its request in this account by a total of $290,000 to $6.41 million.861 

                                                 
853 Exhibit DRA-05, pp. 38-40. 
854 Exhibit SCE-18, Vol. 4, Part 6, p. 15. 
855 Initial installation of smart meters is captured separately in a balancing account, and costs associated with that activity 

are not recorded in 586.140. 
856 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 112-114, Figure II-37 & Table II-10; Exhibit SCE-18, Vol. 4, Part 6, p. 16, Table 

I-9. 
857 Exhibit DRA-05, pp. 42-43. 
858 Exhibit DRA-03, pp. 174-175. 
859 DRA alleges that SCE’s forecast “appears” to be overstated and that the forecast increase in meters replacements “could 

be” related to the installations of SmartConnect meters. DRA has provided no evidence to support this assertion.  
860 Exhibit TURN-03, pp. 69-70. 
861 Exhibit SCE-18, Vol. 4, Part 6, p. 18. 
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5.11.1.3 Miscellaneous Distribution Expenses – Sub-Account 588.140 

SCE forecasts $3.777 million in 2012 for expenses related to FSR (Field Service Representative) 

supervision, informational meetings, stand-by time, and employee recognition within DCM.862 DRA 

proposes no recovery for the $773,000 in recognition expenses, and accepts everything else, for a total 

recommendation of $3.006 million.863 DRA has improperly removed the same recognition expenses 

from two accounts, resulting in a double reduction.864 SCE’s forecast for this account should be adopted. 

5.11.1.4 Overhead And Underground Maintenance Expenses – Sub-Accounts 593.140 and 594.140 

Sub-Accounts 593.140 and 594.140 record the expenses incurred for breakdown maintenance 

and capital related expenses of SCE’s distribution system. Sub-account 593.140 includes the overhead 

portion of these expenses, and sub-account 594.140 the underground portion. SCE forecasts $28.803 

million in 2012 for overhead maintenance expenses in sub-account 593.140. DRA recommends $10.172 

million, and TURN proposes $14.378 million.865 SCE forecasts $18.623 million in 2012 for 

underground maintenance expenses in sub-account 594.140. DRA recommends $7.501 million, and 

TURN proposes $10.739 million.866 SCE used the same methodology to forecast the overhead and 

underground portions of breakdown maintenance expense.867 Thus, for discussion below, SCE combines 

the overhead and underground portions of these accounts and discusses breakdown separately from 

work order related expenses. 

5.11.1.4.1 Breakdown Maintenance 

Breakdown maintenance includes the expenses from repairs performed after in-service failure, 

except those driven by storms or claims. SCE forecasts a total of $17.412 million for overhead and 

underground breakdown maintenance expenses in sub-accounts 593.140 and 594.140.868 The major 

drivers for breakdown maintenance expenses are the increasing size and age of SCE’s system. Because 

capital breakdown maintenance and O&M breakdown maintenance share the same drivers, SCE 

forecasts the O&M expenses in these accounts as a percentage of forecast capital distribution breakdown 

maintenance.869 DRA used a five-year average of both overhead and underground breakdown 

maintenance to arrive at its recommendation of $10.247 million for overhead and underground 
                                                 
862 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 119, Table II-39; Exhibit SCE-18, Vol. 4, Part 6, p. 20. 
863 Exhibit DRA-05, p. 45. 
864 Exhibit SCE-18, Vol. 4, Part 6, p. 20. 
865 Exhibit SCE-18, Vol. 4, Part 6, p. 21, Table I-11; Exhibit TURN-03, p. 83, Table 43; Exhibit DRA-5, p. 46. 
866 Exhibit SCE-18, Vol. 4, Part 6, p. 21, Table I-12; Exhibit TURN-03, p. 83, Table 43; Exhibit DRA-5, p. 52. 
867 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 122, 125. 
868 Exhibit SCE-18, Vol. 4, Part 6, p. 22, Table I-13. 
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breakdown maintenance, combined. TURN accepts that breakdown maintenance is linked to breakdown 

capital, but proposes to use the 2009 recorded amount of $15.192 million (combined overhead and 

underground) to account for TURN’s proposed reductions in breakdown capital.870 

5.11.1.4.1.1 DRA’s Forecast Improperly Ignores That An Expanding And Aging System Will 

Experience More Breakdown 

DRA’s primary argument – that SCE has received adequate funding in the past to maintain its 

system – is irrelevant. SCE is requesting funding for 2012, not 2006 or 2009. The costs we expect to 

incur in the future are based on what the condition of our assets will be in 2012 through 2014, not on a 

subjective evaluation of whether funding received in the previous decade was “adequate” to maintain the 

system in those years. Whatever level of funding SCE received did not stop infrastructure from aging, or 

stop the increase in asset failure rates. In fact, in 2009 SCE spent $5.543 million over the 2009 

authorized amount of $16.923 million for breakdown maintenance work.871 Thus, the cost of breakdown 

maintenance has continued to increase with asset age. 

Despite the increase in breakdown maintenance costs and data showing equipment will fail at an 

increasing rate as it reaches the end of its useful life, DRA’s T&D witness denies there is a relationship 

between the age of equipment and the probability of failure.872 

The Commission itself has recognized the impact of an aging infrastructure on equipment failure 

rate and associated maintenance.873 Not only does DRA choose to ignore this connection, it proposes a 

forecast that is 41 percent less that SCE’s request, 33 percent less that SCE’s 2009 recorded expenses, 

and 7 percent less than SCE’s 2008 recorded expenses for this activity.874 This level is inadequate and 

will lead to underfunding of activities, like restoration of service, that SCE has no choice but to perform. 

                                                 
Continued from the previous page 
869 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 122-123; Exhibit SCE-18, Vol. 4, Part 6, pp. 22-23. 
870 Exhibit SCE-18, Vol. 4, Part 6, p. 22, Table I-13. 
871 Exhibit SCE-18, Vol. 4, Part 6, Attachment 11. 
872  DRA, Godfrey, Tr. 18/2863-2864. 
873 D.09-03-025, p. 207 (“to use recorded 2007 replacement as the basis for replacement level in subsequent years . . . 

ignores . . . the nature of component failure rates as those components age.”). 
874 Exhibit SCE-18, Vol. 4, Part 6, p. 24. 
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5.11.1.4.1.2 SCE Cannot Perform A Cost Benefit Analysis Before Deciding Whether To Restore 

Service To Customers 

DRA asked SCE in a data request, which is quoted in DRA’s testimony,875 to “provide the cost 

benefit analysis, prepared prior to this data request, for each project included in the increase, that SCE’s 

management utilized and relied upon to determine that it required additional non-labor funding….”876 It 

is clear from this question that DRA does not understand the work it is proposing to cut by 40 percent. 

Breakdown maintenance is the result of in-service failures. SCE certainly cannot decide whether or not 

to restore service to customers as DRA implies by asking SCE to perform cost benefit analysis first. 

The Commission should adopt SCE’s 2012 request for breakdown maintenance because it is 

evident that the increasing age of SCE’s distribution system will result in increased in-service equipment 

failures. 

5.11.1.4.1.3 TURN’s Incorrect Capital Breakdown Forecast Infects Its O&M Breakdown 

Forecast In These Accounts 

TURN’s proposal to reduce breakdown maintenance O&M expense is based on its proposed 

reduction to breakdown maintenance capital expenditures.877 SCE disagrees with TURN’s proposal to 

reduce breakdown maintenance expenditures.878 TURN’s O&M breakdown forecast suffers the same 

flaws as its capital breakdown forecast and should be ignored. 

5.11.1.4.2 Work Order Related Expense 

In the course of completing a capital project, the costs associated with certain project related 

activities may need to be recorded as expense, consistent with GAAP and FERC rules. SCE refers to 

these costs as Capital Related Expense or Work-Order Related Expense. The related expense is forecast 

as a proportion of capital expenditures and this proportion is dependent on the type of capital 

expenditure.879 As an example, when SCE performs a 4kV cutover, the existing conductor can be re-

used but all transformers and insulators need to be replaced. The capital (or work order) related expense 

is the transformer removal and insulator replacement that is necessary to complete the 4kV cutover. SCE 

forecasts a total of $30.014 million for overhead and underground work order related expenses in sub-

accounts 593.140 and 594.140.880 DRA used a five-year average of both overhead and underground 

                                                 
875 Exhibit DRA-05, at p. 50. 
876 Exhibit SCE-18, Vol. 4, Part 6, Attachment 14. 
877 Exhibit TURN-03, pp. 61-64, 82. 
878 See Section 5.11.2.3, infra. 
879 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 122, 125; Exhibit SCE-18, Vol. 4, Part 6, Attachment 12. 
880 Exhibit SCE-18, Vol. 4, Part 6, p. 22, Table I-13. 
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work order related expense to arrive at its recommendation of $7.426 million for overhead and 

underground breakdown, combined. TURN proposes to use the 2009 recorded amount of $9.925 million 

(combined overhead and underground) to account for TURN’s and DRA’s proposed reductions in 

SCE’s total capital forecast.881 

DRA’s five-year average methodology fails to capture the driver of work order related expenses: 

specific capital expenditures. In the 2009 GRC, SCE made similar proposals for capital related expense 

in the test year to be based on test year capital expenditures, and the expense percentage to be based on a 

historical ratio of capital related expense to capital. DRA rejected this approach, and proposed setting 

test year capital related expense at the last year of recorded expenses. The Commission stated “We find 

the underlying cost drivers for work order expenses are capital projects”882 in adopting the SCE 

proposal.883 The Commission should reject DRA’s proposal to tie test year work order related expenses 

to past levels of expenses, which are tied to past levels of capital expenditures.884 Instead, the 

Commission should adopt SCE’s proposed methodology, and, if necessary, make adjustments for the 

adopted level of capital expenditures in a manner consistent with D.09-03-025. 

In SCE’s rebuttal testimony in response to TURN’s arguments, SCE offered to link the work 

order related expense forecast to specific authorized capital expenditures in this case.885 Thus, if the 

distribution capital expenditures authorized by the Commission here equals 2009 levels, then SCE 

would accept the 2009 recorded amounts for related expenses. And, to make the calculation simpler, 

SCE also agreed to limit any increase over 2009 recorded to the authorized increase in two capital 

categories: 4kV circuit cutovers and the 4kV substation elimination program, which are the primary 

drivers of distribution work order related expense.886 This results in an increase of $14.248 million over 

2009 recorded, a reduction of about $8 million from SCE’s original forecast for this account.887 SCE 

                                                 
881 Exhibit SCE-18, Vol. 4, Part 6, p. 22, Table I-13. 
882 D.09-03-025, at p. 68. See also D.09-03-025, pp. 71-72. 
883 Recognizing that the adopted level of capital expenditures was lower than SCE’s proposed level of capital expenditures, 

the Decision stated “Accordingly, we find it reasonable to reduce SCE’s forecasted work order expenses by 
11.72 percent” (D.09-03-025, p. 68). 

884 DRA’s proposal for distribution capital related expense is 75 percent less than SCE’s 2012 request, whereas DRA’s 
proposed reductions in 2012 distribution capital is approximately 27 percent – a clear disconnect. DRA’s forecast for 
these expenses are also 30 percent less than 2009 recorded expenses, whereas DRA’s proposal for 2012 distribution 
capital is approximately the same as that in 2009 – also a clear disconnect. Exhibit SCE-18, Vol. 4, Part 6, p. 28. 

885 It is important to look at the specific expenditures that drive these costs rather than total capital spend because certain 
types of capital expenditures (like 4kV cutovers) result in proportionally larger work order related expenses than other 
types of capital due to the nature of the work. Exhibit SCE-03, Vol. 4, Parts 5&6, Attachment 12.  

886 Exhibit SCE-18, Vol. 4, Part 6, p. 28. 
887 Exhibit SCE-18, Vol. 4, Part 6, p. 28. 
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believes this is a principled compromise since it is based upon the authorized level of capital that drives 

these expenses. 

5.11.2 Distribution Construction And Maintenance: Capital Request 

SCE forecasts $265.655 million for capital expenditures by the DCM organization in 2012. The 

majority is for capital maintenance on the distribution system following inspections or in-service 

failures.888 DRA accepts SCE’s 2010 recorded expenditures, but recommends reductions in capital 

breakdown maintenance and tools and work equipment in 2011 and 2012 totaling $21.007 million over 

those two years.889 DRA accepts SCE’s forecasts for storm and claims capital, transformers, and 

prefabrication.890 TURN proposes adjustments in storms and claims, transformers, and breakdown 

maintenance. SCE’s forecast is based upon the level of work we expect to perform. DRA and TURN’s 

recommendations fall short of providing sufficient funds to perform system maintenance and restore 

service to customers after failures. 

5.11.2.1 Distribution Storm Capital Expenditures 

Storms cause physical damage to our facilities, which may cause outages. DCM responds to 

storm damage repair orders received from Grid Operations at all hours. It is difficult to forecast storm 

damage, so the traditional method of forecasting these expenditures is to use a five-year average of 

historical expenditures, plus escalation.891 SCE forecast $39.781 to complete storm damage repair orders 

in 2012.892 TURN proposed a reduction of $342,000 to remove historical costs associated with a 2009 

change in stand-by charging practices. In rebuttal testimony, SCE agreed to remove $342,000 from the 

test year forecast, but disagreed with the suggestion to modify 2010 recorded expenditures, which has no 

impact on the 2012 authorized amount.893 

5.11.2.2 Distribution Claims Damage Capital Expenditures 

Expenditures for Claims Damage include the costs incurred by SCE to make repairs to its 

distribution system resulting from the acts of others. The most common type of claim damage results 

from vehicles hitting SCE’s poles or other above ground structures. Using a five-year average as with 

                                                 
888 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 92-104; Exhibit SCE-18, Vol. 4, Part 6, p. 2, Table II-1. 
889 Exhibit DRA-07, p. 46, Table 7-19; Exhibit SCE-18, Vol. 4, Part 6, p. 2 Table II-1. 
890 Exhibit DRA-07, p. 46, Table 7-19. Notably, DRA accepts SCE’s five-year methodology to forecast its storm and claims 

capital, but rejects the same methodology for SCE’s storm O&M costs. See Section 5.10.1.3, supra. 
891 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 94-95. 
892 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 95, Figure II-30; Exhibit SCE-18, Vol. 4, Part 6, p. 4, Table I-3. 
893 Exhibit SCE-18, Vol. 4, Part 6, pp. 4-5. 
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storms, SCE forecasts $20.984 million for claims damage capital in 2012.894 TURN proposes a modest 

increase to the claims damage capital forecast to account for 2010 recorded gross and net claims by 

using the five-year average of 2006-2010 expenditures. This adjustment increases the gross claims in 

this category, but decreases the net claims after considering payments received from third-parties.895 

SCE accepts this adjustment, resulting in a claims capital forecast of $20.577 million in 2011 and 

$21.071 million in 2012.896 

5.11.2.3 Distribution Breakdown Maintenance Capital Expenditures 

Breakdown Maintenance capital expenditures are incurred by the DCM organization when 

distribution assets are replaced after in-service failure, not including failures as a result of storms or 

third-party damages that result in claims. The age and operating condition of the equipment are the 

primary drivers of breakdown. For forecasting purposes, SCE used four major equipment types that 

explain most of the work volume and costs – overhead conductors, underground cable, overhead 

transformers, and underground transformers. SCE’s forecast for each of the years in 2010 to 2014 is 

based on estimating the number of units that are expected to fail and the cost per unit. SCE forecast the 

number of units as a product of asset base and asset failure rate because if the asset base increases, more 

units are subject to breakdown. SCE forecasts the asset base as a function of expected customer growth, 

and forecasts the failure rates based on historical trends. SCE forecasts the unit cost for each equipment 

category using 2009 unit costs.897 The derivation of SCE’s forecast is clearly delineated in its 

testimony.898 

SCE forecasts $118.293 million for distribution capital breakdown maintenance in 2012.899 DRA 

accepts SCE’s 2010 recorded amount for capital breakdown of $111.775 million, but recommends an 

11 percent reduction to SCE’s 2012 forecast to $105.120 million.900 TURN proposes $103.9 million, a 

12 percent reduction from SCE’s 2012 request.901 These are significant proposed reductions from what 

SCE forecast. But when breakdown occurs, SCE does not have the choice to simply not perform the 

necessary work, and DRA’s and TURN’s simplistic approaches will not alter the fact that SCE will 

experience more breakdown in the future. The proposed reductions for breakdown maintenance will 
                                                 
894 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 96-97, Figure II-31; Exhibit SCE-18, Vol. 4, Part 6, p. 5, Table I-4. 
895 Exhibit TURN-03, pp. 60-61. 
896 Exhibit SCE-18, Vol. 4, Part 6, p. 6. 
897 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 100-101. 
898 Exhibit SCE-18, Vol. 4, Part 6, Attachment 3. 
899 Exhibit SCE-03, Vol. 4, Parts 5&6, p. 102, Figure II-33; Exhibit SCE-18, Vol. 4, Part 6, p. 7, Table I-5. 
900 Exhibit DRA-07, p. 46, Table 7-19 (2010 is $109.8 and 2012 is $99.0 in 2009 constant dollars). 
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require SCE to shift funds from other categories of work in order to be able to keep up with the 

increasing rate of asset failures. 

5.11.2.3.1 DRA’s Methodology Is Flawed Because It Fails To Include Equipment Age And 

Increasing Asset Base As Drivers Of Breakdown Restoration Work 

Breakdown increases with the age of the equipment as established in reliability curves developed 

by engineers.902 We also know that the average age of many types of equipment in SCE’s distribution 

system is increasing.903 The Commission recognized this in SCE’s 2009 GRC decision, stating that “to 

use recorded 2007 replacement as the basis for replacement level in subsequent years…ignores…the 

nature of component failure rates as those components age.”904 DRA’s methodology of a simple three 

year historical average of replaced units is backward looking and does not address the impact of aging 

infrastructure on increasing failure rates. Since SCE’s asset base is increasing, DRA’s forecast is only 

feasible if the breakdown replacement rate decreases – and DRA provides no evidence to support such a 

conclusion. 

DRA’s methodology is also inconsistent and should not be relied upon because it produces 

anomalies. For example, DRA’s methodology results in a forecast of more overhead conductor miles to 

be replaced than SCE requested and far less underground cable replacement than SCE will need to 

replace. DRA’s methodology ignores the facts that total system overhead conductor miles is decreasing 

with overhead to underground conversions and that underground cable is failing at a faster rate each year 

(a fact accepted by DRA in Exhibit DRA-06).905 

DRA’s proposal is also inadequate to fund the required level of work. DRA’s forecasts for 2011 

and 2012 are $19 million less than what SCE forecast. SCE respectfully requests that the Commission 

adopt its forecast for capital breakdown maintenance so that SCE can restore service to customers 

without taking funds away from other important programs. 

5.11.2.3.2 TURN’s Backward-Looking Analysis Is Incorrect 

TURN’s methodology ignores that new assets can and do fail. This is demonstrated by the “bath-

tub” curve, which shows that equipment failure rate at any given time during its life depends on three 

                                                 
Continued from the previous page 
901 Exhibit TURN-03, p. 63. 
902 Exhibit SCE-03, Vol. 3, Part 3, p. 3, Figure I-1; SCE, N. Martinez, Tr. 13/1700-1701. 
903 Exhibit SCE-03, Vol. 3, Part 3, pp. 5-8; Exhibit SCE-18, Vol. 4, Part 6, p. 9. 
904 D.09-03-025, p. 207. 
905 Exhibit DRA-06, p. 21. 



 

 -138-  

factors – (i) burn-in early in the equipment life-cycle caused by manufacturing defects or installation 

quality, (ii) random events throughout its life-cycle caused by environmental factors, human errors, or 

chance events, and (iii) wear-out towards the end-of life caused by aging, cyclic loading, fatigue, etc.906 

SCE’s new equipment is as prone to exogenous factors like lightning, shorting caused by animals, 

metallic balloons, or blowing palm-fronds, as older equipment is. It is reasonable to expect that an 

expanding system will indeed incur additional breakdown maintenance expenditures. 

TURN’s method of using historical data to forecast future breakdown maintenance excludes both 

age and failure rates, and can only be valid if SCE’s system does not change in age or size in the forecast 

period.907 For example, TURN’s forecast for breakdown cable replacement in 2012 as the average of 

what was replaced in 2008 and 2009, i.e., 296 miles, is illogical.908 In fact, as demonstrated by Quanta’s 

analysis in this case even with the 415 miles/year of preemptive cable replacement proposed by SCE, 

system level SAIDI and SAIFI will increase – significantly. This increase will be the direct result of an 

increasing volume of cable failing in service.909 

The Commission should reject DRA’s and TURN’s short-sighted proposed reductions in 

breakdown maintenance because they are based on incorrect assumptions, and will impede SCE’s ability 

to provide adequate service to its customers. 

5.11.2.4 Distribution Transformers 

SCE forecasts $64.068 million in 2012 to purchase new distribution transformers.910 TURN 

forecasts $57.742 million for this activity, a significant reduction consistent with TURN’s customer 

forecast.911 TURN’s proposal is wrong and should not be adopted for the reasons stated in SCE’s 

rebuttal testimony regarding the customer forecast.912 

5.11.2.5 Tools And Work Equipment 

The tools and work equipment capital expenditure category within DCM captures the acquisition 

and retirement of portable tools and work equipment that cost more than $1,000 such as power tools, 

                                                 
906 Exhibit SCE-18, Vol. 4, Part 6, Attachment 4; SCE, N. Martinez, Tr. 13/1700-1701. 
907 TURN also makes an adjustment for a change in troubleman charging practices. There is no need to make TURN’s 

adjustment because SCE used 2009 costs per unit to forecast Breakdown Maintenance, and the change in troubleman 
charging practices was implemented in 2009. Thus, the cost per unit used for forecasting reflects the change. 

908 Exhibit TURN-04, pp. 49-51. 
909 Exhibit SCE-18, Vol. 4, Part 6, pp. 11-12. 
910 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 97-99, Figure II-32; Exhibit SCE-18, Vol. 4, Part 6, p. 13, Table I-7. 
911 Exhibit TURN-03, pp. 56-57. 
912 Exhibit SCE-18, Vol. 4, Part 6, p. 13 (citing Exhibit SCE-25, Vol. 1). 
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jack hammers, generators, welding sets, etc. SCE forecasts $3.264 million for this activity in 2012.913 

Using a five-year average, DRA recommends $2.222 million, a reduction of more than 30 percent.914 A 

five-year average ignores that SCE spent more than forecast in 2010, validating that the costs in this 

category are increasing. SCE’s forecast is based on the 2009 recorded expenditure, which takes into 

account the significant increases in costs SCE incurred for this activity in 2009 and 2010. The volume of 

capital activities has increased and is projected to continue to increase. Thus, SCE’s crews are 

performing more work, which in turn increases wear and tear on existing tools.915 The Commission 

should adopt SCE’s request for funding for Tools and Work Equipment to make sure employees are 

equipped appropriately with safe tools to perform the necessary construction, inspection, and 

maintenance on SCE’s distribution system. 

5.12 T&D – Substation Construction and Maintenance 

SCE’s substation facilities step up voltage from generators to transmission lines and then step 

voltage back down for distribution. Substations also contain the automated protection equipment 

necessary to prevent a fault in one part of the system from affecting other parts upstream or downstream. 

The Substation Construction and Maintenance organization (SC&M) is responsible for testing and 

maintenance of all SCE’s substation equipment at transmission and distribution voltage levels. This 

work is performed in compliance with State and Federal regulatory requirements, for system reliability, 

and for employee and public safety. SC&M is also responsible for all construction activities, including 

engineering and system planning, associated with replacement and installation of substation 

equipment.916 

5.12.1 Substation Construction And Maintenance: Operations And Maintenance Expenses 

SCE forecasts $32.143 million for SC&M O&M expenses in test year 2012.917 DRA forecasts 

$26.184 million for these same activities, a $5.959 million reduction from SCE’s forecast, or nearly 

20 percent.918 DRA proposes reductions in SCE’s O&M forecasts in several areas including 

transmission and distribution substation inspection and maintenance, capital related expense, and 

                                                 
913 Exhibit SCE-03, Vol. 4, Parts 5&6, pp. 102-104, Figure II-34; Exhibit SCE-18, Vol. 4, Part 6, pp. 13-14 (on page 13, 

line 13, the phrase “cost less than $1,000 per unit” should read “cost more than $1,000 per unit”). 
914 Exhibit DRA-07, p. 50 ($2.1 million in 2009 constant dollars); Exhibit SCE-18, Vol. 4, Part 6, p. 14, Table I-8. 
915 Exhibit SCE-18, Vol. 4, Part 6, pp. 13-14. 
916 Exhibit SCE-03, Vol. 4, Parts 7&8, pp. 1-2. 
917 Exhibit SCE-03, Vol. 4, Parts 7&8, p. 11, Table I-2; Exhibit SCE-18, Vol. 4, Part 7, p. 8, Table III-5. 
918 Exhibit DRA-05, p. 57 (Figure 5-4); Exhibit SCE-18, Vol. 4, Part 7, p. 8, Table III-5. 
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miscellaneous expenses.919 DRA’s T&D O&M witness could not explain the function of fundamental 

pieces of equipment, the maintenance and inspection of which is funded by this request.920 DRA accepts 

SCE’s forecasts for transmission and distribution substation expenses incurred by non-TDBU business 

units, transmission and distribution substation maintenance crew supervision, maintenance of grounds 

and facilities for transmission and distribution substations, as reasonable.921 DRA’s recommendations 

are flawed because they fail to consider the primary driver of the work in these accounts: additional 

substation equipment. As a result, DRA’s proposals are inadequate to perform the necessary level of 

work. 

5.12.1.1 Transmission Substation Inspection And Maintenance – Sub-Account 570.150 

This sub-account includes expenses associated with inspection and maintenance of circuit 

breakers, transformers, relays, and miscellaneous equipment in transmission substations, each of which 

was forecast using the same basic principle: a forecast asset count and unit price. DRA accepts SCE’s 

forecast for transformer maintenance, but challenges the other categories. This account also includes 

capital related expenses associated with substations. 

5.12.1.1.1 Transmission Substation Circuit Breakers 

SCE forecasts $1.883 million in 2012 for inspection and maintenance of circuit breakers located 

in transmission substations. SCE developed its forecast based on the number of circuit breakers expected 

to be in operation in 2012 and the cost per circuit breaker.922 DRA recommends $1.655 million for this 

same activity, equal to SCE’s 2009 recorded expenses.923 DRA’s methodology should not be relied upon 

because it fails to consider the additional circuit breakers that will be added to SCE’s system by 2012. 

DRA criticizes SCE’s methodology for relying upon capital additions, but, in fact, DRA has accepted 

SCE’s 2010 recorded capital expenditures, which resulted in 59 more transmission circuit breakers than 

in 2009. Additionally, DRA has proposed no reductions to SCE’s proposed transmission interconnection 

projects, which drives the addition of transmission substation circuit breakers.924 Thus, DRA has no 

basis to question SCE’s reliance on an increased number of circuit breakers in 2012 requiring inspection 

and maintenance. SCE’s forecast is principled and should be adopted. 

                                                 
919 Exhibit DRA-05, pp. 57-73; Exhibit SCE-18, Vol. 4, Part 7, p. 8, Table III-5. 
920 DRA, Godfrey, Tr. 18/2933-2934 (substation circuit breakers, relays, and transformers). 
921 Exhibit DRA-05, p. 58 (sub-accounts 562.150, 568.150, 569.150, 582.150, 590.150, and 591.150). 
922 Exhibit SCE-03, Vol. 4, Parts 7&8, p. 16, Figure I-4; Exhibit SCE-18, Vol. 4, Part 7, p. 9, Table III-6. 
923 Exhibit DRA-05, p. 60. 
924 Exhibit SCE-18, Vol. 4, Part 7, pp. 10-11. 
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5.12.1.1.2 Transmission Substation Relays 

SCE forecasts $2.830 million in 2012 for inspection and maintenance of transmission substation 

relays. SCE developed its forecast based on the number of relays expected to be in operation in 2012 

and the cost per relay. SCE forecasts an increased cost per relay due to new NERC reliability standards 

and the additional complexity associated with inspections of digital relays.925 DRA recommends $2.237 

million for this same activity, equal to SCE’s 2009 recorded expenses.926 DRA’s proposal should be 

ignored because DRA fails to recognize the impact from new, prescriptive NERC regulations, which 

will require SCE to perform more inspection and maintenance tasks than it has previously.927 And like 

transmission substation circuit breakers, DRA criticizes, on the one hand, SCE’s reliance on capital 

additions, but accepts, on the other hand, SCE’s forecast of the transmission interconnection projects 

that drive additions of transmission substation relays.928 SCE respectfully requests that the Commission 

adopt its forecast, which properly considers the drivers of these costs. 

5.12.1.1.3 Transmission Substation Miscellaneous Equipment 

SCE forecasts $3.235 million in 2012 for the inspection and maintenance of miscellaneous 

transmission substation equipment, including voltage regulators, capacitors, disconnect switches, and 

batteries. SCE developed its forecast based on the number of transmission substations and the cost of 

inspecting and maintaining this equipment per substation.929 DRA recommends $2.790 million for this 

same activity, equal to SCE’s 2009 recorded expenses.930 As with the other categories in this sub-

account, DRA’s forecast is unreliable because it ignores the growing number of substations, and DRA 

accepted SCE’s forecast for the transmission interconnection projects that drive the number of 

substations.931 In fact, the substation that accounts for a large portion of increase in asset count has 

already become operational since the application was filed. DRA’s recommendation would lead to under 

funding this activity. SCE’s forecast is principled, reasonable, and should be adopted. 

5.12.1.1.4 Substation Capital Related Expenses 

In the course of completing a capital work project, the costs associated with certain project-

related activities may be recorded as an expense, not as capital. SCE forecasts $4.246 million in 2012 for 

                                                 
925 Exhibit SCE-03, Vol. 4, Parts 7&8, pp. 24-26, Figure I-8; Exhibit SCE-18, Vol. 4, Part 7, p. 12, Table III-7. 
926 Exhibit DRA-05, p. 61. 
927 Exhibit SCE-18, Vol. 4, Part 7, p. 13. 
928 Exhibit SCE-18, Vol. 4, Part 7, p. 13; DRA, Godfrey, Tr. 18/2940-2943. 
929 Exhibit SCE-03, Vol. 4, Parts 7&8, pp. 27, 30, Figure I-10; Exhibit SCE-18, Vol. 4, Part 7, p. 14, Table III-8. 
930 Exhibit DRA-05, p. 63. 
931 Exhibit SCE-18, Vol. 4, Part 7, p. 15. 
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capital related expenses for work performed at substations.932 SCE’s forecast was calculated based on 

expected substation capital expenditures and the 2005 weighted average ratio of expense to capital.933 

DRA recommends $1.991 million for this same activity, a reduction of more than 50 percent from 

SCE’s 2012 forecast.934 

SCE’s historical expenses ranged from $610 thousand in 2007 to $3.135 million in 2009, a range 

of over four times the minimum.935 But this is not random fluctuation; rather it is evidence that specific 

drivers are controlling these costs. These expenses are not influenced by external forces outside the 

utility’s control, but rather by systematic drivers, specifically, capital expenditures that need to be taken 

into account while forecasting. Additionally, the Commission stated in SCE’s 2009 GRC – “We find the 

underlying cost drivers for work order expenses are capital projects” – while adopting the SCE 

proposal.936 Yet, DRA did not attempt to calculate the amount of proposed reduction in capital in order 

to recommend a corresponding reduction in expenses. The Commission should reject DRA’s 

recommendation to tie test year capital related expenses to past levels of spending, adopt SCE’s 

proposed methodology, and make any necessary adjustments for the adopted level of capital 

expenditures in a manner consistent with D.09-03-025. 

5.12.1.2 Substation Miscellaneous Expenses – Sub-Account 588.150 

This account includes expenses incurred as part of maintaining substations that are not directly 

related to inspection and maintenance programs or supervision, containing primarily payments to the 

IT&BI business unit for services and employee recognition.937 SCE forecasts $674,000 for these 

miscellaneous expenses in 2012.938 DRA recommends only $249,000 after removing employee 

recognition expenses.939 As described in SCE’s rebuttal testimony, DRA erred in its calculations – the 

five-year average for non-employee recognition expenses is $561,000 not $249,000.940 Additionally, 

                                                 
932 Exhibit SCE-03, Vol. 4, Parts 7&8, pp. 31-32, Figure I-12; Exhibit SCE-18, Vol. 4, Part 7, p. 16, Table III-9. 
933 Exhibit SCE-03, Vol. 4, Parts 7&8, pp. 32-33, and Exhibit SCE-18, Vol. 4, Part 7, Attachment 3, pp. 19-20. 
934 Exhibit DRA-5, pp. 64-65. 
935 Exhibit SCE-18, Vol. 4, Part 7, pp. 16-17. 
936 See D.09-03-025, at p. 68; see also D.09-03-025, pp. 71-72, where the Commission addresses the same question on 

another capital related expense, and adopted SCE’s proposal, accepting the connection between future capital 
expenditures and future capital related expense. 

937 Exhibit SCE-03, Vol. 4, Parts 7&8, p. 42. 
938 Exhibit SCE-03, Vol. 4, Parts 7&8, p. 43, Figure I-20; Exhibit SCE-18, Vol. 4, Part 7, p. 18, Table III-10. 
939 Exhibit DRA-05, p. 67. 
940 Exhibit SCE-18, Vol. 4, Part 7, p. 18, and Exhibit SCE-18, Vol. 4, Part 7, Attachment 6, p. 49 (workpaper showing the 

expense categories). 
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DRA removed the same recognition expenses in two locations, resulting in a double reduction.941 DRA’s 

proposal is fundamentally flawed and should be ignored. 

5.12.1.3 Distribution Substation Inspection And Maintenance – Sub-Account 592.150 

This sub-account includes expenses associated with inspection and maintenance of circuit 

breakers, transformers, relays, and miscellaneous equipment in distribution substations, each of which 

was forecast using forecasts of asset count and unit cost per asset. DRA accepts SCE’s forecast for 

transformer maintenance, but challenges the remaining categories. 

5.12.1.3.1 Distribution Substation Circuit Breakers 

SCE forecasts $3.460 million in 2012 for inspection and maintenance of circuit breakers located 

in distribution substations. SCE developed its forecast based on the number of circuit breakers expected 

to be in operation in 2012 and the cost per circuit breaker.942 DRA recommends $3.257 million for this 

same activity, equal to SCE’s 2009 recorded expenses.943 DRA’s methodology should not be relied upon 

because it fails to consider the additional circuit breakers that will be added to SCE’s system by 2012. 

DRA’s capital witnesses recommended reductions to SCE’s distribution substation projects, but did not 

propose eliminating them altogether. Thus, even at DRA’s capital spending levels, asset counts would 

still be increasing.944 SCE’s forecast is principled and should be adopted as is or modified to account for 

any reduction in the count of distribution circuit breakers related to authorized capital projects. 

5.12.1.3.2 Distribution Substation Relays 

SCE forecasts $1.944 million in 2012 for inspection and maintenance of distribution substation 

relays. SCE developed its forecast based on the number of relays expected to be in operation in 2012 

and the cost per relay. SCE forecast an increased cost per relay due to new NERC reliability standards 

and the additional complexity associated with inspections of digital relays.945 DRA recommends $1.461 

million for this same activity, equal to SCE’s 2009 recorded expenses.946 Like transmission substation 

relays, DRA’s proposal should be ignored because DRA fails to recognize the impact from new, 

prescriptive NERC regulations, which will require SCE to perform more inspection and maintenance 

tasks than it has previously.947 And like distribution substation circuit breakers, DRA’s capital witnesses 

                                                 
941 Exhibit SCE-18, Vol. 4, Part 7, pp. 18-19. 
942 Exhibit SCE-03, Vol. 4, Parts 7&8, p. 17, Figure I-5; Exhibit SCE-18, Vol. 4, Part 7, p. 20, Table III-11. 
943 Exhibit DRA-05, p. 69. 
944 Exhibit SCE-18, Vol. 4, Part 7, pp. 20-21. 
945 Exhibit SCE-03, Vol. 4, Parts 7&8, pp. 25, Figure I-9; Exhibit SCE-18, Vol. 4, Part 7, pp. 21-22, Table III-12. 
946 Exhibit DRA-05, p. 70. 
947 Exhibit SCE-18, Vol. 4, Part 7, p. 23. 
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recommended reductions to SCE’s distribution substation projects, but did not propose eliminating them 

altogether. Thus, even at DRA’s capital spending levels, asset counts would still be increasing.948 SCE’s 

forecast is principled and should be adopted as is or modified to account for any reduction in the count 

of distribution substation relays related to authorized capital projects. 

5.12.1.3.3 Distribution Substation Miscellaneous Equipment 

SCE forecasts $4.868 million in 2012 for the inspection and maintenance of miscellaneous 

distribution substation equipment, including voltage regulators, capacitors, disconnect switches, and 

batteries. SCE developed its forecast based on the number of distribution substations and the cost of 

inspecting and maintaining this equipment per substation.949 DRA recommends $3.541 million for this 

same activity, equal to SCE’s 2009 recorded expenses.950 As with the other categories in this sub-

account, DRA’s forecast is unreliable because it ignores the growing number of substations, and DRA 

accepted SCE’s 2010 recorded capital expenditures, which included four new distribution substations. In 

addition, although DRA has recommended reductions to distribution substation projects, DRA does not 

recommend eliminating all such projects. DRA’s recommendation would lead to under funding this 

activity. SCE’s forecast is principled, reasonable, and should be adopted or modified to account for any 

reduction to the number of adopted distribution substation projects. 

5.12.2 Substation Construction And Maintenance: Capital Request 

SCE forecasts $392.297 million for substation construction and maintenance related capital 

expenditures from 2010-2014. The majority is capital maintenance, including the removal, replacement, 

and retirement of substation equipment and structures as a result of field inspections and routing 

operations, as well as breakdown capital maintenance at substations after in-service failures. Other 

categories of capital include storm, claims, Rule 20 B&C circuit breakers, and added facilities.951 DRA 

accepts SCE’s 2010 recorded expenditures, but recommends reductions in SC&M capital for 2011 and 

2012 totaling $64.540 million over those two years.952 DRA accepts SCE’s forecast for substation storm 

capital and substation claims.953 DRA’s forecast, if adopted, would result in under funding the SC&M 

                                                 
948 Exhibit SCE-18, Vol. 4, Part 7, p. 23. 
949 Exhibit SCE-03, Vol. 4, Parts 7&8, pp. 27, 31, Figure I-11; Exhibit SCE-18, Vol. 4, Part 7, p. 24 Table III-13. 
950 Exhibit DRA-05, p. 72-73. 
951 Exhibit SCE-03, Vol. 4, Parts 7&8, p. 11, Table I-2; Exhibit SCE-18, Vol. 4, Part 7, p. 2, Table II-1. 
952 Exhibit DRA-07, p. 51, Table 7-24; Exhibit SCE-18, Vol. 4, Part 7, p. 2, Table II-1. 
953 Exhibit DRA-07, p. 51. Notably, DRA accepts SCE’s five-year methodology to forecast its storm and claims capital, but 

rejects the same methodology for SCE’s storm O&M costs. See Section 5.10.1.3, supra. 
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capital maintenance program, which would require that SCE shift funds from other authorized programs 

to perform required work. 

5.12.2.1 SC&M Capital Maintenance 

Capital maintenance is performed either on a planned or reactive basis. The planned capital 

maintenance forecast is based on analysis of our recorded costs, current portfolio of work, and our 

execution capability, plus expenditures associated with specific contracts with other utilities and a 

reserve for equipment needed by substation engineering to test equipment. The reactive capital 

maintenance forecast is based on 2009 recorded expenditures since the last recorded year is most 

representative of future work due to SCE’s expanding and aging infrastructure. SCE forecasts a total of 

$42.952 million for substation capital maintenance in 2012, $20.533 million of which is planned work 

and $22.419 is reactive.954 DRA forecasts $35.3 million for these activities in 2012. DRA based its 

forecast on the five-year average and did not separately forecast planned and reactive maintenance.955 

Planned capital maintenance costs are not random and are not driven by factors beyond the 

utility’s control, thus DRA’s five-year average methodology is inappropriate. A certain level of planned 

capital maintenance work is necessary to sustain reliability of our substations. As explained in SCE’s 

testimony, the volume of work completed in 2007 represents a desirable and achievable goal per 

management judgment and SCE’s current understanding of system needs. Our forecast for 2011 and 

2012 is aimed at returning to approximately 2007 level of spending and should be adopted.956 

Reactive capital maintenance is also not random in nature – it is driven by aging equipment, 

aging tools that need to be replaced, and an increase in the critical spare parts inventory that we maintain 

at specific sites. A five-year average of reactive expenditures in 2009 constant dollars would be $16.9 

million (or $17.2 million in 2010 constant dollars), which would have been insufficient for the 

expenditures that were incurred in 2010.957 If a similar level of work is required in 2012, SCE would 

have no choice to not spend the money, which would mean even less spending in other areas. This just 

exacerbates the problem - increasing the volume of work that needs to be completed in the mid-to-long 

term. SCE’s forecast is reasonable and should be adopted. 

                                                 
954 Exhibit SCE-18, Vol. 4, Part 7, p. 3, Table II-2. 
955 Exhibit DRA-07, p. 53 ($33.2 in 2009 constant dollars); Exhibit SCE-18, Vol. 4, Part 7, p. 3 Table II-2. 
956 Exhibit SCE-03, Vol. 4, Parts 7&8, p. 46; Exhibit SCE-18, Vol. 4, Part 7, p. 4. 
957 Exhibit SCE-18, Vol. 4, Part 7, pp. 4-5. 
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5.12.2.2 SC&M Rule 20 B/C Circuit Breakers 

SCE forecasts $512,000 in 2012 for replacement and installation of circuit breakers to 

accommodate overhead to underground conversion for distribution customers. Since the drivers of these 

expenditures are random and outside the utility’s control, SCE used a five-year average to develop its 

forecasts.958 DRA recommends $189,000 for this activity in 2012, equal to SCE’s 2009 recorded 

expenditure.959 As noted by DRA, in D.89-12-057, the Commission stated that if expenses in an account 

fluctuate significantly from year to year, or are influenced by weather or other external forces beyond 

the control of the utility, an average of recorded expenses over a period of time is a reasonable base 

estimate.960 Since these expenditures are driven by customer requests, which do fluctuate significantly 

from year to year, they meet this criteria. Moreover, since SCE must complete this work after receiving 

a customer request, inadequate funding will translate to cuts in other necessary programs. SCE’s request 

is modest and should be adopted, especially considering that some of these expenditures will be offset 

by customer contributions for these projects. 

5.12.2.3 SC&M Added Facilities 

SCE forecasts $33.084 million in 2012 for capital costs associated with substation construction 

that is performed at the customer request, but is in addition to standard facilities built by SCE. The 

forecast was based on a combination of estimates for ongoing or known projects and management 

judgment on upcoming work-load.961 DRA uses a five-year average to recommend $10.680 million for 

these activities, a reduction of greater than $20 million from SCE’s request. DRA also notes that the 

activity is driven by customer requests, which is outside SCE’s control.962  

SCE agrees with DRA that this work category is driven by customer requests and is largely out 

of SCE’s control. The capital expenditures in the Customer-funded Substation Added Facilities projects 

are funded by the customers requesting the added facilities up-front,963 and the expenditures for the 

SCE-funded Substation Added Facilities projects are reimbursed by customers as part of Other 

Operating Revenues.964 Thus, after accounting for the funding for these projects, the forecast in this 

account is revenue neutral to ratepayers. Since these expenditures do not impact revenue requirements, 

                                                 
958 Exhibit SCE-03, Vol. 4, Parts 7&8, p. 48-49, Figure I-24; Exhibit SCE-18, Vol. 4, Part 7, p. 5, Table II-3. 
959 Exhibit DRA-07, p. 55 ($178,000 in 2009 constant dollars). 
960 Exhibit DRA-07, p. 57. 
961 Exhibit SCE-03, Vol. 4, Parts 7&8, pp. 49-51, Table I-5; Exhibit SCE-18, Vol. 4, Part 7, p. 6, Table II-4. 
962 Exhibit DRA-07, pp. 57-58 ($10.0 million in 2009 constant dollars). 
963 Exhibit SCE-18, Vol. 4, Part 7, p. 7, and Attachment 2, p.16. 
964 OOR Sub-accounts 454.300 and 456.700. 
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as stated in rebuttal testimony, SCE is willing to accept DRA’s forecast if a reduction is made in SCE’s 

OOR forecast corresponding to the reduction adopted in the added facilities capital expenditures.965 

5.13 T&D – Transmission 

SCE’s forecast for the Transmission Organization is $56.364 million in 2012 O&M expenses and 

capital expenditures of $38.050 million in 2011 and $39.019 million in 2012.966 SCE’s 2009 recorded 

O&M expenses were $48.767 million and recorded capital expenditures were $35.315 million. DRA’s 

recommendation is $45.360 million in 2012 O&M expenses and capital expenditures of $28.795 million 

in 2011 and $29.528 million in 2012.967 

5.13.1 563.160 – Overhead Transmission Line Inspections And Intrusive Pole Inspections 

Expenses 

The expenses that are recorded in sub-account 563.160 are for two activities: (1) Overhead Line 

Inspection Expenses and (2) Intrusive Pole Inspections. SCE’s methodology of using average inspection 

cost per mile times the number of transmission miles captures both of these factors, and is consistent 

with the Commission’s forecasting principles as set forth below. 

5.13.1.1 Overhead Transmission Line Inspection Expenses 

SCE utilized a five-year average of expenses per overhead transmission line mile times the 

number of overhead line miles forecast to be on its system in 2012 to develop its forecast of $3.851 

million expenses.968 DRA utilized 2009 recorded expenses as the basis for its forecast of $2.683 million, 

which is $1.168 million less than SCE’s forecast.969 DRA claims that “the amount of line miles in SCE’s 

system does not appear to have caused major increases in historical expenses” and that SCE has 

“embedded funding in its historical expenses to address its Transmission Line Patrols.” 970 

DRA disregards the forecasting principles articulated by the Commission in D.89-12-057 and the 

detail provided by SCE that the costs relating to overhead line inspections fluctuate each year due to 

unforeseen events such as fires, outages and other conditions.971 DRA cannot deny that costs in this 

account are influenced by weather or other external forces beyond the control of the utility, such as 

                                                 
965 Exhibit SCE-18, Vol. 4, Part 7, p. 7. 
966  Exhibit SCE-03, Vol. 4, Part 8, Ch I-II, pp. 74-78. These figures are in nominal dollars.  
967  Exhibit DRA-05, p. 73; DRA-07, p. 59. Capital expenditure figures are in nominal dollars. DRA provided its 

recommendations for capital expenditure in 2009 dollars which were $27.8 million in 2011 and $27.8 million in 2012. 
968  Exhibit SCE-03, Vol. 4, Part 8, Ch I-II, p.107. 
969  Exhibit DRA-05, p. 74. 
970  Exhibit DRA-05, p. 76. 
971 Re Pacific Gas and Electric Co., D.89-12-057, p. 15; See also, Exhibit SCE-03, Vol. 4, Part 8, pp. 83-84; SCE-18, Vol. 

4, Part 8, p.3.  
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wildfires. Additionally, DRA’s capital witness accepted SCE’s forecast for the capital projects that add 

new transmission line miles, which means that SCE will incur incremental expenses on line patrols 

because at a minimum, SCE must inspect or patrol every line mile on its system annually, including new 

line miles. 

As addressed in section 5.1.2 of this brief, DRA’s embedded funding argument is baseless. Also, 

the comparison that DRA draws is misleading because the authorized funding that DRA refers to in its 

testimony,972 relates a completely different activity and different costs than transmission line 

inspections. Additionally, as mentioned in section 5.1.2 of this brief, DRA bases its O&M forecasts 

entirely on historical costs without a single increase to account for additional capital spending. 

5.13.1.2 If The Commission Were To Adopt DRA’s Recommended Level Of Funding For 

Intrusive Pole Inspections, It Would Take SCE Approximately 80 years To Intrusively 

Inspect All Of Its Transmission Poles 

SCE’s test year forecast for intrusive pole inspection expenses is $680 thousand.973 DRA 

recommends $74 thousand based on its utilization of a two year average (2008 and 2009) of recorded 

adjusted expenses because it claims “SCE only provided two years of recorded adjusted expenses (2008-

2009).”974 

Contrary to DRA’s argument, SCE has provided all the additional supporting material that DRA 

claims was not provided. SCE provided 2005-2007 recorded adjusted intrusive pole inspection costs,975 

and intrusive inspection counts976 in data request responses to DRA.977 SCE also provided an updated 

table with the 2005-2007 costs and pole inspection counts.978 

More importantly, DRA’s proposal would result in SCE not being compliant with the California 

Independent System Operator (ISO) approved maintenance schedule, as SCE would only be able to 

perform 1,600 intrusive pole inspections a year and SCE currently has approximately 127,000 

                                                 
972  See Exhibit DRA-05, p. 76 
973  Exhibit SCE-03, Vol. 4, Part 8, Ch I-II, p.85 
974  Exhibit DRA-05, p. 77. 
975 See Attachment 1 to Exhibit SCE-18, Vol. 4, Part 8. 
976 See Attachment 2 to Exhibit SCE-18, Vol. 4, Part 8. 
977 See Attachment 3 to Exhibit SCE 18, Vol. 4, Part 08. While DRA did not specifically ask where these costs were 

originally recorded, SCE did explain in response to a data request, TURN-SCE-013, Q.9.c (included as Attachment 3), 
that “SCE has been performing transmission intrusive pole inspections based on a 10 year cycle prior to 2008 but the 
expenses related to this work were embedded in the pole maintenance account (Sub Account 571.160).” SCE made a 
corresponding reduction to its forecast for Transmission Maintenance to remove the recorded intrusive pole inspection 
expenses. 

978  See Table I-5 of Exhibit SCE18, Vol.4, Part 8.  
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transmission poles on its system.979 This means that it would take SCE 80 years to intrusively inspect all 

of its transmission poles, which would not only compromise the performance and operation of the 

system but would impact SCE’s ability to safely and reliably serve its customers.980 Finally, as discussed 

in section 5.8.1.1.1 of this brief, a 10-year intrusive inspection cycle is consistent with industry standards 

and California utility practices. DRA’s recommended funding should be rejected as it would lead to 

further deterioration and increase the risk of in-service pole failures. 

5.13.2 564.160 – Underground Transmission Line Inspection Expenses 

SCE proposes O&M expenses of $991 thousand for its Underground Transmission Line 

Inspection expenses.981 DRA’s forecast for Underground Transmission Line expenses is equal to SCE’s 

2009 recorded expenses of $720 thousand.982 DRA once again ignores the annual fluctuations in 

activities and expenses, the Commission’s forecasting guidance in D.89-12-057 for those expenses 

which have fluctuations from year to year, and the impact of forecast system growth.983 SCE provided 

detailed testimony that the costs relating to underground inspections can vary from year to year due to 

factors outside of SCE’s control.984 Thus, a five-year average of the cost per underground line mile is a 

reasonable basis for forecasting the test year expense. DRA also ignored the increased costs due to new 

underground transmission lines being added to SCE’s system, which DRA’s capital witness accepted. 

As discussed in section 5.1.2 of this brief, DRA’s T&D O&M witness confirmed during cross 

examination that she based her recommendations entirely on SCE’s recorded costs without consideration 

for SCE’s increasing sales, customer growth, load growth, or capital programs, which will add 

components to SCE’s system that will require inspection and maintenance beyond that performed in 

2009.985 DRA’s O&M witness also confirmed her lack of understanding of SCE’s system as she could 

not explain the function of pieces of equipment, the maintenance and inspection of which is funded by 

this request.986 

                                                 
979  SCE provided a specific forecast of the number of poles it will need to inspect annually to complete inspections on a 10-

year cycle, consistent with SCE’s maintenance practices on file with the ISO and current industry standards. 
980  See Exhibit SCE-18, Vol. 4, Part 8, pp. 7-8.  
981  Exhibit SCE-03, Vol. 4, Part 8, Ch I-II, p.87. 
982 Exhibit DRA-05, pp. 78-79. 
983  Re Pacific Gas and Electric Co., D.89-12-057, p. 15. 
984  Exhibit SCE-03, Vol. 4, Part 8, p. 88. 
985 DRA, Godfrey, Tr. 18/2858-2861, 2870, 2937-2943. 
986  DRA, Godfrey, Tr. 18/2933-2394. 
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5.13.3 566.160 – Miscellaneous Transmission Expenses And Other Transmission Expenses 

Sub-account 566.160 records expenses for two separate activities: (1) Miscellaneous 

Transmission Expenses and (2) Other Transmission Expenses. Miscellaneous Transmission expenses 

include the costs of performing several miscellaneous work activities, including encroachment work and 

right-of-way usage.987 Other Transmission Expenses include communication line expenses and other 

employee-related work, such as information meeting, employee recognition, and the Transmission 

Program.988 

5.13.3.1 Miscellaneous Transmission Expenses 

SCE’s test year forecast for Miscellaneous Transmission expenses is $5.140 million.989 DRA’s 

forecast is equal to SCE’s 2009 recorded expenses of $4.904 million.990 DRA discounts the increased 

forecast costs due to new transmission lines being added to SCE’s system, even though DRA’s capital 

witness accepted the capital projects that add new transmission line miles.991 DRA cannot deny that 

adding new transmission line miles on SCE’s system will incrementally increase the workload and 

associated costs for encroachment work that must be performed when these new line miles are added. 

SCE’s current funding level would be insufficient to perform the new work. As discussed in sections 

5.1.2, DRA’s ‘embedded cost’ argument also lacks merit and assumes that the level of work will remain 

the same. However, the level work will undoubtedly increase as new transmission line miles are added 

to SCE’s system.992   

5.13.3.2 Other Transmission Expenses 

DRA rejects SCE’s request for both employee recognition and Transmission Program 

expenses.993 DRA’s forecast is $392 thousand for Other Transmission Expenses, which is $1.698 million 

less than SCE’s test year forecast of $2.090 million. 

DRA’s disallowance for the Transmission Program without any explanation is unreasonable. The 

Transmission Program assists SCE to better perform utility operations and ultimately provides benefits 

to ratepayers. SCE has provided details regarding the significant turnover of transmission linemen 

                                                 
987  Id. at p. 103. 
988  Id. at p. 103. 
989  Exhibit SCE-03, Vol. 4, Part 8, p. 101. 
990  Exhibit DRA-05, p. 80. 
991  Exhibit DRA-05, p. 82. 
992  SCE also addressed DRA’s “embedded cost” argument generally in Exhibit SCE 18, Vol.1.  
993  Exhibit DRA-05, p. 83. 
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because of the rigorous nature of transmission work.994 SCE also provided evidence of the benefits that 

the Transmission Program provides in attracting and maintaining a more stabilized linemen 

workforce.995 For example, retaining Transmission linemen supports the extended training needed for air 

operations. Further, SCE provided a study showing that air operations reduce costs and may improve 

operational efficiencies in emergency restoration efforts.996 

Additionally, as discussed in SCE-21 and SCE-18, Vol. 1, the costs incurred to recognize 

employees who perform beyond the expectations of their job are beneficial to ratepayers.997 

Additionally, this removal is problematic as DRA has recommended removing the employee recognition 

costs from two accounts (in HR as well as in this account).998 

5.13.4 567.160 – Transmission Line Rents 

SCE’s test year forecast for Transmission Line Rents is $8.224 million.999 SCE utilized 2009 

recorded transmission line rent expenses of $5.538 million and added $2.686 million of incremental 

expenses based on increasing line rent costs from various agencies such as the U.S. Bureau of Land 

Management (BLM), the U.S. Forest Service (USFS), and Union Pacific, Burlington Northern and Santa 

Fe Railroads.1000 DRA’s forecast for Transmission Line Rent expenses is equal to SCE’s 2009 recorded 

expenses of $5.538 million.1001 DRA’s forecast is based on its claim that SCE did not provide specific 

documentation and that SCE has ‘embedded funding’ since SCE’s 2009 recorded adjusted TDBU O&M 

expenses were $48 million less than it was authorized in its 2009 GRC.1002 

Contrary to DRA’s claim, SCE provided specific details in its testimony, workpapers, and data 

request responses to show incremental expenses included in its line rents forecast based on BLM and 

USFS’ unprecedented rate increases in late 2008 with additional cost increases that will be in effect in 

2011 and 2012.1003 SCE also showed a listing of line rent invoices it has received for 2011, which total 

                                                 
994  Exhibit SCE-03, Vol. 4, Pt. 8, Ch I-11 p. 103. 
995  Exhibit SCE-03, Vol. 4, Pt. 8, Ch 1-II, p. 103; Exhibit SCE-18, Vol. 4, Part 8, p.12; Attachment 4 to Exhibit SCE-18, . 
996  Exhibit SCE-18, Vol. 4, Part 8, p.12; Attachment 4 to Exhibit SCE-18. 
997  Exhibit SCE-06, Vol. 02, pp. 30-32, 93-94 and Exhibit SCE 21, pp. 32-40. 
998  See Exhibit SCE-18, Vol. 1, p. 15; Exhibit SCE 21, pp. 37-39.  
999  Exhibit SCE-03, Vol. 4, Pt. 8, Ch 1-II, p. 105; Exhibit SCE-18, Vol. 4, Part 08, p.13. 
1000 Exhibit SCE-03, Vol. 4, Pt. 8, Ch 1-II, pp. 105-106; Exhibit SCE-18, Vol. 4, Part 08, pp.13-14. 
1001 Exhibit DRA-05, pp. 83-84. 
1002 Exhibit DRA-05, p. 85. 
1003 See Exhibit SCE-03, Vol. 4, Part 8, Ch 1-II, pp. 105-106; Exhibit SCE-18, Vol. 4, Part 8, pp.13-14; workpaper titled 

“2011 Transmission Line Rent Invoices Received,” included as Attachment 5 to SCE-18; Final BLM Rent Schedule, 
included as Attachment 6 to Exhibit SCE-18.  
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approximately $9 million1004 and BLM’s line rent fee schedule which showed that BLM will be 

increasing an additional 1.9 percent for its line rent fees in 2012, which will increase SCE’s transmission 

line rent payment obligations to approximately $9.1 million, which is approximately $0.9 million more 

than SCE forecast in this rate case.1005 DRA’s “embedded funding” argument is also without merit given 

that SCE has spent more than what was authorized in the 2009 GRC for line rents.1006  

5.13.5 571.160 – Transmission Maintenance Expenses 

SCE’s adjusted test year forecast for Transmission Maintenance expenses is $8.498 million.1007 

DRA does not take issue with SCE’s test year forecast for its line item for Transmission Maintenance, 

which should be found reasonable.1008 

5.13.6 571.160 – Insulator Washing Expenses 

SCE utilized a five-year average of cost per overhead transmission line mile times the number of 

overhead line miles forecast to be on its system in 2012 to develop its forecast for Insulator Washing 

expenses which is $3.929 million.1009 DRA’s forecast for Insulator Washing expenses is equal to SCE’s 

2009 recorded expenses of $3.709 million. DRA repeats its prior arguments on other sub-accounts that 

the amount of line miles in SCE’s system does not appear to have caused major increases in historical 

expenses and that SCE has ‘embedded funding’ to address Insulator Washing activities.1010 

DRA again ignores the forecasting guidance the Commission provided in D.89-12-057.1011 

Insulator washing expenses are driven by two factors: (1) all insulators which must be washed on a 

regular basis, and (2) insulators that may need to be washed more frequently due to weather or external 

forces beyond the control of the utility, such as heavy rains and wind. Both of these factors are reflected 

in SCE’s forecast methodology which is consistent with the Commission’s forecasting principles. 

DRA’s methodology does not take these factors into account and is inconsistent with the Commission’s 

forecasting principles. Additionally, DRA has accepted SCE’s forecast for capital project that add new 

                                                 
1004  Attachment 5 to Exhibit SCE-18, Vol. 4, Part 8. 
1005 Based on the BLM Final Fee Rule distributed on 10-31-2008 via the Federal Register. A copy of the BLM rent schedule 

which is included as Attachment 6 to Exhibit SCE-18, Vol. 4, Part 8. 
1006 SCE was authorized $4.611 million in 2009 and spent $5.854 million for this activity. See Attachment 7 to Exhibit SCE-

18, SCE’s response to DRA-SCE-085-TLG, Question 1.d. 
1007 As referenced in Exhibit SCE-18, Vol. 4, Part 8, p.15, SCE adjusted its forecast for Transmission Maintenance expenses 

from $8.861 million to $8.498 million based on its discovery that 2005-2007 expenses for Transmission Intrusive Pole 
Inspections were recorded in the Transmission Maintenance sub-account. 

1008 Exhibit DRA-05, p. 86. 
1009 See Exhibit SCE-03, Vol. 4, Pt. 8, Ch 1-II, pp. 94-95; Exhibit SCE-18, Vol. 4, Part 8, pp.16-17. 
1010 Exhibit DRA-05, pp. 87-89. 
1011 Re Pacific Gas and Electric Co., D.89-12-057, p. 15 
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transmission lines to SCE’s system, which will mean additional insulators that are added need to be 

washed. Conversely, as previously discussed, DRA’s T&D O&M witness confirmed during cross 

examination that she based her recommendations entirely on SCE’s recorded costs without consideration 

of the level of future work that will be required.1012 DRA’s witness also conducted her analysis without 

understanding of SCE’s inspection and maintenance routines, and without knowledge of the purpose of 

the components on SCE’s system.1013 DRA’s proposed reduction would be insufficient to cover for this 

future work and should therefore be rejected. Finally, as addressed in section 5.1.2 of this brief and in 

Exhibit SCE-18, Volume 1, DRA’s embedded cost argument lacks merit. 

5.13.7 571.160 – Road And Right-Of-Way (ROW) Maintenance Expenses 

SCE’s test year forecast for Road and ROW Maintenance expenses is $9.043 million, a 

16 percent reduction from 2009 recorded expenses.1014 DRA’s forecast is $8.624 million based on a five 

year average (2005-2009) of recorded expenses.1015 While DRA accepts that a five-year average of 

expenses is appropriate, it discounts the increased forecast costs due to new transmission lines being 

added to SCE’s system, and argues that SCE has not conducted a “cost-benefit” analysis.1016 

DRA’s disallowance is unjustified for several reasons. First, as addressed previously, DRA has 

accepted capital projects that add new transmission line miles used in SCE’s forecasts. When additional 

line miles are added, roads and right-of-ways also have to be added to SCE’s transmission system to 

provide access to the transmission system which will require regular maintenance. Additionally, DRA’s 

argument on a cost-benefit analysis is perplexing. SCE must maintain roads and right-of-ways to comply 

with various city or county fire codes.1017 Further, DRA’s T&D O&M witness testified during her cross 

examination that she herself did not conduct any studies on whether DRA’s recommendations for 

expenses would impact SCE’s ability to maintain its equipment in a safe and reliable manner.1018 These 

right-of-way maintenance activities are not optional, they are a matter of safety and reliability (making 

sure that roads to towers are clear for emergency access) and we must comply with state and local 

ordinances.1019 

                                                 
1012  DRA, Godfrey, Tr. 18/2858-2861, 2870, 2937-2943. 
1013  DRA, Godfrey, Tr. 18/2933-2935. 
1014 See Exhibit SCE-03, Vol. 4, Part 8, Ch 1-II, pp. 96-97; SCE-18, Vol. 4, Part 8, p.18. 
1015 Exhibit DRA-05, p. 89. 
1016 Exhibit DRA-05, p. 90. 
1017 Exhibit SCE-03, Vol. 4, Pt. 8, Ch 1-II, p. 96. 
1018 DRA, Godfrey, Tr. 18/2866. 
1019  Exhibit SCE-03, Vol. 4, Part 8, p. 96. 
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5.13.8 571.160 – Capital-Related Expenses 

SCE requests $14.235 million of Capital-Related Expenses in 2012, an increase of $4.306 

million from 2009 recorded.1020 DRA proposes $9.929 million based on its assumption that “the 

Commission may not adopt SCE’s proposed capital expenditures” and as a result, capital-related 

expenses may be “significantly overfunded in the test year.”1021 

The Commission has previously addressed this issue. In SCE’s 2009 GRC, SCE made a similar 

request that capital-related expenses in the test year should be based on capital expenditures. DRA 

opposed this approach, proposing to set capital-related expense at the last year recorded amount. In 

adopting SCE’s approach, the Commission stated: “We find the underlying cost drivers for work order 

expenses are capital projects.”1022 The Commission also addressed DRA’s concern regarding 

overfunding of capital-related expenses by reducing SCE’s forecast work order expenses when it 

ultimately adopted a lower level of capital expenditures than what SCE had proposed.1023 

By using the last recorded year as a basis for its forecast, DRA’s ignores the capital expenditures 

that will occur during the test year. DRA’s capital witness confirmed during cross examination that he 

had based his forecast entirely upon his analysis of SCE’s recorded capital expenditures without 

considering any portion of the forecast increases in capital that will be added to the system by 2012 and 

beyond.1024 The Commission should adopt SCE’s forecast, or if it adopts a different leval of capital 

expenditures, make corresponding expense-related adjustments in a manner consistent with D.09-03-

025. 

5.13.9 Capital Expenditures 

For Transmission capital expenditures, SCE requests a total of $77.069 million for 2011-

2012.1025 DRA recommends $58.323 million, making one adjustment to capital expenditures forecast for 

SCE’s Transmission Deteriorated Pole Replacement forecast.1026 These proposals are discussed below. 

                                                 
1020 See Exhibit SCE-03, Vol. 4, Part 8, Ch 1-II, pp. 98-99; Exhibit SCE-18, Vol. 4, Part 8, p.19. 
1021 Exhibit DRA-05, p. 93. 
1022  D.09-03-025, p. 68; See also, D.09-03-025, pages 71-72, where the Commission addresses the same question on another 

capital related expense, and also adopts SCE’s proposal, accepting the obvious connection between future capital 
expenditures and future capital related expense. 

1023 D.09-03-025, at p. 68 
1024  DRA, Bumgardner, Tr. 21/3483. 
1025 Exhibit SCE-03, Vol. 4, Part 8, p. 2. 
1026 Exhibit DRA-07 at p. 59. DRA’s recommendation of $55.6 million was in 2009 dollars, which translates to a nominal 

value of $58.323 million. 
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5.13.9.1 Transmission Deteriorated Pole Replacements 

SCE requests a total of $29.558 million in capital expenditures $14.593 million in 2011 and 

$14.965 million in 2012) to replace deteriorated wood poles.1027 DRA forecasts $5.2 million 

annually.1028 While DRA accepts SCE’s cost per pole forecast of $17,600 per deteriorated pole 

replacement, it develops different forecasts for the number of deteriorated poles that will need to be 

replaced in 2011 and 2012.1029 

DRA forecasts 292.8 poles to require replacement annually, 506.2 poles less than SCE’s 800 

poles.1030 DRA’s forecast is flawed for several reasons. As shown on Table I-15 of Exhibit SCE-18, Vol. 

4 (Part 8), the main variance between SCE’s and DRA’s forecast is the number of poles that have 

already been identified as requiring replacement.1031 However, DRA admitted that it “did not consider 

the 249 poles already identified for replacement in 2011” nor did it consider “the 604 rollover poles in 

2010” in developing its forecast.1032 Clearly, DRA’s forecast is unreasonable, since it failed to include 

poles that have already been identified as requiring replacement. 

Additionally, DRA erred in developing its forecast for Transmission Deteriorated Pole 

Replacement capital expenditures based on SCE performing only 6,599 annual intrusive inspections, 

which would put SCE on a 20-year cycle of intrusive pole inspections.1033 DRA erroneously assumes 

that G.O.165, which establishes inspection cycles for electric distribution facilities, should be applied 

to transmission facilities. SCE’s forecast for transmission intrusive pole inspections was developed 

based on SCE’s 10-year inspection cycle, which is consistent with both industry standards1034 and SCE’s 

maintenance plan approved by the ISO. DRA’s forecast for Transmission Deteriorated Pole 

replacements should therefore be rejected. 

5.13.10 Transmission Maintenance Capital 

Transmission Maintenance expenditures include the cost of replacing transmission equipment 

that fails in service. SCE revised forecast for Transmission Maintenance expenditures, after correcting 

                                                 
1027 Exhibit SCE-03, Vol. 4, Part 8, p. 2. 
1028 Exhibit DRA-07 at p. 61. DRA’s recommendation was in 2009 dollars, which translates to nominal values of $5.338 

million in 2011 and $5.474 million in 2012. 
1029 Id. 
1030 Id. 
1031 Exhibit SCE-18, Vol. 4, Part 8, pp. 21-22; Attachment 8 to Exhibit SCE-18, Vol. 4, Part 8. 
1032 See Attachment 9 to Exhibit SCE-18, Vol. 4, Part 8, DRA’s responses to SCE-DRA-MKB-017, Qs. 17-18. 
1033 Exhibit DRA-07, p. 61.  
1034  Both PG&E and SDG&E perform intrusive inspections on a 10-year cycle. 
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an error, is $5.807 million in 2011 and $5.955 million in 2012.1035 DRA does not dispute this 

forecast.1036 

5.14 T&D – Business Process and Technology Integration 

The Business Process and Technology Integration (BP&TI) group assesses the effectiveness of 

TDBU’s business processes and systems, identifying inefficiencies and bottlenecks that can limit SCE’s 

ability to provide safe and reliable service.1037 BP&TI’s request in this proceeding includes both 

capitalized software expenditures and O&M expenses; the expense estimates include those needed to 

support the capital expenditure projects. Neither DRA nor any other party contested BP&TI’s capital 

expenditure estimates, which should be found reasonable. However, DRA did challenge the BP&TI 

expense estimates needed to support those capital projects. In general, DRA’s expense recommendations 

look solely to SCE’s recorded costs, ignoring the specifically identified support needed for the capital 

projects DRA does not contest. And even there DRA proposes adjustments to the recorded expense 

base, which further depresses their recommended test year expense level for BP&TI. DRA’s proposed 

expenses for BP&TI were made in Exhibits DRA-5 and DRA-22. Because these DRA recommendations 

overlap, SCE addresses both here. 

5.14.1 Sub-Account 588.270 

SCE’s 2012 estimate for Sub-Account 588.270 is $12.373 million; DRA proposed $7.332, a 

$5.041 million reduction.1038 Sub-Account 588.270 includes three categories of expenses: capital 

project-specific expenses, non-capital project expenses, and miscellaneous expenses; SCE’s forecast 

approach for each of these expense categories differed: 1039 (1) the capital project-specific estimate 

($7.734 million) was based on the specific resources needed to support the capital projects DRA does 

not contest and those calculations were documented in SCE’s workpapers; (2) the non-capital project 

estimate ($3.5 million) is for enhancements to existing systems and was based on a historical ratios; (3) 

the miscellaneous expense ($1.139 million) was based on a five-year average. DRA’s estimate for all 

three categories is based on a five-year average after removing from the recorded base $6.2 million for 

the WISER program, $1.4 million of the GIS Pilot, and $1.4 million for employee recognition.1040 

                                                 
1035 See Exhibit SCE-18, Vol. 4, Part 8, page 23 and Attachment 9 to Exhibit SCE-18, Vol. 4, Part 8. 
1036 Exhibit DRA-07 at p. 62. 
1037 Exhibit SCE-18, Vol. 5, Part 1, p. 1. 
1038 Exhibit SCE-18, Vol. 5, Part 1, p. 2. 
1039 Exhibit SCE-18, Vol. 5, Part 1, p. 2. 
1040 Exhibit SCE-18, Vol. 5, Part 1, p. 3. 
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5.14.1.1 Basing The Entire Sub-Account 588.270 Forecast On Recorded Averages Is Not 

Reasonable 

SCE agrees that averages of recorded expenses can be a reasonable approach to estimating test 

year expenses. In fact, SCE used a recorded average to estimate the $1.139 million miscellaneous 

component of that account. But it is unreasonable to base the entire Account 588.270 on a recorded 

average. Ongoing support is needed for the BP&TI capital software projects. DRA has not contested the 

BP&TI capital software project estimates and the supporting expense estimates are based on the same 

underlying analyses as the capital projects. Recorded expenses are based on a different portfolio of 

projects and are not representative of ongoing support needs. 

Similarly, history shows that existing software projects will require enhancements, which are 

expensed. The non-capital project component of Sub-Account 288.270 was based on historical ratios of 

such enhancements applied to the forecast portfolio of capital projects. It is unreasonable to base this 

component of Sub-Account 588.270 on recorded expenses for a different portfolio of projects. 

In sum, while SCE agrees that averages of recorded expenses can be an appropriate forecasting 

approach, and is one that SCE applied to develop the $1.139 million miscellaneous expense component 

of Sub-Account 288.270. However, it is not reasonable to base this entire estimate on a five-year 

average. 

5.14.1.2 WISER Program Costs Should Not Be Removed From Sub-Account 288.270 Recorded 

Costs 

In addition to proposing an unreasonable five-year average to forecast Account 288.270, DRA 

has also proposed unreasonable adjustments to the recorded expense base. The first such adjustment 

would remove $6.2 million of expenses incurred in 2009 for the Wires Investment Strategy Efficiency 

Review (WISER) Program, a collection of initiatives focused on the review and improvement of SCE’s 

business processes.1041 DRA asserts that this adjustment is reasonable because WISER expenses are 

non-recurring. SCE agrees that it is appropriate to remove non-recurring costs from the recorded base 

used for forecasting purposes, but as discussed in SCE’s testimony, this is not such a case because 

similar activities will occur in the future.1042 What makes this proposed adjustment particularly ironic is 

that DRA has not contested the estimated benefits of the WISER program (along with those of the CMS 

                                                 
1041 Exhibit DRA-22, p. 10, line 6; Exhibit SCE-03, Vol. 5, Part 1, p. 39. 
1042 Exhibit SCE-18, Vol. 5, Part 1, p. 5, lines 8-9. 
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program), which amount to a $1.456 million offset to SCE’s 2012 expense estimates in Sub-Account 

588.271.1043 

5.14.1.3 The GIS Pilot Program Expenses Should Not Be Removed From The Recorded Base 

The second of DRA’s proposed adjustments to Sub-Account 588.270 is to remove $1.367 

million from 2009 recorded expenses for the Geographical Information System (GIS) Pilot program. As 

mentioned above, DRA has not contested the GIS capital expenditure estimates, but does contest the 

associated O&M expenses needed to support that project, for which SCE estimated $6.277 million in 

2012.1044 As noted in SCE’s direct testimony: “BP&TI expenses vary from year-to-year due to the 

nature of project work that is performed.”1045 SCE’s GIS expense estimates were based on specific 

identification of the resources needed to support it.1046 Because the GIS O&M expenses are forecast to 

decline over the three-year GRC cycle, SCE proposed to normalize them. That is, the annual costs over 

the three-year period were summed then divided by three.1047 

SCE GIS O&M expense estimates were informed by a GIS Pilot program SCE conducted during 

2009-2010 “to assist SCE in understanding vendors’ data conversion, field verification and software 

solutions capabilities.”1048 DRA would remove from the recorded base $1.367 million of expenses 

recorded in 2009 on this GIS Pilot program.1049 This adjustment is inappropriate. 

First, DRA’s proposal to remove the 2009 recorded GIS Pilot program expenses is not necessary 

if the Commission adopts SCE’s estimating approach, which is based on forecasting of project-specific 

needs, not recorded expenses.1050 Second, it is inconsistent for DRA to accept the GIS capital 

expenditure estimates, which are based on specific identified activities, but simultaneously recommend 

that the supporting O&M expenses be based solely on recorded expenses incurred for very different 

projects. Third, SCE’s normalization calculation gives ratepayers the benefit of declining expense levels 

over the GRC cycle.1051 But this normalization calculation is based on project-specific cost estimates, 

which include the estimated 2010 GIS Pilot costs (not those recorded in 2009), and also reflect the 

declining expenses over the three-year GRC cycle. 
                                                 
1043 Exhibit SCE-03, Vol. 5, Part 1, p. 57, Figure II-10. 
1044 Exhibit SCE-03, Vol. 5, Part 1, p. 19. 
1045 Exhibit SCE-03, Vol. 5, Part 1, p. 3. 
1046 See Figure II-4 in Exhibit SCE-03, Vol. 5, Part 1, p. 21, which shows the number of BPTI employees needed to support 

GIS ramping up from 3 in 2009 to 24 in 2012, then declining to 19 in 2014. 
1047 Exhibit SCE-03, Vol. 5, Part 1, p. 19. 
1048 Exhibit SCE-03, Vol. 5, Part 1, p. 11, lines 4-6. 
1049 Exhibit DRA-22, p. 12. 
1050 Exhibit SCE-18, Vol. 5, Part 1, p. 4. 
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5.14.1.4 Employee Recognition Costs Should Not Be Removed And DRA Has Miscalculated The 

Amount 

In computing its five-year average, DRA removed $1.4 million of employee recognition 

expenses from the recorded base.1052 The policy reasons why this adjustment should not be made are 

discussed in Section 8 of this brief. But aside from those policy reasons DRA has also proposed the 

wrong dollar amount. DRA’s $1.4 million adjustment is the total employee recognition amount over the 

five-year period 2005-2009. But DRA’s expense estimate is based on a five-year average. Therefore, 

even if the Commission agrees in principle with removing employee recognition expenses from the 

recorded base, the amount corresponding to DRA’s five-year average is $0.282 million, not $1.4 

million.1053 

5.14.2 Sub-Account 566.270 

BP&TI forecast total expenses in Sub-Account 566.270 of $7.844 million, comprised of $6.013 

million for Information Technology (IT) support and $1.831 million to support two capital projects – the 

Centralized Remedial Action Scheme (C-RAS) ($0.924 million) and the Phasor Management project 

($0.907 million).1054 SCE’s estimate was based on the last year recorded expenses (2009) for the IT 

support costs, plus the increments needed to support the two capital projects. The only party to address 

this forecast was DRA, which does not dispute the $6.013 million of IT support expenses, but 

recommends zero for C-RAS and Phasor Management support. That is, DRA also based its estimate for 

this account on the last year recorded expense, but did not recognize the incremental costs needed to 

support the two capital projects.1055 

The rationale for DRA’s approach is that SCE has “embedded funding in its historical expenses 

to address its test year projects [C-RAS and Phasor Management].”1056 But, as shown in Table I-3 of 

Exhibit SCE-18, Volume 5, Part 1, no expenses were incurred during the recorded period to support 

these two projects, so recorded costs do not provide a reasonable basis to forecast them. SCE’s forecast 

expenses for this account are reasonable and should be adopted. 

                                                 
Continued from the previous page 
1051 Exhibit SCE-03, Vol. 5, Part 1, p. 19. Figure II-4 on that page shows the normalization calculation. 
1052 Exhibit DRA-05, p. 163. 
1053 Exhibit SCE-18, Vol. 5, Part 1, p. 7. 
1054 Exhibit SCE-18, Vol. 5, Part 1, p. 8, Table I-3. 
1055 Id. 
1056 Exhibit DRA-05, pp. 158-159. 
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5.15 T&D – Technical Services 

5.15.1 Introduction 

TDBU’s Technical Services Organization runs TDBU’s safety programs, and develops and 

delivers training for TDBU. The organization also handles environmental services and toxic waste 

disposal for TDBU. Despite the growth in both TDBU work and TDBU employee count that SCE 

forecasts in 2012, DRA proposes reducing SCE’s request for Technical Services expenses by more than 

15 percent. This would result in an 8 percent reduction from SCE’s recorded spending in 2009.1057 

5.15.2 Proposed Reductions for TDBU Safety (566.250 & 588.250) Are Unfounded 

Transmission-related safety expense records in sub-account 566.250, and Distribution-related 

safety expense records in sub-account 588.250. SCE’s request is a modest overall increase for safety 

expenses based on multiplying the recorded 2009 expense per employee ($1,705) by the 7,139 

employees TDBU expects to have in place in 2012. Accordingly, on a per-employee basis, SCE’s 2012 

forecast matches recorded 2009 expenses.1058 In other words, SCE is not asking to spend any more on 

safety training and programs per employee than it recorded in 2009. 

DRA proposes a 2012 forecast equal to 2009 recorded expenses after removing employee 

recognition program expenses.1059 That is, DRA assumes no increase in the number of employees. But 

TDBU expects to add 1,024 employees between 2009 and 2012, and in fact had already added 1,113 

employees by June 17, 2011.1060 SCE’s forecast allows the existing safety programs, which have been 

instrumental in improving SCE’s safety performance, to be applied to new employees within TDBU. In 

sharp contrast, DRA’s proposal would result in annual funding of only $1,435 per TDBU employee for 

safety; that is a 16 percent reduction per employee from recorded 2009 spending.1061 It is unreasonable, 

in light of recent incidents and the necessarily dangerous work performed by TDBU field employees, to 

spend less per employee on safety in 2012 than in 2009. SCE’s forecast carefully aligns with the 

                                                 
1057 Exhibit SCE-18, Vol. 5, Part 2, p. 1, lines 9-13. 
1058  Exhibit SCE-18, Vol. 5, Part 2, pp. 1-2. The forecast expenses were allocated between the Transmission and 

Distribution sub-accounts based on the ratios of 2009 recorded expenses, which were approximately 75 percent 
Distribution and 25 percent Transmission. Exhibit SCE-18, Vol. 5, Part 2, p. 2, fn. 1. 

1059 Employee recognition expenses are addressed in Section 8.4, infra. 
1060 Exhibit SCE-18, Vol. 1, p. 6. 
1061 Exhibit SCE-18, Vol. 5, Part 2, p. 3, lines 5-13. 
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Commission’s 2009 GRC decision.1062 If funding for safety is reduced, it puts our employees, and 

ultimately the public, at risk.1063   

DRA also suggested that SCE had embedded costs in historical expenses that would be 

sufficient.1064 But total recorded 2009 TDBU Safety expenses were approximately $300,000 higher than 

authorized.1065 In addition, as indicated above TDBU is forecasting the addition of over 1,000 additional 

employees by 2012. 

5.15.3 TDBU Training (566.250 & 588.250) 

TDBU Training costs are divided into two categories of expenses: training seat-time and training 

delivery. Transmission-related training expenses record to sub-account 566.250, and Distribution-related 

training expenses record to sub-account 588.250. 

5.15.3.1 Training Seat-Time 

Training seat-time expenses include the labor (e.g., time spent in training and travel time) and 

associated expenses incurred by employees attending Company-sponsored training programs. Technical 

Services developed its forecast by identifying each training program it plans to offer in 2012, with 

details for each program, such as the purpose of the training, the job classifications required to attend the 

training, the training’s duration and frequency, and the requirements for taking the training. SCE then 

took hiring projections by job classification and identified how many employees will be required to 

attend each of the training programs and how many total hours of training will be required each year. 

Then, utilizing the average pay by job classification, SCE developed annual forecasts for seat-time 

expenses, by training program, for 2010-2014. Lastly, SCE normalized the 2012 forecast by taking an 

average of the 2012-2014 seat-time expenses.1066 Based on this forecast, TDBU Training will need to 

perform over 200,000 more hours of training in 2012 than it performed in 2009.1067 SCE also showed 

that more than 95 percent of the total training expense represents training related to one or more of these 

priorities:  safety, compliance, new hires, and new technologies.1068 

                                                 
1062  D.09-03-025, p. 58 (“SCE needs additional funding for such safety meetings because it is adding new employees and 

these new employees will need to participate in the safety-related activities.”) (emphasis added). 
1063 While reducing funding would hurt safety, authorizing full funding will help. SCE showed that its safety programs have 

helped improve TDBU’s employee safety record. See Exhibit SCE-18, Vol. 5, Part 2, pp. 3-6. No party contravened this 
evidence of improved safety performance. 

1064 See, e.g., Exhibit DRA-05, p. 134, lines 9-12. 
1065 Exhibit SCE-18, Vol. 5, Part 2, p. 6, lines 1-12.  
1066 See Exhibit SCE-18, Vol. 5, Part 2, pp. 10-12. 
1067 Exhibit SCE-18, Vol. 5, Part 2, p. 11, lines 12-14.  
1068 Exhibit SCE-18, Vol. 5, Part 2, p. 13, lines 8-20. 
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DRA summarily proposed using 2009 total recorded expenses. SCE demonstrated that DRA’s 

forecast did not take into account increased numbers of employees, and the specific training that new 

and existing employees must take.1069 DRA’s forecast would have SCE spend less on training per 

employee in 2012 than was recorded in 2009.1070 

5.15.3.2 Training Delivery 

Training Delivery expenses are the costs incurred to analyze, design, develop, implement, 

evaluate and track training. If Training Seat-time is thought of as the “student expenses” of training, then 

Training Delivery is the “school and teacher expenses.” The Training Delivery forecast is based on 2009 

recorded expenses, with specific incremental additions. DRA offered no actual contrary analysis. In 

rebuttal, SCE showed that DRA’s proposal did not take into account new training requirements for 

NERC compliance, technology integration, and supervisory training.1071 

5.15.4 (582.250) TDBU Environmental Services Expenses 

TDBU Environmental Services includes expenses related to service programs such as Biological 

& Archaeological, Air Quality, Environmental Engineering, Water Quality, and Hazardous Waste. The 

expenses for these services, provided by the Corporate EH&S organization, are charged back to TDBU. 

SCE’s forecast is the same as 2009 recorded. DRA used a four-year average (2006-09), which gives a 

30 percent decrease from 2009 recorded.  

Based on D.89-12-057, the last recorded year is an appropriate base estimate because recorded 

expenses have been trending upward for the last three recorded years (2007-2009).1072 DRA’s average is 

contrary to the guidance of D.89-12-057. Moreover, SCE chose not to request incremental spending 

over the base estimate, even though the work appears to be continually increasing.1073 So any reduction 

from 2009 recorded could seriously impair SCE’s ability to complete the activities.1074 

                                                 
1069 Exhibit SCE-18, Vol. 5, Part 2, pp. 10-13. 
1070 Exhibit SCE-18, Vol. 5, Part 2, p. 12, lines 5-11. Technical Services also showed that it acted prudently in spending less 

than what was authorized in the 2009 GRC. Because TDBU was not authorized its entire request in that GRC, this 
reduced the amount of work TDBU could perform and the count of employees to do that work. This in turn reduced 
training expense. Exhibit SCE-18, Vol. 5, Part 2, pp. 13-14. SCE also showed that it prudently acted to temporarily 
postpone certain technical training until ERP was fully implemented, rather than training on systems that would soon be 
replaced by ERP. Exhibit SCE-18, Vol. 5, Part 2, p. 14, lines 10-19.  

1071 Exhibit SCE-18, Vol. 5, Part 2, pp. 15-17. 
1072 Exhibit SCE-03, Vol. 5, Part 2, p. 25, lines 10-14. 
1073 Exhibit SCE-18, Vol. 5, Part 2, p. 8, lines 16-19. 
1074 Without analysis, DRA also suggested that costs might be one-time or non-recurring. SCE showed that DRA appears to 

have disregarded the information and analysis presented in direct testimony and data request responses. See Exhibit 
SCE-18, Vol. 5, Part 2, pp. 8-9. 
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5.16 T&D – Business, Regulatory and Financial Planning 

Business Planning and Financial Management (BP&FM) performs budgeting, cost management, 

financial analysis, financial reporting, project cost estimating, long-term cost forecasting, accounting 

governance, contract management, and payroll support for TDBU. BP&FM is responsible for TDBU’s 

goal-setting and monitoring processes, and managing TDBU-related sections of California Public 

Utilities Commission (CPUC) and Federal Energy Regulatory Commission (FERC) regulatory 

filings.1075 

The Compliance, Policy and Contracts organization works with regulatory agencies, independent 

system operators, and industry groups to develop policies and tariffs to support the development and 

construction of transmission. Additionally, Compliance, Policy and Contracts manages the generation 

interconnection request process and compliance with North American Electric Reliability Corporation 

(NERC) reliability standards.1076 

SCE forecasts $122 million in operations and maintenance expense in 2012 and $10.572 million 

in capital expenditures for 2010 to 2014 for the Business Planning and Financial Management and 

Compliance, Policy, and Contracts organizations within TDBU. This funding will allow these 

organizations to manage financial, regulatory, contract, standards, and compliance issues for TDBU. As 

of December 31, 2009, these two organizations had 231 employees to perform these functions. We are 

planning to increase this number to 285 employees by 2012.1077  

DRA and TURN have recommended reductions to SCE’s O&M forecasts for these two 

organizations, as well as adjustments to SCE’s OOR forecast. No adjustments were recommended for 

SCE’s capital forecast in these areas. For the reasons stated in SCE’s direct and rebuttal testimony, and 

in this brief, SCE respectfully requests that the Commission adopt its O&M and capital forecasts for the 

Business, Regulatory, and Financial Planning activities. 

5.16.1 566.280 – Compliance, Policy, Contracts, and Billing 

Sub-Account 566.280 records the activities for the Business Planning and Financial Management 

and FERC Compliance, Policy and Contracts organizations, as well as other shared expenses. SCE 

forecasts $11.626 million for this activity in 2012.1078 SCE needs additional staffing to negotiate and 

manage the significant increase in grid interconnection contracts, provide governance and enforcement 

                                                 
1075  Exhibit SCE-03, Vol. 5, Parts 3&4, p. 1. 
1076  Exhibit SCE-03, Vol. 5, Parts 3&4, p. 1. 
1077  Exhibit SCE-03, Vol. 5, Parts 3&4, p. 1. 
1078  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 2. 
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of NERC reliability standards, and develop policies and tariffs to support the development and 

construction of transmission. DRA wants to limit funding to SCE’s 2009 recorded amount of $5.882 

million, a nearly 50 percent reduction from SCE’s forecast.1079  

SCE showed that the requested increase over 2009 recorded expense is needed for additional 

project managers, contract managers, and support staff to negotiate and manage the contracts for the 

interconnection of renewable generators.1080 In fact, SCE showed that the interconnection request queue 

is now quadruple what SCE faced in early 2009.1081 DRA unreasonably asserts that 2009 staffing (when 

we had approximately 200 active interconnection requests) is sufficient to support a quadrupled 

workload (approximately 850 active interconnection requests in 2010).1082  

Regarding NERC Critical Infrastructure Protection (NERC/CIP) costs, SCE substantiated its 

request with detailed testimony and data requests demonstrating the work to be performed, the 

incremental resources required to perform the work, and the associated costs. This negates DRA’s 

suggestion that SCE’s showing is insufficient.1083 

DRA also criticized SCE for not providing a cost-benefit analysis for these activities. But cost-

benefit analysis is moot for non-discretionary activities that are mandated by regulators. How would one 

measure the “benefit” of complying with those directives? SCE also refuted DRA’s claim that SCE has 

“embedded funding” in its recorded expenses that will suffice for NERC/CIP.1084  

5.16.2 588.280 – Distribution Construction Contract Management 

Sub-Account 588.280 records the activities for the Distribution Construction Contract 

Management group, which manages CPUC Tariff Rules 15 and 16 contracts, including refunds, billings, 

and collections. Collecting funds from developers and others who request line and service extensions on 

the distribution system helps protect the financial interests of the ratepayers. SCE forecasts $1.256 

million for these activities in 2012.1085 DRA would have the Commission fund at $962,000.1086 

                                                 
1079  Exhibit DRA-05, p. 168. 
1080 Exhibit SCE-03, Vol. 5, Parts 3&4, pp. 8-9. 
1081  Exhibit SCE-03, Vol. 5, Parts 3&4, pp. 8-9; Exhibit SCE-18, Vol. 5, Parts 3&4, p. 4. 
1082  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 4. In addition to this queue of interconnection requests, SCE’s direct testimony 

gave further reasons why more staffing is needed. See Exhibit SCE-03, Vol. 5, Part 3, p. 9. SCE also showed that its 
request here is not duplicative of requests from other SCE groups. Exhibit SCE-18, Vol. 5, Parts 3&4, pp. 5-6. 

1083  Exhibit SCE-18, Vol. 5, Parts 3&4, pp. 4-5, and Attachments 2, 3, and 4. 
1084  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 5; Exhibit SCE-22, Vol. 3, Part 1; Section 9.8, infra. 
1085  Exhibit SCE-03, Vol. 5, Parts 3&4, pp. 13-15, Figure I-4; Exhibit SCE-18, Vol. 5, Parts 3&4, pp. 6-7, Table I-4. 
1086  Exhibit DRA-05, pp. 172-173. 
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DRA did not address SCE’s testimony concerning the need for additional staffing.1087 Moreover, 

SCE showed that funding requested for software programs is new. The funding is therefore not 

embedded in recorded expenses as DRA would suggest.1088 Finally, as discussed elsewhere, DRA’s 

attempt to have employee recognition costs removed is duplicative and not well-taken.1089 

5.17 T&D – Other Costs and OOR 

SCE discusses three activities below. First, we discuss our O&M estimates for write-offs, 

services, credits, and O&M resulting from allocations. Second, we discuss distribution and transmission 

allocated costs. Third, we discuss Other Operating Revenue (OOR) from transactions that are not 

associated with the sale of electric energy. For Test Year 2012, SCE forecast $108.509 million of O&M 

for the activities described in the following sections, and $110.441 million of OOR. 

5.17.1 560.281 – Transmission Work-Order Write-Offs 

Sub-Account 560.281 records transmission work order write-offs, which includes the expenses 

for canceled capital projects and uncollected costs for billable work orders. SCE forecast $3.962 million 

in 2012 for these write-offs. Both DRA and TURN recommend reductions of over 50 percent.1090 

SCE agrees with DRA that if SCE’s capital forecast is reduced, this account should also be 

reduced because SCE’s methodology ties transmission write-offs to transmission capital expenditures. 

DRA refers to this concept as a “corresponding adjustment” but then, inexplicably, proceeds to propose 

a reduction that does not correspond to future capital spending.1091 The Commission has already 

determined that work order write-offs correspond to capital spending, and has adopted a methodology 

for making a corresponding adjustment to expenses that depend on test year capital expenditures.1092 

DRA’s proposal to use a five-year average of past write-offs should not be adopted. SCE’s forecasting 

methodology based on a relationship between capital spending and work order write-offs is reasonable 

and should be adopted. 

TURN proposes to remove a $345,000 uncollectible invoice that was written-off in 2005 and 

ultimately collected in 2010. SCE has followed Generally Accepted Accounting Principles (GAAP) and 

                                                 
1087  Exhibit SCE-03, Vol. 5, Parts 3&4, pp. 13-14, Table I-3; Exhibit DRA-05, pp. 172-173. 
1088  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 8. 
1089  Exhibit SCE-18, Vol. 1, p. 15; Exhibit SCE-21, Vol. 1, pp. 38-39; Section 8.4, infra. 
1090  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 11, Table II-6. 
1091  Exhibit DRA-05, pp. 175-176; Exhibit SCE-18, Vol. 5, Parts 3&4, p. 13. 
1092  Exhibit DRA-18, Vol. 5, p. 13, n.23 (citing D.09-03-025, p. 49). 
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FERC regulations1093 by regularly analyzing accounts receivable and booking a provision for 

uncollectible accounts to expense when we determine an invoice may not be collected. Inevitably, some 

written-off invoices will be collected. SCE uses a finite historical period in a GRC. As such, invoices 

that are written off can be subsequently collected in a different rate case period. It is illogical to remove 

these expenses from this rate case cycle, because there are also collections in this rate case cycle for 

invoices that were written off in the previous cycle. Every rate case cycle contains both types of 

transactions, and TURN’s suggestion to remove one type but not the other is flawed. 

TURN also proposes to remove $3,906,000 from recorded expenses for the write-off of the Ultra 

Small Antenna Terminal (USAT) satellite communications system work order. TURN claims SCE 

would like to be indemnified from risk; but SCE is protecting itself and the ratepayers from risk by 

being vigilant about the supplier’s ability to deliver the products and services needed to serve our 

customers. On one hand, TURN believes SCE “…is focused like a laser beam on rate base…”1094 when 

this is a clear example of stopping a capital project when it became evident the asset could not be 

completed at a reasonable cost. Write-offs are a normal, continuing cost of service. Individual items 

should not be characterized as one-time events simply because they are large.1095  

TURN also believes that write-offs should be disassociated from capital expenditures. As 

discussed, the Commission has already determined that work order write-offs correspond to capital 

spending.1096 

Finally, TURN argues that large reliability and renewable transmission projects are different 

from the general population of transmission work orders used to calculate Sub-Account 560.281, and are 

less likely to contribute to write-offs. In addition, some are eligible to receive FERC incentive 

ratemaking treatment, including abandoned plant.1097 SCE agrees with this premise as it relates to 

projects subject to incentive ratemaking treatment. However, the argument does not apply to all of the 

capital expenditures in these categories. Non-incentive ratemaking projects carry the typical risk of 

write-off due to rescheduling, cancellation, permitting, obtaining easements, and changes to system 

needs due to growth forecasts.  

                                                 
1093  18 C.F.R. Part 101, Account 144 (2010) states: “Accumulated provision for uncollectible accounts—credit. A. This 

account shall be credited with amounts provided for losses on accounts receivable which may become uncollectible, and 
also with collections on accounts previously charged hereto.” 

1094  Exhibit TURN-03, p. 3. 
1095  Exhibit SCE-18, Vol. 5, Parts 3&4, pp. 14-15. 
1096  See D.09-03-025, p. 49. 
1097  FERC Order 679, Fed. Register Vol. 71, No. 146. 
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SCE agreed to remove the capital expenditures from 2005-2009 that received incentive 

ratemaking treatment. In addition, SCE agreed to remove 75 percent (based on the ratio of projects 

expected to receive incentive ratemaking treatment in 2012) of the capital expenditures from 2010-2014. 

Using these modified amounts, the write-off formula yields a historical ratio of 0.4 percent and results in 

a 2012 forecast of $2.713 million.1098 

5.17.2 588.281 – Distribution Work-Order Write-Offs and Underground Utility Locating Service 

Sub-Account 588.281 records distribution work order write-offs, which includes expenses for 

canceled capital projects and uncollected costs for billable work orders. SCE forecasts $10.253 million 

in 2012 for this activity.1099 DRA acknowledges a connection between capital spending and write-offs 

but proposes a forecast that ignores this connection, just as DRA did in its proposal for Sub-Account 

560.281 discussed above.1100 As discussed above, the Commission has already determined that work 

order write-offs correspond to capital spending.  

TURN proposes to remove the write-offs for three invoices that were ultimately collected in 

2010. This is essentially the same proposal TURN made for Sub-Account 560.281 discussed above. 

First, the write-offs of these uncollectible invoices were performed in accordance with GAAP and FERC 

regulations.1101 Second, as discussed above in the section on Sub-Account 560.281, SCE uses a finite 

historical period in a GRC. As such, invoices which are written-off can be subsequently collected in a 

different rate case period. It is illogical to remove these expenses from this rate case cycle, because there 

are also collections in this rate case cycle for invoices that were written off in the previous cycle. Every 

rate case cycle contains both types of transactions.1102  

TURN’s proposal to remove $747,300 of pre-2005 uncollectible deficiency bills from historical 

recorded expenses is also wrong. In accordance with GAAP and FERC regulations,1103 outstanding 

invoices are reviewed as they age; a provision is set up when they are deemed uncollectible.1104 This 

could occur anywhere from months to years after the initial billing. The lifecycle for an invoice may be 
                                                 
1098  Exhibit SCE-18, Vol. 5, Parts 3&4, pp. 15-16, Table II-8. 
1099  Exhibit SCE-03, Vol. 5, Parts 3&4, pp. 31-32. 
1100 DRA’s suggested forecast erroneously includes Catalina Island fire expense, which are properly addressed in another 

account. Exhibit SCE-18, Vol. 5, Parts 3&4, p. 19. 
1101  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 20. 
1102 Exhibit SCE-18, Vol. 5, Parts 3&4, p. 20. Also, TURN is mistaken in trying to remove dollars from the historical 

recorded expenses for write-offs if the original costs were incurred before 2005. Exhibit SCE-18, Vol. 5, Parts 3&4, pp. 
20-21. 

1103 18 C.F.R. Part 101, Account 144 (2010) states: “Accumulated provision for uncollectible accounts—credit. A. This 
account shall be credited with amounts provided for losses on accounts receivable which may become uncollectible, and 
also with collections on accounts previously charged hereto.” 
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longer if, for example, SCE is in contact with the customer and believes that payment is still likely. The 

vast majority of the $747,300 was not even invoiced until 2004, so the process of determining 

uncollectibility was not (and could not have been) performed until 2005.1105 

5.17.2.1 Individual Work Order Write-Offs 

5.17.2.1.1 Uncollectible NTP&S Has Been Removed From the Forecast 

SCE has reclassified $254,481 as non-tariffed products & services (NTP&S) amounts and 

restated our forecast accordingly.1106 

5.17.2.1.2 Write-Off of Ownership Charges Were Largely a One-Time Event 

SCE agrees that this specific write-off of ownership charges will not recur, and has adjusted its 

forecast accordingly.1107  

5.17.2.1.3 Distribution Service Request Pricing (DSRP) or Other Software Defects Can Recur 

The $600,000 entry was an estimate for a DSRP pricing defect that was later adjusted to 

$473,000 based on the final refunded amounts. TURN argues that since this specific pricing defect has 

been fixed, it should therefore be characterized as a non-recurring event. This is wrong. Although the 

defect that led to this specific entry is not expected to recur, it is representative of future expenses 

because errors are possible in any software system. SCE takes all reasonable steps to ensure that 

miscalculations are kept to a minimum; however, with ongoing software maintenance and 

enhancements, some margin of error is unavoidable. This is a reasonable cost of service that should 

remain in the historical record.1108 

5.17.2.1.4 The USAT Satellite Communications System Could Not Be Completed At a Reasonable 

Cost 

TURN would have the Commission remove $101,780 for the distribution portion of the Ultra 

Small Antenna Terminal (USAT) satellite communications system work order write-off from the 

                                                 
Continued from the previous page 
1104 The provision is set up by debiting Account 588 and crediting Account 144. 
1105 Similarly, there were outstanding invoices in 2009 (part of the historical period for Test Year 2012), that have since been 

deemed uncollectible and a provision established in 2010 and 2011. Clearly, it is inevitable that some transactions will 
cross over the beginning or ending of any GRC base period. Even though the amounts are in separate base periods, there 
is a continual offsetting effect for these transactions. 

1106  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 22. 
1107  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 22. 
1108  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 23. 
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historical recorded expenses for this sub-account. SCE addresses this argument in Section 5.17.1, 

supra.1109  

5.17.2.1.5 Catalina Undersea Cable Work Order Write-off Was Prudent 

TURN recommends removing the $1,276,200 write-off associated with the Catalina undersea 

cable because it believes the project was imprudently canceled. For the reasons discussed in SCE’s 

rebuttal testimony on Catalina generation, this characterization is wrong.1110 

5.17.2.1.6 Write-offs Are Associated With Capital Spending 

Similar to transmission write-offs in Sub-Account 560.281, TURN believes that write-offs 

should be disassociated from capital expenditures. As discussed above, the Commission has already 

determined that work order write-offs correspond to capital spending.  

5.17.2.2 Underground Utility Locating Services  

Sub-Account 588.281 also records expenses driven by external requests for underground locating 

services. Under state law, SCE must respond to such requests.1111 SCE uses an outside vendor, 

UtiliQuest, to perform these services. DRA’s proposal to use a three-year average is flawed because it 

ignores the increase in rates during the three-year period from the vendors who provide this service. As 

can be seen in SCE’s confidential rebuttal testimony, underground locating services are largely driven 

by costs for UtiliQuest.1112 

All of the categories of UtiliQuest services have had rate increases greater than the rate of 

escalation.1113 If one uses DRA’s averaging methodology, the 2012 rate would be more than 20 percent 

lower for major categories of services than the 2009 negotiated purchase order rates for these 

services.1114  

5.17.3 583.281 – Claims Write-Offs 

Sub-Account 583.281 includes the write-offs for unpaid invoices for claims work orders. When 

damage occurs to SCE facilities, such as cars hitting our poles, SCE repairs the damaged facilities and 

invoices the responsible party so that ratepayers are not burdened by these costs. After all reasonable 

                                                 
1109  See also Exhibit SCE-18, Vol. 5, Parts 3&4, p. 14. 
1110  Exhibit SCE-17, Vol. 5, pp. 11-16. 
1111 SCE receives several hundred thousand requests each year to mark the location of underground electric facilities. These 

requests come from a variety of entities performing excavations, such as cities, developers, communications companies 
and private parties. California Government Code 4216 requires SCE to perform this activity. 

1112  Exhibit SCE-18, Vol. 5C, Parts 3&4, p. 25, Table II-12. 
1113  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 25. 
1114 Exhibit SCE-18, Vol. 5, Parts 3&4, p. 26, n. 39 [($33.49 - $41.75) / $41.75 = 20 percent and ($35.79 - $48.65) / 

$48.65=26 percent]. 
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collection efforts have been exhausted, SCE writes off the unpaid invoices, which is a normal cost of 

service.1115 

DRA and TURN recommend removing the Catalina fire from the historical costs before 

calculating the five-year average forecast.1116 DRA asserts that the Catalina Island fire and the resulting 

damages are unusual, non-recurring, extraordinary, infrequent, and unpredictable.1117 TURN asserts that 

the Catalina Island fire uncollectible claim is an unusual event.1118 These positions are based purely on 

the dollar amount of the claim, and are incorrect. SCE showed that, based on online data from National 

Fire and Aviation Management, fires are not unusual or infrequent. Large fires (over 1,000 acres) burned 

between 118,500 and 337,900 thousand acres per year in SCE territory from 2005 through 2009, in 

nearly 80 separate fires.1119 SCE understands that the time and location of a particular fire is 

unpredictable, but the reality that fires will occur (both large and small) is rather certain.1120  

DRA’s and TURN’s position is also punitive and would reduce the incentive SCE has to pursue 

third parties who are responsible for causing damage to SCE’s system. When a fire occurs, SCE 

establishes a work order to capture the costs. If the costs can be billed to a responsible party, a claims 

invoice will be issued to offset the costs in the claim work order, which results in zero ratepayer impact. 

In the case of the Catalina Island fire, the responsible party was billed $5.497 million for the damage to 

SCE’s electrical assets.1121 But SCE determined that the likelihood of fully collecting the invoice was 

less than 100 percent; therefore, in accordance with GAAP an expense provision for the uncollectible 

portion of this invoice was established. Had the responsible party not been billed, all of these costs 

would have flowed into ratebase. Thus, pursuing the responsible party can only benefit ratepayers by 

recovering some or all of the costs. DRA’s and TURN’s proposal, in effect, would penalize SCE’s 

shareholders for attempting to recover these costs. 

Finally, DRA’s and TURN’s assertion that the size of the claim makes it non-recurring ignores 

the fact that this sub-account is being based on a five-year average. SCE is using an average precisely 

                                                 
1115  Exhibit SCE-03, Vol. 5, Parts 3&4, pp. 32-33. 
1116  Exhibit DRA-05, p. 179. (DRA mistakenly asserts that the Catalina fire expenses should be removed from 588.281. This 

is incorrect. The write-off expenses are in account 583.281); Exhibit TURN-03, p. 69; Exhibit SCE-18, Vol. 5, Parts 
3&4, pp. 27-28. 

1117 Exhibit DRA-05, p. 179 (citing Exhibit DRA-22). 
1118 Exhibit TURN-03, p. 69. 
1119 Exhibit SCE-22, Vol. 2, Part 2, p. 30. 
1120 The extreme nature of DRA’s position is shown by the fact that, in connection with the Happy Camp Fire, DRA 

considers two large fires in the same period to both be “unusual, non-recurring, and infrequent.” Exhibit SCE-18, Vol. 5, 
Parts 3&4, p 28.  

1121 Exhibit SCE-18, Vol. 5, Parts 3&4, pp. 28-29, and Attachment 11. 
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because of that uncertainty. Like SCE, neither DRA nor TURN knows whether a similar uncollectible 

claim will occur in the next rate case cycle. Our forecast follows the principles established by the 

Commission in D.89-12-057, i.e., to use an average where costs are driven by external forces beyond 

our control. Despite unsupported assertions to the contrary, fires occur regularly. It is prudent and 

beneficial to ratepayers for SCE to pursue billing of responsible parties who damage our facilities. SCE 

respectfully requests that the Commission reject DRA’s and TURN’s proposal to remove a large claim 

from the history of this sub-account and adopt SCE’s five-year average of recorded costs. 

5.17.4 580.282 – Facility Maintenance – Distribution 

Sub-Account 580.282 records expenses for distribution facility maintenance. Examples of costs 

included are: plumbing repairs, painting, carpet cleaning and replacement, building and restroom 

supplies, janitorial service, and landscape care. SCE forecasts $9.066 million for these activities in 2012, 

equal to 2009 recorded.1122 DRA suggest use of an averaging methodology.1123 However, as set forth in 

D.89-12-057, averaging is appropriate where the expenses have significantly fluctuated from year-to-

year. Here, the recorded expenses did not match the criteria for applying an average because the costs 

were relatively stable but for one increase as a result of an accounting change.1124 Moreover, SCE’s 

testimony and workpapers refuted DRA’s suggestion that there may duplicative funding requested as 

between TDBU and Operations Support.1125 

5.17.5 568.281 – Transmission Allocated Costs 

Sub-Account 568.281 includes the transmission expense portion of TDBU general support and 

vehicle costs. TDBU general support includes management, supervision, engineering, and planning 

costs. Vehicle costs include paying leases on cars and trucks, and maintaining, repairing, and fueling the 

vehicles. SCE forecasts $14.370 million in 2012 for these activities.1126 

DRA wishes to limit funding to 2009 recorded, suggesting that if SCE does not receive its entire 

capital request, there should be a “corresponding adjustment” to the expenses that record to this 

                                                 
1122  Exhibit SCE-03, Vol. 5, Parts 3&4, pp. 37-38, Figure II-14. 
1123  Exhibit DRA-05, pp. 182-183. 
1124  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 31. 
1125  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 32. 
1126  Exhibit SCE-03, Vol. 5, Parts 3&4, pp. 43-44. 
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account.1127 DRA does not recognize that the allocated expenses included in Sub-Account 568.281 are 

related to expense, not capital.1128  

DRA’s “corresponding adjustment” seems to entail cutting the entire allocation amount if there 

are any reductions in direct spending. SCE agrees that a corresponding adjustment to allocated costs 

may be appropriate if the Commission reduces SCE’s request for direct costs. However, DRA’s 

assertion that any reduction in direct costs justifies zero increase in allocated expenses is simply 

illogical.1129 

5.17.6 590.281 – Distribution Allocated Costs 

Sub-Account 590.281 includes the distribution expense portion of the costs for TDBU general 

support and vehicles; the costs are similar in nature to the transmission portion of costs discussed in the 

previous section. DRA suggests the Commission reject all incremental funding just as in the 

transmission section discussed above, and DRA’s argument should be rejected for the same reasons that 

SCE gives above.1130 

5.17.7 TDBU’s Other Operating Revenues (OOR) 

SCE forecasts $110.441 million of Other Operating Revenue (OOR) from transactions that are 

not associated with the sale of electric energy.1131 

5.17.7.1 451.100 – Meter Damage and Temporary Services 

Sub-Account 451.100 records the payments for repairs to damaged meters and lock-rings. DRA 

wishes to base funding on a five-year average of historical expenses, resulting in a forecast that is over 

4,000 percent greater than SCE’s.1132 This is an incorrect forecast. The evidence shows that in July 2008, 

SCE changed its accounting for these revenues so that customer payments for temporary services no 

longer record to this sub-account. Instead, they are recorded where the expenses reside. This is an 

                                                 
1127 Exhibit DRA-05, p. 184. 
1128 Exhibit SCE-03, Vol. 5, Parts 3&4, pp. 45-52. SCE also explained this item to DRA in data requests, and an in-person 

presentation to DRA in San Francisco. Exhibit SCE-18, Vol. 5, Parts 3&4, p. 39, and Attachments 14 and 15. 
1129 In its opening testimony, SCE even suggested a methodology for determining the impact of reductions in direct 

spending. Exhibit SCE-03, Vol. 5, Part 3, p. 52. DRA did not use this methodology. Exhibit SCE-18, Vol. 5, Parts 3&4, 
p. 39. 

1130 Exhibit SCE-18, Vol. 5, Parts 3&4, p. 40. 
1131 Exhibit SCE-03, Vol. 5, Parts 3&4, p. 1. 
1132 Exhibit SCE-18, Vol. 5, Parts 3&4, p. 42, Table III-25. 
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acceptable accounting treatment, and results in a net impact of zero.1133 DRA’s proposal does not reflect 

the established facts, and is inaccurate as a result.  

5.17.7.2 454.300 – SCE-Financed Added Facilities 

Added facilities (defined in CPUC Tariff Rule 2, Section H) are those installed in addition to, or 

in place of, standard facilities that the company would normally provide for the delivery of service. SCE 

may, at its discretion, provide financing for added facilities projects. The Company collects a monthly 

charge for added facilities, based on the applicable rate in Rule 2, which is recorded in this sub-

account.1134 

One DRA witness stated that SCE’s forecast for added facilities OOR was reasonable.1135 

Another DRA witness, however, asked for a reduction to the capital that drives the revenue for added 

facilities.1136 If DRA’s proposed reduction to the referenced capital expenditures is adopted, SCE’s 

forecast for added facilities revenues would need to be decreased as calculated in SCE’s rebuttal 

testimony.1137  

5.17.7.3 456.308 – Transmission Services for Generation & (456.340) Non-ISO Services 

The revenue recorded in Sub-Account 456.308 represents Firm Transmission Service provided to 

non-Public Power Utility customers using facilities not controlled by CAISO. The revenue is subject to 

FERC-approved rates. Revenue records to Sub-Account 456.340 for load dispatching services allocated 

to the operation of the Eldorado System, in accordance with the Eldorado System Operation Agreement. 

SCE forecasts $1.15 million for these activities in 2012.1138 

DRA proposes a five-year average forecast. This is contrary to the guidance provided by the 

Commission in D.89-12-057. There, the Commission stated that averaging is appropriate if the account 

has shown significant fluctuations from year-to-year. DRA’s own testimony recognizes that “revenues 

recorded in Sub-Accounts 456.308 and 456.340 remained relatively stable between 2005 and 2009.”1139 

Moreover, DRA’s proposed methodology is inappropriate because the vast majority of these revenues 

                                                 
1133 Exhibit SCE-03, Vol. 5, Parts 3&4, pp. 59-60; Exhibit SCE-18, Vol. 5, Parts 3&4, pp. 42-43. For example, if a customer 

requests temporary services costing $1,000, the customer payment of $1,000 is recorded into the same order where the 
work is performed. When the order is closed, the net zero amount is recorded to expense. 

1134 Exhibit SCE-03, Vol. 5, Parts 3&4, p. 63. 
1135 Exhibit DRA-05, p. 188. 
1136 Exhibit DRA-07, p. 58. 
1137  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 44. 
1138  Exhibit SCE-03, Vol. 5, Parts 3&4, pp. 72-73, Figure III-29. 
1139 Exhibit DRA-05, p. 191. 
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are based on FERC-approved rates that formed the basis for 2009 recorded.1140 SCE escalated these rate-

driven revenues to provide the forecast. Averaging past revenue and rates does not appear to be a 

reasonable way to obtain a forecast. 

5.17.7.4 456.700 – Customer-Financed Added/Interconnection Facilities 

This sub-account includes two activities: Added facilities and interconnection facilities.1141 

Interconnection facilities are installed and treated as added facilities. As such, they are owned, operated, 

and maintained by the company and subject to the same monthly charge and payment options as added 

facilities. SCE collects a monthly charge for these facilities, based on the applicable rate in Rule 2. 

SCE’s forecast of $11.609 million is based on existing facilities, plus new projects, and minus 

terminations of projects. For added facilities, we then added the 2005-2009 average year-over-year 

change to the 2012 forecast to calculate the 2013 and 2014 revenue.1142 

Similar to Sub-Account 454.300 (discussed above), one DRA witness indicated that SCE’s 

forecast revenues for this sub-account appear to be reasonable, but another DRA witness recommended 

a reduction to the capital that drives the revenue for added facilities.1143 If the proposed reduction to the 

referenced capital expenditures is adopted, SCE’s forecast for added facilities revenues would need to be 

decreased as calculated in SCE’s rebuttal testimony.1144 

6. CUSTOMER SERVICE 

6.1 Summary of Request for Customer Service Business Unit (CSBU) 

In 2012, SCE’s operations costs for Customer Service will increase by $29 million over the 2009 

recorded/adjusted costs of $271.2 million, primarily as a result of activities in support of new rates, 

programs and technologies, such as dynamic pricing rates for customers enabled by Edison 

SmartConnect, customer-owned Home Area Network (HAN) devices, and Plug-In Electric Vehicles 

(PEVs). Because the 2012 forecast is based on “business as usual”, it does not reflect the $26 million in 

Edison SmartConnect related operating benefits that are expected to be returned to ratepayers in 2012 

through the operation of the Edison SmartConnect Balancing Account.1145 In 2013, operations costs for 

Customer Service will increase by $4 million over the 2009 recorded/adjusted costs, and fully reflect the 

                                                 
1140  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 46. 
1141 The term “Interconnection facilities” refers to equipment installed to connect a producer's or customer's generator to 

SCE’s system as defined in CPUC Tariff Rule 21. 
1142 Exhibit SCE-03, Vol. 5, Parts 3&4, pp. 76-77. 
1143  Exhibit SCE-18, Vol. 5, Parts 3&4, p. 47; Exhibit DRA-05, p. 188; Exhibit DRA-07, p. 58. 
1144  Exhibit SCE-18, Vol. 5, pp. 47-48, Table III-30. 
1145 Exhibit SCE-04, Vol. 2, p. 17, Figure II-3, and lines 4-6. 
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ongoing operations costs of Edison SmartConnect as well as the offsetting Edison SmartConnect 

benefits of $58.2 million for CSBU, which are incorporated into this case as an offset to CSBU’s 2013 

operations cost forecast.1146 

To maintain operational efficiencies and continue to provide adequate customer service in the 

face of evolving customer needs and expectations, SCE needs to make capital investments in systems 

that will provide core functionalities for maximizing customer self-service options so that existing 

CSBU resources can be devoted to addressing more complex customer service issues arising from new 

rates, programs and technologies like dynamic pricing, HAN and PEVs. Achievement of energy policy 

objectives requires effective information and outreach to customers to encourage them to adopt new 

dynamic rates, demand response programs and technologies. It also requires us to meet our customers’ 

evolving needs and growing expectations to manage their energy usage and transact business over the 

internet and through other electronic means. The technology solutions proposed in this case are critical 

to effective customer engagement to meet the objectives of state and federal policies and our customers’ 

expectations and needs.  

TURN’s and DRA’s sweeping reductions are based on incorrect facts, assumptions, or analyses 

and are not supported by the record evidence. If adopted, their proposals would undermine SCE’s ability 

to provide adequate service, maintain operational efficiencies and meet state and Commission energy 

policy objectives. Thus, CSBU’s 2012 O&M Forecast of $299.9 million and 2103 O&M Forecast of 

$275.0 million should be approved. CSBU’s capitalized software projects described in Section 6.11 

below should also be approved. 

6.2 Customer Service Expenses – Integration of Edison SmartConnectTM Costs and Benefits 

The deployment of SCE’s advanced metering infrastructure, Edison SmartConnect, to 4.9 

million residential and small commercial customers is expected to be completed in 2012. The costs for 

this project were authorized in D.08-09-039 and will be recovered – and the benefits will be credited – 

through the operation of the Edison SmartConnect Balancing Account through 2012. Post-deployment 

costs will be recovered in this GRC. To account for the overlap of the Edison SmartConnect deployment 

with the first year of this GRC, SCE determined its operational estimates using a separate forecast for 

the 2012 Test Year for CSBU, constructed on a “business as usual” basis with the continuation of the 

Edison SmartConnect Balancing Account through 2012, and a separate forecast for the 2013 Forecast 

                                                 
1146 Accordingly, the Edison SmartConnect Balancing Account will not record Edison SmartConnect related operating 

benefits beyond 2012. Exhibit SCE-04, Vol. 2, p. 15, lines 3-8. 
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Year for CSBU, which reflects Edison SmartConnect fully deployed throughout CSBU.1147 The separate 

2013 Forecast for CSBU operations will be reflected in SCE’s 2013 attrition mechanism as a separate 

adjustment.1148 SCE proposes to continue the Edison SmartConnect Balancing Account in 2013 and 

2014 for purposes of recording deployment related costs for HAN functionality.1149  

Neither DRA nor TURN oppose the use of separate forecasts for 2012 and 2013 for CSBU; 

however, their recommendations for CSBU reveal a fundamental lack of appreciation for the impact the 

Edison SmartConnect integration has on the CSBU operational estimates. For example, DRA accepts 

the entirety of the $58.2 million in Edison SmartConnect operational benefits in CSBU’s 2013 Forecast 

Year, but disallows much of the incremental operational costs in CSBU in 2013 needed to achieve those 

benefits.1150 These 2013 costs are not embedded in recorded O&M costs, as DRA often mistakenly 

assumes,1151 because these activities have been recovered through the Edison SmartConnect Balancing 

Account or are new activities in 2013 in support of Edison SmartConnect enabled rates, programs and 

services. DRA cannot reasonably expect the entire $58.2 million in operating benefits from Edison 

SmartConnect to materialize in 2013 without adequate support and enabling activities for SmartConnect 

operations in 2013. CSBU’s 2013 forecasts reflect the operating costs that were included in the Edison 

SmartConnect business case reviewed by the Commission in authorizing the Edison SmartConnect 

deployment in D.08-09-039.1152 

In a similar vein, TURN advocates that all activities related to Edison SmartConnect must be 

funded through the Edison SmartConnect Balancing Account, regardless of whether those activities 

were within the scope of the deployment funding request authorized in D.08-09-039.1153 TURN appears 

to confuse the business case for Edison SmartConnect, which contemplated the costs and benefits of the 

investment over its 25-year life, with the authorized deployment funding, which sought recovery of a 

discrete set of activities related to the deployment during the 2008 – 2012 period. TURN’s position, like 

DRA’s, seeks the benefits of Edison SmartConnect without permitting SCE the costs to achieve them. 

                                                 
1147 Exhibit SCE-04, Vol. 1, p. 14, lines 11-28. 
1148 Exhibit SCE-04, Vol. 1, p. 14, lines 28 – p. 15, line 2. 
1149 For example, the deployment of Programmable Communicating Thermostats (PCTs) and in-home devices (IHDs) 

enabled by the HAN functionality as authorized in D.08-09-039. See Exhibit SCE-04, Vol. 1, p. 30. 
1150 Exhibit SCE-19, pp. 4-5. 
1151 See, e.g., Exhibit DRA-10, p. 11, lines 17-18 (training), p. 12, line 2 (PEV Readiness), p. 30, lines 29-31 (alerts and 

notifications).  
1152 Exhibit SCE-04, Vol. 1, p. 26, Table V-3. The 2013 forecast includes $1.449 million in incremental operations costs 

above the business case. 
1153 TURN-05, p. 5. 
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TURN takes issue with SCE’s inclusion of the $58.2 million in Edison SmartConnect operational 

benefits for CSBU as an offset to CSBU’s 2013 Forecast Year costs.1154 TURN proposes instead to 

require SCE to continue the $1.42 per-meter per-month operational credit that was negotiated as part of 

the DRA-SCE settlement approved in D.08-09-039.1155 SCE has demonstrated that the $1.42 per-meter 

per-month is not relevant to the post deployment period (2013 and beyond); that it was one aspect of an 

overall negotiated settlement between SCE and DRA for the deployment of Edison SmartConnect, and it 

was not contemplated for use beyond 2012.1156 SCE’s method for returning the $58.2 million in CSBU 

operational benefits to ratepayers in 2013 is reasonable and should be approved. 

6.3 Customer Service Expenses – Operations 

6.3.1 Customer Growth 

The costs of many activities in Customer Service operations are directly impacted by customer 

growth. DRA opposes six of the 14 instances in which SCE has adjusted to its costs to account for 

customer growth, concluding that the recorded costs did not appear to increase proportionately to 

customer growth during the historical period.1157 In reaching this conclusion, DRA relies on randomly 

selected historical cost comparisons, disregards historical experience and information on activities that 

impacted recorded costs, and overlooks other relevant data, such as productivity initiatives that produced 

15 separate cost savings adjustments to individual FERC accounts, in reaching its conclusion.1158 The 

record evidence demonstrates the fallacy of DRA’s conclusion.1159 

In the last four SCE GRCs (1995, 2003, 2006 and 2009), the Commission has approved customer 

growth adjustments as a reasonable means to forecast customer service accounts.1160 The Commission 

should do so in this case as well. There is no basis in the record for rejecting SCE’s customer growth 

adjustments. 

6.3.2 Dynamic Pricing 

Various areas of Customer Service operations are impacted by the implementation of dynamic 

pricing rates for small business customers (under 200 kW) pursuant to the Commission’s directive in 

D.09-08-028. SCE has appropriately accounted for these impacts in its cost forecasts for 2012 and 

                                                 
1154 TURN-05, pp. 8-12. 
1155 Exhibit TURN-05, pp.11-12; Exhibit SCE-19, p. 16, lines 23-25 and fn. 45. 
1156 Exhibit SCE-19, p. 16, line 25 – p. 17, line 8. 
1157 Exhibit DRA-10, p.10, lines 15-16. 
1158 Exhibit SCE-19, p. 26, line 18 - p. 27, line 7. 
1159 Exhibit SCE-19, p. 26, line 12 - p.31, line 18; see also the analysis of various accounts in Section 6.3.5, infra. 
1160 Exhibit SCE-19, p. 30, lines 5-13. 
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2013.1161 DRA accepts the majority of operational costs to support dynamic pricing, but rejects 

capitalized software to support dynamic pricing on the mistaken belief that a delay in SCE’s GRC Phase 

2 proceeding, in which the new rates will be approved, eliminates SCE’s need to begin systems 

work.1162 DRA also rejects education and outreach for small business customers (Account 908.640), 

who will be significantly impacted by mandatory time-of-use pricing, on the erroneous assumption that 

funding for residential customer education and outreach (Account 905.900), and the handling of small 

commercial customer inquiries (Account 908.600) will be sufficient to cover small business customer 

education and outreach needs (Account 908.640).1163 

On the other hand, TURN rejects all dynamic pricing costs on the faulty theory that these post-

deployment costs are “caused” by Edison SmartConnect and should be funded by the Edison 

SmartConnect Balancing Account.1164  

Neither DRA nor TURN offers any reasonable basis for denying the dynamic pricing costs in 

this case. SCE’s dynamic pricing costs are fully supported by the record, including extensive evidence 

on the state’s and Commission’s goals for implementing dynamic pricing for all residential and small 

commercial customers in California.1165 These costs are not within the scope of the Edison 

SmartConnect deployment funding; they are appropriately included in this GRC and should be approved 

in their entirety. 

6.3.3 Home Area Network (HAN) 

Various areas of Customer Service operations are impacted by the deployment of customer-

owned HAN devices in California, and SCE has appropriately accounted for these impacts in its cost 

forecasts for 2012 and 2013.1166 DRA requests summary denial of all HAN-related costs in SCE’s 2012 

and 2013 forecasts for CSBU on the erroneous assumption that a delay in national HAN 

communications standard negates the need for HAN support costs in 2012 and 2013.1167 The 

Commission in a recently issued decision in the SmartGrid OIR expressed its support for HAN 

implementation despite a delay in the national standard: 

                                                 
1161 Exhibit SCE-19, p. 17, line 20 - p. 20, line 27. 
1162 Exhibit SCE-19, p. 17, line 22 – p. 19, line 2. 
1163 Exhibit SCE-19, p. 19, line 5 - p. 20, line 27. 
1164 Exhibit TURN-05, p.5.  
1165 EAP Update (2008) reiterates these goals (at pp. 10-11) and explains that “the area of greatest remaining challenge for 

demand response policy is in the development of dynamic pricing tariffs ….” See Exhibit SCE-19, p. 3, fn. 3. 
1166 Exhibit SCE-19, pp. 6-15. 
1167 Exhibit DRA-10, pp. 13-14; Exhibit SCE-19, pp. 105-106. 
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With the continuing delays in the development of SEP 2.0, it is reasonable to order SCE, 
SDG&E, and PG&E to work with Commission staff and to file a Tier 3 advice letter within 
four months to develop Smart Meter HAN implementation plans specific to each. Each 
implementation plan should include an estimated rollout implementation strategy, including a 
timetable, for making HAN functionality and benefits generally accessible to customers in a 
manner similar across all three companies. The implementation plans shall include an initial 
phase with a rollout that enables up to 5,000 HAN-enabled devices to be directly connected 
with Smart Meters as envisioned in the decisions approving the deployment of AMI, even if 
full functionality and rollout to all customers awaits resolution of technology and standard 
issues. The implementation plans should envision a rollout of a service by March 1, 2012 . . . . 
1168 

This directive in the SmartGrid OIR is consistent with the Commission’s longstanding 

commitment to provide customers with near real-time access to usage information through the HAN to 

empower customers to actively manage their energy consumption and costs.1169 With the 

implementation of the HAN pilots by 2012, along with a growing number of HAN-enabled devices 

available to customers,1170 SCE reasonably expects to support a growing population of customer-owned 

HAN devices in 2012 -2014 and will incur incremental expenses to do so.1171 Those costs, which include 

HAN training, education and outreach, and troubleshooting and other support for customer-owned 

devices, are included in this case and should be approved. 

TURN claims that SCE should be required to fund the HAN-related activities in this case 

through the Edison SmartConnect Balancing Account.1172 While basic HAN functionality was funded as 

part of the Edison SmartConnect deployment, the costs in this case are incremental to that basic 

functionality and will provide ongoing support for HAN customers.1173 SCE’s HAN-related costs are 

fully supported by the record, including extensive evidence on national, state and Commission goals for 

technologies, like HAN, that support “smart” energy customers.1174 These costs are not within the scope 

of the Edison SmartConnect deployment funding; as ongoing costs, they are appropriately included in 

this GRC and should be approved in their entirety. 

                                                 
1168 D.11-07-056, p. 116. 
1169 Exhibit SCE-19, pp. 6-9. 
1170 SCE-04, Vol. 2, p. 21, lines 26-31; Exhibit SCE-19, p. 11, lines 1-22. 
1171 The HAN pilot ordered in the SmartGrid OIR is within the scope of the Edison SmartConnect deployment authorization 

and will be funded by the Edison SmartConnect Balancing Account, as SCE witness Lawrence Oliva acknowledged 
during evidentiary hearings. The costs for the HAN pilot are not included in this case. See SCE, Oliva, Tr. 15/2105, line 
25 – 2106, line 10. 

1172 Exhibit TURN-05, pp.17-21. 
1173 Exhibit SCE-19, p. 12, line 17 – p. -13, line 2. 
1174 Exhibit SCE-19, pp. 6-9. 
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6.3.4 Plug-In Electric Vehicles (PEVs) 

Various areas of Customer Service operations are impacted by the deployment of PEVs in 

California, and SCE has appropriately accounted for these impacts in its cost forecasts for 2012 and 

2013.1175 TURN and DRA request summary denial of all PEV-related costs in SCE’s 2012 and 2013 

forecasts for CSBU. TURN opposes any support for PEVs, while DRA questions SCE’s assumptions for 

PEV volumes in 2012.1176 DRA’s and TURN’s disallowance of all PEV costs in this case is contrary to 

state and Commission policies on PEVs and should be rejected. Senate Bill 626 directed the 

Commission to adopt rules to facilitate “the widespread deployment” of PEVs in California, and the 

Commission, in compliance with that mandate, issued D.10-07-044 (Phase 1 Decision) and D.11-07-029 

(Phase 2 Decision) in the Alternative-Fueled Vehicle OIR.1177 The Phase 1 Decision demonstrates the 

Commission’s support for the PEV market and the Phase 2 decision directs SCE and the other investor-

owned electric utilities to educate PEV customers on issues such as safety, reliability, available PEV 

rates and metering options, the importance of off-peak charging, and the environmental and societal 

benefits of PEVs.1178 SCE cannot discharge this mandate without incurring incremental costs, as the 

Commission acknowledged in D.11-07-029.1179 

DRA’s and TURN’s positions on PEV are untenable in light of the Commission’s policies and 

directives on PEVs. The record contains extensive evidence in support of SCE’s PEV costs, and they 

should be approved.1180 

6.3.5 Issues Affecting Specific Customer Service FERC Accounts 

6.3.5.1 Account 901 Business Unit Management and Support 

DRA proposes a lower forecast based on a five-year historical average with no adjustments, 

resulting in a 51 percent reduction to SCE’s forecast increase.1181 The record demonstrates that DRA’s 

forecast is inadequate to properly train CSBU personnel. SCE has demonstrated its need and costs for 

Job Skills Training to prepare CSBU organizations and personnel for the new dynamic rates for small 

business customers; the new or enhanced functionalities from core customer service systems, such as 

                                                 
1175 Exhibit SCE-19, p. 21, lines 1-19. 
1176 Exhibit TURN-05, pp. 12-17; Exhibit DRA-10, pp. 11-13. 
1177 See generally Rulemaking (R.)09-08-009. 
1178 See generally D.11-07-029. 
1179 D.11-07-029 at p. 69 directs the investor-owned utilities to request approval of PEV education and outreach activities “in 

general rate cases, where low emission vehicle programs funding levels are currently set.” 
1180 See Section 5.2.2 infra regarding SCE’s PEV forecast; Section 6.11.2 regarding PEV support systems; and the analysis 

in Sections 6.3.5.1, 6.3.5.3, 6.3.5.5, 6.4.1.1, 6.4.1.2, 6.4.1.4, and 6.4.1.7, infra of various FERC accounts. 
1181  Exhibit DRA-10, pp. 10-14. 
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Customer Relationship Management, Customer Service System (CSS), SCE.com, Intelligent Mail 

Barcode, Interactive Voice Response (IVR), Alerts and Notifications, and the Meter Data Management 

System (MDMS); and new technologies such as PEV and HAN.1182   

SCE has also demonstrated that Business Unit Management and Support costs are impacted by 

customer growth, and a customer growth adjustment to this account is warranted in this case, as it was in 

the 2009 GRC.1183  

DRA’s and TURN’s recommendations to disallow training to support PEV and HAN1184 are 

unreasonable. The Commission has directed SCE and the other investor-owned electric utilities to 

facilitate customer adoption of PEVs and HAN devices because the Commission recognizes that these 

technologies are important to achieving the state’s energy policies and environmental goals.1185 SCE has 

demonstrated the need for training for its call center representatives to assist customers with questions 

regarding HAN device registration or troubleshooting, PEV rates and metering options, utility 

requirements for charging installation, and other related matters.1186 The HAN costs in this account 

should not be recovered in the Edison SmartConnect Balancing Account, as TURN requests, for reasons 

discussed in Section 6.2.3 above. 

Accordingly, the Commission should approve SCE’s forecasts of $14.630 million in 2012 and 

$14.772 million in 2013. 

6.3.5.2 Account 902 Meter Reading 

DRA’s proposed disallowance of a customer growth adjustment for this account1187 does not 

comport with the evidence that meter reading costs have increased by 4.2 percent from 2005 to 2008, for 

an average of 1.4 percent per year, significantly higher than SCE’s customer growth adjustment of 0.61 

percent per year from 2009 to 2012.1188 DRA’s reliance on the decrease in costs from 2008 to 2009 as 

the sole basis for rejecting a customer growth adjustment is unreasonable because costs in 2008 were 

unusually high, as the active enforcement of policies regarding aggressive dogs and fence jumping 

required the addition of meter readers, and costs in 2009 were unusually low, due to meter reader 

                                                 
1182 Exhibit SCE-04, Vol. 2, p. 109, lines 11-21; Exhibit SCE-19, p. 33, lines 6-21. 
1183 D.09-03-025, p. 104, finding that it is reasonable that forecasts for FERC Accounts impacted by customer growth, 

including Account 901, should be adjusted for customer growth; See also Exhibit SCE-19, p. 33, lines 22-28. 
1184 Exhibit DRA-10, pp. 20-21; Exhibit TURN-05, pp. 12-21. 
1185 See Sections 6.3.2, 6.3.3, and 6.3.4, supra. 
1186 Exhibit SCE-19, pp. 34-36. 
1187 Exhibit DRA-10, pp. 18-19. 
1188 Exhibit SCE-19, p. 38, lines 5-9. 
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attrition and improved access to 45,000 unsafe or hard to read meters.1189 These facts explain the 

decrease in recorded costs from 2008 to 2009, and dispel the notion that customer growth has no impact 

on meter reader costs.   

Moreover, customer growth will continue to impact meter costs in 2013 because approximately 

seven percent of SCE meters will continue to require on-site meter reads.1190 Accordingly, the 

adjustments in 2012 and 2013 for customer growth are warranted, and SCE’s forecasts of $45.113 

million for 2012 and $12.340 million for 2013 should be approved. 

6.3.5.3 Account 902.300 SmartConnect Operations Center 

SCE’s forecasts for 2012 and 2013 include costs for troubleshooting support for HAN-enabled 

customer devices and PEV-related support costs. Forecast Year 2013 also includes the costs needed for 

the ongoing operation and maintenance of the Edison SmartConnect telecommunication data 

management system.1191 DRA and TURN summarily deny the HAN and PEV costs without any 

legitimate basis for doing so.1192 The Commission has directed SCE and the other investor-owned 

utilities to facilitate customer adoption of PEVs and HAN devices because these technologies are 

important to achieving the state’s energy policies and environmental goals.1193 SCE’s need for HAN-

related costs is not negated by the delay in national standards, as DRA mistakenly assumes.1194 Indeed, 

the Commission has directed SCE and the other electric investor-owned utilities to implement HAN 

functionality starting in 2011, and SCE expects to support a growing population of customer-owned 

HAN devices in 2012-2014.1195 And, contrary to TURN’s claim, the HAN operational costs should not 

be recovered in the Edison SmartConnect Balancing Account; they are appropriately included in this 

GRC, as discussed in Section 6.2.3 above.1196 

DRA’s recommendation to reduce SCE’s 2013 forecast by 69 percent1197 defies reason. SCE’s 

2013 costs cannot be reliably forecast based on two months of recorded labor and non-labor in January 

and February 2011, because the scope of SOC operations will expand significantly upon the full 

                                                 
1189 Exhibit SCE-19, p. 37, line 23 – p. 38, line 3. 
1190 Exhibit SCE-19, p. 39, lines 1-5. 
1191 Exhibit SCE-19, p. 39, lines 14-23. 
1192 TURN-05, pp. 11-21; DRA-10, pp. 11-13. See also Exhibit SCE-19, p. 39, lines 25-27.  
1193 See Sections 6.3.3 and 6.3.4, supra. 
1194 Exhibit DRA-10, pp. 13-14; Exhibit SCE-19, pp. 105-106. 
1195 D.11-07-056, pp. 4, 106, 119, and Ordering Paragraph 10, ordering the utilities to implement HAN pilots in 2011. See 

also Exhibit SCE-19, p. 40, lines 1-6. 
1196 Exhibit SCE-19, p. 40, lines 7-11. 
1197 Exhibit DRA-10, pp. 21-23. 
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deployment of Edison SmartConnect in comparison to the SOC operations in early 2011, as is fully 

explained in SCE’s testimony.1198 

The record demonstrates the reasonableness of SCE’s forecasts of $1.089 million for 2012 and 

$13.115 million for 2013. 

6.3.5.4 Account 903.200 Credit 

DRA’s proposed disallowance of a customer growth adjustment1199 is unreasonable because the 

evidence shows that the customer growth has impacted this account by 0.51 percent over the historical 

period. Lower costs in 2008 – 2010 were the result of the Commission’s temporary moratorium on 

credit disconnections, which dropped by 21 percent in 2010, not a reversal of the impact of customer 

growth on credit activities as DRA claims.1200  

DRA’s rejection of the cost increase for after-hour service connections and reconnections1201 is 

unreasonable. SCE has explained the need to recover the costs associated with after-hours work for 

residential customers whose service cannot be turned on using the Remote Service Switch (RSS) 

functionality. The costs are fully justified and recovered through the reduced Service Fees, which DRA 

did not oppose.1202 Also, SCE’s plans for in-person disconnection notices for special needs customers, 

fraud prevention and deposit guarantor activities, and disconnection alerts and notifications using email, 

text messaging, or automated phone are consistent with Commission’s policies or SCE’s obligations 

under the law, and the associated costs should be approved.1203  

The record supports approval of SCE’s forecasts of $17.815 million for 2012 and $11.662 

million for 2013 in their entirety. 

6.3.5.5 Account 903.500 Billing 

DRA recommends denial of all costs associated with the additional 77 personnel needed in 2013 

and beyond to provide ongoing, core billing support for the massive amount of interval usage data 

generated by Edison SmartConnect.1204 DRA’s position is untenable because it would render the interval 

usage capabilities of the Edison SmartConnect system virtually useless. It would also deny SCE the 

ability to generate the SmartConnect billing benefits of $1.502 million for 2013, which DRA readily 

                                                 
1198 Exhibit SCE-19, pp. 41-42.  
1199 Exhibit DRA-10, p. 26, lines 3-11, and p. 30, lines 8-10. 
1200 Exhibit SCE-19, p. 44, lines 8-25. The temporary moratorium was ordered in R.10-02-005. 
1201 Exhibit DRA-10, p 26, lines 12-26, and p. 30, lines 11-13. 
1202 Exhibit DRA-10, p. 94, lines 6-9. 
1203 Exhibit SCE-19, pp. 46-49. 
1204 Exhibit DRA-10, p. 36, line 16 – p. 37, line 2.  
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accepts in this case. The record evidence is extensive on SCE’s need for the additional 77 positions for 

billing support.1205 Edison SmartConnect will collect hourly or 15-minute interval usage data on nearly 

five million residential and small commercial customers. The Meter Data Management System (MDMS) 

will validate, edit and estimate this massive amount of data to support the usage calculations necessary 

to generate a bill for each customer.1206 This complex process cannot be performed in the absence of 

human intervention, as DRA erroneously assumes. To the contrary, as SCE witness Charlie Hu testified: 
As rates become more complex and as more customers opt into [time of use] and other 
complex billing options, the manual intervention requirements continue to grow. In 2010, 
Billing System Generated exceptions grew 17 percent. . . . [Moreover] this exponential 
growth in the volume and complexity of billing data will have a significant increase in 
interval usage exceptions. SCE’s Billing Group must still maintain current levels of service 
with accurate and timely bills, now with complicated immense volumes of data.1207 

The Commission should reject DRA’s denial of the increased costs to support the billing 

functions for Edison SmartConnect customers as unreasonable, contrary to state and Commission 

policies for dynamic pricing and demand response, and inconsistent with DRA’s acceptance of the 

Edison SmartConnect benefits in this account. SCE cannot generate the benefits without the necessary 

billing costs. Other recommended reductions should also be rejected. DRA’s disallowance of a customer 

growth adjustment is unjust because the record demonstrates that SCE’s billing costs increase as the 

number of customers grows.1208 Fluctuations in billing costs over the historical period are cyclical and 

occur regularly with each GRC as new rates are introduced; they are not evidence of a reversal of 

customer growth impact on this account.1209 TURN’s rejection of all PEV-related costs1210 is 

unreasonable and contrary to Commission policy. The record evidence supports SCE’s increased billing 

costs for PEV rates.1211 And, SCE’s plans for Braille bills are reasonable and supported by the SCE-

DisabRA settlement.1212 

SCE’s forecasts of $17.902 million for 2012 and $21.364 for 2013 should be approved. 

                                                 
1205 Exhibit SCE-04, Vol. 2, pp. 161-162; Exhibit SCE-19, pp. 53-55. 
1206 Exhibit SCE-19, p. 53, lines 16-28. 
1207 Exhibit SCE-19, p. 54, lines 6-8, 23-26. 
1208 Exhibit SCE-19, pp. 50-52. 
1209 Exhibit SCE-19, p. 51, lines 2-10. 
1210 Exhibit TURN-05, pp. 13-17. 
1211 Exhibit SCE-19, p. 52, lines 8-21. 
1212 Exhibit SCE-19, p. 51, line 18 - p. 52, line 7. See also A.07-11-011, SCE and DisabRA Joint Motion for Approval of 

Settlement, Attachment A (SCE-DisabRA Settlement) (adopted without modification by D.09-03-025, Ordering 
Paragraph 26), p. 11. 
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6.3.5.6 Account 903.800 Customer Communication Organization 

DRA alone recommends rejecting SCE’s competitive wage increase for customer call center 

representatives,1213 whose average salaries are significantly lower – by more than 30 percent – than the 

average salaries of the call center employees of the other California utilities.1214 DRA incorrectly 

assumes the labor escalation in this case will accommodate SCE’s need to bring the call center 

representatives’ wages to market. To the contrary, the labor escalation maintains the status quo. The 

competitive wage increase will bring SCE’s average salaries for customer call center representatives to a 

level that, while still below other California utilities’ average salaries, will enable SCE to attract and 

retain qualified employees to provide adequate customer service.1215 This additional cost is reasonable 

and should be approved. 

DRA’s disallowance of a customer growth adjustment1216 does not comport with evidence that 

call center costs increase with customer growth. In fact, the annual average increase in costs from 2005 - 

2009 was 2.6 percent, which is notably higher than SCE’s customer growth adjustment from 2009 - 

2012 of 0.61 percent per year.1217 DRA ignores these relevant facts, the Commission should not; the 

customer growth adjustment is warranted for this account. Additionally, call volumes and call handle 

times impact call center costs, and SCE has demonstrated that call volumes and call handle times are 

increasing at a greater rate than customer growth, justifying an increase in costs to adequately support 

the increase in customer call handle times and volumes.1218 

The record substantiates the reasonableness of SCE’s forecasts of $47.020 million for 2012 and 

$50.559 million for 2013. 

6.3.5.7 Account 904 – Uncollectibles 

SCE proposes an uncollectible factor of 0.229 percent for 2012 and 2013 based on an eight year 

average over the last ten years, and includes several adjustments that are not in dispute.1219 Aglet 

supports the use of an historical average to forecast the uncollectible factor, but objects to SCE’s 

exclusion of data from two years, 2005 and 2006, which are abnormally low. Aglet believes these two 

                                                 
1213 Exhibit DRA-10, p. 41, lines 7-9. 
1214 Exhibit SCE-19, p. 60, lines 2-4 & 9-10. 
1215 Exhibit SCE-19, p. 60, lines 4-8 & 11-14, and p. 61, lines 1-2. 
1216 Exhibit DRA-10, p. 39, lines 19-26. 
1217 Exhibit SCE-19, pp. 56-57. 
1218 Exhibit SCE-19, pp. 57-59. 
1219 Exhibit SCE-19, p. 62, lines 3-8, 16, 23; See also Exhibit SCE-04, Vol. 2, pp. 178-180, explaining the adjustments in 

detail. 



 

 -186-  

years are not anomalous and should be included for a ten-year average uncollectible factor (including 

SCE’s adjustments) of 0.205 percent.1220 

Despite Aglet’s claims to the contrary, there is sufficient justification in the record to exclude 

2005 and 2006 data from the historical average used to forecast SCE’s uncollectible factor. The 2005 

and 2006 uncollectible factors are 47 percent lower than the most recent 10-year average and have an 

extremely low statistical likelihood of reoccurrence.1221 These facts warrant their exclusion from the 

average. Indeed, if 2005 and 2006 uncollectible factors were 47 percent higher than the most recent 10-

year average and had an extremely low reoccurrence probability, there would likely be no dispute that 

such data should be excluded from SCE’s forecast.1222   

SCE’s eight-year average produces an uncollectible factor that is lower than the 20- and 15-year 

averages but higher than the 10- and 5-year averages. The resulting 0.229 percent is reasonable when 

compared to SCE’s 2010 recorded uncollectible factor of 0.246, and the steady upward trend in 

uncollectibles starting in 2007 from the economic recession.  

As for Aglet’s claim that SCE must show “causality” between the abnormally low uncollectibles 

in 2005 and 2006 and the availability of excessive credit from sub-prime lending, SCE disagrees.1223 

Requiring SCE to prove a direct causal link between the excesses of sub-prime lending and SCE’s 2005 

and 2006 uncollectible factors would be unreasonable. SCE has offered a reasonable and plausible 

explanation for the anomaly, supported by analysis and authoritative research.1224 

6.3.5.8 Account 905.300 Policy Adjustments 

SCE’s forecast of $726,000 for Test Year 2012 and Forecast Year 2013 includes a ratepayer 

contribution to SCE’s service guarantee payments to customers, which DRA opposes.1225 SCE has 

demonstrated that the existing service guarantees of 100 percent performance on timely and accurate 

bills and 100 percent performance on timely customer appointments are unreasonable because they do 

                                                 
1220 Exhibit Aglet-01, pp. 16-17. 
1221 SCE, Huckaby, Tr. 15/2121 2122. 
1222 At hearings, witness Huckaby testified that, unlike 2005 and 2006, the uncollectible factor in 2000 has a 50 percent 

chance of reoccurrence during the GRC period, and is well within normal range over the last 20-year period. Thus, while 
it is 37 percent higher than the average over the last 10 years, the 2000 factor is not considered an anomaly. SCE, 
Huckaby, Tr. 15/2122-2124. 

1223 Exhibit Aglet-01, p. 16, lines 16-18. 
1224 Exhibit SCE-19, p. 65, lines 8-13, explaining “SCE cited authoritative research that concluded the subprime boom 

peaked in 2005 and 2006. Whether one accepts this fact or not, SCE’s own empirical evidence suggests that something 
out of the ordinary caused the credit write-off during these two years to be nearly 50 percent below the recent 10 year 
average. Rigorous statistical analysis is not necessary to prove the anomalous nature of the uncollectible factors recorded 
for these two years; one need only look at the [data] SCE presented . . . .” 

1225 Exhibit DRA-10, pp. 45-46. 
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not reflect customers’ expectations for service or comport with safety requirements for field service 

personnel.1226 A ratepayer contribution to these service guarantees is reasonable and should be approved.  

6.3.5.9 Account 905.800 Consumer Affairs 

DRA’s recommended five-year average1227 forecast is not contradicted by evidence that the 

number of customer concerns handled by Consumer Affairs from 2005 – 2009 rose by 91 percent.1228 

There are no fluctuations in the recorded costs over the historical period to support DRA’s use of an 

average to generate lower forecasts for this account,1229 and SCE has justified its need for three 

additional employees to support the expected increase in activities.1230 DRA’s rejection of the increased 

costs to serve the growing population of special needs customers1231 is also unsupportable.1232 The 

evidence shows that the elderly customer population has grown by 17 percent in the last three years, and 

is expected to increase by 40.3 percent from 2010 to 2020.1233 Additionally, the elderly customer 

population in ethnic communities is expected to increase at an even greater rate of 68.2 percent over the 

same period of time.1234 SCE’s increased costs to continue to provide adequate support to the growing 

number of special needs customers are reasonable, and are upported by the evidence and the SCE-

DisabRA Settlement.1235 SCE’s forecasts of $1.463 million for 2012 and 2013 should be approved.  

6.3.5.10 Account 905.900 Market Research and Communications 

DRA seeks a lower forecast in this account by using a five-year historical average;1236 however, 

this account shows an upward trend in recorded costs over the historical period, justifying SCE’s use of 

last recorded year costs as the base forecast.1237 DRA opposes SCE’s adjustments for website 

accessibility, remediation and enhancements, energy information and tools outreach, and incremental 

funding for dynamic pricing in 2013, but provides no reasonable basis for doing so.1238 As the record 

evidence demonstrates, these activities are incremental to existing activities in this account and 

consistent with state and Commission policies for facilitating customer adoption of dynamic rates and 
                                                 
1226 Exhibit SCE-19, p. 67, lines 6-24. 
1227 Exhibit DRA-10, p. 47, lines 19-20. 
1228 Exhibit SCE-19, pp. 69-70. 
1229 Exhibit SCE-19, p. 70, lines 1-12, and Table III-11.  
1230 Exhibit SCE-19, pp. 69-72. 
1231 Exhibit DRA-10, p. 48, lines 1-3. 
1232 “Special needs customers” include critical care, elderly (seniors), and disabled customers.  
1233 Percentage growth over 2010 levels. Exhibit SCE-19, p. 70, lines 15-18. 
1234 Exhibit SCE-19, p. 70, lines 17-19. 
1235 Exhibit SCE-19, pp. 70-72. See also SCE-DisabRA Settlement, pp. 6-11. 
1236 Exhibit DRA-10, p. 50, lines 8-11. 
1237 Exhibit SCE-19, p. 74, line 13 – p. 75, line 2. 
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customer engagement in active energy management as the preferred means of meeting the growing 

demand for electricity in California.1239 Customers must be made aware of the new rates, energy 

information and tools, learn how these resources can assist them in managing their energy consumption 

and costs, and have positive experiences with these resources on-line so they will continue to use them. 

These activities are reasonable, and SCE’s forecasts of $8.645 million for 2012 and $10.091 million for 

2013 should be approved in their entirety. 

6.3.5.11 Account 586.400 Test and Inspect Meters  

DRA relies on faulty analysis to erroneously conclude that this account is not impacted by 

customer growth.1240 SCE has shown that costs have grown by 2.7 percent from 2005 to 2009, for an 

average of 0.7 percent per year, which is very close to the average customer growth rate over this 

period.1241 An adjustment for customer growth is appropriate.  

TURN’s and DRA’s rejection of costs to support testing and inspection for PEV second 

meters1242 is unreasonable. In D.11-07-029 the Commission directed SCE and the other investor-owned 

utilities to offer all available metering options to PEV customers, including PEV second meters.1243 

These costs are not embedded in existing rates,1244 and there is no basis for disallowing costs needed to 

adequately support this mandate. 

DRA mistakenly assumes that SCE’s need for HAN-related costs is negated by the delay in 

national standards.1245 The Commission has directed SCE and the other electric investor-owned utilities 

to implement HAN functionality starting in 2011; SCE expects to support a growing population of 

customer-owned HAN devices in 2012-2014.1246 Contrary to TURN’s claim,1247 HAN operational costs 

                                                 
Continued from the previous page 
1238 Exhibit DRA-10, p. 50, lines 12-21. 
1239 Exhibit SCE-19, pp. 75-78. EAP Update (2008) reiterates these goals (at pp. 10-11) and explains that “the area of 

greatest remaining challenge for demand response policy is in the development of dynamic pricing tariffs ….” See 
Exhibit SCE-19, p. 3, fn. 3. 

1240 Exhibit DRA-10, p. 55, lines 15-20. 
1241 Exhibit SCE-19, p. 115, lines 12-15. 
1242 Exhibit TURN-05, pp. 16-17; Exhibit DRA-10, p. 55, lines 21-24, and p. 57, lines 18-21. 
1243 D.11-07-029, pp. 32-48. 
1244 Exhibit SCE-19, p. 116, lines 3-10. 
1245 Exhibit DRA-10, pp. 13-14; Exhibit SCE-19, pp. 105-106. 
1246 D.11-07-056, pp. 4, 106, 116, 119, and Ordering Paragraph 10, ordering the utilities to implement HAN pilots and a 

rollout of service by March 1, 2012. See also Exhibit SCE-19, p. 116, lines 16-29. 
1247 Exhibit TURN-05, pp. 18-21. 
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should not be recovered in the Edison SmartConnect Balancing Account; they are appropriately 

included in this GRC, as discussed in Section 6.3.3 above.1248 

SCE’s forecasts of $11.196 million in 2012 and $11.334 million in 2013 should be approved. 

6.3.5.12 Account 587.200 Energy Theft 

TURN’s and DRA’s recommendations to disallow $1.908 million to fund 22 full-time 

employees to provide revenue protection services in 20131249 is not justified in light of the record 

evidence that (i) the Commission in D.08-09-039 directed SCE to conduct annual inspections on 0.5 

percent of Edison SmartConnect meter population for energy theft; (ii) the Edison SmartConnect system 

has the ability to detect various forms of meter tampering, including removing the meter, inverting the 

meter, and opening the service switch,1250 which will generate hundreds of tamper flags monthly that 

will need to be investigated by field service representatives; (iii) the Edison SmartConnect system’s 

Meter Data Management System (MDMS) will be programmed to search for unusual usage patterns, 

which when detected will need to be analyzed for possible bypass or theft; and (iv) the leads from the 

Edison SmartConnect system capabilities and annual inspections are expected to significantly increase 

field investigations and confirmed theft cases – from 11,742 investigations in 2009 to more than 42,000 

in 2012; and from 1,935 confirmed theft cases in 2009 to more than 7,000 in 2013 and beyond.1251 The 

annual energy theft revenue is expected to be $8.5 million, which more than justifies the cost of the 

additional 22 full-time employees needed to perform the investigations.1252  

SCE’s forecast of $2.905 million in 2012 and $4.813 million in 2013 should be approved. 

6.4 Customer Service Expenses – Information Delivery 

Various areas of Customer Service information delivery are impacted by the implementation of 

dynamic rates and the deployment of PEVs and customer-owned HAN devices for the same reasons 

discussed in Sections 6.3.2, 6.3.3 and 6.3.4 above. 

                                                 
1248 Exhibit SCE-19, p. 117, lines 1-2, 16-17. 
1249 Exhibit TURN-09, pp. 37-38; Exhibit DRA-10, p. 60, lines 3-16. 
1250 Exhibit SCE-19, p. 122, lines 14-19. 
1251 Exhibit SCE-19, pp. 119-121, 123. The field investigations are expected to increase by 47 percent and the confirmed 

theft cases by 374 percent. 
1252 Exhibit SCE-19, p. 121, lines 6-15. 
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6.4.1 Issues Affecting Specific Customer Service FERC Accounts 

6.4.1.1 Account 907.600 Business Unit Management and Support 

TURN recommends rejecting all PEV-related forecast costs in this account for Test Year 2012 

and Forecast Year 2013.1253 As discussed in Section 6.3.4 above, TURN’s summary denial of SCE’s 

PEV costs in this case is unreasonable and contrary to Commission policy. TURN declined to review the 

merits of any of SCE’s PEV-related costs, and thus provides no legitimate basis for rejecting any of 

those costs. Accordingly, SCE’s forecast costs of $10.729 million in 2012 and $11.123 million in 2013 

for this account – which include PEV-related costs – should be approved in their entirety. 

6.4.1.2 Account 908.600 Account Management 

SCE’s 2012 and 2013 forecasts include PEV readiness activities; dynamic pricing; and outage 

communications. TURN summarily rejects SCE’s PEV readiness costs on policy grounds and provides 

no analysis of the merits of the cost forecasts.1254 As discussed in Section 6.3.4 above, TURN’s 

summary denial of SCE’s PEV costs is unreasonable, contrary to Commission policy, and should be 

rejected. DRA recommends rejection of PEV costs in this account based on a hunch that SCE’s 

commercial customers that install charging facilities will receive support from the auto manufacturers 

and dealers.1255 In fact, as SCE has shown, business customers installing PEV charging for use by their 

customers, tenants and/or employees will likely not receive support from auto manufacturers and dealers 

because they are not purchasing PEVs; rather they are installing charging equipment for use by PEVs 

owned by others.1256   

TURN does not dispute the reasonableness SCE’s forecast costs to support small business 

customers impacted by new dynamic pricing rates, but recommends the Commission deny funding for 

these activities in this GRC and direct SCE to recover the expenses from its Edison SmartConnect 

Balancing Account.1257 TURN’s request is unreasonable because these dynamic pricing related costs for 

2012 and 2013 are not within the scope of the funding approved by the Commission in D.08-09-039 for 

the Edison SmartConnect deployment.1258 

                                                 
1253 Exhibit TURN-05, p. 13, Table 2. 
1254 Exhibit TURN-05, pp. 13-17. 
1255 Exhibit DRA-10, p. 12, line 22 - p. 13, line 3. 
1256 Exhibit SCE-04, Vol. 3, p. 9, lines 14-16, and p. 26, lines 8-14; Exhibit SCE-19, p. 85, lines 18-23.  
1257 Exhibit TURN-05, p. 6. 
1258 Exhibit SCE-19, p. 12, lines 5-14, p. 84, lines 9-23 and p. 87, lines 24-27. 
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Finally, DRA’s rejection of costs for outage communications is based on its incorrect assumption 

that these costs are embedded in recorded costs.1259 In fact, SCE’s forecast includes additional costs to 

address the critical need for additional outreach, communication and notice to local government 

customers to adequately support their ability to maintain public safety and security during planned and 

unplanned outages.1260 These activities go beyond the current three-day notification of planned 

outages.1261 

SCE’s forecasts of $15.534 million for 2012 and $15.610 million for 2013 should be approved in 

their entirety. 

6.4.1.3 Account 908.610 Energy Centers 

SCE’s 2012 and 2013 forecasts include $165,000 to provide additional staff at SCE’s existing 

energy centers, CTAC and AGTAC, to support increased customer demand. The record evidence 

supports approval of these additional costs. SCE has demonstrated that energy seminars serve important 

policy goals, that customer attendance and demand for these seminars continues to grow, and additional 

staff is warranted.1262 DRA’s rejection of these costs fails to consider the increased seminar attendance 

and the Commission’s initiatives that will increase the demand for seminars.1263 

Additionally, the DRA rejects $202,000 in 2013 to operate the third Energy Center. Costs to 

operate third energy center should also be approved for the reasons discussed in Section 6.7.2 below. 

SCE’s forecast of $2,110 million for 2012 and $2.312 million for 2013 should be approved in its 

entirety.  

6.4.1.4 Account 908.640 Program Management 

SCE’s 2012 and 2013 forecasts include costs to support marketing and outreach on new dynamic 

pricing rates for small business customers; education and outreach in support of PEV, HAN and Edison 

SmartConnect Energy Information Tools; support for the growing administration of Medical Baseline 

and Energy Assistance Fund; EnergyManager® services for large business customers; and increased 

web accessibility.1264 DRA rejects all of these costs;1265 TURN rejects the costs related to dynamic 

pricing, Energy Manager®, PEVs and HAN.1266 

                                                 
1259 Exhibit DRA-10, p. 63, lines 18-23. 
1260 Exhibit SCE-19, pp. 86-87. 
1261 Exhibit SCE-19, p. 87, lines 4-7. SCE Tariff Rule 14 and GO 95 require SCE to provide reasonable notice of an outage 

and avoid creating an unusually dangerous situation. These additional activities will help SCE discharge its duties with 
respect to its local government and large business customers. 

1262 Exhibit SCE-19, p. 89, line 12 – p. 92, line 7. 
1263 Exhibit SCE-19, p. 92, lines 8-16. 
1264 Exhibit SCE-19, p. 94, line 16 – p. 95, line 10. 
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DRA fails to reconcile its opposition to the dynamic pricing education and outreach costs in this 

account with its acceptance of the dynamic pricing costs in all other areas of SCE’s forecasts.1267 SCE 

has demonstrated why the additional education and outreach is needed to support small business 

customers impacted by the new, more complex dynamic pricing rates.1268 TURN’s request to deny all 

dynamic pricing costs in this GRC and fund them in the Edison SmartConnect Balancing Account is 

unreasonable because those costs are not within the scope of the Edison SmartConnect deployment 

funding.1269 

The Commission has directed SCE and the other investor-owned electric utilities to educate 

customers buying PEVs on the importance of safety, reliability, time-of-use rates and off-peak charging, 

among other PEV-related matters.1270 There is no basis for denying SCE the funding to meet this 

mandate, as DRA and TURN advocate. 

SCE’s need for HAN-related costs is not negated by the delay in national standards, as DRA 

mistakenly assumes.1271 The Commission has directed SCE and the other electric investor-owned 

utilities to implement HAN functionality starting in 2011, and SCE expects to support a growing 

population of customer-owned HAN devices in 2012 -2014.1272 Additionally, contrary to TURN’s claim, 

the HAN operational costs should not be recovered in the Edison SmartConnect Balancing Account; 

they are appropriately included in this GRC, as discussed in Section 6.3.3 above.1273  

DRA accepts the Edison SmartConnect-enabled Energy Information Tools, but short-sightedly 

rejects the funding needed to inform customers of their availability and use. Customers need to know 

these tools are available and how they can effectively be used to help manage their energy costs.1274 

Medical Baseline, Energy Assistance Fund and web accessibility are important public purpose 

efforts that continue to experience growth, which SCE seeks to support.1275 EnergyManager allows large 

                                                 
Continued from the previous page 
1265 Exhibit DRA-10, pp. 70-73. 
1266 Exhibit TURN-05, pp. 6-7, 13; Exhibit TURN-09, p. 45. 
1267 Exhibit SCE-19, p. 97, line 8 – p. 99, line 6. 
1268 Exhibit SCE-19, p. 98, line 19 - p. 99, line 6 and p. 104, line 3 – p. 105, line 19. 
1269 Exhibit SCE-19, p. 99, line 9-13. 
1270 D.11-07-029, pp. 5-6, 63-69 and Ordering Paragraph 8. See also Exhibit SCE-19, pp. 99-101. 
1271 Exhibit DRA-10, pp. 13-14; Exhibit SCE-19, pp. 105-106. 
1272 D.11-07-056, pp. 4, 106, 116, 119, and Ordering Paragraph 10, ordering the utilities to implement HAN pilots and a 

rollout of service by March 1, 2012. See also Section 6.3.3, supra, and Exhibit SCE-19, pp. 105-106. 
1273 Exhibit SCE-19, p. 106, lines 9-11. 
1274 Exhibit SCE-19, p. 103, line 17 – p. 104, line 19. 
1275 Exhibit SCE-19, p. 76, lines 3-19, and p. 101, line 16 – p. 103, line 2. 
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customers to monitor and analyze their consumption patterns and make changes to shift or reduce usage, 

and is expected to have significant growth in use as a result of the elimination of fees for SCE 

BillManager®, and the monthly and daily refresh options for CostManager®.1276 

DRA and TURN fail to justify their sweeping disallowances of costs in this account. SCE has 

demonstrated the reasonableness of its forecasts for this account of $14.262 million in 2012 and $16.435 

million in 2013. 

6.4.1.5 Account 916.600 Rate Communications 

SCE’s $1.458 million forecast for 2012 and 2013 is based on 2009 adjusted recorded expenses 

with no adjustments.1277 DRA rejects SCE’s forecast, claiming a five-year historical average is more 

appropriate.1278 DRA miscalculates the five-year average, mistakes certain rate communications as “one-

time” historical events rather than ongoing activities,1279 and overlooks the significant upward trend in 

recorded costs in this account.1280 DRA’s forecast is insufficient to maintain adequate rate 

communications in this GRC cycle. The record evidence demonstrates the reasonableness of SCE’s 

forecasts of $1.458 million for 2012 and 2013, and they should be approved. 

6.4.1.6 Account 920 Local Public Affairs (LPA) 

DRA’s recommendation to use a five-year historical average for this account1281 is unreasonable 

because it overlooks all the evidence to achieve a lower forecast.1282 The record clearly demonstrates 

that LPA’s activities and recorded expenses in this account have increased steadily from 2006-2009, 

justifying SCE’s forecast based on last recorded year expenses plus adjustments to support LPA’s 

critical role in supporting the significant increase in transmission and substation siting, licensing and 

construction activities.1283 The record supports approval of SCE’s $12.624 million forecast for 2012 and 

2013. 

6.5 Customer Service Expenses – Service Fees 

SCE proposes to reduce fees charged to residential customers for services such as reconnection 

or service establishment as a result of the Edison SmartConnect remote service switch (RSS) 

                                                 
1276 Exhibit SCE-19, p. 96, line 1 – p. 97, line 7, explaining that the reduction or elimination of the enrollment fees is 

consistent with industry practices to offer no-cost energy information tools to customers. 
1277 Exhibit SCE-19, p. 106, lines 24-25. 
1278 Exhibit DRA-10, p. 74, line 17 – p. 75, line 11. 
1279 Exhibit SCE-19, p. 107, line 9 – p. 108, line 5. 
1280 Exhibit SCE-19, p. 108, lines 8-14. 
1281 Exhibit DRA-10, p. 78, lines 4-6. 
1282 Exhibit SCE-19, pp. 110-113. 
1283 Exhibit SCE-19, p. 111, lines 5-10.  
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functionality, which eliminates the need for a field visit to the customer location. DRA does not object 

to the proposed service fees or the significant decrease in Other Operating Revenue (OOR), but requests 

a 2012 Test Year OOR forecast of $43.091 million, which is 14 percent higher than SCE’s forecast of 

$37.783 million for CSBU OOR, to allow SCE to continue to charge the existing, higher service fees 

during the first quarter of 2012 pending a Commission decision in this case.1284 Because Commissioner 

Simon’s 2012 GRC Scoping Memo allows SCE to establish a 2012 GRC Revenue Requirement 

Memorandum Account (GRC RRMA), SCE’s 2012 GRC authorized revenue requirement will be 

effective on January 1, 2012. Therefore, DRA’s proposal to increase SCE’s CSBU-related OOR forecast 

is not necessary, and the Commission should approve SCE’s forecast of $37.783 million for CSBU 

OOR.1285 

6.6 Customer Service Expenses – Other Operating Revenue 

With the exception of DRA’s recommended increase in 2012 OOR, no party disputes the 

reasonableness of SCE’s 2012 Test Year OOR forecast for CSBU. For reasons discussed in Section 6.5 

above, there is no basis for increasing SCE’s 2012 forecast. Accordingly, the evidence in this case 

supports approval of SCE’s 2012 forecast of $37.783 million for CSBU OOR.1286 

6.7 Customer Service Capital – Structures and Improvements 

SCE’s forecast for structures and improvements includes the completion of the meter shop 

modernization and the establishment of a third Energy Center, which are discussed below. 

6.7.1 Meter Shop Modernization 

TURN does not question the reasonableness of the Meter Shop modernization expenditures, but 

recommends that the Commission deny funding for this project in this GRC and direct SCE to recover 

the expenditures from its Edison SmartConnect Balancing Account.1287 TURN’s position is 

unreasonable. As SCE’s witness Kevin Ellison testified, the capital improvements for SCE’s meter shop 

were not included within the scope of the Edison SmartConnect deployment as authorized by the 

Commission in D. 08-09-039.1288 Moreover, in authorizing the Edison SmartConnect deployment, the 

Commission understood that SCE would forecast ongoing expenses and expenditures related to Edison 

                                                 
1284 Exhibit DRA-10, p. 94. 
1285 Exhibit SCE-25, Vol. 1, p. 14, lines 11-14. 
1286 See Section 6.4 of this brief, supra. 
1287 Exhibit TURN-05, pp. 4-5. 
1288 Exhibit SCE-19, p. 136, lines 14-16. As witness Ellison explains, in SCE’s 2009 GRC (D.09-03-025), the Commission 

did not decline to review and approve meter shop expenditure just because the Edison SmartConnect deployment had 
been authorized. To the contrary, the Commission reviewed and approved SCE’s capital forecast, which included 
improvements for the meter shop. 
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SmartConnect in its subsequent GRCs.1289 Accordingly, there is no basis for denying SCE’s request in 

this GRC. 

SCE has appropriately requested funding for its meter shop modernization project in this case, 

and no party disputes the reasonableness of these capital improvements. The Commission should 

approve SCE’s forecast of $0.630 million in 2010, $0.700 million in 2013, and $0.740 million in 2014. 

6.7.2 Third Energy Center 

DRA does not question the merits of energy seminars or deny the accelerating growth in energy 

seminar attendance,1290 but rejects the third Energy Center based on its unsupported belief that the two 

existing energy centers – AGTAC and CTAC – can accommodate growing demand through on-site and 

off-site seminars. DRA is incorrect and the record shows that the existing centers cannot adequately 

support the growing demand. In particular, the evidence demonstrates that customers located 20 miles or 

more from the existing energy centers – which comprise a substantial portion of SCE’s customers – are 

significantly less likely to attend energy seminars because of the travel time and distance.1291 Yet, 

educating customers on technologies such as energy efficiency, demand response and renewable 

resources is among the highest priorities of this Commission and the state.1292 While off-site seminars 

can help satisfy some of the demand, they are limited by the availability of suitable locations, SCE’s 

ability to hire and train additional personnel to schedule, organize and deliver off-site seminars; and the 

transportability of necessary hardware and materials. Thus, increasing the number of off-site seminars 

will not adequately meet the growing customer demand.1293 

DRA proffers a mobile energy center as an alternative.1294 While a mobile energy center would 

be preferable to doing nothing more to meet the growing demand, building the third Energy Center is the 

better alternative to meet customers’ needs. Unlike a mobile energy center, the third Energy Center will 

be able to accommodate the educational displays and equipment, including chillers, variable speed 

                                                 
1289 D.08-09-039 (mimeo), pp. 18-19, 38-39, Ordering Paragraph 12. 
1290 Exhibit DRA-10, pp. 64-67, 81. Energy center attendance has grown at an overall annual rate of 30 percent between 

2006 and 2009, and continued to grow in 2010. See also Exhibit SCE-19, p. 130, lines 1-4. 
1291 Exhibit SCE-19, p. 129, lines 4-10. 
1292 See generally California Energy Action Plan, first issued in 2003, updated in 2005 and 2008, available at 

http://www.cpuc.ca.gov/PUC/energy/resources/Energy+Action+Plan/ [as of September 19, 2011]. See also Exhibit SCE-
19, pp. 131-133, discussing the California Workforce Education and Training Needs Assessment, conducted in 
compliance with the California Energy Efficiency Strategic Plan (CEESP), which recommends to this Commission that 
energy centers, being the only dedicated public resources for workforce education and training on energy efficiency, 
distributed generation, and demand-side management, should broaden the scope of their efforts, including support for 
low income communities. 

1293 Exhibit SCE-19, pp. 135-136. 
1294 Exhibit DRA-10, p. 67, lines 10-18. However, DRA recommends no funding for a mobile energy center. 
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drives, HVAC split package systems, solar PV arrays, and IDSM interactive displays, among others.1295 

Moreover, a mobile energy center would accommodate a small fraction of the educational displays, 

equipment, classroom space, attendance capacity and variety of seminars made possible by the third 

Energy Center.  

The Commission should authorize SCE’s 2012 forecast of $5.735 million for structures and 

improvements, which includes $3.500 million for the third Energy Center. 

6.8 Customer Service Capital – Furniture and Equipment 

DRA requests the Commission reject SCE’s detailed capital forecast for office furniture and 

equipment for CSBU,1296 which was developed based on an analysis of expected furniture and 

equipment needs for CSBU that considers (i) the current condition of existing furniture and equipment; 

(ii) expected employee growth; (iii) expected ergonomic needs; and (iv) remodels of SCE buildings that 

accommodate CSBU employees.1297 Instead, DRA recommends using unadjusted 2010 recorded data for 

SCE’s 2010 forecast, and a five-year historical average of recorded capital expenditures for SCE’s 2011 

and 2012 forecasts.1298   

The evidence in this case demonstrates that DRA’s methods and data cannot be reasonably used 

to forecast CSBU’s needs for office furniture and equipment for 2010 - 2012.1299 DRA omits $0.786 

million of capital transferred from CSBU to the Information Technology (IT) department in 2010 to pay 

for technology purchases made by IT on behalf of CSBU. Moreover, DRA overlooks the fact that SCE 

deferred needed investments in office furniture and equipment in 2010 because capital needs in 

specialized equipment and structures and improvements far exceeded projections.1300 The deferred 

furniture and equipment needs carried over into 2011, as a result.  

These facts are relevant in assessing CSBU’s forecast need for office furniture and equipment; 

yet DRA entirely disregards them. DRA also summarily dismisses SCE’s forecasts, making no effort to 

assess the merits of these detailed accountings. Rather, DRA uses a five-year historical average – not 

properly adjusted for inflation – to forecast 2011 and 2012 needs.1301 The result is arbitrary and 

unreasonable and should be rejected.  

                                                 
1295 Exhibit SCE-19, p. 133, line 5 – p. 134, line 2. 
1296 Exhibit DRA-10, p. 81, lines 16-22. 
1297 Exhibit SCE-04, Vol. 4, pp. 6-7; SCE-19, p. 138. 
1298 Exhibit DRA-10, p. 81, lines 16-22. 
1299 Exhibit SCE-19, pp. 138-139. 
1300 Exhibit SCE-19, p. 139, lines 3-10. 
1301 Exhibit DRA-10, p. 81, lines 19-22. 
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To ensure that SCE has adequate capital to purchase desks, tables, chairs, storage cabinets, audio 

visual equipment, video conferencing equipment, and necessary non-standard office furniture and 

equipment for CSBU, the Commission should approve SCE’s request of $4.699 million for 2010, $4.527 

million for 2011 and $2.100 million for 2012. 

6.9 Customer Service Capital – Specialized Equipment 

DRA recommends an increase in SCE’s 2010 forecast of $4.851 million for specialized 

equipment, for a total of $6.301 million.1302 Instead of assessing the merits of SCE’s detailed budget-

based forecast for 2010, DRA uses unadjusted preliminary 2010 recorded data.  

As explained in Section 6.8 above, DRA’s summary dismissal of SCE’s detailed budget-based 

forecasts in favor of less rigorous methods of forecasting capital needs (e.g., unadjusted recorded data or 

averaging) produces arbitrary and unreasonable outcomes. With office furniture and equipment, DRA’s 

approach grossly understates overall needs;1303 with specialized equipment, DRA’s approach grossly 

overstates overall needs.  

SCE’s 2010 forecast reasonably incorporates specialized equipment needs because it accounts 

for relevant factors, like the age and condition of existing equipment and the type of equipment 

necessary for employees to carry out their duties, including meter reading hand held devices, meter 

services tool kits, temperature cycle chambers and lab tools for field engineers.1304 The evidence in this 

case supports approval of SCE’s 2010 forecast of $1.450 million for specialized equipment. 

6.10 Customer Service Capital – Meters and Advanced Metering 

DRA errs in reducing SCE’s meter capital cost forecasts for 2010, 2011 and 2012 by the 

projected Edison SmartConnect meter capital benefits of $1.595 million in 2010, $5.145 million in 2011, 

and $8.508 million in 2012.1305 The Commission in D.08-09-039 authorized the Edison SmartConnect 

capital benefits to be returned to SCE’s ratepayers through the operation of the Base Revenue 

Requirement Balancing Account (BRBBA).1306 Accordingly, it would be inappropriate to reduce SCE’s 

capital forecasts to recover those Edison SmartConnect capital benefits, as this would result in double 

recovery of those benefits. 

DRA also rejects SCE’s 2011 and 2012 “business as usual” meter capital forecasts and instead 

uses SCE’s 2010 recorded expenditures of $17.152 million for 2011 and 2012 (reduced by the projected 
                                                 
1302 Exhibit DRA-10, p. 79, Table 10-53. 
1303 See Section 6.8 of this brief, supra. 
1304 Exhibit SCE-04, Vol. 4, pp. 7-9; Exhibit SCE-19, p. 127. 
1305 Exhibit DRA-10, pp. 82-86.  
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Edison SmartConnect benefits in each year, as discussed above).1307 DRA’s use of 2010 recorded 

expenditures for 2011 and 2012 is unreasonable because 2010 recorded expenditures were abnormally 

low for several reasons. As documented in SCE’s testimony, 2010 was the first full year that Edison 

SmartConnect meter installations were underway, and approximately one million customers received 

Edison SmartConnect meters in 2010, which are funded through the Edison SmartConnect Balancing 

Account, not GRC expenditures.1308 Other meter capital expenditures, such as meter testing and 

replacements, antennae installations, and legacy meter inventory replacement, were also purposely 

avoided in 2010 in anticipation of the Edison SmartConnect meter installations.1309 Moreover, 2010 was 

the lowest point so far in the current economic recession.1310 For all of these reasons, 2010 recorded 

expenditures are not representative of SCE’s future meter capital needs, and should not be used to 

forecast 2011 and 2012 costs. 

TURN errs in recommending rejection of the forecast costs related to second meters for 

PEVs.1311 As the Commission directed in D.11-07-029, SCE plans to recover the costs of these second 

meters from PEV customers through a meter charge included in SCE’s separately metered PEV rates.1312 

However, SCE still requires the capital to procure the second meters for PEV customers.1313 

Accordingly, the evidence in this case supports approval of SCE’s meter capital forecasts of 

$25.657 million in 2010, $24.310 million in 2011, and $23.321million in 2012. 

6.11 Customer Service Capital – Capitalized Software Projects 

SCE’s proposed capitalized software investments will provide core functionalities needed to 

enable SCE’s customer service model, which seeks to maximize self-service options so that existing 

SCE resources can be devoted to addressing more complex customer service issues arising from new 

rates, programs and technologies like dynamic pricing, HAN and PEVs. As such, these capitalized 

software investments are not “nice to have” as TURN alleges.1314 To the contrary, these investments are 

                                                 
Continued from the previous page 
1306 D.08-09-039, Appendix A, pp. 12-13 and Attachment C. 
1307 Exhibit DRA-10, pp. 82-86. 
1308 Exhibit SCE-04, Vol. 4, pp. 9-14; Exhibit SCE-19, p. 141-142. 
1309 Exhibit SCE-19, p. 142, lines 3-9. 
1310 Exhibit SCE-19, p. 142, lines 1-26. 
1311 Exhibit TURN-05, p. 17. 
1312 D.11-07-029, pp. 45-48. The second meters allow PEV customers to take service on a separate TOU rate specifically for 

PEV charging, which encourages off-peak charging through lower off peak rates. SCE will be filing an advice letter to 
include a meter charge in its PEV rates to recover the second meter costs pursuant to D.11-07-029. 

1313 Exhibit TURN-05, p. 17. 
1314 Exhibit TURN-09, p. 22. 
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necessary for SCE’s ability to continue to deliver adequate service to its customers while maintaining 

operational efficiencies. 

While DRA makes individual disallowance recommendations as described below, in summary it 

recommends using 2010 recorded costs of $25 million for 2010, 2011 and 2012.1315 This 

recommendation is unreasonable because it ignores SCE’s needs for specific software functionality to 

continue to deliver adequate customer service in 2012 – 2014. SCE has demonstrated the reasonableness 

of budget-based forecasts reflecting SCE’s specific software needs, and they should be approved. 

6.11.1 Interactive Voice Response – Advanced Speech Recognition 

SCE proposes to implement Interactive Voice Response (IVR), a well-established industry 

standard advanced speech recognition technology already in use by the other California gas and electric 

investor-owned utilities, at an estimated cost of $8.170 million.1316 TURN opposes this investment on 

the apparent assumption that it would merely allow customers a simplified menu structure and the 

ability to register HAN devices.1317 On this erroneous assumption alone, without further analysis of the 

merits of SCE’s proposal, TURN summarily rejects this project.1318 

TURN’s position is unreasonable. A third or more of the annual calls to SCE’s Customer Call 

Center are handled by the IVR.1319 SCE needs to maintain this level of self-service using the IVR so that 

customer service representatives who would otherwise have to handle routine service requests (such as 

enrollment in Budget Assistant, Peak Time Rebate, and other programs, outage reports, etc.) can instead 

be devoted to addressing more complex customers calls regarding dynamic rates, PEVs, HAN and other 

new rates and programs important to California’s energy policies.1320 IVR’s enhanced features, such as 

advanced speech recognition and text-to-speech, will enable expanded use of the IVR by offering easier 

navigation, new open ended questions and speech menus to identify the nature of the customer’s service 

need and the appropriate self-service options. The benefits of this investment for maintaining customer 

self-service and operational efficiencies justify its approval. 

                                                 
1315 Exhibit DRA-10, pp. 87-88. 
1316 Exhibit SCE-04, Vol. 4, p. 34. 
1317 Exhibit TURN-09, p. 22. 
1318 Exhibit TURN-09, p. 22. 
1319 Exhibit SCE-19, p. 162, line 6. 
1320 Exhibit SCE-19, p. 162, lines 13-18. See also generally D.10-07-044 and D.11-07-029 for the Commission’s policies on 

PEVs; D.09-08-028 (pp. 45-48) and D.11-07-056 for the Commission’s policies on HAN; and and the Energy Action 
Plans for the Commission’s policies on dynamic pricing. 
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6.11.2 PEV Support Systems 

TURN recommends rejecting SCE’s proposed $8.400 million investment in PEV support 

systems, which will help streamline the complexity and steps required in PEV metering or charging 

installation in a customer’s home or facility.1321 In the Alternative Fueled Vehicle Rulemaking (R.09-08-

009), in recognition of various benefits of PEVs, including greenhouse gas emissions reductions and 

renewables integration,1322 and the mandates of Senate Bill 626, the Commission has undertaken 

examination of how the processes for installing metering and charging equipment can be streamlined to 

ensure a positive experience for PEV customers.1323 SCE’s proposed investment meets the goals of the 

Commission by automating the existing, manual process of helping a PEV customer get ready to charge, 

including service planning, metering installation and rate changes, among other steps.1324. This includes 

handoffs of information between multiple organizations, both internal and external to SCE, and 

currently takes 32-50 days to complete. The PEV support systems are expected to shorten the process to 

one to two weeks.1325  

As the number of PEVs in SCE’s service area continues to grow, the existing manual process 

will become more cumbersome and the need for an automated process more critical. TURN’s position 

that SCE should do nothing to streamline this process is contrary to the Commission’s and the state’s 

goals for PEVs. Investing in SCE’s proposed PEV support systems to automate the process of getting a 

PEV customer ready to charge is consistent with state and Commission’s goals and should be approved.  

6.11.3 Home Area Network – Support and Troubleshooting 

TURN and DRA recommend rejecting SCE’s proposed $8.3 million investment in this system, 

which will support customers in registering and pairing their HAN-enabled devices with their Edison 

                                                 
1321 Exhibit TURN-05, pp. 13-14; Exhibit TURN-09, p. 26. 
1322 The Commission has observed that ”[t]he benefits of off-peak Electric Vehicle charging are manifold and accrue to the 

Electric Vehicle owners and non-Electric Vehicle owners alike.” D.11-07-029, p. 14. 
1323 See e.g., Assigned Commissioner’s Scoping Memo, issued January 12, 2010 in R.09-08-009, pp. 6-7, stating “[a]s 

highlighted by Senate Bill 626, other state agencies, such as the Energy Commission and CARB, play a critical role in 
readying the market for the widespread use of electric vehicles. Senate Bill 626 directs the Commission, in consultation 
with these other key agencies, to address the role the state should take to ensure that technologies employed for electric 
vehicles ‘work in a harmonious manner and across service territories.’ The bill also requires the Commission to address 
code and permitting requirements related to electric vehicles. For this reason, the scope of this proceeding will explore 
how the Commission can work with other state agencies, including the Energy Commission and CARB, and with 
regional and local governments, to streamline the installation of charging infrastructure” (citations omitted). See also 
Exhibit SCE-19, p. 159, lines 15-20. 

1324 Exhibit SCE-04, Vol. 4, pp. 62-64. 
1325 Exhibit SCE-19, p. 159, lines 3-14. 
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SmartConnect meters.1326 TURN wants this system to be funded from the Edison SmartConnect 

Balancing Account; however, this system is not within the scope of the Edison SmartConnect 

deployment program, as the record evidence demonstrates.1327 DRA assumes a delay in the national 

standard for HAN communications negates the need for this system, which is incorrect. SCE has 

provided ample evidence of the need for this system to facilitate wide scale customer adoption of HAN 

devices in 2012 and beyond, which will generate incremental benefits for SCE’s ratepayers.1328 As 

witness Oliva testified, the benefits expected from this system are incremental to those forecast in the 

Edison SmartConnect business case, which contemplated HAN-related benefits only from 

programmable communicating thermostats. The proliferation of smart appliances and mobile devices 

that were not anticipated at the time of the business case is expected to result in a dramatic increase in 

connectivity and interest in customers, which coupled with usage information and dynamic rate options, 

will enable incremental HAN-related conservation benefits.1329 

6.11.4 Customer Relationship Management 

TURN recommends disallowance of Phases I and II of this $64.8 million investment, which 

continues SCE’s long-term technology roadmap involving SAP implementation to provide a 

comprehensive, integrated system to manage, track and report SCE’s demand side management (DSM) 

programs.1330 TURN rejects this system as “deluxe,” “nice to have,” and not necessary.1331 SCE has 

provided extensive evidence justifying the need for this system, its costs, and its benefits.1332 In 

particular, CRM is critical to state and Commission policies for demand side management (DSM) – the 

preferred means of meeting growing demand for electricity – because CRM will enable SCE to integrate 

its 75 DSM program offerings and disparate systems into one comprehensive system that will effectively 

track and manage enrollment, participation and other pertinent information related to customer 

                                                 
1326 Exhibit TURN-05, p. 20; Exhibit TURN-09, p. 28; Exhibit DRA-10, p. 14, lines 3-4, and p. 91, lines 21-22. 
1327 Exhibit SCE-19, pp. 11-15. 
1328 Exhibit SCE-19, p. 157, lines 8-26. 
1329 SCE, Oliva, Tr. 15/2095-2096; also D.08-09-039 (mimeo) p. 19, in which the Commission expressly acknowledged that 

Edison SmartConnect could enable additional benefits not contemplated in the business case: “In its cost benefit 
analysis, the settlement agreement does not consider benefits associated with additional programs and services that may 
be made possible by AMI in the future; for example, the settlement agreement removes from the business case the costs 
and benefits of the prepayment meter program SCE described in its initial application. It is appropriate that this program 
and others that depend on future Commission policy decisions are not included in the settlement agreement analysis and 
business case at this time. These and other new programs may be the source of additional benefits in the future, 
however.” 

1330 Exhibit TURN-09, p. 32. 
1331 Exhibit TURN-09, p. 31. 
1332 Exhibit SCE-19, pp. 160-161. 
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engagement in DSM programs. The functionalities enabled by CRM will help achieve the vision 

articulated in the California Energy Action Plans for more sophisticated approaches to demand response, 

load control and other DSM strategies.1333 TURN also requests this project be denied to the extent it was 

not included in the cost effectiveness analysis in SCE’s 2012 – 2014 Demand Response (DR) 

Application.1334 The Commission has standard protocols for DR cost-effectiveness, which SCE follows. 

Those protocols and their requirements are outside the scope of this proceeding. SCE has offered 

substantial evidence on the benefits of this system in this proceeding, thus the Commission can judge the 

reasonableness of the investment based on the record evidence. 

6.11.5 Alerts and Notifications 

TURN and DRA recommend rejecting SCE’s proposed $19.860 million investment in this 

system,1335 which will automate the delivery of important customer notices and alerts in a manner that 

prioritizes messages and allows customers to select their preferred communication channel and 

individual alert and notification opportunities.1336 DRA claims SCE has not shown that its existing 

systems are incapable of meeting future customer needs.1337 In fact, SCE has shown that its alerts and 

notifications will triple by 2013 to more than 98 million electronic communications annually.1338 Almost 

a quarter of these communications are mandated by the Commission, such as demand response or 

system emergency alerts.1339 Customers have a growing desire to receive communications using text to 

mobile accounts. SCE’s current systems are not capable of handling the increased volume in 

communications, the need for faster communication, the growing demand for text messaging, or the 

need to prioritize and sequence messages, as the record clearly demonstrates.1340  

TURN also requests denial of this project to the extent it was not included in the cost-

effectiveness analysis in SCE’s 2012 – 2014 DR Application.1341 SCE has explained that the 

Commission has standard protocols for DR cost effectiveness, which SCE follows. Those protocols and 

                                                 
1333 Exhibit SCE-19, pp. 4-11 (fn. 3, 16, 20, 21 and related testimony); see generally California Energy Action Plans, 

available at www.cpuc.ca.gov; also California Long-Term Energy Efficiency Strategic Plan, which embraces strategies 
to better integrate California's DSM activities, in particular marketing, education and outreach. 

1334 Exhibit TURN-09, p. 32. 
1335 Exhibit TURN-09, pp. 32-34; Exhibit DRA-10, pp. 88-90. 
1336 Exhibit SCE-19, p. 153, lines 5-17. See also witness Oliva’s testimony on the incremental benefits of the HAN 

troubleshooting and support system: SCE, Oliva, Tr. 15/2094-2096. 
1337 Exhibit DRA-10, p. 90, lines 11-18. 
1338 Exhibit SCE-19, p. 152, lines 6-9. 
1339 Exhibit SCE-19, p. 152, lines 6-9, 16-22. 
1340 Exhibit SCE-19, pp. 152-153. 
1341 Exhibit TURN-09, p. 32. 
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their requirements are outside the scope of this proceeding.1342 SCE has provided substantial evidence 

on the benefits of this system in this proceeding, and the system is supported by the DisabRA 

Settlement;1343 thus the Commission can judge the reasonableness of the investment based on the record 

evidence. 

6.11.6 Dynamic Pricing 

DRA and TURN recommend delaying the implementation of this $36.730 million system,1344 

which will enable SCE to calculate bills using the new mandatory time-of-use rates and default and 

optional dynamic pricing rates for residential, small commercial and agricultural customers when they 

become effective.1345 DRA and TURN allege that the delay in SCE’s Phase 2 GRC justifies a delay in 

funding this project. A final decision approving the new rates is proposed for the fourth quarter of 

2012.1346 However, SCE has shown that it will incur the bulk of the costs for system changes to 

accommodate the new dynamic pricing rates in 2012.1347 SCE has also demonstrated that this work is 

not within the scope of the Edison SmartConnect.1348 These costs are appropriately requested in this 

GRC, are reasonable and necessary to fulfill the Commission’s mandate to implement dynamic pricing 

for residential, small commercial and agricultural customers, and should be approved. 

7. INFORMATION TECHNOLOGY AND BUSINESS INTEGRATION 

SCE’s Information Technology and Business Integration (IT&BI) business unit is responsible for 

the management of SCE’s infrastructure of large and mid-range processors, storage media, 

communications network, operating systems and application software, and the variety of personal 

computing and communications devices that enable our employees to conduct business effectively and 

efficiently. As of December 31, 2009, our IT&BI Department had 1,632 regular and part-time 

employees and 1,508 supplemental and contracted workers.1349 

SCE’s IT infrastructure, like the IT infrastructure of many modern U.S. companies, is woven into 

every aspect of its daily operations. And, unlike an unregulated enterprise, SCE cannot make choices 

with only profit or productivity in mind. IT&BI capital programs that SCE deploys are not limited to the 

objective of productivity savings or profit enhancement. As a public utility, SCE is subject to the 
                                                 
1342 Exhibit SCE-19, pp. 153-154. 
1343 See 2012 proposed DisabRA Settlement, Section IV.B.2.b. 
1344 Exhibit TURN-05, pp. 5-6; Exhibit TURN-09, pp. 34-35; Exhibit DRA-10, pp. 90-91. 
1345 Exhibit SCE-19, pp. 154-157. 
1346 Tr. 21/3454, lines 1017. 
1347 Exhibit SCE-19, p. 155, line 15 – p. 156, line 7. 
1348 Exhibit SCE-19, p. 156, line 8 – p. 157, line 4. 
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regulatory requirements not only of the Commission but also a host of other public agencies, 

commissions, and municipalities that can all regulate utility conduct, which in turn will prompt the need 

for IT&BI software.1350  

Both DRA and TURN express shock at the growth in IT&BI at SCE between 2005 and 2012.1351 

What both parties fail to consider is that SCE in 2012 is not the electric utility it was in 2005. SCE is not 

merely a company that ensures the delivery of electrons to end users, but also an energy management 

company for its suppliers and customers, a data source for energy conservation programs, and the 

delivery mechanism for a variety of mandated social programs. For electricity generation alone in this 

rate case, SCE is presenting two relatively new projects, solar photovoltaic and fuel cell programs, that 

were not included in any previous GRC. These new initiatives, among others, create new energy sources 

networked to the grid and require significant new IT&BI systems that did not exist even five years ago. 

TURN presents several graphs purporting to show that SCE’s recorded and forecast IT&BI 

capital costs are out of control.1352 In fact, those graphs show what SCE has already acknowledged: in 

the decade 2005 to 2015, IT&BI capital programs (hardware and software) are indeed increasing at rates 

that are higher than the other supporting business units at SCE. 

The decade from 2005 to 2015 has seen and continues to see major new mandates for utilities 

from an increasing number of regulators. Not only have the California legislature and the CPUC added 

new functions, responsibilities, and reporting requirements for IOUs like SCE, they have now been 

joined by CEC, CAISO, NERC, FCC, NRC, INPO, FERC, WECC and USPS. Nearly every one of these 

mandates requires SCE to review its IT&BI capabilities to be sure that the Company can generate data 

in a sufficiently timely, accurate, and detailed fashion to support the information, evaluation, and 

compliance requirements that inevitably accompany such new mandates.1353 One example of this would 

be projects required by NERC/CIP for electronic access control of cyber assets in order to monitor 

physical security. So while individual new laws, regulations, and decisions may be targeted at only one 

                                                 
Continued from the previous page 
1349  Exhibit SCE-05, Vol. 1, p. 1. 
1350  Moreover, this Commission and other agencies expect SCE to use IT solutions for a host of essential services that were 

once done manually – operating the electric grid, reading customer meters, rendering bills, and communicating with the 
Commission and other parties in regulatory proceedings, among other things. 

1351  Exhibit TURN-09, pp. 2-3; Exhibit DRA-16, pp. 1-2. 
1352  Exhibit TURN-09, pp. 4-6. 
1353  Exhibit SCE-20, Vol. 1, p. 4. 
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Company function, nearly every one of them will have an IT component. This will mean that IT&BI 

cost growth may well exceed that of other parts of the Company. 

TURN suggests that SCE’s proposed expenditures on capital software for the period 2010 to 

2014 be reduced by $388 million, or 33 percent, with a similar (but non-itemized) reduction for IT&BI 

hardware. TURN makes a general attack on the overall trend of SCE’s IT&BI capital costs and claims 

that SCE lacks cost-benefit “discipline” in its decision making.1354 TURN’s testimony shows a 

fundamental misunderstanding of (a) what drives IT&BI capital costs at a utility like SCE, (b) how the 

benefits of these systems cannot be accurately computed by a rudimentary numerical calculation, and (c) 

why the idea of a “barebones” IT&BI revenue requirement is in conflict with the directives of state law 

and this Commission, as well as the safe and reliable operation of today’s and tomorrow’s electrical 

grid. SCE addresses the shortcomings of TURN’s testimony as well as proposals by DRA in the 

following sections. 

7.1 Information Technology Expenses – Application Services1355 

7.1.1 SCE’s IT&BI MRTU Costs Are Properly Forecast In This GRC 

SCE forecast IT costs related to the support of the MRTU project in the Application Services and 

Computing Services areas.1356 DRA’s witness recommends that SCE’s current MRTU memorandum 

account should continue to be used to record all capital and expenses related to implementing MRTU 

going forward, including the support costs of systems already in production.1357 SCE has properly 

forecast its costs related to the support of MRTU.1358 The Commission should adopt our forecasts of 

MRTU support costs as indicated in testimony. 

7.1.2 SCE Has Properly Accounted For Costs Charged To FERC Account 923 

DRA asserts that SCE improperly accounted for costs charged to FERC Account 923 – Outside 

Services.1359 Despite many minutes of hearing time devoted to this issue,1360 it is clear that SCE has: (1) 

                                                 
1354  Exhibit TURN-09, Sections II.A. and II.B, pp. 2-20. 
1355  DRA reviewed but did not contest in its testimony SCE’s 2012 forecast for the following expense areas: (1) ERP 

Benefits in Accounts 920/921 of $3.35 million (Exhibit DRA-16, at p. 13); (2) Service Management in Accounts 
920/921 for $17.823 million (Exhibit DRA-16, at p. 13); (3) Computing Services in Account 517 for $2.17 million 
(Exhibit DRA-16, at p. 14); and (4) Network Services in Accounts 920/921 for $18.25 million, Account 931 for $3.24 
million, and Account 517 for $1.22 million (Exhibit DRA-16, at p. 14). 

1356  Exhibit SCE-05, Vol. 2, p. 36, 62. 
1357  Exhibit DRA-16, pp. 5-9. 
1358  Exhibit SCE-25, Vol. 1, pp. 7-9. 
1359  Exhibit DRA-16, pp. 5-9. 
1360  SCE, Huson Tr. 15/2146-2190. 
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properly charged to FERC Accounts 923 and 921 for accounting purposes; and, (2) properly adjusted 

Account 923 costs for GRC forecasting purposes in the IT&BI testimony. 

First, SCE properly charges costs to either FERC Account 921 or 923. In 2008, SCE examined 

the use of FERC Account 923 to record expenses for contingent workers who were performing 

operational functions. We decided that these expenses were more properly recorded in the 920/921 

FERC accounts so that all operational expenses were captured together.1361 This is correct because our 

operational contingent workers are performing functions that are continuing in nature and not part-time 

or special purpose.1362 Second, SCE clearly adjusted out the few costs that were recorded in Account 

923 for GRC forecasting purposes.1363  

DRA also incorrectly asserted that Account 923 is “supposed to include professional services, 

reoccurring contracts and non-recurring leases, some one-time expenses and expenditures that may be 

capitalized.”1364 This is incorrect. None of the expenses that SCE records in Account 923 are 

capitalized.1365 Further, DRA’s assertion that “SCE’s co-mingling of 2009 Account 923 expenses may 

be the reason for the 16.67 percent increase in IT expenses” is just wrong.1366 Had SCE decided to 

continue to book all contingent worker costs into FERC account 923, the total recorded expenses as well 

as the requested total 2012 test year expenses for IT&BI would not change. SCE’s ratepayers have not 

been adversely affected by SCE’s classification of contingent worker costs.1367 

The Commission should reject DRA’s mistaken analysis of SCE’s accounting for IT&BI 

contingent worker costs. 

7.1.3 Incremental O&M For New Software Applications –Accounts 920/921 

SCE forecasts $40.681 million in 2012 to support new software applications, including Edison 

SmartConnect, MRTU, Commodity Management, SAM projects, and SCE.com.1368 DRA recommended 

$37.204 million after eliminating support for MRTU.1369 TURN would disallow $24.13 million from 

this activity: $8.4 million for SmartConnect related costs, $6.61 in recurring O&M expenses to support 

                                                 
1361  Exhibit SCE-20, Vol. 2, p. 2; SCE, Huson Tr. 15/2152-2153. 
1362  Exhibit SCE-20, Vol. 2, p. 2, n. 8 (citing FERC Uniform System of Accounts, CFR Title 18, Part 101); SCE, Huson Tr. 

15/2152-2153. 
1363  SCE, Huson Tr. 15/2154, lines 10-17. 
1364  Exhibit DRA-16, p. 7. 
1365  Exhibit SCE-20, Vol. 2, pp. 2-3. 
1366  Exhibit DRA-16, p. 7. 
1367  Exhibit SCE-20, Vol. 2, pp. 2-3. 
1368  Exhibit SCE-05, Vol. 2, pp. 37-39; Exhibit SCE-20, Vol. 2, pp. 3-4 (Table I-2). 
1369  Exhibit DRA-16, p. 10; Exhibit SCE-20, Vol. 2, p. 4. 
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new applications, and $9.12 million for TURN’s reduced capitalized software expenditures.1370 Each of 

these proposed reductions is inappropriate for the reasons discussed below. 

7.1.3.1 DRA’s Adjustment Of MRTU Costs From New Software O&M Is Improper 

The entirety of DRA’s proposed adjustment to this account is to eliminate the costs needed to 

support MRTU systems. DRA believes that instead of forecasting MRTU costs in this proceeding, all 

support costs (past and future) recorded in the MRTU Memorandum Account should be recovered 

annually in the ERRA review proceeding.1371 The support costs for MRTU that SCE requests in its 2012 

forecast are for systems that went into production in 2009; therefore the costs are very predictable.1372 

DRA’s recommendation should be rejected for the reasons stated in Section 7.1.1 and in SCE’s rebuttal 

testimony.1373 

7.1.3.2 TURN’s Proposed Reductions For New Software Support Should Be Rejected 

SCE presented testimony justifying the need for all of our software projects. And TURN never 

denied in testimony the need to perform the work or the estimates for the planned work (either for 

project O&M or the support O&M once the project goes live).1374 Therefore, the associated O&M 

expenses to support these projects should be approved in full. 

Moreover, TURN’s proposal to deny all funding for ongoing support of the new applications 

(some of which were approved in prior rate cases) is misguided. Ongoing software support costs should 

not be intermingled with productivity, which is discussed in Section 7.6.1.1375 It would not be prudent to 

remove either the requested projects or the associated O&M expense to implement them. The 

application support O&M expenses must be fully funded for SCE to provide ongoing post-

implementation support to prevent system failure and premature obsolescence.1376 

                                                 
1370  Exhibit TURN-09, pp. 48-49. 
1371  Exhibit DRA-16, p. 4, n. 5 (citing Resolution E-4087). 
1372  Exhibit SCE-05, Vol. 2, p. 36. 
1373  Exhibit SCE-25, Vol. 1, pp. 7-9. 
1374  Exhibit SCE-20, Vol. 1, pp. 36-37. 
1375  SCE forecast 8percent productivity savings from all its software projects, and proposed in this rate case to share those 

savings with ratepayers. TURN’s statement that “there is no productivity benefit that can offset the recurring O&M 
benefit” is untrue. Exhibit TURN-09, p. 49. 

1376  TURN proposed to exclude SmartConnect support costs of $8.429 million from this account. SCE agreed to remove all 
IT&BI SmartConnect support costs for 2012 from its application. However, since SCE will require support costs in 2013 
and 2014 after the balancing account ends, SCE proposed a normalizing methodology in its rebuttal testimony to 
compute the 2012 request. This will result in a decrease of $2.8M to the 2012 test year request for O&M for New 
Software Applications (Accounts 920/921). See Exhibit SCE-20, Vol. 1, p. 38. 



 

 -208-  

7.1.4 Application Services Costs, Excluding Nuclear – Accounts 920/921 

SCE forecast $112.860 million in 2012 for ongoing software support, including support of ERP, 

to provide reliable applications to end users and maintain normal operations.1377 DRA recommended 

$71.620 million for these activities, a $40 million reduction. DRA argues that a three-year average of 

historical expenses is appropriate, and no increases should be permitted for growth in SCE’s technology 

portfolio.1378 In fact, the historical data in this account show a steady upward trend from 2005 through 

2009, with the exception of 2008. The anomaly in 2008 was due to the temporary re-direction of 

Application Services personnel to the ERP capital project, personnel who otherwise would have been 

recording application maintenance work to O&M accounts. Therefore, although there was a slight dip 

for one of the five years, the overall trend is evident.1379 Therefore the last recorded year is an 

appropriate base estimate.1380 

DRA’s criticism of SCE’s last year recorded methodology, plus allowance for growth, is 

unfounded and contradicts the Commission’s direction in D.89-12-057. There, the Commission stated 

the following principle: “Once a base [test year] estimate is established, both [the applicant] and DRA 

determine whether there are specific changes in the level of expenses in a particular account, which are 

known or reasonably expected to occur in [the test year]. If so, the base estimate is adjusted to account 

for these anticipated changes.”1381 It was entirely proper for SCE to request additional expenses above 

the base estimate when those additional expenses are reasonably expected to occur in 2012. And DRA 

did not offer any testimony that questioned the need for growth, including ERP Releases 2 and 3 and 

increases in software license renewal and maintenance fees.1382 

DRA’s recommended $41.240 million reduction would be a drastic reduction from 2009 actual 

expenditures and would greatly impair Application Services’ ability to maintain its normal operations. 

The Commission should reject DRA’s recommendation and fully fund our requested $112.86 million. 

7.1.5 ERP Benefits – Accounts 920/921 

SCE forecasts $3.352 million of benefits in 2012 from the extension of the ERP project into 

2010. This amount is 50 percent of the total forecast benefits, which SCE proposes to share with 

                                                 
1377  Exhibit SCE-05, Vol. 2, pp. 26-30 (Figure I-2); Exhibit SCE-20, Vol. 2, pp. 5-7. 
1378  Exhibit DRA-16, pp. 10-12. 
1379  Exhibit SCE-20, Vol. 2, p. 6 (Table I-4). 
1380  See D.89-12-057, at p. 15 (where a trend exists over three or more years in the historical period, the last recorded year is 

the appropriate base estimate for the test year forecast). 
1381  See D.89-12-057, at p. 15. 
1382  Exhibit SCE-20, Vol. 2, pp. 5-7. 
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ratepayers as a reduction to SCE’s forecast revenue requirement. SCE calculated the benefit by taking 

the difference between the benefits provided in the 2009 GRC and the steady-state benefit forecast.1383 

TURN calculates the benefit as $9.2 million, and proposes that amount as the credit to ratepayers.1384  

The system-wide ERP benefits provided in SCE’s 2009 GRC were $31.912 million, and the 

steady-state benefits were $38.042.1385 The IT&BI portion of these values were $10.448 and $15.353, 

respectively.1386 Our testimony provides ratepayers with the larger reduction based on the system-wide 

benefits. Thus, the reduction of $3.352 million represents the difference between the ERP steady state 

O&M benefits for all the business units (not just IT&BI) and the benefits provided in the last GRC. 

TURN believes that we should use the difference in recorded 2009 benefits, rather than a three-

year average of the ramped-up benefits. However, as addressed in rebuttal testimony, the 2009 benefits 

were already adjusted out of the IT&BI 2009 budget, so the IT&BI 2009 base recorded reflects this 

benefit. Thus, SCE’s methodology for calculating the 2012 benefits avoids duplication of the 

benefits.1387 The precedent for 50 percent sharing of benefits was explained in SCE’s rebuttal testimony 

and in its response to TURN-SCE-032, questions 3 and 4.1388 

SCE respectfully requests that the Commission adopt SCE’s properly calculated $3.352 million 

credit and reject TURN’s proposed $9.2 million in ERP benefits. 

7.2 Information Technology Expenses – Technology and Risk Management 

SCE forecasts $34.506 million in 2012 for costs in technology and risk management to address 

increased cyber threats and to meet new NERC-CIP regulatory requirements. SCE derived its forecast 

using 2009 recorded with increases based upon expected growth.1389 DRA recommends a significant 

reduction to $14.009 million for these activities, $20 million below 2009 recorded expense levels.1390 

DRA’s recommendation, if adopted, would greatly impair TRM’s ability to provide architecture, 

engineering, and cyber security services to protect the overall integrity, security, and soundness of 

SCE’s information technologies, systems, and data, which will consequently impair SCE’s ability to 

comply with new NERC-CIP requirements. It would also hinder the strengthening of key TRM 

                                                 
1383  Exhibit SCE-05, Vol. 2, pp. 34-35 (Table I-5); Exhibit SCE-20, Vol. 1, p. 44. 
1384  Exhibit TURN-05, pp. 21-23; Exhibit SCE-20, Vol. 1, p. 45. 
1385  Exhibit SCE-20, Vol. 1, Attachment 9 (TURN-SCE-032, Q. 2). 
1386  Exhibit SCE-20, Vol. 1, Attachment 10. 
1387  Exhibit SCE-20, Vol. 1, pp. 45-46, and Attachment 11 (TURN-SCE-028, Q. 7b). 
1388  Exhibit SCE-20, Vol. 1, pp. 45-46, and Attachment 12 (TURN-SCE-032, Q. 3.a and Q. 4.a/b). 
1389  Exhibit SCE-05, Vol. 2, pp. 49-52 (Table I-11); Exhibit SCE-20, Vol. 2, pp. 8-11. 
1390  Exhibit DRA-16, pp. 12-13. 
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functions to support the rapid evolution of technologies, mounting regulations, increased cyber threats, 

and the rising automation of the electric grid.1391 

DRA argues that a three-year average of historical expenses is appropriate, and no increases 

should be permitted for growth in cyber threats and security regulations.1392 In fact, like with 

Applications Services expenses, the historical data in this account shows a steady upward trend from 

2005 through 2009, with the exception of 2008. The anomaly in 2008 was due to two factors, (i) the 

temporary re-direction of Application Services personnel to the ERP capital project; and, (ii) the lack of 

clarity on the compliance schedule defined by NERC, which caused a slow-down in spending until 

clarity was provided on the CIP implementation plan. Although there was a slight dip for one of the five 

years, the overall trend is evident.1393 Therefore the last recorded year is an appropriate base estimate.1394 

DRA’s additional argument against growth is unsupported by the record. SCE’s testimony 

showed in detail the specific reasons for the growth in this category, including more stringent regulatory 

requirements, increased sophistication of external threats, increased availability to data through 

enhanced mobility devices and technologies, external services providing process automation, and the 

growth in capital projects.1395 SCE’s IT security spending has significantly lagged its industry peers.1396 

Limiting SCE’s expenses in this category to an average of recorded expenses would ignore the increased 

IT security and compliance demands faced by SCE in the test year – demands that did not exist during 

the historical period. Finally, despite its recommended reduction, DRA did not address SCE’s need for 

growth to accommodate new regulatory compliance, end-user security support, or increased software 

maintenance fees.1397 

The Commission should reject DRA’s recommendation and fully fund SCE’s request of $34.506 

million for these important IT cyber security functions. 

7.3 Information Technology Expenses – Infrastructure Operations 

7.3.1 Infrastructure Operations Management And Support – Accounts 920/921 

SCE forecasts $23.903 million in 2012 for IT&BI system monitoring and restoration activities, 

infrastructure oversight, and reporting. The increase over 2009 recorded is due solely to projected 
                                                 
1391  Exhibit SCE-20, Vol. 2, p. 11. 
1392  Exhibit DRA-16, pp. 12-13. 
1393  Exhibit SCE-20, Vol. 2, p. 9 (Table I-6); SCE, Tessema Tr. 15/2242. 
1394  See D.89-12-057, at p. 15 (where a trend exists over three or more years in the historical period, the last recorded year is 

the appropriate base estimate for the test year forecast). 
1395  Exhibit SCE-05, Vol. 2, pp. 51-52. 
1396  Exhibit SCE-05, Vol. 2, p. 52. 
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increases in software license and maintenance expenses charged by third-party vendors.1398 In eight lines 

of testimony, DRA recommends a $4.99 million reduction to SCE’s forecast, to a 2012 amount of 

$18.912 million. DRA bases its recommendation on a three-year average of historical costs without 

addressing the projected increase in software license fees.1399 

SCE used 2009 recorded as the basis for this account because the costs remained relatively flat 

from 2006 to 2009. This methodology is consistent with D.89-12-057, where the CPUC stated that if 

“recorded expenses in an account have been relatively stable for three or more years,” the last recorded 

is an appropriate base estimate.1400 Moreover, while DRA did not dispute SCE’s requested increases for 

required software license fees and maintenance contracts of $4.776 million, DRA nonetheless removes 

these required fees. If the software license fees are added to DRA’s recommendation, the result is 

$23.688 million, much closer to SCE’s forecast.  

The Commission should adopt SCE’s forecast, which includes required increases for software 

license fees and maintenance contracts. 

7.3.2 Computing Services – Accounts 920/921 

SCE forecasts $31.338 million in 2012 to manage and maintain SCE’s mainframe servers, mid-

range servers, disk and tape storage, high volume printers and bill inserters, and operating software.1401 

SCE forecast labor and non-labor separately, resulting in a reduction in non-labor expenses and an 

increase in labor expenses over 2009 recorded. The net increase is due to mainframe, midrange server, 

and storage growth, as well as database support for MRTU in 2012.1402 DRA recommends reducing 

Computing Services’ 2012 forecast to $24.916 million due to its belief that SCE should have used a 

three-year average methodology to forecast test year expenses.1403 No other basis for the adjustment was 

offered.  

The Computing Services 920/921 labor costs show a consistent upward trend. For non-labor, 

however, we used a five-year average since the non-labor expenses from 2005–2009 fluctuated 

significantly. SCE’s test year base estimate calculation was made from the sum of the labor and non-

                                                 
Continued from the previous page 
1397  Exhibit SCE-20, Vol. 2, p. 10. 
1398  Exhibit SCE-05, Vol. 2, pp. 78-79 (Table I-24); Exhibit SCE-20, Vol. 2, pp. 11-12. 
1399  Exhibit DRA-16, pp. 14-15. 
1400  See D.89-12-057, at p. 15 (emphasis added). 
1401  Exhibit SCE-05, Vol. 2, pp. 58-60 (Table I-15). 
1402  Exhibit SCE-05, Vol. 2, pp. 62-63; Exhibit SCE-20, Vol. 2, p. 13 (Table I-8). 
1403  Exhibit DRA-16, p. 14. 
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labor forecasts.1404 SCE then projected increases in its labor expenses and decreases in its non-labor 

expenses in 2012 for the reasons described in SCE’s direct testimony.1405 DRA ignored the separate 

analysis of labor and non-labor costs. Additionally, although DRA made no objections to the proposed 

test year adjustment for growth in server support and hardware maintenance activities, DRA’s proposed 

test year funding fails to include increases to the base estimate for these amounts.1406 The Commission 

should reject DRA’s recommendation and accept SCE’s forecast for this account of $31.338 million. 

TURN also recommends an adjustment to this account – a $1.378 million reduction to remove 

alleged EdisonConnect support costs.1407 TURN’s proposed reduction is wrong. Additional 

SmartConnect personnel costs were requested only in the Incremental O&M for New Software 

Applications account, and not in the Computing Services O&M account.1408 The Commission should 

reject TURN’s request to remove $1.378 million from Computing Services’ FERC 920/921 request, as 

those costs were excluded from our 2012 forecast for Computing Services. 

7.4 Information Technology Expenses – Business Operations Management 

SCE forecasts $23.291 million in 2012 for the Business Operations Management organization, 

which runs the Business Operations Center in support of the entire IT&BI business unit.1409 DRA 

recommends $19.68 million due to its belief that SCE should use a three-year recorded average to 

forecast this account.1410 No other basis for the adjustment was offered. 

DRA’s recommended three-year average is puzzling. SCE did in fact use a three-year average 

for labor base (since it had fluctuated) and the 2009 recorded costs as the non-labor base (since it 

showed a consistent downward trend). SCE then adjusted the base estimate to account for continued 

IT&BI growth, SOX support, and business unit support as explained and detailed in SCE’s direct 

testimony.1411 DRA did not object to any of these proposed adjustments. SCE fully justified its test year 

O&M base estimate and the necessity of the O&M forecast adjustments. Therefore, the Commission 

should reject DRA’s proposal and approve SCE’s $23.291 million estimate. 

                                                 
1404  Exhibit SCE-05, Vol. 2, p. 60 (Table I-15); Exhibit SCE-20, Vol. 2, p. 13 (Table I-8). 
1405  Exhibit SCE-05, Vol. 2, pp. 62-64. 
1406  Exhibit DRA-16, p. 14. 
1407  Exhibit TURN-05, p. 4. 
1408  Exhibit SCE-20, Vol. 1, p. 38, and Attachment 8 thereto (workpaper for SCE-05, Vol. 2, pp. 20-21). 
1409  Exhibit SCE-05, Vol. 2, pp. 79-85 (Table I-25); Exhibit SCE-20, Vol. 2, p. 14 (Table I-9). 
1410  Exhibit DRA-16, p 15. 
1411  Exhibit SCE-05, Vol. 2, pp. 87-92. 
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7.5 Information Technology Capital – Hardware Replacement 

SCE detailed its IT capital hardware request in 70 pages of testimony, which discusses refresh or 

replacement of servers, disk and tape storage, high volume printers and bill inserters, computers and 

laptops, copper and fiber optic cable, satellite, mobile radio, and microwave equipment, and disaster 

recovery infrastructure.1412 No party challenged any of the reasons SCE offered for the forecast amount 

of hardware expenditures. Nonetheless, both DRA and TURN recommend dramatic reductions to SCE’s 

request on a macro level without any analysis of what the effects will be of these cuts to individual 

portions of SCE’s forecast.1413  

For example, SCE’s forecast in this GRC includes the replacement of its microwave and satellite 

communication systems, as well as its wide area network (SCEnetII). These are large hardware 

replacement costs that do not recur frequently. Microwave and satellite communication systems are 

typically replaced every 25 years. The wide area network has an expected life of 15-20 years.1414 The 

high level cuts proposed by DRA and TURN capture these infrequent expenditures, but their testimony 

fails to account in any way for the effect of their proposals on individual refresh projects, nor do they 

attempt to suggest which hardware refresh projects SCE should not perform. 

7.5.1 DRA’s Cursory Forecast Of Capital Expenditures Is Erroneous 

DRA’s recommended adjustments to SCE’s IT&BI capital forecast are unsound. DRA’s five-

year average completely disregards the fact that these are capital expenditures, not O&M expenses. 

IT&BI capital is cyclical – driven mainly by the refresh cycles of the different hardware and software 

systems. This is why, for example, SCE’s 2011 forecast is so much lower than either the 2010 or 2012 

forecasts.1415 Yet DRA explicitly takes advantage of the lower forecast in 2011, accepting that number 

and suggesting the higher five-year average for 2012 only.1416  

If it had been internally consistent, DRA would have recommended the five-year average 

number, $261.63 million, for both 2011 and 2012. Instead, DRA contradicts itself in an apparent effort 

to select the lowest possible number in both years. More hardware and software is expected to be 

replaced in 2012 than in 2011 due to the expected remaining life of the existing equipment. DRA’s 

forecast completely ignores this cyclical spending pattern. DRA should have either accepted entirely 

                                                 
1412  Exhibit SCE-05, Vol. 2, pp. 93-162. 
1413  Exhibit DRA-16, pp. 15-16; TURN-09, p. 13, n.8. 
1414  Exhibit SCE-20, Vol. 1, pp. 6-7. 
1415  Exhibit SCE-20, Vol. 2, p. 15 (Table I-10). 
1416  Exhibit DRA-16, p. 16. 
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SCE’s budget-based forecast (resulting in a lower 2011 number, but higher 2012 number), or 

recommended the five-year average for both years. Having it both ways is illogical.1417  

DRA also suggests that SCE “pull money” into 2011 to take advantage of potential tax 

savings.1418 The effect of this suggestion is to further orphan SCE’s 2013 and 2014 capital forecast. By 

refusing to even look at 2013 and 2014 expenditures and proposing fixed percentage increases for the 

post-test years, DRA strands the projected increases in those years, which are due mainly to hardware 

and software refresh cycles. Moreover, it would not be in the ratepayers’ best interest to accelerate 

capital expenditures in 2011 to take advantage of a temporary tax rebate, even if doing so would result 

in tax savings.1419 It simply does not make sense to accelerate system refresh activities, which would 

require replacing many capital assets before their expected retirement date. SCE has carefully planned 

its refresh activities based upon the expected life of the equipment, vendor support, and obsolescence. 

The Commission should disregard DRA’s recommendations, which are not based upon any 

principled analysis of the need for the specific projects that would have to be cut. DRA’s overall $89 

million reduction to SCE’s 2012 forecast would not allow SCE to refresh or upgrade nearly 30 percent 

of its portfolio and would potentially lead to unstable systems and unreliable service to its customers and 

employees.1420 

7.5.2 TURN’s 38 Percent Reduction In Capital Hardware Is Not Justified And Should Be 

Rejected 

TURN recommends a startling $127.33 million disallowance for IT&BI capital hardware during 

2010-2011 with the following single sentence in its testimony: “Based on the 38% reduction to reduce 

the software portfolio for the period 2010-2012, we recommend a similar disallowance of 38% of the 

requested hardware for the same period, resulting in a disallowance of $127.33 million for 2010-

2012.”1421 This proposal should be rejected out of hand because TURN has failed to meet its burden of 

going forward with evidence supporting its counterproposal.1422  

TURN’s proposal also assumes a link between the capital software forecast and capital hardware 

refresh activities that does not exist. First, the capitalized software forecast includes, in each case, the 

                                                 
1417  Exhibit SCE-20, Vol. 2, p. 17. 
1418  Exhibit DRA-16, p. 16. 
1419  Importantly, DRA provides no analysis in its IT testimony demonstrating that any tax savings from accelerated spending 

in these categories would in fact be realized. 
1420  Exhibit SCE-20, Vol. 2, p. 17. 
1421  Exhibit TURN-09, p. 13. 
1422  See Re Pacific Bell, D.87-12-067, 27 CPUC2d 1, 22. 
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hardware required to run the software. Thus, there is no justification for linking TURN’s proposed 

reductions in software to the hardware forecast. Second, of the hardware that is included as part of this 

request (Exhibit SCE-05, Vol. 2), more than 85 percent is comprised of refresh activities. This refresh is 

necessary to support systems already approved in previous rate cases, including mainframe and mid-

range servers, disk and tape storage, computers and laptops, copper wire and fiber optic cable 

replacement, and other critical hardware.1423 The hardware needs to be refreshed because it is reaching 

the end of its useful life. If not refreshed on time, there is an increased risk of IT system failure, which 

would impair SCE’s ability to provide adequate service to its customers. The remaining 15 percent 

consists of approximately 6 percent security enhancements, 5 percent regulatory expenditures related to 

SCE’s NERC compliance efforts, and 4 percent for expanding business capabilities.1424 SCE must 

continue making reasonable investments in SCE’s security, regulatory, and other systems to ensure their 

confidentiality, availability, and integrity. 

TURN’s one-sentence $127 million dollar adjustment should be given no weight. The 

Commission should evaluate each of SCE’s capital hardware projects on its merits using the justification 

provided in SCE’s direct testimony,1425 and avoid gimmicks like TURN’s across-the-board cut that fails 

to consider the impact on any particular project. 

7.6 Information Technology Capital – Capitalized Software – Operating Software and 

Compliance Projects 

In this section SCE discusses all contested capitalized software projects detailed in SCE’s IT&BI 

direct testimony (SCE-05, Vol. 3), except Software Asset Management projects (SAM). SAM is 

discussed in Section 7.7 below. Projects that were described in the direct testimony of other business 

units are located in Section 7.8 below, or within the section of the brief for that business unit. Only 

contested projects are described. TURN was the only party to contest specific IT&BI capitalized 

software projects. For uncontested projects, SCE rests on its direct testimony. 

Before turning to the individual projects, SCE discusses the testimony and proposals related to 

productivity savings from IT&BI capital software projects. 

                                                 
1423  Exhibit SCE-05, Vol. 2, at pp. 93-162. 
1424  Exhibit SCE-20, Vol. 2, pp. 16-17. 
1425  Exhibit SCE-05, Vol. 2, at pp. 93-162. 
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7.6.1 Productivity, Benefits, And Savings From IT&BI Capital Software Projects 

7.6.1.1 SCE’s 50-50 Productivity Sharing Proposal Is Appropriate And Should Be Adopted 

In the Productivity volume of its direct testimony, SCE acknowledged that we have proposed a 

number of capital software projects “that are anticipated to result in operational savings for our 

company.”1426 However, since it is difficult to quantify the savings and assign the amounts to specific 

accounts, SCE proposed to reduce its overall O&M expense in this case. SCE assumed 8 percent of the 

total capital software investment will be realized as savings over the rate case period. SCE calculated 

this savings as $18 million, and proposes sharing the savings 50/50 between ratepayers and SCE.1427  

TURN opposes SCE’s proposal, stating instead that all capital software projects should pay for 

themselves based upon savings.1428 SCE’s 8 percent estimate of productivity benefits is admittedly an 

estimate. But SCE applies that estimate to all software expenditures, including those that are required by 

Commission mandate and may generate no productivity savings, as well as others that do have such 

benefits. Under SCE’s proposal, IT&BI expenditures that may generate no cost savings but nevertheless 

provide a benefit to customers by providing new customer features also will return a monetary benefit to 

ratepayers.1429 

SCE’s 50/50 sharing is supported by a 1992 Commission decision. In D.91-12-076, the CPUC 

stated that SCE should share 50 percent of its savings with ratepayers.1430 Not only is a 50/50 split of 

benefits between ratepayers and shareholders supported by precedent, it allows shareholders to share in 

the benefits from capital projects their investment has supported, and it provides the Company with an 

incentive for further productivity enhancement projects. SCE’s productivity sharing proposal is 

reasonable, provides immediate benefits to ratepayers, and should be adopted. 

7.6.1.2 TURN’s Proposed Savings Mechanism Is Shortsighted And Should Be Rejected 

In place of SCE’s productivity proposal, TURN recommends that ratepayers receive a 

productivity benefit equal to 17 percent of IT&BI capital software costs with a limited exception for 

projects required for “information security.”1431 This recommendation is ill-advised for several reasons. 

First, the 17 percent is based on TURN’s erroneous assumption that SCE’s IT&BI software averages 

                                                 
1426  Exhibit SCE-11, p. 18. 
1427  Exhibit SCE-11, p. 18. 
1428  Exhibit TURN-09, pp. 16-18; see Exhibit SCE-20, Vol. 1, p. 11 for testimony describing why the Bechtel example 

cannot properly be compared to SCE. 
1429  Exhibit SCE-20, Vol. 1, p. 11. 
1430  Exhibit SCE-20, Vol. 1, p. 11; Exhibit SCE-17, Vol. 1, Ch. 2. 
1431  Exhibit TURN-09, p. 20, n.21. 
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only a six-year useful life instead of the nearly eight-year average SCE has actually experienced. 

Second, TURN’s rate effectively means that all software programs must pay for themselves within six 

years, which is clearly not the case for many such programs, especially those that respond to 

Commission or other regulatory mandates.1432 TURN’s proposal would mean that shareholders would 

have to fund all programs whose productivity benefits do not pay for themselves within six years. In 

other words, SCE’s shareholders would be paying for benefits that its customers receive without the 

ability to recoup their investment. Such a proposal disincentivizes the Company from making software 

investments that benefit customers but might not otherwise result in productivity savings to the 

Company that offset all the costs of making the investment. 

TURN’s proposal also ignores the fact that in today’s environment, a capital program has to be 

evaluated for much more than just the possible savings it could yield compared to current operations. 

Those benefits cannot necessarily be expressed in a traditional cost-benefit calculation, but they are no 

less real. For example, SCE’s customer service software systems, such as Alerts and Notifications and 

the Customer Relationship Management System, deliver improved service, quicker response, and more 

choices for all of our ratepayers, but the “operational savings” are difficult or impossible to quantify. 

TURN’s proposal is shortsighted because it would force SCE shareholders to pay for those 

projects without quantifiable operational benefits. Such a mandate will act as a disincentive for SCE to 

invest in projects that result in other, non-monetary benefits to customers and ratepayers. TURN’s 

proposed “savings mechanism” should be rejected. 

7.6.2 TURN’s Blanket 10 Percent Cut From Capitalized Software Is Unjustified And Misguided 

In addition to specific recommendations for disallowance of certain of SCE’s capitalized 

software projects, TURN recommends an additional blanket cut of 10 percent or $51.2 million.1433 

TURN’s across-the-board cut would at best leave SCE and its customers technologically stagnant. At 

worst, it would expose SCE and its customers to security, safety, and compliance risks that could have 

been avoided. This proposed cut lacks any justification or analysis and should be rejected. 

In proposing its blanket cut, TURN does not discuss whether entire projects should be 

abandoned or scaled down, or whether it expects SCE to cut 10 percent from every project. However, it 

is clear that many of SCE’s proposed projects would be in jeopardy. Many of those projects have safety 

                                                 
1432  Exhibit SCE-20, Vol. 1, p. 12. 
1433  Exhibit TURN-09, pp. 11-13. 
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and reliability features that could be subject to TURN’s blanket cut.1434 TURN leaves the Commission to 

guess at which projects it believes SCE should abandon. 

At least TURN would exempt IT&BI security projects from its blanket cut.1435 But TURN has an 

overly narrow definition of security applications. Today’s environment requires that IT&BI evaluate the 

security concerns of all new systems projects. In addition to those recognized by TURN, SCE’s 

customer website, TDBU’s Smart Grid Cyber Security, and HAN Support and Troubleshooting all have 

security components that need to be addressed. For instance, the customer website needs to safeguard 

customer information against hackers. The HAN system, designed to allow for remote control of user 

appliances, also needs to be shielded from unauthorized access. These new systems, while enabling 

modern functionalities, must be properly secured lest they create new entry points for intruders. 

Finally, TURN’s programmatic and across-the-board software and hardware cost cuts would 

significantly reduce the effectiveness of such advancements as the Smart Grid, SmartConnect meters, 

and plug-in electric vehicles. Simplistic, large percentage cuts allows TURN to appear to advocate for 

ratepayers without taking the blame for the necessary cuts or elimination of programs and services that 

these projects would have provided. So long as Commission policies include reduced greenhouse gases, 

electrification of the transportation fleet, protection from the increasing threats of cyber-terrorism, and 

replacement of our aging assets, then the technology that supports these endeavors must be funded. 

Otherwise, TURN should state which of these goals should be abandoned along with the technology 

projects that support them. SCE doubts that the Commission wishes to undercut its own efforts to 

promote these important objectives by eliminating IT&BI programs that will enable their full potential 

to be realized. Facilitating these advances in a service territory as large as SCE’s has a synergistic effect 

in stimulating new applications, facilities, and products that will create more jobs and investment in 

California.1436 

The Commission should evaluate each of SCE’s proposed capitalized software projects on its 

merits, using the detailed justification provided in direct testimony (Exhibit SCE-05, Vol. 3). A party 

proposing cuts should at least identify projects it believes SCE could abandon without jeopardizing safe 

and reliable service. That would at least give SCE the opportunity to address the proposed cuts in 

                                                 
1434  Exhibit SCE-20, Vol. 1, pp. 7-8. 
1435  Exhibit TURN-09, p. 12, n.7. 
1436  Exhibit SCE-20, Vol. 1, p. 10. 
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rebuttal. Across-the-board cuts cannot be justified without reference to the specific projects that would 

be affected.1437 TURN’s proposal should be rejected. 

7.6.3 Enterprise Resource Planning Costs 

SCE requests cost recovery for its ERP project, initiated in 2006 and completed in 2010. SCE 

was originally authorized $400.7 million for Releases 1-3 through 2009. SCE’s testimony in this 

proceeding requested $94.7 million in addition to the amount previously authorized. SCE’s testimony 

also discussed the reasons for the additional expenditures, including delays in implementation, increases 

in scope, and additional resources required to complete the project.1438 TURN recommends that the 

entire $94.7 million should be disallowed and not included in rate base.1439 TURN’s recommendation is 

flawed and should be rejected. 

7.6.3.1 ERP Is Cost-Effective With The Additional Expenditures 

ERP is complete and has been providing service to customers. Customers and ratepayers have 

received the benefits estimated by SCE in the last rate case, and will receive the additional benefits 

forecast in this case. But despite touting the cost-effectiveness of ERP in a prior section of testimony,1440 

TURN disregards SCE’s cost-benefit calculation that demonstrates the project is cost-effective even 

with the additional expenditures.1441 SCE has computed the discounted revenue requirement for the 

additional recorded expenditures, and concluded that the project would have still been cost-effective, all 

else being equal, had we forecast what had later been recorded rather than the $400.7 million. The 

benefit to cost ratio would have dropped close to (but still over) 1.0 for SCE’s base business case.1442 

And as TURN points out, a “normal cost-effective project” would have a benefit to cost ratio of at least 

1.0, as ERP does even with the cost changes.1443 There is simply no justification for a disallowance of 

any amount. 

In addition, although SCE did not include in its base business case the future avoided costs for all 

replaced software, we provided an estimate of these savings in SCE’s 2009 GRC testimony.1444 These 

additional savings increased the benefit-to-cost ratio from 1.10 to 1.47. Also, SCE replaced a number of 

                                                 
1437  TURN has failed again to meet its burden to produce evidence supporting its counterproposal. See Re Pacific Bell, D.87-

12-067, 27 CPUC2d 1, 22. 
1438 Exhibit SCE-05, Vol. 3, p. 104. 
1439  Exhibit TURN-09, pp. 21-22. 
1440  Exhibit TURN-09, p. 14. 
1441  Exhibit TURN-09, p. 21. 
1442  SCE, Payne Tr. 15/2264-2265. 
1443  Exhibit TURN-09, p. 16. 
1444  Exhibit SCE-20, Vol. 1, p. 14, n.17. 
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systems not originally envisioned for replacement in 2006. For example, SCE has identified nine 

Release 3 systems that were replaced but not originally scheduled for replacement.1445 Without ERP 

these systems would also have required replacement or significant maintenance at some point. Although 

SCE has not quantified the avoided cost of these future replacements, these avoided costs represent an 

additional benefit to ratepayers, which increase the overall cost-effectiveness of the project.  

The project could not have been completed without the additional expenditures. Since ERP is 

complete and remains cost-effective, the entire cost to complete it is reasonable and should be adopted. 

7.6.3.2 TURN’s Proposed Disallowance Of 2009 Costs Is Retroactive Ratemaking 

The portion of TURN’s recommendation disallowing $45.1 million that closed to rate base in 

2009 constitutes retroactive ratemaking, and cannot be accepted as proposed.1446 While the proposed 

adjustment has no merit and should be rejected, if any portion of the 2009 amount is to be disallowed, 

the Commission must consider the prohibition on retroactive ratemaking as described by Mr. Worden 

during his cross-examination.1447 The $45.1 million in 2009 represents an amount that was not 

previously authorized in the 2009 rate case, yet that amount closed to rate base along with the authorized 

amounts when the asset went into service. The company has been depreciating the entire amount with no 

matching incremental revenue in its authorized revenue requirement. Thus, SCE’s shareholders have 

been paying the carrying costs on the incremental capital that closed to rate base in 2009.1448 As Mr. 

Worden described, the maximum amount that could be disallowed as of January 1, 2012 without 

running afoul of the prohibition on retroactive ratemaking would be the $45.1 million in excess of the 

2009 authorized amount less the booked depreciation since the asset closed to rate base.1449 The amount 

that has been depreciated prior to January 1, 2012 had no impact on the revenue requirement and could 

not be disallowed.1450 

TURN’s proposal to disallow all expenditures in excess of the original forecast is unreasonable, 

overstated, and should recognize that ERP is providing service to SCE customers. Despite recorded 

expenditures exceeding the original forecast, SCE proactively managed the timelines and finances of the 

project, documented the sources of and remedies for the unforeseen difficulties confronted during 

                                                 
1445  Exhibit SCE-20, Vol. 1, Attachment 6 (TURN-SCE-083, Question 2). 
1446  Exhibit SCE-20, Vol. 1, p. 16. 
1447  SCE, Worden Tr. 26/4111-4116. 
1448  SCE, Worden Tr. 26/4113, lines 2-26. 
1449  SCE, Worden Tr. 26/4114 line 13 – 4115 line 8. 
1450  SCE, Worden Tr. 26/4115 line 9 – 4116 line 5. 
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implementation, and finally completed a project ultimately beneficial to ratepayers. SCE requests that 

the Commission dismiss TURN’s cursory analysis and grant SCE full cost recovery for its ERP project. 

7.6.4 Configuration Management Database 

The configuration management database project (CMDB), as described in the Operating 

Software section of SCE’s direct testimony and associated workpapers, is an enterprise-wide database 

tool built on advanced automated discovery and mapping technology, which houses thousands of key 

IT&BI operational components such as storage, servers, applications, network and data elements, and 

their related attributes. CMDB enables IT&BI to provide greater control over service levels and to 

expedite the collection of information required for design and implementation of new IT&BI 

services.1451 SCE forecasts $6.5 million for the CMDB project over the 2010-2014 period as part of the 

total Operating Software forecast.1452 TURN asks the Commission to disallow this entire project as “nice 

to have” based on its mistaken belief that CMDB duplicates the application portfolio management 

system (APMS).1453 

CMDB and APMS are not duplicative. The Application Portfolio Management System provides 

a database for storing application information using an acronym, description, function point counts, etc. 

APMS is not designed to perform auto-discovery, develop relationship mapping of the elements making 

up IT&BI services, or track detailed elements of the IT&BI infrastructure. The CMDB project, on the 

other hand, is software that will enable automatic discovery and dependency of applications and 

computer/network elements that support those applications. Configuration Management Database is not 

used for tracking inventory of software applications as asserted in TURN’s testimony.1454 

CMDB is a necessary part of SCE’s operating software forecast, which will provide important 

information used to manage IT&BI services. SCE does not have the capability today that this software 

provides, and it is not duplicative of APMS or any other project. SCE respectfully requests that the 

Commission adopt SCE’s Operating Software capital forecast, including the $6.5 million over five years 

for CMDB. 

7.6.5 Single View Of IT Health 

TURN also attacks another part of SCE’s Operating Software forecast: the Single View of IT 

Health project. This project will implement the “Netcool” Monitoring Software, which will enable 

                                                 
1451  Exhibit SCE-08, Vol. 3, pp. 1-5; Exhibit SCE-20, Vol. 1, p. 17, and Attachment 7 thereto (TURN-SCE-056). 
1452  Exhibit SCE-20, Vol. 1, p. 17. 
1453  Exhibit TURN-09, pp. 22-23. 
1454  Exhibit SCE-20, Vol. 1, p. 18; Exhibit TURN-09, pp. 22-23. 
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consolidation of our monitoring tools for computing hardware like routers, switches, and servers.1455 

TURN erroneously believes that this project is also duplicated by APMS, and that the cost has increased 

since SCE submitted its testimony from $500,000 to $4.75 million. TURN’s mistaken beliefs led to its 

recommendation to disallow the $500,000 requested in 2012 for this project.1456  

First, SCE is requesting $500,000 for this project. If adopted, that is the amount that would 

contribute to SCE’s revenue requirement. Second, Single View of IT Health is not duplicative of 

APMS.1457 The Application Portfolio Management Database provides for the data entry and database for 

storing application information using an application acronym and description, function point counts, etc. 

Single View of IT Health helps to monitor the applications and products in use. Each of the applications 

is used for a different purpose, offer very different functionality, and is in no way duplicative of each 

other. TURN’s criticisms of this project are unfounded and should be rejected. 

7.6.6 Virtual Fax Over IP 

SCE forecasts $500,000 in 2014 for the Virtual Fax Over IP project.1458 TURN recommends total 

disallowance.1459 SCE has an agreement with DRA that for capitalized software projects less than $1 

million, SCE is not required to submit separate written testimony for each such project in its GRC 

filing.1460 This project will enable users to fax over the network and eliminate the need for analog lines 

attached to printers and the need to invest in analog fax cards. The project makes sense and should be 

adopted along with the other proposed projects less than $1 million.1461 

7.6.7 Common Enterprise Services And Virtual World 

The Common Enterprise Services is a major project sponsored by the Technology and Risk 

Management organization, which is responsible for securing and protecting SCE’s information systems. 

Implementing Common Enterprise Services will enable IT&BI to develop and maintain secure services 

using the “Software-as-a-Service” model. With this model, services and functions are built once, and 

                                                 
1455  Exhibit SCE-20, Vol. 1, p. 19. 
1456  Exhibit TURN-09, pp. 23-24. 
1457  Exhibit SCE-20, Vol. 1, p. 19. 
1458  Exhibit SCE-20, Vol. 1, p. 20. Due to the size of the project and the fact that the expenditures are forecast for 2014, the 

effect of this project on the revenue requirement is miniscule. The effect is zero if any version of DRA’s or TURN’s post 
test-year ratemaking proposals are adopted. 

1459  Exhibit TURN-09, p. 24. 
1460  Exhibit SCE-20, Vol. 1, p. 20. 
1461  TURN’s argument that this project should be funded from productivity savings is addressed in Section 7.6.1, supra. 
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then users consume the services according to their business needs. An example of this is Google 

Search.1462 

There are many benefits from moving to this model for delivering IT services. For example, the 

resources can be shared among many users, are accessible from any device, and from any location. 

Compare this to the ordinary software model, which requires each user to install a copy of necessary 

software, some of which may be used rarely or not at all by everyone, on each device in every 

location.1463 As described in SCE’s direct testimony, to realize these benefits the initial platform for 

building the services itself must be built. This is the purpose of the Common Enterprise Services 

project.1464 SCE forecasts $36.085 million over the five-year period (2010-2014) for this project.1465 

In a page-and-a-half of testimony, TURN would disallow all $37.285 million.1466 SCE is frankly 

puzzled that TURN would make this recommendation when Common Enterprise Services is the very 

type of project that delivers efficiency and savings by leveraging common application infrastructures. 

Additionally, TURN has mischaracterized the entire $37.285 million request based on a small pilot 

project using virtual meeting room “Avatars,” which amounted to $1.2 million in post test year 2014, 

and where SCE notified TURN that we would stipulate to its removal.  

TURN also references a Bechtel article that described how that company achieved productivity 

savings in its IT department by consolidation – and presumably without projects such as common 

enterprise services. TURN’s reference to the Bechtel article is misplaced. Bechtel is a multi-national 

corporation that had a number of duplicative applications and infrastructure located all over the world, 

which they consolidated. SCE does not have the same infrastructure or network design as Bechtel had 

prior to starting their endeavor. Since SCE has a centrally managed computing and network 

infrastructure, SCE does not have the same ability to leverage/reallocate funds from refresh and 

maintenance as Bechtel did in 2008.1467 This would be exacerbated by TURN’s further recommendation 

of an across-the-board reduction in capital funding of 38 percent in IT&BI. 

Common Enterprise Services is a project that must be built in order to realize future efficiencies 

from the “Software-as-a-Service” model. SCE has thoroughly documented the need for this important 

                                                 
1462  Exhibit SCE-05, Vol. 3, pp. 157-158. 
1463  Exhibit SCE-05, Vol. 3, p. 158. 
1464  Exhibit SCE-05, Vol. 3, p. 158. 
1465  Exhibit SCE-05, Vol. 3, pp. 161-163 (Table IV-62). ($37.285 minus $1.2 million SCE agreed to remove). 
1466  Exhibit TURN-09, pp. 26-27. 
1467  Exhibit SCE-20, Vol. 1, pp. 22-23. 
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project.1468 The Commission should adopt SCE’s 2010-2014 forecast to build the Common Enterprise 

Services platform. 

7.7 Information Technology Capital - Capitalized Software – Software Asset Management 

Software Asset Management (SAM) is the process SCE has used since 2004 to proactively 

manage its portfolio of software applications to mitigate risks from security issues and failure from 

obsolescence. SCE deploys at least 680 different active software applications. During each of the last 

three rate cases, SCE has used its SAM Process to identify the most critical software that needs to be 

refreshed or replaced. TURN’s witness insinuates that projects slated for refresh or replacement through 

SAM are not given a thorough review.1469 This is not true. Last year SCE considered almost 100 

proposals for upgrade and only 36 were selected as candidates for replacement or refreshment under the 

SAM Process.1470 This represents less than 6 percent of the total number of applications currently used 

by SCE. Each of the 36 SAM applications is technologically obsolete and thus no longer supported by 

the vendor. Some are also obsolete for business purposes, and thus no longer satisfy the purpose for 

which they were used. Among other considerations, this obsolescence also means that new and 

unidentified existing software security vulnerabilities or instabilities will never be fixed unless the 

software is replaced.1471 

TURN specifically addressed in its testimony the seven SAM projects in the sections below. For 

the reasons stated in testimony and in this brief, SCE believes each of the projects was properly 

identified for refresh or replacement based upon obsolescence or security risks. TURN’s arguments are 

superficial, fail to address the obsolescence of these systems, and should be rejected. 

7.7.1 CAD/CAFM 

SCE’s current Computer Aided Design and Computer Aided Facility Management applications 

(CAD/CAFM) were implemented in 1997 and are now technologically obsolete. These systems are used 

by the Operations Support business unit to manage SCE’s existing facility portfolio of more than 221 

non-electric facilities containing over 5.9 million square feet in 79 locations. SCE forecasts $11.0 

million to replace the existing disparate systems with an AutoCAD system that integrates with SAP 

asset data.1472 TURN sees the acronym “SAP” and recommends “disallowance.”1473 

                                                 
1468  Exhibit SCE-05, Vol. 3, pp. 157-163, and associated workpapers. 
1469  Exhibit TURN-09, p. 9. 
1470  Exhibit SCE-05, Vol. 3, pp. 6-19; Exhibit SCE-20, Vol. 1, p. 7. 
1471  Exhibit SCE-05, Vol. 3, pp. 6-19; Exhibit SCE-20, Vol. 1, p. 7. 
1472  Exhibit SCE-05, Vol. 3, pp. 78-80. 
1473  Exhibit TURN-09, pp. 24-25. 
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It is true that the new system will integrate with SAP, which is a benefit because integration will 

replace many manual work-arounds used today to procure required data from disparate sources. 

However, the reason the system needs replacement is not because integration with SAP is “nice to have” 

but because the applications used today are nearly 15 years old. This is not a case of the 5-to-6 year “IT 

treadmill” TURN complains about. The current CAD/CAFM applications use outdated technology and 

are no longer supported by the vendor.1474 SCE respectfully requests that the Commission adopt its 

forecast for this capital software project. 

7.7.2 Customer Data Warehouse 

The Customer Data Warehouse project is designed to bring together disparate customer 

databases that date back to 1987 a single, centralized data warehouse. This project is completely 

separate from, and will integrate with, the Edison SmartConnect customer data warehouse, which is 

being established independently from this project to provide the central repository for the interval usage 

data for customers using SmartConnect meters.1475 Nonetheless, TURN recommends disallowing the 

SAM Customer Data Warehouse project and recording it instead in the SmartConnect balancing 

account.1476 SCE forecasts $26.08 million through 2014 for this capital software project.1477 

The customer-related data that will be consolidated under the new Customer Data Warehouse 

described in the SAM testimony includes customer account data, historical usage data (older than 13 

months), customer program history and demographic data, and demand response information. It will not 

house interval data from SmartConnect meters, but will be able to draw from that data for analysis.1478 

The Customer Data Warehouse is an existing system, and as such was not included in the deployment or 

funding of the SmartConnect project. This SAM project is required because the current system is 

obsolete and can no longer house the volume of data and provide the on-line response, the analytics and 

reporting, and the security required to support the customer self-service model. The need for this system 

is not caused by the deployment of the SmartConnect project, but rather by the obsolescence of the 

current system and its inability to handle the volume of data and transactions required. 

It appears that TURN has confused the SAM Customer Data Warehouse project with the 

separate Edison SmartConnect Customer Data Warehouse. The Commission should adopt SCE’s 

forecast for this capital software project. 
                                                 
1474  Exhibit SCE-20, Vol. 1, p. 21. 
1475  Exhibit SCE-05, Vol. 3, p. 35. 
1476  Exhibit TURN-05, p. 4. 
1477  Exhibit SCE-05, Vol. 3, p. 35 (Table II-13). 



 

 -226-  

7.7.3 Enterprise Platform User Interface Refresh 

As described in SCE’s SAM testimony, the current SAP user interface is ineffective and the 

technology obsolete. SCE forecasts $15.34 million through 2014 to refresh the interface and improve 

usability.1479 TURN recommends complete disallowance of this project because it is related to ERP.1480  

TURN’s recommendation evidences a lack of understanding of large software implementation 

projects. Large packaged software implementations may contain standard user interfaces that do not 

adequately address the needs of users. When this occurs, the implementing organization must bear the 

cost of improving it, or risk poor user adoption, inefficiency, and failure to achieve the full potential of 

the software package. This is not a “redo.” Instead, this project replaces out-of-the-box SAP user 

interfaces that proved to be cumbersome, slow, and non-intuitive when implemented, leading to wide-

spread user dissatisfaction and ineffective support of SCE’s process.1481 

Subsequent to SCE’s implementation, SAP made technology changes to allow for customization, 

and has encouraged and supported companies in creating customized user interfaces for their specific 

environments to increase productivity and user satisfaction. SCE is doing just that in targeted areas 

where the out of the box SAP interfaces do not provide effective support for SCE’s processes.1482 

Additionally, the original business case for ERP included forecast costs for ongoing enhancements and 

upgrades to SAP, like this one. This project is a necessary part of the customization of SAP for use by 

SCE and should be adopted. 

7.7.4 Enterprise Platform Search And Classification 

SCE estimated $1.14 million in 2010 to replace a technologically obsolete search engine in SAP 

known as TREX. TREX is used by SCE as the primary search engine for its corporate intranet. SAP has 

made a significant technology change that forces SCE to upgrade this platform to remain consistent with 

new implementations. This upgrade will ensure continued SAP vendor support after 2014.1483 Because 

this is related to SAP, TURN recommends a complete disallowance.1484 
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1478  Exhibit SCE-05, Vol. 3, pp. 35-36. 
1479  Exhibit SCE-05, Vol. 3, p. 58. 
1480  Exhibit TURN-09, p. 36. 
1481  Exhibit SCE-20, Vol. 1, p. 27. 
1482  Exhibit SCE-20, Vol. 1, p. 27. 
1483  Exhibit SCE-05, Vol. 3, pp. 67-68. 
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Like all SAM projects, TREX is obsolete and must be replaced. A dominant problem of buying a 

large package like SAP is that it has a huge number of components that become obsolete at different 

points in time, and to keep the whole package working well together, some components need to be 

replaced within a short time frame. TREX happened to be one of the older components, which was not 

compatible with SAP’s ongoing upgrades, and did not have a consistent support level across the SAP 

platform.1485 Upgrading TREX with the most recent version from SAP is critical to the performance of 

business applications at SCE as well as essential to stay current with SAP’s support model. This upgrade 

will ensure continued SAP vendor support after 2014, which cannot be assured if this upgrade is not 

completed. TURN’s recommendation is not justified because it demonstrates a lack of understanding of 

large software projects. Additionally, the original business case for ERP included forecast costs for 

ongoing enhancements and upgrades to SAP, like this one. The Commission adopt SCE’s request for 

this required upgrade. 

7.7.5 Revenue Protection And Law Claims Management System 

The Revenue Protection Investigation System is an on-line system used in investigations of 

unauthorized energy usage. Information maintained includes collections, payments, and enforcement 

activities. SCE forecasts $6.68 million through 2013 to replace this system, which was originally 

implemented in 1989.1486 The Law Claims Management System is a custom-built application used to 

manage property and personal injury claims filed by and against SCE. SCE forecasts $5.79 million to 

replace this system, which was implemented in 2004.1487 TURN recommends that both of these projects 

be scaled back due to perceived overlapping functionality: $1.2 million for Revenue Protection and $1.4 

million for Law Claims Management.1488 

The two projects are unique, and TURN has failed to present any evidence indicating that the 

functions of the systems are unnecessary. The facts presented in SCE’s testimony demonstrate these 

projects are two very different systems designed and built for different purposes.1489 The purpose of 

Revenue Protection is to secure quality service for our customers, and to protect our customers and 

employees from unsafe conditions resulting from tampering with electrical facilities by promptly and 

aggressively investigating reported cases of unauthorized use and recovering the revenue loss from such 

use. The Law Claims Management system, on the other hand, is used by the Claims Department, and 
                                                 
1485  Exhibit SCE-20, Vol. 1, pp. 27-28. 
1486  Exhibit SCE-05, Vol. 3, p. 33. 
1487  Exhibit SCE-05, Vol. 3, p. 25. 
1488 Exhibit TURN-09, pp. 40-42. 
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serves as a one-stop solution to manage all kinds of claims. Each project is justified on its own merits. 

TURN has also failed to present any basis for their cost recommendation whereas SCE’s estimates are 

informed forecasts based upon years of experience with the business need for these systems. SCE 

respectfully requests that the Commission reject TURN’s arguments and adopt SCE’s forecasts for these 

projects. 

7.7.6 Energy Manager Replacement 

The SCE Energy Manager application was initiated in 2001 as the primary on-line system for 

delivery of energy information and tools to SCE’s largest commercial and industrial customers. Energy 

Manager is obsolete for technical and business reasons, and is no longer vendor supported. SCE 

requested $6.07 million in 2010 to replace Energy Manager with a new system that meets business and 

technical objectives.1490 TURN recommends a reduction of $4.32 million and scaled-back 

functionality.1491  

TURN’s arguments should be rejected. First, Energy Manager is a mandatory project. AB1X-29 

and SBX1-5 mandated the Real Time Energy Metering (RTEM) program for customers with energy use 

greater than 200 kilowatts. The California Energy Commission authorized SCE to establish an internet 

site “that can provide individual targeted end-users with timely graphical and or tabular energy usage 

and other information regarding their own facilities.”1492 Furthermore, SCE has received direction from 

the CEC and the Commission, as recently as May 6, 2011, that it needs to provide its RTEM customers 

with pricing, costs, and interval usage data.1493 

Second, TURN’s statistics are incorrect. TURN testifies that roughly 6,600 customers out of 

15,238 have signed up for the Energy Manager Basic Service.1494 TURN is confusing customers with 

meters. In fact, all of the 6,600 eligible C&I customers and their 15,238 meters are automatically 

enrolled in Energy Manager Basic.1495 TURN also calculates a $10,000 per customer cost based on total 

project costs.1496 This, too, is incorrect. Approximately 1,654 unique customers access the system. This 
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1495  Exhibit SCE-20, Vol. 1, p. 30. 
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would reduce the per customer cost to $3,670, and this does not include SCE representatives who access 

the usage data on behalf of a customer, which would reduce the per customer cost further.1497 

Third, the proposed changes are necessary. Energy Manager was neither conceived nor designed 

to process 15-minute refreshed interval data transactions, and it is already operating near its data 

capacity limits. To keep the application up-to-date, upgrades to the RTEM database are required, as well 

as vendor software and hardware modifications, RTEM application enhancements, and modified 

transaction routing.1498 SCE respectfully requests that the Commission adopt its request to replace 

Energy Manager so SCE can continue to provide its customers with required information. 

7.7.7 Design Manager And The Capital Work Order Unit Estimate Derivation Project 

SCE forecasts $2 million for the Design Manager system in 2013, a SAM project to upgrade the 

performance of the Distribution Service Request Pricing (DSRP) system, which is used by planners to 

design and price system construction work.1499 In addition, SCE requests $1.2 million, spent in 2010, for 

the Capital Work Order Unit Estimate Derivation Project, which streamlines the financial classification 

and closing of capital-related work orders and calculates the Unit Estimate for work orders.1500 TURN 

recommends the disallowance of the work order unit estimate derivation project as duplicative of the 

expected functionality of DSRP as authorized in the 2009 GRC.1501 

TURN seems to believe that automation of unit estimates was within the scope of DSRP. That is 

not the case. The creation and update of unit estimates has always been a manual process, and was never 

intended to be automated as part of DSRP or Design Manager. TURN fails to distinguish between the 

classification of costs (Unit Estimate Derivation) and the costs themselves (Design Manager). These are 

distinct work functions that are related but not identical. However, with the increasing volume of work 

(from 40,000 work orders per year to 200,000 work orders per year), it will not be feasible to continue 

using the manual process.1502 TDBU planners need to reduce the time it takes to categorize and close a 

distribution capital work order as well as increase the accuracy of unit estimates. Thus, both projects are 

distinct from one another, separately justified in testimony, and necessary to efficiently manage the 

increased volume of system planning work. SCE respectfully requests that the Commission adopt its 

request for both the Design Manager and the Work Order Unit Estimate Derivation projects. 

                                                 
1497  Exhibit SCE-20, Vol. 1, p. 30. 
1498  Exhibit SCE-20, Vol. 1, p. 31. 
1499  Exhibit SCE-05, Vol. 3, pp. 90-91. 
1500  Exhibit SCE-05, Vol. 3, pp. 123-126. 
1501  Exhibit TURN-09, p. 47. 
1502  Exhibit SCE-20, Vol. 1, p. 33. 
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7.8 Other Capitalized Software 

Certain contested capitalized software projects requested in the direct testimony of other SCE 

business units are discussed below. For the CSBU projects, see Section 6.10 of this brief. The HR 

provisioning project is discussed in Section 8.2 below. For the Compliance Management System, see 

Section 9.6.3, and for International Financial Reporting, see Section 9.1.1.4 below. Finally, for PPBU 

projects, see Section 10.4 of this brief. 

7.8.1 Law Department: Electronic Discovery 

SCE forecast $4.882 million to purchase and implement an electronic discovery system to 

streamline the Department’s processes, reduce time lost for employees, better control costs, and reduce 

escalation of future outside counsel costs. DRA opposes this request on the grounds that it is “unclear 

from SCE’s response how it determined the estimates” and that SCE “provided insufficient justification 

for this capital project.”1503 DRA’s contentions are incorrect. As explained in SCE’s rebuttal testimony, 

we provided detailed information to support the cost estimates and business case in our data request 

responses and prior testimony.1504 That evidence clearly supports approval of this needed software 

project. 

TURN proposes an across-the-board cut for software.1505 SCE’s rebuttal to TURN’s 

recommendation for an across-the-board cut to software costs is discussed in Section 7.6.2 above. 

8. HUMAN RESOURCES, BENEFITS AND OTHER COMPENSATION 

8.1 Human Resources Department Expenses 

SCE’s 2012 test year forecast for Human Resources (HR) Department expenses is $37.939 

million.1506 Neither DRA nor TURN have contested the reasonableness of SCE’s forecast for HR 

Department expenses for Compensation, Benefits & Services; Talent Management; Corporate Medical 

Services; Strategic Business Partners; Equal Opportunity, Employee Relations & Labor Relations; or 

HR Administration. At issue is SCE’s forecast of incremental HR staffing at San Onofre Nuclear 

Generating Station (SONGS) as addressed below. 

                                                 
1503 Exhibit DRA-12C, p. 31. 
1504 SCE Response to Data Request DRA-SCE-004-DFB, Nos. 32-34 (the response to No. 34 is confidential) (see Appendix 

A of Exhibit SCE-22, Vol. 2C at pp. A-46 to A-126); Exhibit SCE-07, Vol. 2C, Ch. II, § F(1) and F(2). 
1505 Exhibit TURN-09, pp. 11-13. 
1506 Exhibit SCE-06, Vol. 1, p.6. 
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8.1.1 Human Resources Incremental Staffing 

SCE forecast $741,000 in incremental labor increases in 2012 to cover the cost of 7 human 

resources positions at SONGS.1507 These positions are requested to provide day-to-day HR support to 

employees at SONGS as well as provide management with assistance required to support planned 

strategic initiatives at SONGS. 

DRA recommends a 50 percent reduction to SCE’s HR staffing request at SONGS while at the 

same time approving workforce reductions of 500 SCE personnel and 100 contract workers at 

SONGS.1508 DRA’s arguments are illogical and should be rejected. A primary reason for the incremental 

HR staffing at the SONGS site is to support management and employees during the workforce 

reduction. For SCE to effectively manage the workforce reduction in compliance with applicable rules 

and regulations, we must have adequate staffing at SONGS to carry out the process. In addition, there 

are Nuclear Regulatory Commission (NRC) concerns related to human performance and safety culture 

which SCE has pointed out in testimony.1509 SCE has outlined plans to address these concerns through 

skills development, monitoring and employee engagement1510 – all requiring the support of HR 

professionals at the SONGS site. 

8.2 Human Resources Capitalized Software 

8.2.1 Worker Provisioning Process Enhacement Project 

SCE forecast $3.09 million of capital expenditures to provide an online and automated 

provisioning system that will shorten the time taken to provide employees with computers and system 

access.1511 This tool provides employees and contingent workers with timely access to the assets they 

need to be productive in their roles.1512 DRA recommends limiting the amount of funding for this project 

to $1.755 million, the amount spent in 2010. 1513 DRA’s recommendation should be rejected because it 

amounts to penalizing SCE for a slight delay in schedule with project completion in second quarter 

2011, rather than by year-end 2010. With capital projects, are common, minor schedule changes causing 

costs to roll into the following year or advancing costs to earlier months. 

                                                 
1507 Id, at p.37. 
1508 Exhibit SCE-02, Vol. 1, pp. 12-14.  
1509 Exhibit SCE-02, Vol. 1, p.8; Exhibit SCE-21, pp. 2-3. 
1510 Exhibit SCE-02, Vol. 1, pp.8-9; Exhibit SCE-06, Vol.01, pp. 37-38. 
1511 Exhibit SCE-06, Vol.1, p.50.  
1512 Id. at pp. 47-49 
1513 Exhibit DRA-13, pp. 31-32.  
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TURN recommends disallowance of all project costs, stating that the project should be paid for 

out of productivity savings.1514 What TURN fails to recognize, however, is that even though Worker 

Provisioning project is a productivity enhancement, productivity savings are cumulative in nature – 

based on reducing unproductive time of employees and contract workers who are waiting for system and 

access provisioning required to do their jobs. Actual savings will be realized over time as employees are 

“on boarded” faster, reducing initial unproductive time spent in a new position. Though hard savings 

(budget reductions) are not identified, this project is necessary to ensure that company resources are on-

boarded as efficiently as possible, resulting in improved worker productivity. Under the current process, 

new hires wait an average of six days after their official start date before receiving necessary 

Information Technology (IT) equipment, and it takes approximately 16 days before 90 percent of new 

hires are provisioned.1515 An inadequate provisioning process reduces productivity, delays the employee 

provisioning process and results in worker dissatisfaction. This project has been implemented as a 

normal cost of doing business for SCE, is beneficial to customers, and should be approved in its entirety. 

The Commission should therefore reject DRA and TURN’s proposed reductions to the Worker 

Provisioning Process Enhancement Project. 

8.3 Results Sharing 

SCE’s short-term incentive programs – Results Sharing, Management Incentive Program (MIP) 

and Executive Incentive Compensation Plan (EIC) are designed to attract, retain, and reward employees 

by providing a bonus opportunity linked to individual, team and company performance.1516 All full-time 

SCE employees are eligible to participate in our short-term incentive programs with some 99 percent of 

SCE’s workforce earning a payout in 2009 of varying amounts. DRA has recommended a 60 percent 

reduction in ratepayer funding for these short-term incentives for the test year 2012.1517 DRA’s 

recommendation is based on a misguided interpretation of SCE’s corporate goals – using arbitrary 

criteria to parse goals into separate categories of exclusively benefiting shareholders to the detriment of 

ratepayers or vice versa.1518 DRA’s proposal is also inconsistent with the Total Compensation Study 

results, at odds with cost-of-service ratemaking and Commission precedent, and unreasonable. 

                                                 
1514 Exhibit TURN-09, pp. 25-26. 
1515 Exhibit SCE-06, Vol. 1, p. 47.  
1516 Exhibit SCE-06, Vol. 2, pp. 13-14. 
1517 Exhibit DRA-13, p. 16 
1518 Exhibit SCE-21, pp. 22-30.  
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8.3.1 A “Benefit” Test Is Not A Valid Way To Assess Recoverability Of Incentive Compensation 

As in previous GRCs, DRA once again attacks SCE’s Results Sharing Program by claiming that 

about 60 percent of the company-wide goals benefit only shareholders.1519 This approach of measuring 

ratepayer versus shareholders is wrong. First, it is unclear what is meant by “ratepayer benefit.” For 

example, every time an overhead line is replaced or a new pole is put in place, SCE shareholders 

“benefit” as well as SCE customers who continue to receive reliable service. Additionally, incentive 

programs, by their nature, benefit the ratepayers because they are not paid unless pre-established goals 

are reached. Thus, ratepayers get to place a portion of employee salaries at risk unless goals such as 

effective power procurement, system reliability, customer experience and safe operations are met.1520 

Employee performance contributes to realization of these goals and these goals motivate and encourage 

good performance of employees that are beneficial to ratepayers. 

8.3.2 DRA Is Wrong In Finding That SCE Corporate Goals Do Not Benefit The Ratepayers 

DRA’s assertion that SCE’s corporate goals do not benefit the ratepayers is simply wrong. 

Contrary to DRA’s claim, these corporate goals specifically relate to providing safe and reliable service 

to customers.1521 For example, DRA lists SONGS Operational Excellence as one of the 14 goals related 

to cost control and efficiency, rather, than customer service or safety.1522 However, the continued 

operation of SONGS is important to SCE customers and SCE’s corporate goals for SONGS Operational 

Excellence encompass a number of activities that are important to achieving an overarching goal to 

produce safe and reliable power to its customers. SCE’s corporate goals for SONGS operational 

excellence encompasses five activities which bear directly on safety-related objectives, including 

ensuring that SONGS achieves and maintains Institute of Nuclear Power Operations (INPO) standards 

of safety and reliability.1523 Promoting the highest level of safety and reliability in the operation of 

nuclear generating plants benefit the ratepayers who rely on SONGS to produce safe and reliable power. 

8.3.3 Adopting DRA’s Proposal Will Result In Total Compensation That Is Under Market 

SCE’s 2012 Total Compensation Study (Study) found that SCE’s Total Compensation was 

4.7 percent below market, a level that meets the Commission’s stated acceptable market range of +/- 5 

                                                 
1519 Exhibit DRA-13, pp. 20-22. 
1520 Exhibit SCE-21, pp. 22-30. 
1521 Id.  
1522 Exhibit DRA-13, pp. 20-21.  
1523 Exhibit SCE-21, p. 24-25 
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percent of market.1524 Despite actively participating in the Study process for several months, including 

playing an active role in selecting the vendor and contributing to the Study’s design, DRA nonetheless 

ignores the Total Compensation Study results, which clearly demonstrate that SCE’s compensation, 

including short-term incentive compensation, is at market and therefore reasonable.  

As in past GRCs, SCE and DRA have jointly agreed on material decisions including Study 

methodology, choice of the consultant to perform the Study, selection of comparator companies, 

selection of survey sources, and which elements of compensation to include and which to exclude. For 

cash compensation, SCE and DRA mutually agreed to include both base pay and short-term (annual) 

incentives, such as Results Sharing, in the Study. DRA does not contest the results of the Total 

Compensation Study, but still claims SCE should not be allowed to recover those same reasonable 

compensation costs from customers.  

DRA erects a separate barrier; it is not enough under DRA’s view that compensation be at (or 

even below) market levels. DRA believes there should be a separate test of reasonableness based on who 

“benefits” from the compensation. As discussed below, even though there is some unfortunate language 

in some prior Commission decisions endorsing this “benefits” test, it is neither rational nor workable. 

As illustrated in Appendix B to Exhibit SCE-21, adopting DRA’s cuts to Results Sharing and 

other short-term incentive compensation programs would yield total compensation about 7.5 percent 

below market (with cuts to just short-term incentive compensation) and 9.0 percent below market if 

DRA’s overall proposals were adopted.1525 Offering such significantly under-market compensation 

would likely leave SCE unable to attract or retain the workforce necessary to provide safe and reliable 

service to our customers. DRA has failed to consider the impact of its proposed cuts to employee 

compensation on the ability of SCE to continue to provide adequate service to our customers. The only 

properly supported conclusion is that SCE’s incentive compensation is reasonable and the Commission 

should adopt SCE’s test year request.  

8.3.4 DRA’s Proposal Is At Odds With Cost-Of-Service Ratemaking, And Commission Precedent 

As long as SCE’s overall total compensation is at market, DRA should not be able to single out 

one component of total compensation for disallowance. Ratepayers should be indifferent to the form of 

compensation paid, provided the total amount is reasonable. For example, assume a hypothetical 

                                                 
1524 Exhibit SCE-06, Vol. 2, Appendix B, p B-5; Re Pacific Gas and Electric Co., D.92-12-057, §5.3.4, 47 CPUC2d 143, 

173, 1992 Cal. PUC LEXIS 971. See also, §5.3.2 of that decision for further discussion of the sources of compensation 
survey error. 

1525 Exhibit SCE-21, Appendix B, p. B-2.  



 

 -235-  

employee received $100 of compensation and that amount was considered at market. How would 

ratepayers be any better or worse off if that $100 were paid solely as hourly wages versus $50 for wages 

and $50 for benefits? But that is essentially the position DRA takes; it ignores the reasonableness of the 

overall compensation levels and asserts that some forms of compensation should be disallowed because 

they do not, according to DRA, “benefit” ratepayers. 

If the overall compensation is what is needed to attract, retain, and motivate employees, and if 

that compensation is at market levels, then how would ratepayers be better or worse off if the form of 

the compensation were to change? Of course, it would not. DRA’s true objective is not to see that 

market-based compensation is paid; the fact that DRA ignored the total compensation study results is 

sufficient evidence of that. DRA’s true objective can only be to reduce the revenue requirement, even 

when the evidence shows that the total compensation amount is reasonable. 

As discussed in Section 8.5.4 of this brief, the Commission has held that as long as total 

compensation was reasonable, it would not interfere with the utility’s decision on the particular mix of 

base pay, incentives, and benefits.1526 For example, in SCE’s 2003 GRC, the Commission stated: 
We also note that it would be within SCE’s managerial discretion to offer all cash 
compensation to employees in the form of base pay instead of a mix of base pay and 
incentive pay. In the event SCE were to do so, we would not take issue with ratepayer 
funding of the resulting compensation as long as total compensation is reasonable. If total 
compensation does not exceed market levels, a disallowance of reasonable expenses for the 
Results Sharing program would in effect be a substitution of our judgment for that of SCE 
managers regarding the appropriate mix of base and incentive pay. That is the sort of 
micromanagement that the Commission rejected in D.92-12-057, and that we reject here.1527 

Despite evidence in SCE’s 2009 GRC that total compensation was at market levels, the 

Commission however denied recovery of 50 percent of costs of executive officer short-term incentives. 

The reason given for cutting executive officers short-term incentive recovery was “reducing the amount 

of incentive for which ratepayers bear the cost is reasonable in light of current economic circumstances 

provided the total compensation levels are sufficient to attract and retain employees.”1528 However, there 

is no evidence that cutting executive officer short-term incentives by 50 percent would yield an overall 

compensation level that allows SCE to attract and retain employees. In fact, the opposite is true. As 

discussed above in Section 8.3.3, making further cuts to the short-term incentive program would bring 

SCE’s compensation levels significantly below market (-7.5 percent) and is highly likely to put SCE in 

                                                 
1526 Re Pacific Gas and Electric Co., D.92-12-057, p. 85, Re Southern California Gas Co., D.93-12-043, pp. 37-38, Re 

Southern California Edison Co, D.04-07-022, pp.205-208, and pp. 216-217; See also, Exhibit SCE-06, Vol.02,  pp. 6-12 
1527 Re Southern California Edison Co., D.04-07-022, §6.7.2.3.2, p. 217. 
1528 Re Southern California Edison Co., D.09-03-025, p. 135. 
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the position of being unable to attract or retain the workforce necessary to provide safe and reliable 

service to our customers. Regardless of the chosen mix of compensation – base pay, incentives, or 

benefits – employers must still compensate employees at market levels in order to attract, motivate, and 

retain them. And employee compensation, provided the amount is reasonable, is part of the utility’s cost 

of service, thus recoverable from ratepayers. As the Commission has held: 
Under cost-of-service regulation, the utility is entitled to all of its reasonable costs and 
expenses, as well as the opportunity to earn a rate of return on the utility’s rate base.1529 

Because these costs are part of a reasonable overall compensation package, any arbitrary cuts to 

those costs violates cost-of-service ratemaking. The only outcome consistent with the cost-of-service 

principles discussed in SCE’s testimony1530 was the result reached in D.92-12-057 and D.04-07-022 – as 

long as the utility’s total compensation is reasonable, the Commission will not interfere with 

management decisions on how to allocate that total among various forms of compensation. DRA’s 

position, which is not only inconsistent with the results of the Total Compensation Study, but also 

fundamentally at odds with cost-of-service ratemaking and previous Commission decisions, should be 

rejected. 

8.4 Spot Bonuses 

For 2012, SCE estimated $5.067 million in spot bonuses and $6.90 million in ACE program 

costs, both based on 2009 recorded amounts.1531 These programs are part of SCE’s overall non-

executive compensation package, and are important tools for recognizing exceptional employee 

performance. DRA opposes the entire $12 million request, claiming that these programs are 

“superogatory” in nature, unnecessary to operate the utility.1532 

These recognition programs are a low-cost way for SCE to recognize employees who deliver 

exceptional measurable results above and beyond normal job responsibilities. Although the Commission 

has had a mixed record in approving these costs, in D.04-07-022, the Commission approved the spot 

bonus program, noting that the “program is consistent with ratepayer interest, even if the program 

increases shareholder value.”1533 The Commission further observed: 

                                                 
1529 Re Pacific Gas and Electric Co., D.03-02-035, p. 6; 2003 Cal. PUC LEXIS 93. 
1530 Exhibit SCE-06, Vol. 2, pp. 6-12 
1531 Exhibit SCE-06, Vol. 2, p. 32. 
1532 Exhibit DRA-15C, pp. 17-18. SCE also notes that DRA removed more than the forecast costs in its recommendations for 

ACE awards and Spot Bonuses, ignoring the record and in many cases double counting disallowances. See Exhibit SCE-
21, pp. 37-39. 

1533 Southern California Edison Company, D.04-07-022, p. 212. 
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If it were shown that the Spot Bonus program does not result in employees receiving above-
market total compensation, and that the program does not produce outcomes that are contrary 
to ratepayer interests, we would be inclined to include the program costs in the authorized 
revenue requirements.1534 

SCE has shown in this GRC that spot bonus and ACE awards do not result in employees 

receiving above-market total compensation.1535 In fact, as shown in Exhibit SCE- 21, Appendix B, 

SCE’s total compensation would still be “at market” (-3.9 percent) even if these awards were counted 

toward the total compensation.1536 SCE has also shown that these programs are not inconsistent with 

ratepayer interests, and that other state agencies throughout California also provide similar recognition 

awards.1537 Finally, adopting DRA’s recommended disallowance would result in removing duplicative 

costs for ACE awards and Spot bonuses, as these costs were removed by the DRA from both HR 

department expenses as well as from other business units.1538 The Commission should therefore reject 

DRA’s arbitrary cuts to these recognition programs and approve SCE’s test year forecast for these 

programs. 

8.5 Executive Compensation 

SCE’s total executive compensation includes officers’ base salaries and annual short- and long-

term incentives. For 2012, SCE is requesting $19.548 million for executive salaries, short-term bonuses, 

and related expenses, and $19.805 million for long-term incentives, all of which represent less than one 

half of 1 percent of the 2012 revenue requirement.1539 

DRA, TURN, and the Joint Parties all propose reductions to ratepayer funding for executive 

compensation. DRA has proposed a 28 percent reduction to Executive Officer base salaries, short-term 

bonuses and expenses and no funding for Executive Officer long-term incentives.1540 TURN reduces 

Executive Officer salaries, short-term bonuses, and expenses by 17 percent, and like DRA, TURN 

eliminates all funding for long-term incentives (LTI).1541 The Joint Parties recommend analysis of SCE’s 

executive compensation as well as limitations to funding based on total compensation provided to Los 

Angeles Department of Water and Power (LADWP) executives. As discussed in detail below, the 

Commission should reject all such proposed reductions. The Total Compensation Study, jointly 

                                                 
1534 Id. p. 212. 
1535 Exhibit SCE-21, Appendix B, p. B-1.  
1536 Id. 
1537 Exhibit SCE-21, pp. 35-40.  
1538 Exhibit SCE-21, pp. 37-38.  
1539 Exhibit SCE-06, Vol. 1, p. 41, Exhibit SCE-06, Vol. 2, p. 20. 
1540 Exhibit DRA-13, pp. 6-7. 
1541 Exhibit TURN-03, p.83. 
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managed by SCE and DRA, showed that SCE’s overall compensation, as summarized in section 8.5.1 

below is 4.7 percent below market, within the zone of reasonableness and SCE’s executive 

compensation is 9.8 percent below market.1542 

8.5.1 Overall Compensation Levels 

As in the past GRCs, SCE is asking in this proceeding to recover costs of various elements of 

employee compensation – base pay, pensions and benefits, and incentives. SCE has presented evidence 

through Total Compensation Study results that its total compensation is reasonable. As summarized in 

the table below, SCE’s total compensation is 4.7 percent under the market, within the zone of 

reasonableness.1543 The Commission has recognized “that wage surveys, like other surveys have a 

certain amount of error,”1544 and has accepted a 5 percent error rate as reasonable.1545 

SCE’s 2012 Total Compensation Study was conducted jointly with DRA as directed by the 

Commission in past CPUC decisions to “present a study in which independent experts have undertaken 

all analysis with regard to benchmarks, job matching, and the selection of comparable firms.” 1546 DRA 

and SCE jointly selected an independent expert, Aon Hewitt, to perform the Study in this 2012 GRC. A 

total compensation study compares the utility’s total compensation – salaries, short- and long-term 

incentives, and benefits – to the relevant market. The Study is the only independent evaluation of SCE’s 

employees’ total compensation. 

                                                 
1542 Exhibit SCE-06, Vol. 2, Appendix B, p. B-5. 
1543 Exhibit SCE-06, Vol.2, Appendix B, p. B-2. The percentages shown in the table are the amounts by which SCE’s base 

pay, incentive compensation, and benefits deviate from the market, both in the aggregate and for each of the five job 
categories into which SCE’s workforce was divided for purposes of the study. In this context, total compensation 
consists of the base salaries, annual incentives, and benefits received by SCE’s workforce. For executives, total 
compensation also includes long-term incentives.  

1544 Re Pacific Gas and Electric Co., D.92-12-057, 3.4,47 CPUC2d 143, 173, 1992 Cal. PUC LEXIS 971. See also,  5.3.2 of 
that decision for further discussion of the sources of compensation survey error. 

1545 Re Southern California Edison Co., D.96-04-050, 65 CPUC 2d 362, 438, 1996 Cl. PUC LEXIS 270. 
1546 Re Southern California Edison Co., D.96-01-011, p. 242, 64 CPUC2d 241, 1996 Cal. PUC LEXIS 23; Re Southern 

California Edison Co., D.91-12-076, 42 CPUC2d 645, 1991 Cal. PUC LEXIS 911; Re Southern California Edison Co., 
D.04-07-022, 235 P.U.R 4th 1, 2004 Cal. PUC LEXIS 325. 
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Table 8-3 
Summary Results of the Total Compensation Study 

Job Category Base 

Pay 

Total Cash 

Compensation 

Benefits  Long Term 

Incentives 

Total 

Compensation 

Physical/Technical  9.0% 11.1% 1.8% --------  9.4% 

Clerical -9.5% -11.4% -6.4% -------- -10.5% 

Professional/Technical -1.2% -5.3% -1.2% -58.3% -4.9% 

Manager/Supervisor -4.2% -12.0% -7.5% -83.8% -15.2% 

Executive  1.0% -8.2% 70.5% -29.5% -9.8% 

Overall -0.9% -4.0% -2.2% -8.3% -4.7% 
 

Despite this compelling evidence that SCE’s total compensation is reasonable, some argue that 

SCE’s ratepayers should not have to pay for one or more forms of compensation. Such 

recommendations are at odds with Commission precedent, holding that at long as the total is reasonable, 

the particular form or mix of compensation should be left to utility management’s discretion.1547 

Additionally, the Commission specifically stated in SCE’s 2009 GRC: 
Furthermore, in light of the current economic situation and the dire financial circumstances 
many Californians find themselves in, it is reasonable to limit the level of executive 
compensation to ratepayers are responsible for provided such reductions do not result in 
total compensation levels falling below the amount required for Edison to attract and 
retain employees.1548 

As illustrated in Exhibit SCE-21, Appendix B, adopting further reductions to SCE executive 

compensation would result in overall compensation that is 9.0 percent below market, which is 

significantly below the level SCE would need in order to attract and retain qualified employees.1549 

Adopting further cuts as proposed by DRA, TURN or the Joint Parties is highly likely to put SCE in the 

position of being unable to attract or retain the workforce necessary to provide safe and reliable service 

to our customers. 

                                                 
1547 Re Pacific Gas and Electric Co., D.92-12-057, p. 85, 47 CPUC 2d 143, 201; Re Southern California Gas Co., D.93-12-

043, pp. 37-38, 52 CPUC 2d 471, 496; Re Southern California Edison Co., D.04-07-022 §6.7.2.3.2, p. 217 
1548  See D.09-03-025, p.135 (emphasis added). 
1549 See Exhibit SCE-21, Appendix B, p. B-2. 
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8.5.1.1 The Overall Compensation Paid To SCE’s Executives Does Not Support A Finding Of 

Excessive Compensation 

The Total Compensation Study showed that total compensation paid to SCE executives is 

actually 9.8 percent below market in comparison to energy utility and general industry companies used 

in evaluating executive positions.1550 DRA does not contest the results of the Total Compensation Study. 

As illustrated in Exhibit SCE-21 Appendix B, adopting further reductions to SCE executive 

compensation would result in executive compensation that is 30.4 percent below market, which is 

significantly below the level SCE would need in order to attract and retain candidates for some 

executive positions.1551  

Eliminating any one of the components of total compensation – base salaries, annual short- and 

long-term incentives or benefits – of executive compensation would reduce executive total 

compensation to a level significantly below market, and the ratepayers would risk the loss of key 

executives without whose leadership the utility would falter. SCE could not be able to continue to serve 

its customers in a reliable, efficient, and cost-effective manner without high quality executives to run the 

Company. 

Because the Study showed the reasonableness of SCE’s compensation, one party has attacked the 

independence of Aon Hewitt and the reliability of the Study itself.1552 The Joint Parties have alleged that 

Aon Hewitt is not an independent consultant because of other consulting services it provides to SCE,1553 

and that the Los Angeles Department of Water and Power (LADWP) should have been included as part 

of a comparator group for determining the executive compensation in the Study.1554 However, these 

allegations are baseless. 

First, DRA and SCE jointly selected Aon Hewitt as the vendor to conduct the Study. DRA 

representative Marek Kanter confirmed during his cross-examination that he was involved in the 

selection of an independent vendor to perform the Study and that he did not have any concerns about a 

possible conflict of interest between Aon Hewitt and SCE because in the end, he “looked at the vendor 

that [he] thought came up with the best proposal.”1555 Mr. Kanter also stated that he did not sense that 

                                                 
1550 Exhibit SCE-06, Vol. 2, Appendix B. p. B-5. 
1551 See Exhibit SCE-21, Appendix B, p. B-2. 
1552 Aon Hewitt, formerly know as Hewitt Associates LLC, was the consultant selected jointly by DRA and SCE to perform 

the Total Compensation Study. See SCE-06, Vol. 2, p. 3 for additional information on the selection process. 
1553 Exhibit JP-2 at pp. 24-25; Joint Parties, Gnaizda, Tr. 17/2657-22659. 
1554 Exhibit JP-2 at pp. 24-25; Joint Parties, Gnaizda, Tr. 17/2628-2632. 
1555 DRA, Kanter, Tr. 18/2845-2848. 
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SCE was favoring Aon Hewitt during the vendor selection process.1556 Second, Aon Hewitt’s witness 

Alison Peterson further confirmed the lack of favoritism from SCE to Aon Hewitt by stating that 

majority of Aon Hewitt’s revenue ($7.3 million out of $8.3 million) from SCE is through the benefits 

outsourcing work and Aon Hewitt lost the benefits outsourcing contract with SCE in 2010.1557 Ms. 

Peterson also stated that Aon Hewitt employees abide by a code of conduct which prohibits employees 

from altering the result of the study or provide inaccurate data that would benefit the client.1558 Finally, 

Mr. Kanter confirmed that DRA reviewed the draft compensation study and provided comments before 

it was included in SCE’s GRC Application.1559 In sum, there is not a single iota of evidence that 

indicates that Aon Hewitt is not an independent consultant. 

Moreover, the Joint Parties’ request to include LADWP’s executive compensation data in this 

GRC has already been denied by ALJ Darling, and any further attempts by either the Joint Parties or 

others to include this data should be rejected.1560 The Study was performed by Aon Hewitt under the 

joint direction of the DRA and SCE, with methodology decisions reached by consensus.1561 In fact, 

Marek Kanter of DRA suggested using a specific revenue range in creating a comparator group for 

executive compensation in order to have consistency among utilities in conducting total compensation 

studies.1562 Ms. Peterson explained that in developing the list of comparator companies for use in 

defining SCE’s executive group comparator companies for the 2012 GRC, organizations were selected 

by DRA and SCE that were reasonably comparable to SCE (revenue of approximately $11.2 billion).1563 

Both Mr. Kanter and Ms. Peterson confirmed that LADWP is not an appropriate comparator company 

for determining executive compensation because the company size and revenues are smaller than 

SCE.1564 As illustrated in Table II-3 of Exhibit SCE-21, none of the municipal utilities listed by TURN 

or the Joint Parties aligns with SCE in terms of the company size (as measured by revenue for most 

companies/industries), class of ownership, amount of sales, and the number of customers it serves.1565 
                                                 
1556 DRA, Kanter, Tr. 18/2846, lines 19-23. 
1557 Aon Hewitt, Peterson, Tr. 12/1514; SCE, Worden, Tr. 17/2655-2656. Additionally, the total revenue Aon Hewitt 

receives from SCE is a small fraction of Aon Hewitt’s total revenue. 
1558 Aon Hewitt, Peterson, Tr. 12/1551-1552. 
1559 DRA, Kanter, Tr. 18/2850. 
1560 ALJ Darling, Tr. 17/2636. SCE has also shown in its testimony that any suggestion to limit SCE’s executive 

compensation to the amount paid to the LADWP’s executive or to the municipal utility CEO compensation is 
unreasonable. See Exhibit SCE-21, pp.15-20. 

1561 Exhibit SCE-06, Vol. 2, Appendix B; Appendix I; SCE, Worden, Tr. 17/2695-2696. 
1562 Aon Hewitt, Peterson, Tr. 12/1518, line 22 through 1523, line 8; See also, Exhibit SCE-06, Vol. 2, Appendix B. p. B-81. 
1563 Aon Hewitt, Peterson, Tr. 12/1521 line 1 through 1523 line 8.  
1564 Aon Hewitt, Peterson, Tr. 12/1529-1530; DRA, Kanter, Tr. 18/2825-2826. 
1565 Exhibit SCE-21, page 15-16.  



 

 -242-  

8.5.2 Short-Term Incentive Programs 

Exhibits SCE-06, Vol. 2, pp. 13-19, SCE-21, pp. 22-31, as well as section 8.3 of this brief 

explain why DRA’s proposed reductions to Short-Term Incentive Programs should be rejected. 

8.5.3 Stock Options and Other Long-Term Incentive Compensation Is An Appropriate Part Of 

Total Compensation 

SCE offers long-term incentive compensation such as stock options, restricted or deferred stock 

units, and performance shares to its executives. Incentives form more than half of executive’s total 

compensation.1566 DRA and TURN oppose ratepayer funding of long-term incentive and bonuses for 

executives.1567 SCE’s total compensation is reasonable and long-term incentives are part of that total 

compensation, and therefore should be included in rates. As Mr. Worden explained, long-term 

incentives contribute to the long-term stability of the Company by motivating its work force.1568 Ms. 

Peterson further explained that the purpose of offering long-term incentives to executives is: 
It allows organizations to strike the right balance between management of an organization on 
a short-term basis versus a long-term basis, it provides an appropriate vehicle to attract and 
retain people. You could argue that it is actually cost-effective because it is driven by 
performance. If an organization doesn’t perform, then the value of the long-term incentives is 
reduced.1569 

Dispensing with bonus programs altogether is not an option in a competitive labor market as 

long-term incentives are offered by virtually all of SCE’s competitors in the executive labor market and 

are an increasingly important part of total compensation. As Ms. Peterson testified: 
Long-term incentives and stock options have become a predominant vehicle for paying 
executives. So from a competitive standpoint, if you are going to attract and retain executive 
talent you need to offer a component of long-term incentives. In some cases long-term 
incentives can be as much as 50 percent or 60 percent of the executive pay package. So if 
you are not offering that component, you are likely to not going to be competitive and not 
going to be able to attract and retain employees.1570 

Ms. Peterson, who has conducted over 100 compensation studies in the last 18 years, verified the 

predominance of incentives by stating that she does not have any clients that do not offer long-term 

incentives to their executives, unless they are not a publicly traded organization, in which case, other 

arrangements are made.1571 

                                                 
1566 Exhibit SCE-21, p. 10 
1567 Id, p.9. 
1568 SCE, Worden, Tr. 24/4065 line 22 through 4066 line 7. 
1569 Aon Hewitt, Peterson, Tr. 12/1526, lines 19-28. 
1570 Aon Hewitt, Peterson, Tr. 12/1525, lines 1-12. 
1571 Aon Hewitt, Peterson, Tr. 12/1509, line 15 through 1510 line 13; 1527 lines 5-10. 
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If SCE did not have such incentives, it would be extremely difficult to recruit or retain the 

executive leadership required to run the company. To date, we have been successful in retaining existing 

executives due in large part to retention incentives provided by the vesting provisions of our long-term 

incentive plans and provisions for severe reductions in executive pensions upon voluntary termination or 

early retirement. Without these incentives, SCE would likely lose existing executives to other companies 

or through early retirement.  

In any event, since SCE executive compensation is already below market, eliminating this form 

of compensation would only exacerbate that result. And shifting the form of compensation from 

incentives to base pay would not make ratepayers any better off. 

8.5.4 As Long As Total Compensation Is Reasonable, The Commission Should Leave The Mix Of 

That Compensation To Utility Management 

The Commission has recognized in past rate case decisions that as long as a company’s total 

compensation levels are appropriate, it will not dictate how such company distributes compensation 

among various types of employee benefits.1572 The Commissions in other jurisdictions have also 

acknowledged incentive payment as an appropriate part of total compensation as long as the total 

compensation is reasonable.1573 

The recoverability of stock options was specifically raised in Southern California Gas 

Company’s (SoCal) 1998 GRC.1574 The Commission disagreed with ORA, DRA’s predecessor’s 

recommendation for no recovery of stock options for executives and held: 
SoCal responds that ORA has improperly isolated a single element of SoCal’s total 
compensation package. SoCal observes that ORA does not dispute that total compensation at 
SoCal is not above market levels. Isolating stock options expenses would therefore reduce 
the package of total compensation further. We concur with SoCal that as long as it’s total 
compensation levels are appropriate we will not dictate how SoCal distributes compensation 
among various types of employment benefits.1575 

                                                 
1572 Re Pacific Gas and Electric Co., D.92-12-057, p. 85, Re Southern California Gas Co., D.93-12-043, pp. 37-38, Re 

Southern California Edison Co, D.04-07-022, §6.7.2.3.2, pp.208-211; See also, Exhibit SCE-06, Vol. 2,  pp. 6-12 
1573 See e.g., Re GTE Florida Inc., 93 FPSC 1:491, 1993 Fla. PUC LEXIS 157, pp. *87-88, Washington Utilities and 

Transportation Commission v. Pacific Corp d/b/a Pacific Power & Light, Docket UE-050684; Order 04, 2006 Wash, 
UTC LEXIS 156, pp. *83-84.  

1574 Re Southern California Gas Co., D.97-07-054, p.68; 1997 Cal. PUC LEXIS 751, 179 P.U.R. 4th 237. See, also, D.07-11-
037, p. 157-158, where the Commission allowed dividend equivalent rights (DER) as part of Golden State Water 
Company’s (GSWC) total direct compensation for its executives and ruled that “the value of DERs within GSWC’s total 
direct compensation for executives is not unreasonable, does not constitute an ‘extra burden on ratepayers,’ and should 
be included in rates.” 

1575 D.97-07-054, p.68. 
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The Commission approved SoCal’s request for recovery of stock option costs from ratepayers in 

its 1998 GRC and apparently overlooked this decision when it stated in SCE’s 2009 GRC by stating that 

stock options “have not been included in rates in the past.”1576 Thus, similar to the holding in the SoCal 

decision, DRA’s and TURN’s attempts to exclude SCE’s long-term incentives, despite the Total 

Compensation Study finding that SCE’s overall compensation is within market, should be rejected. 

Another reason the Commission gave for rejecting SCE’s request for recovery of stock option 

expenses in SCE’s 2009 GRC is that they “are closely tied to stock performance of the parent company, 

Edison International, and, therefore, to non-utility activities.”1577 However, the Commission should 

understand that issuance of stock options to SCE employees does not depend solely on financial 

performance of the Company or its parent company. As Mr. Worden explained: 
The amount of shares an employee is awarded depends upon an array of operational goals 
that this employee meets. So the absolute value realized by an employee generally is 
weighted towards customer service, excellence in operations, and so forth. The number of 
shares that are awarded is not dependent upon the stock price necessarily as it has to do with 
their individual performance and company performance.1578  

Additionally, every form of compensation is tied to some external valuation. For example, the 

value of medical insurance is tied to the rates charged by health insurance and medical care providers. 

That fact does not make them any less a legitimate cost of service. In fact, even base pay is tied to an 

external valuation – the value of the U.S. dollar is tied to the relative performance of the U.S. economy 

compared to the worldwide economy. But no one would seriously argue that these other forms of 

compensation are per se not recoverable from ratepayers. 

Furthermore, SCE has shown that reducing or eliminating incentive pay will force SCE to 

increase base salaries in order to maintain market competitive total compensation.1579 However, as 

described in Exhibit SCE-21, shifting the pay mix from variable pay toward fixed pay has negative 

consequences, such as impeding the Company’s ability to attract and retain its executive staff.1580 

The Commission should continue to allow SCE to attract and retain high quality executives to 

run the Company in order to serve its customers in a safe and reliable manner by not interfering with 

management decisions on how to allocate among the various forms of compensation as long as the total 

compensation is reasonable. The same argument made above regarding short-term executive incentives 

                                                 
1576 Re Southern California Edison Co., D.09-03-025, pp. 134-135.  
1577  Re Southern California Edison Co., D.09-03-025, pp. 134-135. 
1578 SCE, Worden, Tr. 26/4067-4068.  
1579 Exhibit SCE-21, p.12. 
1580 Id.  
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also applies here. SCE’s executive compensation is already below market and eliminating long-term 

incentives would only exacerbate that result. And shifting long-term incentives to base pay would not 

make ratepayers any better off. 

8.6 Pensions and Benefits 

Pensions and benefit programs are provided to SCE’s workforce as a part of our total 

compensation package. These programs allow us to attract and retain the skilled workforce required to 

successfully run utility operations. The Total Compensation Study demonstrates that SCE employees’ 

total compensation, which includes these pensions and benefit plans, is slightly below market, though 

within the margin of error for such a study. 

8.6.1 Pensions 

SCE forecasts $168.406 million of pension costs in 2012.1581 DRA recommends $52.947 million 

in ratepayer funding for pension contributions,1582 while TURN recommends $105.933 million in 

ratepayer funding.1583 The Joint Parties recommend that SCE follow the “best practices instituted 

throughout the state of California by local governments and the state government (sic).1584” 

SCE’s request is supported by the analysis used by the Commission in SCE’s 2003, 2006, and 

2009 GRCs.1585 SCE has argued for continuation of its long-standing pension funding policy in the last 

three GRCs, while DRA has argued for only minimum legally required funding. The Commission’s 

position in both the 2003 and 2006 cases was that contributions should be sufficiently conservative to 

avoid jeopardizing Retirement Plan beneficiaries or future generations of customers.1586 

In the 2003 GRC, there was a significant difference between SCE’s projected funding of $31.450 

million, and the DRA’s recommended minimum contribution of zero, and the Commission adopted 

SCE’s recommendation.1587 In the 2006 GRC, because there was a much smaller difference between 

projected amounts under SCE’s funding policy ($51.159 million) and minimum funding 

($48.690 million), the Commission decided that the difference was “not substantial” and the “minimum 
                                                 
1581 Exhibit SCE-06, Vol. 2, p. 35; Exhibit SCE-21 p. 41 
1582 Exhibit DRA-15C, p.4. 
1583 Exhibit TURN-07, p.5. 
1584 Exhibit JP-2. p 27 
1585 D.04-07-022, pp. 219-221; D.06-05-016, pp.172-173; D.09-03-057, pp. 141-142. 
1586 See D.06-05-016, pp.172-73. This decision cites the policy expressed in the 2003 GRC decision stating: “If sound 

actuarial practice indicates a funding level above ERISA minimum funding requirements, we favor a conservative policy 
of authorizing expenses for that larger funding level to avoid potential under-funding that could jeopardize the interests 
of either retirement system beneficiaries or future generations of ratepayers. In light of this policy, the issue in this GRC 
turns on whether ORA’s approach is sufficiently conservative and in line with actuarial practice. (D.04-07-022, pp. 219-
220) 
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calculation could therefore be considered sufficiently conservative.”1588 As a result, the Commission 

authorized projected rate recovery amounts that reflected only minimum funding.1589 

In the 2009 GRC, SCE’s pension cost recommendation, using its long-standing method, was 

$52.947 million. DRA recommended no funding because the forecast for Pension Protection Act (PPA) 

minimum required funding at that time was zero. The Commission followed its approach in previous 

GRC’s stating, “In the past, we have adopted SCE’s forecast if a substantial difference exists between 

the minimum contribution and its forecast. We see no compelling reason to depart from that policy here. 

Therefore, we adopt Edison’s request of $52.947 million for TY 2009 (nominal$). We also continue 

balancing account treatment of this amount.”1590 

As in past GRCs, SCE’s 2012 test year request is based on its long-standing pension funding 

policy, which is bounded by the legally required minimum and maximum tax-deductible limits under the 

PPA.1591 The difference between the projected forecast under SCE’s funding policy and DRA’s 

recommended funding at 2009 authorized level is $115.459 million (before capitalization), which is 

significantly larger than in SCE’s past GRCs. SCE’s increased pension plan contribution is required 

under the terms of the PPA of 2006.1592 Adoption of DRA’s recommendation would likely require a 

diversion of funds from other business purposes and/or a significantly reduce in pension benefit accruals 

during the GRC period (which would reduce the total compensation package to well below market). 

Thus, the Commission should continue to adopt SCE’s request under its long-standing funding policy to 

avoid erosion in funded status over time, comply with federal statutes, and maintain a total 

compensation package at market level. 

DRA’s recommendation to limit pension cost recovery to 2009 authorized level is based on its 

incorrect assumption that an updated pension forecast would likely be “favorable to ratepayers given the 

actual rate of return and actual plan asset valuation at year’s end.”1593 However, as illustrated in 

Appendix C to Exhibit SCE-21, DRA was wrong in making this assumption. An updated pension cost 

forecast showed projected pension costs of almost $200 million, which is higher than SCE’s test year 

                                                 
Continued from the previous page 
1587 D.04-07-022, pp. 219-221  
1588 D.06-05-016, pp.171-173. 
1589  Id., pp. 173-74. 
1590  See D.09-03-025, p.142. 
1591 Exhibit SCE-06, Vol.2, pp. 37-40. 
1592 The required PPA minimum contribution amount is $ 52.2 million higher per year than SCE’s funding policy amount.  
1593 Exhibit DRA-15C, p.7.  
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request of $168.406 million.1594 As explained in Exhibit SCE-21, this higher than projected pension cost 

is the result of various factors outside of SCE’s control. (The plan’s funded status has deteriorated 

significantly since January 2010, primarily due to an increase in plan liabilities and normal costs, 

resulting from an ongoing decline in long term corporate bond interest rates.)1595 

DRA’s pension funding recommendation amounts to nothing more than an attempt to penalize 

SCE and its employees because SCE was unable to provide updated actuarial reports on demand.1596 

However, the record shows that SCE communicated to DRA that revising the initial forecast in an 

actuarially sound manner was not possible at that time because the employee census data was not yet 

available at the time DRA made the requests.1597 SCE further indicated that an updated pension cost 

forecast would not be available until June 2011, after DRA’s testimony was due.1598 Because DRA’s 

request could not be met, SCE’s witness tried several times to contact DRA’s witness by telephone to 

discuss this issue, but his calls were not returned.1599 Allegations by DRA that SCE failed to 

communicate or cooperate with DRA are particularly troubling, given this history and the apparent lack 

of coordination and communication among DRA’s own witnesses as well as with other intervenors.1600 

DRA’s suggested retirement plan design – providing only 401(k) participation to new 

employees, requiring employees to contribute to the pension plan, and sharing pension costs with 

shareholders1601 – are misguided, inappropriate, and inconsistent with the Total Compensation Study 

results which showed that SCE’s total compensation is at market and reasonable.1602 In response to the 

proposals of various parties, SCE’s defined benefit pension plan was compared to a sample of state and 

local government employers.1603 SCE’s pension plan, ranked the lowest as defined by the total benefit 

provided to employees.1604 The state and local government pension plans, such as CalPERs, provide 

more generous benefits to its employees.1605  

                                                 
1594 Exhibit SCE-21, Appendix C; Exhibit SCE-21, pp. 47-49.  
1595 Exhibit SCE-21, pp. 47-48.  
1596 Exhibit DRA-15C, pp. 5-7.  
1597 Exhibit SCE-21, pp. 44-47; Exhibit SCE-16, pp. 17-18.  
1598 Exhibit SCE-65 
1599 Exhibit SCE-16, p. 18, footnote 12.  
1600 DRA, Godfrey, Tr. 18/2861, 2878-2887, 2925-2927; DRA, Tang, Tr. 22/3804-3809. 
1601 Exhibit DRA-15C, pp. 8-9.  
1602 SCE employee cannot make a pre-tax contribution to their pension as public employees can under the special IRS rule. 

Employee contributions to private sector defined benefit plans can only be made on an after-tax basis. See Exhibit SCE-
21, p. 49.  

1603 Exhibit SCE-21, Table V-7, p. 56. 
1604 Exhibit SCE-21, Table V-7, p. 56. 
1605 Exhibit SCE-21, pp. 53-54; Exhibit SCE-21, Table V-7.  
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Additionally, as discussed in Sections 2.1 and 8.3.4 above, DRA’s suggestion that shareholders 

share the pension costs is at odds with the cost-of-service ratemaking. Having such expenses assigned to 

SCE shareholders would be confiscatory, as set forth in the U.S. Supreme Court’s Bluefield case.1606  

Thus, if the Commission were to adopt these severe cuts proposed by DRA, the pension plan as we 

know it today would have to be significantly altered; SCE shareholders will not assume these additional 

costs. For these reasons and the reasons stated in Exhibit SCE-21, DRA’s alternative pension plan 

design options, as well as the Joint Parties’ recommendation that SCE follow state and local government 

best practices in the pension area, should be rejected.1607 

TURN’s recommended $105.933 million in pension plan funding is based on its unreasonable 

use of an 8.5 percent assumed investment return for the years 2011-2013, as well as its use of partially 

updated information such as an updated asset, but not liability values as of January 1, 2011.1608 When 

the plan actuaries updated all relevant variables, a new pension forecast showed higher than expected 

PPA minimum contributions than SCE has requested.1609 SCE has also shown why it is unreasonable to 

assume 8.5 percent market return in this volatile and unpredictable stock market.1610 Thus, for the 

reasons discussed above and in Exhibit SCE-21, the Commission should reject TURN’s 

recommendation. 

In summary, SCE’s test year pension cost request, which reflects projected PPA mandated 

funding, is appropriate, reasonable, and supported by the Total Compensation Study which demonstrates 

that SCE employee total compensation, which includes pensions and benefits, is at market. The 

Commission should therefore adopt SCE’s 2012 forecast for pension costs as requested. 

8.6.1.1 The Existing Two-Way Balancing Account Treatment Is Proper 

In this GRC, SCE proposes that the Commission continue the two-way balancing account for 

pension costs adopted in the 2006 and 2009 GRC decisions. 1611 DRA recommends a one-way balancing 

account under which ratepayers would be protected from any increase in actual over forecast pension 

costs, with shareholders bearing the financial cost of the overage.1612 However, SCE has shown that a 

one-way balancing account would not only force the shareholders to bear a significant risk but would 

                                                 
1606  For a discussion of cost-of-service principles and the Bluefield case, see Exhibit SCE-06, Vol. 2, pp 6-8. 
1607 Exhibit SCE-21, pp. 48-56. 
1608 Exhibit TURN-07, at p. 6.  
1609 Exhibit SCE-21, Appendix C 
1610 Exhibit SCE-21, pp. 51-53.  
1611 D.06-05-016, Ordering Paragraph No. 2; D 09-03-025, Ordering Paragraph No, 17, p. 395.  
1612 Exhibit DRA- 15C, p. 9 
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also ultimately result in reduced pension plan benefits.1613 PPA minimum funding rules have 

significantly increased pension cost volatility – volatility that stems almost entirely from factors beyond 

SCE’s control, such as stock market fluctuations, changes in IRS mandated interest rates, potential 

changes in funding rules, and unforeseen workforce demographic shifts. It is essential that SCE, like 

other utilities receive a two-way balancing account treatment to protect both ratepayers and 

shareholders. 

If its one-way balancing account recommendation is rejected, DRA recommends a hybrid cost 

sharing approach under which 25 percent of any actual pension costs in excess of forecast amounts 

would be borne by shareholders.1614 However, because these pension costs are part of a reasonable 

overall compensation package, shifting those costs would not only violate cost-of-service ratemaking, 

but would also impede SCE’s ability to earn its authorized return.1615 As explained in Exhibit SCE-21, 

SCE does not have control over pension plan costs, which are subject to IRS funding rules under the 

PPA, and which are determined by an independent outside actuary, who is required by law and 

professional standards to prepare actuarial valuations that represent his/her best professional estimates of 

plan liabilities.1616 Anything short of the current two-way balancing account would be equivalent to 

disallowing cost recovery of a benefit that is necessary to maintain total compensation at a market level. 

8.6.2 Post Retirement Benefits Other Than Pensions (PBOPs) 

For Test Year 2012, SCE forecasts a total of $53.629 million for PBOP costs.1617 The 

corresponding DRA’s estimate is $50.99 million, which reflects the elimination of incremental costs of 

$2.64 million for an estimated 1,500 new employees in this GRC cycle.1618 In addition, DRA incorrectly 

claims that PBOP costs are subject to only one-way balancing account treatment.1619 TURN 

recommends a $4.346 million reduction in PBOP recovery to account for anticipated payments under 

the Early Retirement Reimbursement Program (ERRP).1620 As explained in Exhibit SCE-21, none of 

these arguments has any merit, and they should therefore all be rejected.1621 

                                                 
1613 Exhibit SCE-21, pp. 49-50. 
1614 Exhibit DRA-15C, p.10.  
1615 Exhibit SCE-21, pp. 50-51. 
1616 Id. 
1617 Exhibit SCE-06, Vol. 2, p.72; Exhibit SCE-21, p. 66.  
1618 Exhibit DRA-15C, p. 14.  
1619 Exhibit DRA-15C, p. 14. 
1620 Exhibit TURN-07, pp. 17-18.  
1621 Exhibit SCE-21, pp. 66-68.  
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In the 2009 GRC, SCE reflected its projected workforce additions in its PBOP forecast, which 

was unopposed and authorized.1622 Consistent with the last GRC, SCE again included PBOP-related 

costs of workforce additions for 2010-12. It is entirely appropriate for SCE to reflect relevant factors 

that are expected to affect pensions and PBOP costs, and projected workforce additions is one of these 

factors.1623 Additionally, DRA’s assumption that PBOPs are subject to a one-way balancing account is 

wrong. In SCE’s 2009 GRC, the Commission explicitly mentioned that PBOP is subject to a two-way 

balancing account.1624 

Contrary to TURN’s assumptions, SCE’s PBOP costs forecast already takes into consideration 

anticipated ERRP payments.1625 Because SCE’s Financial Account Standards (FAS) 106 expense and 

PBOP rate recovery have already been reduced for these ERRP payments, TURN’s recommendation 

would effectively double count these payments and therefore should be rejected. 

8.6.3 Other Benefits 

8.6.3.1 401(k) Savings Plan 

For 2012, SCE forecasts a total of $88.27 million for 401(k) savings plan costs. SCE’s total 

compensation package provides employees an opportunity to defer current income, potentially reducing 

their current taxable income, and save for future financial needs. DRA recommends $31.20 million for 

SCE’s test year 401(k) savings plan costs, based on its use of a 2.73 percent 401(k) contribution rate to 

be applied to SCE’s FERC Form 1 Labor Amount for 2009, in lieu of Edison’s 6.66 percent 401(k) 

contribution rate.1626 DRA also contends that asking SCE ratepayers to fund two retirement plans for 

SCE employees, (the pension plan and the 401(k) Savings Plan) is excessive.1627 TURN recommends 

two accounting adjustments to SCE’s process. First, it would treat the contributions as “labor” costs for 

escalation rather than in “other” category. Second, TURN uses a five-year average percentage of 

contributions, which is 0.115 percent lower than SCE’s 2009 value.1628 Both DRA and TURN’s 

recommendations are unreasonable and should be rejected. 

                                                 
1622 See SCE’s 2009 GRC Exhibit SCE-06, Vol.02, pp. 70-71 
1623 SCE, Henry, Tr. 20/3189-3190.  
1624 D.09-03-025, p. 143. 
1625 As explained in Exhibit SCE-21 p. 68, $4.3 million of ERRP payment that TURN calculated relates to the entire medical 

program which includes EIX and other SCE affiliates. Thus, only portion of $4.3 million that are attributable to SCE 
should reduce ratepayer costs. 

1626 Exhibit DRA-15C, p.10. 
1627 Exhibit DRA-15C, p.10-11. 
1628 Exhibit TURN-07, pp. 7-8.  



 

 -251-  

The Total Compensation Study shows that SCE’s total compensation, which includes its 

matching contribution to the 401(k) Savings Plan, is at market levels and thus reasonable. Specifically 

with regard to benefits, which includes SCE’s cost for providing 401(k) contributions at their current 

levels of up to 6 percent of an eligible employee’s base pay, the Total Compensation Study shows that 

SCE’s costs for providing those benefits are 2.2 percent under market – again, showing a reasonable 

cost.1629 Also, as Ms. Peterson confirmed, it is quite common for companies to fund both a pension and a 

401(k) for their employees and approximately 30 percent of the companies in Aon Hewitt’s databases 

offer both of these benefits.1630 

Finally, TURN’s proposed adjustments should be rejected because SCE already uses labor for 

escalation and the calculation of the benefit.1631 TURN’s use of a 5-year average of percentage of 

contributions is also incorrect because SCE’s 401(k) cost is based on the actual number of employees 

and the employee’s participation/contribution level which varies.1632 Thus, a 5 year averaging method 

would not accurately capture the company's future 401(k) costs. 

8.6.3.2 Medical Programs 

SCE forecasts medical program costs of $167.774 million for test year 2012.1633 As in the 2009 

GRC, SCE’s forecast was derived by applying a 10 percent escalation per forecast year to the 2009 

recorded/adjusted costs.1634 SCE arrived at the 10 percent escalation rate by evaluating numerous factors 

influencing medical costs for its covered population, reviewing underwriting projections from its own 

medical plans, reviewing multiple surveys that are directly applicable to forecasting medical cost trend 

rates for California-based employers, and taking into consideration the significant pressures on medical 

plan costs which are impacted by various factors such as the Health Care Reform legislation.1635  

DRA agrees with SCE’s cost projection methodology for medical benefits, but recommends that 

escalation rates of 4.9 percent, 4.2 percent and 4.2 percent be used for 2010, 2011 and 2012, 

respectively.1636 Additionally, DRA used lower labor costs that reduced its forecast expense.1637 DRA’s 

                                                 
1629 Exhibit SCE-06, Vol. 2, Appendix B, p. B-5. 
1630 Aon Hewitt, Peterson, Tr. 12/1541, lines 2-12.  
1631 Exhibit SCE-21, p. 59-60.  
1632 Id. 
1633 Exhibit SCE-06, Vol. 2, p.50 
1634 Exhibit SCE-06, Vol. 2, p.66 
1635 Exhibit SCE-06, Vol. 2, pp. 51-67. 
1636 Exhibit DRA-15C, pp. 11-12. 
1637 Id. at 12-13. 
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2012 projected expense is $122.6 million, which is $45.18 million less than SCE’s forecast.1638 TURN 

agrees with DRA’s recommended escalation rates and further recommends the continuation of the 

medical balancing account.1639  

As in the 2009 GRC, DRA once again bases its escalation rates on those set forth in Global 

Insight’s Cost Planner.1640 DRA also attempts to support the reasonableness of its recommended rates by 

comparing its recommended rates with data from Tower Watson’s 2010 Health Care Cost Survey and 

the Kaiser Family Foundation’s annual Employer Health Benefits surveys.1641 In 2009 GRC, the 

Commission agreed with SCE’s forecasting methodology and adopted SCE’s recommended forecast for 

its medical programs, including a 10 percent escalation rate.1642 The Commission should similarly adopt 

SCE’s forecast for its medical program costs in this GRC, and reject DRA’s forecast which is 

fundamentally flawed.  

There are several problems with using Global Insight’s Cost Planner to forecast SCE’s medical 

program costs:1643 (1) the index includes benefits other than medical coverage (e.g., dental and vision) 

and using an index that includes a broader grouping of health care plans rather than an index based 

solely on medical coverage under-forecasts future medical program costs;1644 (2) the index treats 

employers who have chosen to eliminate offering medical coverage for their employees as having a zero 

cost of coverage.1645 Since these employers are grouped with employers who provide medical coverage, 

the forecast under-predicts the escalation in future medical costs for employers who continue to provide 

medical coverage; and (3) California is experiencing significantly higher medical cost trends than the 

nation as a whole and Insight’s Cost Planner’s national forecast significantly understates health care cost 

increases for California employers, such as SCE.1646 

                                                 
1638 Id. at 12.  
1639 Exhibit TURN-07, pp. 10-13. See Exhibit SCE 25, Vol. 1, pp. 9-10 regarding the discussion on why medical balancing 

account should be eliminated. 
1640 Exhibit DRA-15C, pp. 11-13; see also, D.09-03-025, p.143.  
1641 Id. at 12. DRA attempts to support its medical trend recommendations from Tower’s Watson 2010 Health Care Cost 

Survey. However, the trend quoted in the Tower’s Watson survey is in conflict with Global Insights trend rate that DRA 
recommends using. See Exhibit SCE-21, p.64. 

1642 D.09-03-025, p.143. 
1643 The Bureau of Labor Statistics also identified several issues with using the U.S. Department of Labor Employment Cost 

Index data, which is the basis for the Global Insights projections. See Exhibit SCE-21, p.63. 
1644 Exhibit SCE-21, p.62. 
1645 Id. 
1646 Exhibit SCE-21, p.63. 
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Furthermore, the Global Insight’s Cost Planner and the Towers Perrin data1647 represent 

“mitigated” cost trend rates.1648 In other words, both sets of data reflect the net impact of employer 

actions to moderate health care costs, such as changing vendors, modifying plan design and increasing 

required employee contributions (cost mitigation steps SCE has previously taken). In contrast, SCE’s 

forecast 2009-2012 medical trend rate of 10 percent is a non-mitigated trend rate. SCE has collective 

bargaining agreements that are in force typically for five years. Although significant plan changes that 

potentially reduce medical costs may be included in these agreements, they may not occur in each year 

covered by the contract.1649 

SCE has used reasonable trend rates to develop its 2012 medical program costs to accurately 

reflect the reality of the medical system and its underlying costs for a California employer, like SCE. 

SCE’s medical plans also projected generally higher trend rates than the rates used by SCE for its 

medical cost forecast1650 and the Total Compensation Study, which includes medical programs costs, 

confirmed that the SCE’s total compensation is reasonable. 

8.6.3.3 Disability Programs 

SCE projects $31.772 million for disability programs in 2012.1651 This includes projected costs 

for short-term and long-term pay replacement benefits through the Comprehensive Disability Plan 

(CDP) and Long-Term Disability Plan, respectively, and assistance to help employees with work 

restrictions find alternative or modified employment through the Return to Work Program.1652 DRA’s 

forecast is $23.40 million for disability programs, based on a five-year average of $21.034 million and 

SCE’s escalation rate.1653 TURN recommends using five-year average on a per employee basis for 

forecast, adding in a 1 percent escalation to account for increases related to legislation and 

regulation.1654 

In SCE’s 2009 GRC, the Commission adopted SCE’s forecast for disability programs, which 

was derived by multiplying the projected number of eligible employees by the projected per-eligible-

                                                 
1647 DRA also provides support for its medical trend recommendations from Tower’s Watson 2010 Health Care Cost Survey. 

However, the trend quoted in the Tower’s Watson survey is in conflict with Global Insights trend rate that DRA 
recommends using. See Exhibit SCE-21, p.64. 

1648 Exhibit SCE-21, p.64. 
1649 Id. 
1650 Id. at p. 65.  
1651 Exhibit SCE-06, Vol 2. p.82. 
1652 Exhibit SCE-06, Vol. 2, pp. 83-84.  
1653  Exhibit DRA-15C, pp.14-15. 
1654 Exhibit TURN-07, pp. 18-19.  
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employees cost.1655 The Commission should again adopt SCE’s reasonable forecast for disability 

programs and reject DRA and TURN’s recommendations.  

Using the 2009 Disability Program costs as the baseline for forecasting future program costs is 

more accurate than using a five-year average (2005-2009) of costs.1656 This is because Long Term 

Disability (LTD) is the largest contributor to the Disability Program costs, and LTD costs are influenced 

by several factors, including the demographics of the enrolled employees, the plan design, the legislative 

impact on offsets to benefits, and the administration of claims by a third-party vendor.1657 Thus, 

capturing the age and gender distribution of the population, for example, in 2009 is a better 

representation of the expected future population of those who will be enrolled in LTD than earlier years 

such as 2005 – 2008 would be. Additionally, SCE primarily makes changes to the LTD plan design 

through union benefit negotiations and the latest union benefit negotiations included eliminating a 

specific plan provision that limited LTD to 2 years for most mental health/substance abuse conditions 

(effective June 7, 2010).1658 These plan design changes affect future LTD costs beginning in 2010. 

Using the program costs for 2009, and applying the escalation calculation from there is more reflective 

of future expected costs than using a five year average of costs that did not include these design changes. 

In summary, SCE’s test year forcast for disability programs costs, which is a component of 

SCE’s total compensation, is reasonable and more accurately captures the future disability program costs 

than as recommended by TURN or DRA.  

8.6.3.4 Group Life Insurance 

SCE forecasts a total of $1.85 million for Group Life Insurance plan costs.1659 DRA’s forecast is 

$989,000.1660 DRA recommends eliminating the benefit escalation rate for SCE’s 2010 company – 

provided Life and Accidental Death & Dismemberment (AD&D) insurance. In addition, DRA disagrees 

with the labor estimate used by SCE. 

DRA’s recommendations should be rejected. The Total Compensation Study shows that SCE’s 

total compensation, including group life insurance costs, is at market and reasonable. The escalation rate 

for SCE’s company-provided life and AD&D insurance is the result of a change SCE made to those 

programs for eligible employees as a result of negotiations with IBEW Local 47 in order to make those 

                                                 
1655 D.09-03-025, p. 144.  
1656 Exhibit SCE-21, p. 69 
1657 Id. at 69-70.  
1658 Id. 
1659 Exhibit SCE-06, Vol. 2, p. 88.  
1660 Exhibit DRA-15C, p. 16.  
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benefits more competitive to other large employer groups.1661 It is common for companies similar to 

SCE’s size to offer life insurance and AD&D coverage. According to a 2011 Aon Hewitt Benefit 

SpecSelect survey of 718 employers, 259 companies surveyed had 10,000 or more employees and 

almost all of those employers (251 of them) offered employer paid life insurance and AD&D coverage. 

1662 Of these 251 employers offering employer paid life insurance and AD&D, 228 of them (or 

91 percent) offered employer paid AD&D and basic life in excess of $50K, which is greater than SCE’s 

plan designs.1663 

8.6.3.5 Miscellaneous Benefit Programs 

SCE forecasts $9.861 million for miscellaneous benefit programs.1664 DRA recommends 

removing all SCE 2009 historical ACE award costs and removing historical 2009 costs for preventive 

health and work/life, leaving the test year expense of $34,000.1665 SCE’s expense for these programs is a 

normal cost of service, provides benefits to SCE customers and should be authorized in this 2012 GRC. 

As discussed in Section 8.4 of this brief, recognition programs like ACE awards, are a low cost 

way that SCE recognizes employees who deliver exceptional measurable results above and beyond 

normal job responsibilities. Additionally, adopting DRA’s recommended disallowance would result in 

removing duplicative costs for ACE awards and Spot bonuses, as these costs were removed by the DRA 

from both HR department expenses as well as from other business units.1666 Moreover, DRA’s 

recommendation to remove ACE awards is based on an incorrect interpretation of SCE’s audit report 

and its assumption that there is continued non-compliance is simply unfounded and false.1667 

In D.09-03-025, the Commission directed SCE to explain why SCE records amounts for ACE 

under Miscellaneous Benefit Programs in FERC Account 926.1668 SCE records costs associated with the 

ACE program under Miscellaneous Benefits Programs in FERC Account 926 as well as in various labor 

accounts based on its interpretation of the FERC regulations. According to the Code of Federal 

Regulations, FERC Account 926 – Employee Pensions and Benefits, includes pensions, annuities, and 

health benefits. The regulation also states: 

                                                 
1661 Exhibit SCE-21, p. 71.  
1662 Id. 
1663 Id. 
1664 Exhibit SCE-06, Vol.2, p.92. 
1665 Exhibit DRA-15C, p. 16-19. 
1666 Exhibit SCE-21, pp. 37-38.  
1667 Exhibit SCE-21, pp. 39-40. 
1668 D.09-03-025, p. 146 
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Include, also, expenses incurred in medical, educational or recreational activities for the 
benefit for employees and administrative expenses in connection with employee pensions 
and benefits.1669 

DRA also mischaracterizes SCE’s Health Resources function. Contrary to DRA, there is no 

duplicative funding between the services included in the Health Resources function and SCE’s medical 

plans.1670 In fact, that program specifically states that costs reimbursement cannot be covered under 

SCE’s medical plan. The Health Resources activities seek to mitigate future cost increases for SCE’s 

medical plans by: (i) helping employees and their families reduce health risks by becoming more 

informed consumers, who are better able to evaluate their own healthcare treatment options; and, (ii) 

motivating healthier lifestyle choices.1671 Finally, employers that offer work life initiatives benefit from 

employees who are more productive, have higher retention rates and possibly lower health costs.1672 

Thus, providing work life balance is important to recruit and retain employees, is a normal cost of 

service, provides benefits to SCE customers through enhanced employee engagement, and should be 

authorized in this 2012 general rate case. 

8.6.3.6 Executive Benefits 

SCE forecast 2012 expense of $17 million for executive benefits.1673 Despite directly 

participating in the Total Compensation Study, which showed that the total compensation provided to 

SCE’s executives is below market,1674 DRA now calls the Total Compensation Study results 

“meaningless” and that “ratepayers should not be required to bear the costs of exclusive executive 

benefits that exceed either what is authorized by tax code and other pertinent laws and regulations.”1675 

The Commission must again ask why DRA deliberately refused to harmonize its punitive adjustments to 

SCE’s forecast with the results of the Total Compensation Study that DRA co-managed. DRA’s 

recommended disallowance is perplexing given that DRA was one of the earliest advocates of using 

total compensation studies in general rates cases and DRA co-authored this Study, for the specific 

purpose of using it in this GRC.1676 One is only left to wonder why DRA advocated that a Total 

Compensation Study be performed if in the end it simply disregards the results. 

                                                 
1669 18 C.F.R Part 101 (2007)  
1670 Exhibit SCE-21, p. 73. 
1671 Exhibit SCE-21, pp. 72-73. 
1672 Exhibit SCE-21, p. 73. 
1673 Exhibit SCE-06, Vol. 2, p. 98. 
1674 Exhibit SCE-06, Vol. 2, Appendix B, p. B-6. 
1675 Exhibit DRA- 15C, p. 19. 
1676 See D. 87-12-066, pp. 100 – 103; Exhibit SCE-21 pp.6-7. 
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Contrary to DRA, SCE’s executive benefits are authorized by applicable law, including the tax 

code.1677 Furthermore, SCE must compensate employees, including executives, at market levels for their 

job categories in order to attract and retain them. DRA’s opposition to ratepayer funding for executive 

benefits is based on the fact that only a select group of executives are eligible for certain benefits not 

provided to other SCE employees.1678 However, these supplemental benefits are key components of a 

total compensation package that is at market.1679 In fact, as Ms. Peterson testified, it is “fairly common” 

for companies to offer an additional retirement plan to executives.1680 According to Aon Hewitt, the 

third party vendor jointly selected by DRA and SCE to perform the Total Compensation Study, 18 

companies (75 percent) of the 24 comparator companies that were identified for SCE’s Total 

Compensation Study, offer a pension plan in addition to a supplement executive retirement plan.1681 

Thus, in order to compete with the market and attract and retain key executives to successfully manage 

the Company, SCE needs to offer these executive benefits. 

In order to support its recommendation of no ratepayer funding for the Executive Retirement 

Plan, DRA cherry picks just few instances where Commissions in other jurisdictions have disallowed 

executive retirement benefits.1682 However, it is unreasonable to compare these cases to SCE’s as there 

are too many unknown factors. For example, in the Connecticut Natural Gas Corp case, it appears that 

the only participant in the retirement plan is the Company’s president. It is also unclear whether a total 

compensation study that benchmarked total executive compensation similar to SCE’s was performed in 

each of these cases and whether these executives’ compensations was paid above or below market. 

Thus, none of these cases that DRA cites to are relevant to whether or not SCE’s executives should 

receive executive benefits as part of its total compensation package. 

                                                 
1677 For example, the Executive Retirement Plan has been drafted to comply with Section 409A of the Internal Revenue 

Code.  
1678 Exhibit DRA- 15C, p. 19. However, DRA misunderstood that supplement benefits are only offered to 31 executives. The 

projected expense for the Executive Retirement Plan represents benefits for the entire population, covering 
approximately 222 employees in 2009. See Exhibit SCE-33, ALJ Darling-SCE-002, Question 1 Supplemental Response. 

1679 Executive benefits are above market, but overall compensation for the executive job category is at market. As discussed 
elsewhere in the brief, the Commission held that as long as total compensation was at market, it would not interfere with 
the utility’s choices on how that compensation would be allocated across the range of compensation components. See 
D.04-07-022, p. 217. 

1680 Aon Hewitt, Peterson, Tr. 12/1541, lines 24-27. 
1681 Exhibit SCE-32, ALJ Darling-SCE-001 Data Request Response Q.01-02. 
1682  Exhibit DRA 15C, p. 21-22. 
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Contrary to DRA’s assertion, commissions in other jurisdictions have allowed executive 

retirement plans as part of the total compensation package.1683 The Michigan Public Service 

Commission, for example, ruled in one rate case: 
The Commission agrees with the ALJ that executive life insurance and supplement 
retirement benefits are part of the compensation package offered to Mich Con’s executives. 
There is nothing on the record to substantiate that elements of the compensation package are 
unreasonable. Further, there is no logic or rationale that dictates that all employees should 
receive the same forms and amounts of compensation.1684 

DRA also opposes ratepayer funding of Survivor Benefit and Disability Benefit Programs for 

executives.1685 However, DRA’s recommendation is inappropriate, just as it is for the Executive 

Retirement Plan, because DRA failed to address the overall reasonableness of SCE’s total compensation 

for executives, as evidenced by the Total Compensation Study. The Total Compensation Study, which 

included executive death and disability benefits, found that overall compensation for executives is below 

market. 

DRA incorrectly asserts that SCE’s supplemental disability plan to executives involve 

duplicative funding.1686 The Executive Disability Plan is not duplicative of SCE’s Comprehensive 

Disability Plan (CDP); and in fact supplements the plan for SCE’s executives.1687 For an employee who 

is ill or injured and unable to perform his/her job, CDP provides extended benefits of the higher of 60 

percent of an employee’s base pay or 130 percent of federal or state minimum wage for up to 52 weeks. 

The Executive Disability Plan supplements this benefit to keep an executive at full salary up to the one-

year anniversary of the onset of the disability. 

These supplemental benefits are key components of the total compensation package that SCE 

uses to attract and retain executives. Since SCE’s aggregate compensation for executives is reasonable, 

DRA’s recommendation to exclude ratepayer funding for executive benefits violates the basic cost-of-

service principles for evaluating SCE’s revenue projection.1688 The Commission should reject DRA’s 

proposals as adopting any of these proposals would result in further erosion of SCE’s position in 

comparison to the market. 
                                                 
1683  E.g., In the Matter of the Application of Michigan Consolidated Gas Co., (1985) 1985 Mich. PSC LEXIS 540, at *64-

65;  DPUC Review of the Southern Connecticut Gas Co’s Rates And Charges- Phase II, 198 P.U.R. 4th 233 (2000), 2000 
Conn. PUC LEXIS 32, at *80-82; and New York Public Service Commission, Case 07-G-0141, 267 P.U.R. 4th 233, 
December 21, 2007. 

1684 Id. at 65 
1685 Exhibit DRA-15C, pp. 22-23. 
1686 Exhibit DRA-15C, p. 23.  
1687 Exhibit SCE-06, Vol. 2, p.100.  
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9. ADMINISTRATIVE AND GENERAL 

9.1 Financial Organizations 

9.1.1 Controller’s 

SCE forecast $51.760 million of Test Year 2012 expenses for its Controller’s Department, a 

$1.935 million increase over 2009 recorded expenses.1689 The increase is primarily due to $4.833 million 

in compliance costs for the expected change in U.S. Generally Accepted Accounting Principles (U.S. 

GAAP) to International Financial Reporting Standards (IFRS) and is partially offset by lower forecasts 

for other labor and non-labor costs. 

9.1.1.1 Accounts 920/921 

DRA recommends SCE’s forecast be reduced based on a five-year average.1690 Labor expenses 

for SCE’s Controller’s Organization remained relatively flat in 2005-2006, declined in 2007, then 

showed an upward trend for the three-year period ending in 2009.1691 Non-labor expenses also trended 

upward over the five-year period 2005-2009.1692 D.89-12-057 states that the last recorded year provides 

the appropriate base estimate if recorded expenses in an account have shown a trend in a certain 

direction over three or more years. SCE correctly applied the last recorded year methodology for both 

labor and non-labor expenses and then reduced those base estimates to reflect lower forecast costs. DRA 

agrees that labor expenses did not vary significantly over the recorded period and that non-labor 

expenses trended upward.1693 Yet DRA has provided no explanation for why it deviates from the 

guidance of D.89-12-057. DRA’s recommendation should be rejected and SCE’s forecast adopted. 

9.1.1.2 Account 923 

DRA proposes a five-year average to forecast this account,1694 but does not offer any rationale 

for doing so. Controller’s Account 923 showed an upward trend for 2006-2009, not a fluctuation.1695 

Based on D.89-12-057, this upward trend indicates the amount for the last recorded year should be used 

as the base estimate, not an average as DRA used. SCE’s forecast is correctly based on last recorded 

year, increased by $4.833 million for the IFRS project, and reduced by $2.229 million to reflect a 

                                                 
Continued from the previous page 
1688 See discussion at §8.5.4. 
1689  Exhibit SCE-07, Vol. 1, pp.13-14 (Figure IV-4). 
1690  Exhibit DRA-12R, p. 12. 
1691  Exhibit SCE-07, Vol. 1, p. 19; SCE-22, Vol. 1, pp. 3-4. 
1692  Exhibit SCE-07, Vol. 1, p. 19; Exhibit SCE-22, Vol. 1, pp. 5-6. 
1693 DRA, Bower, Tr. 23/3879-3883. 
1694  Exhibit DRA-12CR, p. 14. 
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decline in the forecast for outside services expenses (other than the IFRS project).1696 DRA also opposes 

funding for tax consulting costs and the IFRS project. As explained in Sections 9.1.1.4 and 25.6 below, 

DRA’s recommendation to exclude these costs should be rejected. DRA’s proposed forecast for Account 

923 has no reasonable basis and is lower than the recorded costs for any of the five years in the 2005-

2009 period. DRA’s recommendation should be rejected and SCE’s forecast adopted. 

9.1.1.3 Account 926 

SCE’s forecast of Controller’s Account 926 expenses was not opposed and should be found 

reasonable. 

9.1.1.4 IFRS Project 

SCE requested $14.5 million in capitalized software and $14.5 million in O&M costs in the 2012 

through 2014 period for the IFRS project. DRA recommends that SCE’s request be rejected. DRA’s 

testimony does not rebut SCE’s position nor does it provide any contrary facts; rather, DRA 

acknowledges that it conducted no analysis of SCE’s cost estimates.1697 SCE has demonstrated through 

its testimony the need for cost recovery of IFRS conversion efforts during the period of 2012 through 

2014.1698 DRA’s adjustment is unfounded and will not allow SCE to maintain compliance with 

Securities and Exchange Commission (SEC) rules. DRA’s recommendation should be rejected and 

SCE’s forecast adopted. 

TURN does not object to funding the IFRS project as a whole but argues that it is premature to 

take actions to implement IFRS in 2012 and recommends rejecting SCE’s request for $2.9 million in 

2012 capital costs for IFRS. As explained by SCE, SCE will need to make capital expenditures to 

comply with IFRS during the 2012-2014 period,1699 even if the SEC does not issue its IFRS rulemaking 

as expected in late 2011.1700 SCE will need to modify its accounting practices and policies to comply 

with the IFRS-related effort to achieve a single set of high quality global accounting standards 

regardless of the SEC’s decision on a near-term IFRS conversion. TURN’s recommendation should be 

rejected and SCE’s forecast adopted. 

                                                 
Continued from the previous page 
1695  Exhibit SCE-22, Vol. 1, pp. 7-8 (Figure II-3). 
1696  Exhibit SCE-07, Vol. 1, pp. 21-22. 
1697  Exhibit DRA-12R, p. 22. 
1698  Exhibit SCE-07, Vol. 1, pp. 47-50; Exhibit SCE-22, Vol. 1, pp. 27-31. 
1699  SCE, Loughlin, Tr. 20/3228-3230. 
1700  Exhibit SCE-22, Vol. 1, pp. 27-31. 
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9.1.2 Audit Services 

SCE forecast $10.271 million in 2012 for its Audit Services Department (ASD), a $1.165 million 

increase over 2009 recorded expenses.1701 This increase is due to: (1) filling five vacancies, (2) adding 

two additional Information Technology auditors, (3) using subject matter experts to train auditors in 

specialized technical areas, and (4) increasing travel costs for non-utility affiliated company audits.1702 

DRA challenges SCE’s forecast, proposing instead a five-year average of recorded costs for both 

labor and non-labor expenses because “costs have fluctuated in minor amounts over the record period 

2005-2009.”1703 DRA’s forecast is inconsistent with D.89-12-057, which endorses averaging when there 

are “significant” fluctuations in recorded expenses. DRA fails to explain why it deviated from that 

guidance. SCE’s forecast, based on last year recorded expenses, is appropriate. 

DRA would also reject all incremental expenses over 2009 recorded but did not provide any 

evidence or analysis contradicting SCE.1704 SCE documented the need for these additional costs due to 

increased workload, including work due to SmartConnectTM implementation, NERC/CIP cyber security 

requirements, energy trading, emerging environmental regulations, and auditing of new Information 

Technology systems.1705 DRA simply dismisses that testimony without offering anything to challenge it. 

DRA’s recommendation should be rejected and SCE’s forecast adopted. 

9.1.3 Treasurer’s 

SCE forecast $13.327 million for its Treasurer’s Department, an increase of $3.8 million over 

2009 recorded expenses, primarily due to higher banking and financing fees.1706 

9.1.3.1 Account 920/921 

DRA proposes a five-year average to estimate labor expenses, stating that “labor costs have 

fluctuated in minor amounts over the record period 2005-2009.”1707 D.89-12-057 endorses averaging 

when there are “significant” fluctuations in recorded expenses. DRA does not explain why an average is 

appropriate for minor fluctuations. SCE used the last recorded year as an appropriate base estimate 

because there was no trend for three or more years or significant fluctuations. The last recorded year also 

                                                 
1701 Exhibit SCE-07, Vol. 1, p. 24 (Figure V-8); Exhibit SCE-22, Vol. 1, pp. 10-14 (including SCE’s revised forecast reduced 

by $14,000). 
1702 Exhibit SCE-07, Vol. 1, pp. 26-28. 
1703 Exhibit DRA-12R, pp.15-16. 
1704 Exhibit DRA-12R, pp.15-16. 
1705 Exhibit SCE-07. Vol. 1, pp. 26-28. 
1706  Exhibit SCE-07, Vol. 1, p. 29 (Figure VI-9); SCE-22, Vol. 1, pp. 20-21 (reducing forecast by $340,000). 
1707  Exhibit DRA-12R, p. 17. 
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best reflects the increased workload for the Treasurer’s Department.1708 To that base, SCE added costs to 

fill two vacancies and add three new positions to perform additional work resulting primarily from 

SCE’s capital investment program. DRA opposes funding for these incremental labor costs but fails to 

provide anything contradicting SCE’s testimony demonstrating the need for these positions.1709 SCE’s 

labor forecast should be adopted.  

DRA also proposes a five-year average for non-labor expenses.1710 DRA provides no explanation 

why a five-year average is appropriate. Non-labor expenses have shown a clear upward trend over the 

past three years;1711 therefore, the last recorded year provides the appropriate base estimate under the 

guidance of D.89-12-057. To that base, SCE added $32,000 to account for costs associated with its 

requested additional employees. This forecast of $531,000 reflects the same percentage of non-labor 

costs to labor costs as the historical amount of approximately 11 percent that has been consistent over 

the last five years.1712 SCE’s non-labor forecast should be found reasonable. 

9.1.3.2 Account 930 – Bank Service, Credit Line and Bond-Related Fees 

DRA again proposes a five-year average for Treasurer’s Account 930, stating that “costs have 

fluctuated in minor amounts over the record period 2005-2009.”1713 DRA does not explain why an 

average is appropriate when D.89-12-057 endorses averaging when there are “significant” fluctuations. 

DRA’s proposed forecast also ignores the evidence that recorded data is not an appropriate predictor of 

future costs for bond-related and credit-lines fees, particularly for credit line fees, where SCE has 

demonstrated a new credit line will be needed in 2012 and that credit facility fees have risen 

dramatically in recent years.1714  

SCE has revised its forecast request to remove $340,000 based on TURN’s recommendation that 

it is more appropriate to use the standard non-labor escalation rate for bank service fees.1715 SCE’s 

revised forecast should be adopted. 

                                                 
1708  Exhibit SCE-07, Vol. 1, pp. 32-34. 
1709  See Exhibit SCE-22, Vol. 1, pp. 16-17. 
1710  Exhibit DRA-12R, pp. 17-18. 
1711  Exhibit SCE-22, Vol. 1, p. 18 (Figure IV-7). 
1712  Exhibit SCE-07, Vol. 1, p. 35.  
1713  Exhibit DRA-12R, p. 19. 
1714  Exhibit SCE-07, Vol. 1, pp. 36-39. 
1715  Exhibit SCE-22, Vol. 1, p. 21. 
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9.1.4 Tax Department 

SCE forecast $3.932 million of O&M expenses for its Tax Department, an increase of $567,000 

over 2009 recorded expenses.1716 The increase is primarily due to filling two vacant positions and adding 

two positions to support efforts to comply with new IRS and state tax laws and regulations.1717 

First, DRA challenges SCE’s forecast method and proposes instead a five-year average of 

recorded costs for both labor and non-labor expenses. Consistent with D.89-12-057, SCE used the last 

recorded year to develop both its labor and non-labor forecast. Labor expenses were relatively stable for 

three years (2007-2009)1718 and non-labor costs show an upward trend.1719 DRA did not explain why it 

deviated from the guidance of D.89-12-057. Second, DRA recommends rejecting funding for four 

incremental labor positions but fails to provide any specific analysis or reasoning contradicting SCE’s 

need for additional employees documented in direct testimony.1720 SCE’s forecast should be found 

reasonable. 

9.2 Risk Control 

SCE forecast total expenses of $6.055 million in 2012 for its Risk Control Department, an 

increase of $715,000 from the 2009 recorded amount.1721 The increase is primarily to fill positions 

needed due to changes in the energy markets, changes that have increased the complexity of complying 

with regulatory requests and maintaining oversight of power procurement activities.1722 DRA proposes 

reducing SCE’s forecast by $2.209 million, $2.092 million from labor and $117,000 from non-labor. 

The $2.092 million labor reduction is based on a five-year average, reflecting DRA’s mistaken claim 

that Risk Control Group labor expenses fluctuated from year to year.1723 DRA later acknowledged that 

Risk Control Group’s recorded costs trended upward.1724 Based on D.89-12-057, SCE appropriately 

used the last recorded year as the base estimate due to upward trending labor costs. To that base, SCE 

added $655,000 for six additional employees. DRA does not even discuss SCE’s need for these 

                                                 
1716 Exhibit SCE-07, Vol. 1, p. 40 (Figure VII-12). 
1717 Exhibit SCE-07, Vol. 1, pp. 43-45. 
1718 Exhibit SCE-22, Vol. 1, p. 23 (Figure V-9). 
1719 Exhibit SCE-22, Vol. 1, p. 26 (Figure V-10). 
1720 Exhibit SCE-07, Vol. 1, pp. 44-45. 
1721 Exhibit SCE-07, Vol. 1, p. 56 (Figure XII-15). 
1722 Exhibit SCE-07, Vol. 1, pp. 67-73. 
1723 Exhibit DRA-12R, p. 23. 
1724 DRA, Bower, Tr. 23/3886; see also SCE-22, Vol. 1, pp. 33-34. 
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additional employees, stating only that “Risk Control has not provided sufficient quantitative 

justification for the increase in labor costs”1725 and ignoring the evidence in SCE’s testimony.1726 

DRA’s $117,000 non-labor reduction is also based on DRA’s misapplication of a five-year 

average. SCE forecast non-labor costs of $456,000, equal to approximately 9 percent of labor costs, 

which was the proportion of non-labor costs to labor costs in the last recorded year. DRA agrees that 

“non-labor costs are related to the amount of labor costs.”1727 The Risk Control Group’s non-labor costs 

demonstrate an upward trend, and its non-labor expenses averaged approximately 10 percent of labor 

expenses during the five-year period 2005-2009.1728 

DRA’s recommendation should be rejected and SCE’s forecast adopted. 

9.3 Law Department 

SCE forecast $50.946 million in 2012 for the Law Department: Law’s FERC Accounts 

920/921/923/928, Corporate Governance’s FERC Accounts 920/921/930, and a capital project relating 

to electronic discovery (discussed in Section 7.8.1 above).1729 DRA recommends a reduction of $8.116 

million.1730 

9.3.1 FERC Accounts 920/921: Attorney Increase 

SCE forecast $29.186 million in 2012 for Law Department labor and non-labor expenses for 

Accounts 920 and 921. 

9.3.1.1 FERC Account 920: Staff Increase 

DRA recommends reducing SCE’s forecast by $1.716 million for expenses related to the 

addition of 15 employees: nine attorneys, three paralegals, and three legal assistants. DRA makes the 

conclusory assertion that SCE provided “insufficient justification” for the staff increase.1731 But DRA 

has ignored the evidence SCE provided. In fact, SCE provided extensive documentation of the increased 

workload that justifies the need for additional resources, which SCE’s General Counsel confirmed 

during the hearings.1732 For example, SCE produced a spreadsheet and supporting documents created by 

                                                 
1725 Exhibit DRA-12R, p. 23. 
1726 Exhibit SCE-07, Vol. 1, pp. 67-73. 
1727 Exhibit DRA-12R, p.24. 
1728 Exhibit SCE-22, Vol. 1, pp. 36-38. 
1729 Exhibit SCE-22, Vol. 2C at p. 1. 
1730 Exhibit DRA-12R, p. 3 (revised on August 12, 2011). 
1731 Exhibit DRA-12C, p. 26. 
1732 SCE, Swartz, Tr. 12/3084, lines 19-21; SCE Response to Data Request DRA-SCE-004-DFB Nos. 2, 4, 6, 7, 11, 13(a), 

13(b), 14, 17, 18, and 19 (see Appendix A of Exhibit SCE-22, Vol. 2C at pp. A-1 to A-45); SCE Response to Data 
Request DRA-SCE-100-DFB Nos. 1-9(c) (see Appendix A of Exhibit SCE-22, Vol. 2C at pp. A-131 to A-169); see also 
the workpapers titled “Law Department Section Responsibilities,” and “Law Department Statistics.” 
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an internal planning committee to estimate the attorney licensing workload using three different 

scenarios, along with an explanation of the assumptions used.1733 SCE has adequately justified its 

request; DRA’s reduction is conclusory and ignores the evidence SCE provided. 

9.3.1.2 Account 921: Non-Labor Expenses 

SCE forecast 2012 Law Department non-labor costs ($4.504 million) by determining the ratio 

between 2009 labor and non-labor costs (18.2 percent), and applying that ratio to the 2012 labor forecast 

($24.682 million).1734 DRA used the same ratio in its calculations. Because DRA used the 2009 recorded 

for its 2012 labor forecast (and rejects SCE’s additional staff forecast), DRA’s non-labor forecast is 

$4.191 million (which is equal to the 2009 recorded non-labor costs). In other words, DRA recommends 

a reduction of $313,000 related to its recommended labor expense reduction. Because SCE has 

adequately justified its incremental labor expense, DRA’s recommended reduction to SCE’s non-labor 

forecast should also be denied. 

9.3.2 FERC Accounts 923/928: Outside Counsel  

SCE’s adjusted forecast for Accounts 923 and 928 is $13.039 million. Four areas of controversy 

remain with regard to SCE’s outside counsel forecast: the outside counsel “bonus”; employment and 

discrimination cases; the “Support for the DC Office” matter; and the Navajo Nation royalty litigation.  

9.3.2.1 Outside Counsel “Bonus”  

SCE’s forecast for Account 923 includes “bonuses” paid to six outside law firms retained on a 

long-term basis for the bulk of SCE’s legal services.1735 DRA recommends removing this amount from 

SCE’s 2012 forecast.1736  

The “bonus” payment is actually an amount withheld from the six firms and subsequently paid 

annually only if the firms meet certain performance standards. This arrangement benefits ratepayers by 

providing an incentive for outside counsel to deliver excellent performance. Therefore, the “bonus” 

payment is properly included in SCE’s outside counsel forecast. 

                                                 
1733 SCE Response to Data Request DRA-SCE-004-DFB No. 2 (see Appendix A of Exhibit SCE-22, Vol. 2C at pp. A-1 to 

A-16); SCE Response to Data Request DRA-SCE-100-DFB No. 1(b) (see Appendix A of Exhibit SCE-22, Vol. 2C at 
pp. A-133 to A-141).  

1734  Exhibit SCE-07, p. 17; Exhibit SCE-22, Vol. 2C at 2; Exhibit DRA-12C, p. 27. 
1735 Exhibit DRA-12C, p. 28. 
1736 SCE has not used confidential information in this brief. For the exact amounts at issue in Section 9.3.2, please see 

Exhibit SCE-22, Vol. 2C at pp. 9-12 and Exhibit DRA-12C, p. 3. 
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9.3.2.2 Employment and Discrimination Cases  

DRA recommends removing litigation costs for 10 “employment and discrimination cases settled 

in 2006-2009.”1737 SCE does not contest the disallowance of judgments against utilities and legal costs 

relating to those judgments. However, it is appropriate to recover costs in cases where there was a 

settlement, but no finding of fault or punitive damages.1738 Inclusion of these costs in the 2012 forecast 

is appropriate.  

9.3.2.3 Support for the DC Office 

As explained in the rebuttal and cross-examination testimony of Russ Swartz, SCE reduced the 

original amount of this matter by 57 percent to reflect costs that could be considered below-the-line. The 

remaining 43 percent should remain in the forecast because it represents legal work that will recur in the 

future: the development and licensing of renewable energy projects.  

9.3.2.4 Navajo Nation Litigation 

For the discussion of the Navajo Nation royalty litigation costs, please see Section 25.4 below. 

9.3.3 FERC Account 930: Corporate Governance 

SCE’s revised 2012 forecast for Corporate Governance Account 930 is $3.135 million.1739 This 

amount includes fees and expenses paid to members of SCE’s Board of Directors (“Board”), expenses 

associated with the annual shareholder meetings, contract services, and other proxy solicitation fees, as 

well as costs related to SEC filings.1740 

9.3.3.1 DRA’s Position 

DRA recommends $2.497 million for Account 930, a $638,000 reduction from SCE’s revised 

forecast. DRA claims that the following compensation amounts should be removed from the forecast 

because there is no direct benefit to ratepayers: (1) incentive-based compensation for SCE’s Board; 

(2) deferred compensation; (3) supplemental benefits; and (4) director education and recruitment costs.  

As noted in SCE’s direct and rebuttal testimony, an analysis by an independent compensation 

consultant for the compensation and executive personnel committee of SCE’s Board demonstrated that 

                                                 
1737 Exhibit DRA-12C, pp. 3, 28. Six of the 10 cases that DRA seeks to remove were associated with discrimination 

allegations, and accounted for 89 percent of the total costs. The remaining four matters identified by DRA are not 
discrimination cases, and thus are properly included in SCE’s 2009 recorded costs even if the Commission follows 
FERC AR-12. 

1738 See D.83-12-068, p. 186 (allowing PG&E to recover “reasonably incurred costs of EEO litigation”). 
1739 SCE’s original forecast for Account 930 was $4.1 million. SCE removed $965,000 from the forecast after deciding not 

to seek ratepayer funding of interest on directors’ deferred compensation. Exhibit SCE-22, Vol. 2C at 13, 16. 
1740  Exhibit SCE-07, Vol. 2C, pp. 24-25. Because certain costs are shared with EIX and affiliates, SCE receives a credit for 

the other entities’ share of the costs. Id., p. 25. 



 

 -267-  

the Board’s total compensation is reasonable.1741 Therefore, recovery of SCE’s share of various 

compensation amounts1742 is warranted pursuant to D.97-07-054 because the directors’ total 

compensation is reasonable.1743   

California law requires corporations to have a board of directors. Consequently, the Board’s 

compensation and benefits (including deferred compensation and supplemental benefits) and recruiting 

and educational expenses are a cost of doing business, and thus should be recovered in rates.  

9.3.3.2 TURN’s Position 

In its June 1, 2011 testimony, TURN stated that “non-utility credits for Corporate Governance 

and other allocated corporate expenses appear inadequate.”1744 TURN proposed an audit adjustment of 

$234,000 by increasing the non-utility credit for corporate governance in the 2009 base year.1745 TURN 

stated that a similar adjustment for 2010 and 2011 would be appropriate “if Edison1746 has continued to 

assign only 10 percent of corporate governance costs to Edison,1747 and the cost methodology should be 

set in 2012 to be based on some measure of size.”1748 TURN also recommended an audit of non-utility 

credits for all shared functions and the establishment of a cost-allocation methodology. 

In supplemental testimony, TURN stated that because “Edison has explained its allocation 

factors adequately,” it was withdrawing the recommendation for an audit.1749 TURN’s supplemental 

testimony did not, however, retract its prior recommendation for the $234,000 adjustment. If TURN is 

continuing to recommend that adjustment, SCE opposes it because it is based on a calculation error. As 

                                                 
1741 Exhibit SCE-07, Vol. 2C, p. 28. 
1742  The allocation of directors’ compensation among SCE and other EIX companies is calculated based on the multifactor 

allocation prescribed by the Commission in D.88-01-063. In 2009, SCE received an allocation of $2.574 million in 
directors’ compensation. 

1743 In Southern California Gas Company (SoCal), the Commission rejected ORA’s recommendation to remove stock 
options from rates based on claims of lack of ratepayer benefits. The Commission stated “that as long as its total 
compensation levels are appropriate we will not dictate how SoCal distributes compensation among various types of 
employment benefits.” In re. So. Cal. Gas Co., D.97-07-054, p. 68, 1997 Cal. PUC LEXIS 751, 179 P.U.R. 4th 237. See 
also D.07-11-037, p. 157-158, where the Commission allowed dividend equivalent rights (DER) as part of Golden State 
Water Company’s (GSWC) total direct compensation for its executives and ruled that “the value of DERs included 
within GSWC’s total direct compensation for executives is not unreasonable, does not constitute an ‘extra burden on 
ratepayers,’” and should be included in rates. 

1744  Exhibit TURN-03, p. 139. 
1745  Id., p. 140. 
1746 SCE believes that TURN is referring to SCE in this use of the term “Edison.” 
1747 SCE believes that TURN is referring to EIX in this use of the term “Edison.” 
1748  Exhibit TURN-03, p. 140. 
1749 Exhibit TURN-04, p. 4. 
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explained in detail in SCE’s rebuttal testimony, the allocation is actually 27 percent when calculated 

correctly, not 10 percent, as TURN claims.1750 Therefore, the adjustment is inappropriate.  

Similarly, TURN’s supplemental testimony did not address its prior recommendation that the 

Commission establish a cost-allocation methodology. SCE opposes this recommendation because the 

Commission already established such a methodology in the 1988 Holding Company Decision. See D.88-

01-63, Appendix C. 

9.4 Claims 

9.4.1 Account 925: Claims  

SCE’s Test Year 2012 forecast is $4.459 million for the Claims Division’s FERC Account 925. 

DRA recommended a specific adjustment1751 for costs relating to the Happy Camp fire, plus an 

unspecified adjustment to reflect the removal of any Claims Reserve or settlement impact.1752 As 

explained below in Section 9.4.2, fire-related costs, historic claims reserve, and settlement amounts 

should be included in SCE’s forecast. DRA’s proposed audit adjustment to 2009 recorded costs for legal 

fees should be rejected. 

9.4.2 Account 925: Claims Reserve 

SCE’s Test Year 2012 forecast of $42.550 million for the Claims Reserve was determined using 

the four-year average of 2006-2009 recorded expenses, including the average of “backcast” adjustments 

resulting from the new insurance structure. DRA’s auditor recommends removal of any historic claims 

reserve amounts for 2005-2009 in connection with the Happy Camp Fire because he considers 

“significant damage caused by fires highly extraordinary, infrequent, and unpredictable events within 

the term of a rate case cycle.”1753 In his cross-examination, DRA’s auditor testified that he routinely 

removes all fire-related expenses because they are “unpredictable,” while at the same time admitting that 

fires occur “frequently.”1754 This is illogical, and apparently stems from a belief that the only expenses 

that belong in a forecast are those that can be predicted. As demonstrated in SCE’s rebuttal testimony, it 

is the unfortunate truth that fires are increasingly common in SCE’s service territory, which is the reason 

that SCE insurance costs have increased. By using the historical costs and applying the new insurance 

structure to them, SCE’s “backcast” provides the only objective measure for a reasonable forecast that 

                                                 
1750 Exhibit SCE-22, Vol. 2C at pp. 18-20. 
1751 SCE has not used confidential information in this brief. For the exact amount at issue in Section 9.4.1, please see Exhibit 

SCE-22, Vol. 2C at p. 25 and Exhibit DRA-12C, p. 3. 
1752 Exhibit DRA-12C at pp. 3, 32. 
1753 Exhibit DRA-22C at p. 3. 
1754 DRA, Waterworth, Tr. 15/3736, lines 16, to 3738, line 1. 
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reflects future costs under the new structure. Because SCE’s insurance change occurred in the latter part 

of 2009, it would be patently unrealistic to try to forecast future costs based on historical costs that were 

subject to a very different set of insurance rules. The use of a four-year average is consistent in principle 

with the Commission’s decision in D.89-12-057, which stated for those accounts which have significant 

fluctuations and which are influenced by external factors, an average of recorded expenses over a period 

of time (typically four years) is a reasonable best estimate. The history of wildfires combined with the 

significant reduction in SCE’s insurance coverage will have a major impact on SCE’s liability exposure 

going forward. Therefore, these external factors must be taken into consideration when determining the 

forecast for this account. DRA has ignored reality by removing the 2007 fire costs. 

9.5 Workers’ Compensation 

9.5.1 FERC Account 925: Workers’ Compensation Staff 

SCE’s 2012 Test Year forecast for Workers’ Compensation labor and non-labor costs (FERC 

Account 925) is $7.183 million.  

9.5.1.1 DRA’s Position  

DRA recommends removing $870,000 for the following reasons: (a) $578,000, because SCE did 

not provide sufficient quantitative justification for the hiring of eight additional employees; and (b) 

$292,000, because SCE should have used a five-year average for its forecast instead of a budget-based 

method.1755   

SCE is seeking funding for five additional claims representative positions in order to reduce the 

current average caseload from 152 to 115-120. In 2006, SCE commissioned an industry-wide survey 

that indicated the average claims representative caseload is 138.1756 Due to the unusual complexity of the 

position at SCE, however, management believes that a workload closer to 115-120 is necessary. SCE’s 

claims representatives administer a complex caseload of litigated and settled claims wherein the 

claimants are entitled to lifetime medical care and permanent impairment awards. SCE’s claims 

representatives coordinate benefits with the Company’s return-to-work and non-occupational disability 

plans, unlike their counterparts at most insurers and third-party administrators, and also make 

appearances before the Workers’ Compensation Appeals Board and attend depositions. These additional 

responsibilities are more indicative of a hearing representative, who had an industry standard caseload of 

124 in 2006.1757 Due to changes in the law since 2006, the administration of workers’ compensation 
                                                 
1755 Exhibit DRA-12C, p. 35. 
1756 SCE Response to Data Request SCE-DRA-262-DFB No. 2 (see Appendix C of Exhibit SCE-22, Vol. 2C at p. C-1). 
1757  Id. 



 

 -270-  

claims has become more complex and time consuming across the industry, leading to an even larger 

workload. The requested staff increase is necessary to ensure SCE’s performance of its obligations to its 

workers and to ratepayers. Given the recent availability of sufficiently qualified candidates, SCE expects 

to fill those positions more quickly than it has over the past few years.  

DRA argues that a five-year average should be used to forecast labor costs because they have 

fluctuated from year to year; this method would reduce the forecast by $292,000. In fact, there were no 

fluctuations, but rather a gradual increase each year from 2005 to 2009. SCE’s use of 2009 recorded 

costs is consistent with the guidance provided in D.89-12-057. Therefore, DRA’s proposed removal of 

$292,000 should be rejected. 

9.5.1.2 TURN’s Position 

TURN recommends a $347,000 reduction to SCE’s labor forecast of $4.128 million, allowing a 

limited staff increase to meet the industry benchmark for claims representatives.1758 TURN contends the 

forecast should be analyzed using an annual claims average rather than a snapshot month. This argument 

misses the fundamental point that the unique responsibilities of SCE’s claims representatives do not 

parallel those at other companies, regardless of the metric used. SCE requests that the Commission 

reject TURN’s recommendation to remove SCE’s forecast for additional staffing and accept SCE’s 

forecast for Test Year 2012.  

9.5.2 FERC Account 925: Workers’ Compensation Reserves 

SCE’s Test Year 2012 forecast of $15.099 million for Workers’ Compensation Reserve was 

determined using a three-year average of 2007-2009 recorded/adjusted costs. 

9.5.2.1 DRA’s Position  

DRA recommends the use of 2009 recorded costs ($13.747 million) because non-labor costs 

have declined substantially due to changes in the law, resulting in a reduction of $1.352 million. DRA’s 

use of a single year’s costs overlooks the multitude of factors reflected in the reserves and should be 

rejected. 

9.5.2.2 TURN’s Position 

TURN supports DRA’s recommendation and also states that SCE must remove the cost of 

workers’ compensation insurance once the Four Corners plant is sold. As stated in SCE’s rebuttal 

testimony, SCE will handle any sale-related costs pursuant to its testimony in the Four Corners 

                                                 
1758 Exhibit TURN-03, p. 104. 
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Generating Station Sale Implementation section (located in Exhibit SCE-25). SCE requests that the 

Commission reject TURN’s recommendation and accept SCE’s forecast for Test Year 2012. 

9.6 Ethics and Compliance 

SCE forecast a total of $3.1 million of 2012 expenses for its Ethics and Compliance Department, 

an increase of $816,000 from the 2009 recorded amount.1759 This increase is primarily due to more 

staffing required to effectively oversee and administer ethics and compliance training, Helpline 

investigations, and the Compliance Management Program.1760 SCE has also forecast a total of $11.375 

million in 2012 and $4.875 million in 2013 for its Enterprise Compliance Management System (CMS) 

to provide the technological resources to manage compliance requirements across the company.1761 

9.6.1 Account 920/921 

DRA proposes reducing SCE’s labor forecast for Ethics and Compliance by $723,000, removing 

all incremental labor expenses over the 2009 recorded amount.1762 DRA rejects SCE’s need for seven 

incremental positions to provide greater compliance management oversight based on its conclusion that 

“Ethics & Compliance has not provided sufficient quantitative justification for the increase in labor 

costs.”1763 This conclusion ignores SCE’s explanation of how the roles and responsibilities of the Ethics 

and Compliance Department have increased significantly to allow for the compliance management and 

oversight necessary to provide a robust compliance program as directed by the Federal Energy 

Regulatory Commission and other regulators.1764 DRA also ignores SCE’s detailed justifications for 

each of the incremental positions1765 and offers no contrary evidence or analysis. 

DRA also proposes to reduce SCE’s non-labor forecast by $93,000 to remove all incremental 

non-labor expenses over the 2009 recorded amount associated with the seven additional positions 

because it contends these employees should not be hired.1766 SCE’s labor forecast should be adopted, 

and its non-labor forecast should also be adopted to fund non-labor costs associated with the incremental 

employees such as employee training and office supply costs.1767 

                                                 
1759 Exhibit SCE-07, Vol. 2, p. 59 (Figure V-18). 
1760 Exhibit SCE-07, Vol. 2, pp. 72-74; Exhibit SCE-22, Vol. 2, pp. 41-45. 
1761 Exhibit SCE-07, Vol. 2, pp. 76-79; Exhibit SCE-22, Vol. 2, pp. 47-51. 
1762 Exhibit DRA-12R, pp. 36-37. 
1763 Exhibit, DRA-12R, p. 37. 
1764 Exhibit SCE-07, Vol. 2, pp. 60-64. 
1765 Exhibit SCE-07, Vol. 2, pp. 72-74; Exhibit SCE-22, Vol. 2, pp. 42-45. 
1766 Exhibit DRA-12R, pp. 36-37. 
1767 Exhibit SCE-07, Vol. 2, p. 76; Exhibit SCE-22, Vol. 2, pp. 45-46. 
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The Commission should reject DRA’s recommendation and adopt SCE’s forecast so SCE will 

have sufficient resources to perform its ethics and compliance obligations. 

9.6.2 Account 923 

DRA proposes reducing SCE’s forecast for outside services by $167,000 based on DRA’s 

application of a two-year average methodology.1768 DRA provided no analysis for its methodology 

except to state that “using a five year average would not be appropriate.”1769 But SCE did not apply a 

five-year averaging methodology. SCE correctly applied the last recorded year methodology for this 

account and forecast $772,000, a zero increase over 2009 recorded levels.1770 DRA’s recommendation 

should be rejected and SCE’s forecast adopted. 

9.6.3 Enterprise Compliance Management System 

TURN recommends rejecting $11 million in 2012 for the Enterprise CMS, and $16.25 million 

total for 2010-2014, based on its argument that the Enterprise CMS is duplicative of the Corporate 

Environment Health and Safety (CEH&S) system.1771 The Enterprise CMS will enable the Ethics and 

Compliance Department to examine compliance across the Company and manage all types of 

compliance requirements applicable to a utility.1772 TURN does not argue that the Enterprise CMS is not 

a reasonable or necessary investment; TURN just wrongly assumes that the CEH&S system can easily 

be modified to meet the same needs as the Enterprise CMS. The CEH&S system, however, is designed 

to manage environmental, health and safety compliance and is not able to provide adequate 

technological resources for all compliance operations across the Company.1773 Modifying the software 

used for the CEH&S system to meet these needs would not eliminate the costs required for the 

Enterprise CMS and may even result in higher costs than using a new system designed to meet the needs 

of all types of compliance across the Company.1774 TURN’s recommendation should be rejected and the 

Commission should authorize funding for the Enterprise CMS to allow the Ethics and Compliance 

Department to effectively manage compliance operations. 

                                                 
1768 Exhibit DRA-12R, pp. 37-38. 
1769 Exhibit DRA-12R, p. 38. 
1770 Exhibit SCE-07, Vol. 2, pp. 75-76; Exhibit SCE-22, Vol. 2, pp. 46-47. 
1771 Exhibit TURN-09, pp. 45-46. 
1772 Exhibit SCE-07, Vol. 2, pp. 76-79. 
1773 Exhibit SCE-22, Vol. 2, pp. 47-51. 
1774 Id. 
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9.7 Regulatory Policy and Affairs 

SCE forecast $15.446 million of Test Year 2012 expenses for its Regulatory Policy and Affairs 

Department (RP&A), $2.454 million over 2009 recorded-adjusted levels.1775 The increase is primarily 

due to increased staffing required to meet the growth in regulatory compliance activities. RP&A’s labor 

forecast of $12.812 million includes the addition of 13 new positions added in 2010, as well as the 

filling of 3 vacancies that existed at the end of 2009. RP&A’s non-labor forecast of $2.634 million is 

based on a five-year average and is not contested by any party. 

DRA proposes removing $3.224 million from RP&A’s 2012 labor forecast,1776 consisting of: (1) 

$2.409 million in incremental labor expenses over the 2009 recorded amount associated with the 13 new 

positions, as well as the filling of vacancies that existed at the end of 2009, and (2) $815,000 resulting 

from the use of a five-year average of recorded 2005 – 2009 period data for labor costs (instead of the 

last recorded (2009) year), from which DRA first removed $453,000 in spot bonuses, $62,000 in ACE 

awards, and $1.427 million in affiliate transaction rule (ATR) recorded costs before averaging.  

First, DRA’s suggestion to use a five-year average with no increase for new incremental 

positions is flawed because the 2005 – 2009 recorded period years are not representative of current and 

future RP&A position levels.1777 The number of RP&A positions began to increase in late 2009 

primarily to meet the demands of new regulatory compliance work and all the new positions were filled 

in 2010.1778 The difference between using a five-year average of recorded 2005-2009 data for the base 

year (DRA’s approach) or 2009 recorded-adjusted data for the base year (SCE’s approach) has a 

relatively minor impact on the 2012 Test Year RP&A forecast. However, DRA’s proposal to remove all 

funding for incremental labor expenses over the 2009 base year – for positions that were all filled in 

2010 that are necessary to meet critical compliance and regulatory obligations – has no reasonable basis 

and is lower than the recorded costs for any of the five years in the 2005-2009 period. Second, most of 

SCE’s initial affiliate relationships were created at Commission insistence and ratepayers benefit from 

compliance with the affiliate transactions rules, so the cost of affiliate compliance should be recoverable 

in rates.1779  

TURN recommends a further adjustment of $488,000 on top of DRA’s proposed reductions to 

RP&A’s labor forecast to freeze ratepayer contributions to RP&A employee salaries at 2009 levels for 
                                                 
1775 Exhibit SCE-07, Vol. 3, p. 1 (Figure I-1). 
1776  Exhibit DRA-12R, pp. 39-43. 
1777  Exhibit SCE-22, Vol. 3, pp. 2-4; see also Section 8.4 of this brief for discussion of spot bonuses and ACE awards. 
1778 Exhibit SCE-22, Vol. 3, pp. 7-9. 
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2009 - 2011.1780 This adjustment results in a decrease of $742,000 when compared to SCE’s forecast. In 

addition, TURN supports DRA’s adjustment of $450,000 for ATR compliance costs. First, TURN did 

not disagree that RP&A’s regulatory workload is increasing nor did it disagree that new employees are 

needed to address this workload. Second, TURN's proposal to freeze ratepayer contributions to RP&A 

employee salaries is based on its assertion that RP&A employees should not receive increases in pay 

unless DRA and TURN employees receive pay increases in the same years. Even if salaries for TURN 

and DRA employees should be higher, SCE's GRC is not the appropriate forum to evaluate the 

compensation for TURN and DRA employees.1781 TURN’s proposal that the Commission should 

indirectly set the compensation of TURN employees has no basis or support, is arbitrary, and should be 

rejected. 

The Commission should find reasonable SCE’s forecast so the RP&A department will have 

sufficient resources to perform the Company’s regulatory obligations. Also, SCE’s compliance with 

Commission directives is no basis to exclude ATR costs, as proposed by DRA and TURN. 

9.8 NERC/CIP-Related Costs 

DRA proposes across-the-board reductions to SCE’s forecast of the NERC CIP compliance costs 

reflected throughout SCE’s GRC showing, including the Power Production Department, the 

Transmission and Distribution business unit, the Information Technology Department and the 

Operations Support business unit.1782 DRA’s proposed reductions are not based on how SCE estimated 

the specific O&M and capital costs but rather on its general belief that SCE does not need to incur more 

costs on NERC CIP compliance activities than it has in the past. Costs over the recorded period of 2005-

2009, however, do not reflect NERC CIP compliance costs going forward; these costs have been 

increasing during this period as FERC has increased the number of standards and requirements.1783 

These costs will continue to increase during the forecast period to comply with these new requirements 

and additional requirements that are currently being developed. DRA’s recommended disallowances 

related to NERC CIP expenditures would have a significant impact on SCE’s ability to meet NERC CIP 

compliance requirements. 

                                                 
Continued from the previous page 
1779  Exhibit SCE-22, Vol. 3, pp. 4-6. 
1780 Exhibit TURN-03, pp. 108-109. 
1781 Exhibit TURN-03, p. 108. 
1782 For a summary of DRA’s proposed reductions, see Exhibit SCE-22, Vol. 3, p. 13 (Table I-1). 
1783 Exhibit SCE-22, Vol. 3, pp. 14-19. 
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DRA also may be under the mistaken belief that these costs should be recovered through another 

proceeding, such as a FERC rate case proceeding. SCE demonstrated that NERC CIP costs have both 

been included in the test year expenses and properly allocated between FERC and CPUC 

jurisdictions.1784  

Non-compliance with NERC CIP requirements could result in catastrophic cyber-attacks on the 

bulk power system that have the potential to seriously impact the everyday lives of the public, not only 

in California but in the entire Western Interconnection. The Commission should continue its record of 

support for the CIP standards.1785 DRA’s recommendation to cut NERC CIP compliance costs across-

the-board should be rejected and SCE’s forecast adopted.1786 

9.9 Corporate Membership Dues and Fees 

SCE is requesting $1,586,465 for Corporate Membership Dues and Fees Account 930.2, a 

$162,000 decrease from 2009 recorded levels.1787 This decrease is to account for the percentage of dues 

to the Edison Electric Institute (EEI) applicable to lobbying expenses.1788 TURN recommends further 

reducing SCE’s forecast to: (1) remove additional amounts for lobbying expenses by EEI; and, (2) 

remove dues paid to the California Taxpayers Association (Cal-Tax) and Arizona Tax Research 

Association (ATRA).1789 SCE’s revised forecast accurately accounts for the percentage of dues to EEI 

applicable to lobbying expenses, which is 26.6 percent for regular activities and 34.2 percent for 

industry issues.1790 TURN’s proposal would be duplicative. TURN’s proposal to remove dues paid to 

Cal-Tax and ATRA is also wrong because both these organizations represent taxpayers and lower tax 

costs, which directly benefits ratepayers. Lobbying efforts that benefit ratepayers can be recovered in 

rates, as the Commission has approved in prior rate cases.1791 TURN’s recommendations should be 

rejected and SCE’s forecast adopted. 

                                                 
1784 SCE, Varvis, Tr. 22/3683-84. 
1785 See Exhibit SCE-22, Vol. 3, Appendix A (Notice of Intervention and Comments of the Public Utilities Commission of 

the State of California, filed on February 12, 2007 in FERC Docket RM06-22-000, at p. 3; Comments of the Public 
Utilities Commission of the State of California, filed on October 5, 2007 in FERC Docket RM06-22-000). 

1786 Specific justifications for each organization’s individual NERC-CIP compliance-related capital and O&M costs forecasts 
can be found in that organization’s testimony and in sections in this brief related to the organization. See also Exhibit 
SCE-22, Vol 3, p. 13 (Table I-1). 

1787 Exhibit SCE-07, Vol. 3, pp. 16-24; Exhibit SCE-22, Vol. 3, pp. 20-24. 
1788 Exhibit SCE-22, Vol. 3, pp. 21-22. 
1789 Exhibit TURN-03, pp. 109-113. 
1790 Exhibit SCE-22, Vol. 3, pp.21-22. 
1791 D.04-07-022, pp. 222-26. 
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9.10 Corporate Communications 

9.10.1 Account 920/921 

SCE forecast $14.708 million of Test Year 2012 expenses in Account 920/921 for its Corporate 

Communications Department, an increase of $3.358 million over 2009 recorded levels. The increase is 

primarily due to filling positions vacant in 2009 and adding 19 new positions to address increasing 

workload demands.1792 DRA proposes removing all incremental labor costs over 2009 recorded from 

SCE’s labor forecast and subtracting $40,000 for a media event, $444,000 for spot bonuses and 

$454,000 for ACE awards,1793 for a total reduction of $3.025 million.1794 TURN recommends that 

Corporate Communications should be allowed to fill its nine vacant positions, but that SCE’s additional 

19 positions should not be funded.1795 

The Commission should reject DRA and TURN’s flawed recommendation not to fund Corporate 

Communication’s new positions. Contrary to TURN’s “skeptical” perspective that these costs are just 

corporate overhead expenses that do not impact service delivery, SCE’s communications function is 

directly related to service delivery because it provides customers with important information about their 

service, including messages on lowering their costs, increasing energy efficiency, safety issues, and 

programs available to them. SCE has provided detailed justification for its need for additional 

employees to undertake critical new work in communications relating to areas such as SONGS culture 

change, PEV readiness, an increased focus on Community Forums and increased use of video and the 

Web to better serve customers.1796 The arbitrary recommendation to reject funding for additional 

employees is unfounded and SCE’s labor forecast should be adopted. 

DRA also recommends reducing non-labor costs corresponding to its proposed removal of 

incremental labor costs. TURN recommends removing incremental non-labor expenses based on its 

assertion that the necessary work for PEV readiness has been completed.1797 TURN’s and DRA’s 

recommendations should be rejected. Non-labor expenses in Corporate Communications consist of more 

than labor-dependent costs and are needed for more than PEV Readiness issues. These expenses are 

needed to pay for media and materials to customers on issues such as Smart Grid, renewable 

                                                 
1792 Exhibit SCE-07, Vol. 3, pp. 34-40. 
1793 See Section 8.4 of this brief for discussion of spot bonuses and ACE awards. 
1794 Exhibit DRA-12R, p. 45. 
1795 Exhibit TURN-03, p. 115. 
1796 Exhibit SCE-07, Vol. 3, pp. 34-40; Exhibit SCE-22, Vol. 3, pp. 27-32. 
1797 TURN also recommends removing an additional $331,000 if SCE’s labor forecast is adopted. SCE agrees with this 

reduction, and it is already reflected in SCE’s recommended forecast. Exhibit SCE-22, Vol. 3, p. 40. 
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transmission, outreach to underserved and other customer communities through increases in our 

Speaker’s Bureau and Community Forum programs, communications to employees on diversity and 

company values, and continuing emergent work to improve our website for disabled customers.1798 

Additional work must also still be done to provide general information to the public on how to 

successfully add a PEV to the electric grid.1799 SCE’s forecast for non-labor expenses should be adopted. 

DRA and TURN also recommend removing funding for Employee Resource Groups.1800 

Employee Resource Groups help expand all SCE’s employees’ awareness of the strengths of a diverse 

employee population, increase the pool of qualified candidates for SCE’s jobs, provide information to 

customer communities about SCE’s programs and offer important leadership experience to the groups’ 

officers. The Commission should continue to support SCE’s work to foster workplace diversity1801 and 

authorize funding for Employee Resource Groups. 

9.10.2 Account 930 

SCE forecast $1.146 million of Test Year 2012 expenses in Account 930, an increase of 

$259,000 over 2009 recorded levels, primarily due to increased costs for bill inserts and customer 

electricity safety programs.1802 DRA used a five-year average to forecast $1.189 million for this account. 

SCE used the last recorded year to provide a base estimate because recorded expenses have shown a 

trend over three or more years. TURN agrees with SCE’s methodology but recommends reducing SCE’s 

forecast by $99,000 for the holiday safety program and $67,000 for bill insert graphic design costs.1803 

The holiday safety program should be authorized as it provides valuable public safety information to 

customers.1804 Incremental graphic design expenses should be authorized to allow SCE to fund the 

increasing amount of mandatory and legal notices SCE has to print and to provide customized 

information on issues to the proper audience segment.1805 TURN’s recommendations should be rejected 

and SCE’s forecast adopted. 

                                                 
1798 Exhibit SCE-07, Vol. 3, pp. 38-40; Exhibit SCE-22, Vol. 3, pp. 35-40. 
1799 Exhibit SCE-22, Vol. 3, pp. 39-40. 
1800 DRA recommends removing $293,000 for Employee Resource Group funding; TURN recommends a $45,000 reduction. 

As explained in Exhibit SCE-22, Vol. 3, p. 38, the correct adjustment should be $45,000. 
1801 The Commission approved funding for Employee Resource Groups in SCE’s previous GRC and has encouraged SCE to 

foster workplace diversity. See Exhibit SCE-22, Vol. 3, pp. 37-38. 
1802 Exhibit SCE-07, Vol. 3, pp. 40-44; Exhibit SCE-22, Vol. 3, pp. 40-43 (showing SCE’s revised forecast). 
1803 TURN also proposes a reduction for Energy Assistance Fund Materials; SCE agrees with this reduction and has reduced 

its forecast accordingly. See Exhibit SCE-22, Vol. 3, pp. 43-44. 
1804 Exhibit SCE-07, Vol. 3, p. 43; Exhibit SCE-22, Vol. 3, p. 44. 
1805 Exhibit SCE-07, Vol. 3, p. 45; Exhibit SCE-22, Vol. 3, p. 44. 
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9.10.3 Account 923 

SCE forecast 2009 expenses of $905,000 in Account 923, an increase of $361,000 over 2009 

recorded levels.1806 This increase is due to a growing need for ethnic advertising and public relations 

agencies that help SCE break down barriers to our culturally diverse customers, and for communication 

measurement. DRA proposes to reduce SCE’s forecast to $491,000—about the same as 2006 recorded 

level—by the use of a five-year average of recorded data.1807 DRA’s proposed methodology ignores the 

growth trend in this area since 2006 and that the need in these areas will grow further in 2012 to keep up 

with demographic change in SCE’s customer base and additional work on PEV topics. 

TURN recommends reducing SCE’s forecast to $544,000 and argues that SCE should not hire 

more ethnic advertising agencies but should “cut funding to existing contractors to fund new ones.”1808 

Like DRA, TURN ignores that the reason SCE increased its forecast is because the volume of work in 

this area has increased tremendously.1809 The expanded volume of work by agencies that specialize in 

ethnic audiences provides strategic guidance on cultural issues, translation of materials, and distribution 

of materials to those customers for whom English is not their preferred language. Communications 

measurement research allows us to be clear about our customers’ level of understanding and helps us 

hone our messages to do a better job of educating our various audiences on the complex issues 

surrounding the utilities’ initiatives, so that customers will respond in ways such as modifying their 

energy usage behavior and using customer programs to their advantage. SCE’s forecast should be found 

reasonable. 

9.11 Property and Liability Insurance 

9.11.1 Account 924 – Property Insurance 

SCE requested $15.417 million for property insurance in 2012, an increase of $5.008 million 

from the 2009 recorded amount,1810 based on: (1) a decrease in nuclear property distributions from 

Nuclear Electric Insurance Limited (NEIL); and, (2) the growth in utility assets, which adds to SCE’s 

insurable values and results in higher premiums.1811 DRA accepts SCE’s 2010 recorded expenses of 

$15.108 million for this account, but rejects, without explanation, SCE’s projected need of an additional 

                                                 
1806 Exhibit SCE-07, Vol. 3, pp. 44-46; Exhibit SCE-22, Vol. 3, pp. 45-49. 
1807 DRA-12R, p. 46. 
1808 Exhibit TURN-03, pp. 119-120. 
1809 Exhibit SCE-07, Vol. 3, pp. 44-46; Exhibit SCE-22, Vol. 3, pp. 45-49. 
1810  Exhibit SCE-07, Vol. 3, p. 56 (Figure IV-8). 
1811  Exhibit SCE-07, Vol. 3, pp. 56-58. 
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$309,000 in 2012 over 2010 recorded.1812 DRA’s arbitrary adjustment is unfounded and will not support 

SCE’s need to insure its new assets. The adjustment also fails to account for expected increases in 

insurance premiums in 2012.1813 DRA’s recommendation should be rejected and SCE’s forecast 

adopted. 

9.11.2 Account 925 – Liability Insurance 

9.11.2.1 The Commission Should Authorize SCE To Purchase Supplemental Wildfire Insurance 

To Protect Ratepayers From The Risk Of Catastrophic Loss 

SCE requested $52.563 million for liability insurance in 2012, an increase of $39.355 million 

from the 2009 recorded amount.1814 This increase is primarily due to the increase in the cost of wildfire 

liability insurance and SCE’s intent to purchase supplemental wildfire liability insurance.1815 DRA does 

not even discuss SCE’s need for supplemental wildfire liability insurance. In fact, DRA’s entire 

testimony on the expenses in Account 925 is as follows: “DRA recommends that the 2010 recorded 

costs should be the basis for forecasting for the Test Year 2012. DRA’s 2012 forecast is $28.366 

million. DRA recommends that $24.197 million be removed from Test Year 2012.”1816 An adjustment 

of over $24 million is certainly large enough to warrant at least some analysis.1817 

SCE did not purchase supplemental wildfire insurance in 2010, so the cost of that insurance is 

not reflected in the 2010 recorded amount.1818 SCE should be authorized the expenses needed to 

purchase supplemental wildfire insurance to protect ratepayers from the risk of catastrophic loss from a 

wildfire. This is especially true since SCE has been unable to procure the level of wildfire insurance it 

held in the past.1819 In the event SCE does not have adequate insurance to cover a large wildfire loss, 

ratepayers could be subject to significant exposure for uninsured wildfire costs.1820 If DRA’s 

recommendation to use 2010 recorded costs is adopted, the Commission will have signaled that it does 
                                                 
1812  Exhibit DRA-12, p. 47. 
1813  Exhibit SCE-22, Vol. 3, pp. 50-51; see also SCE (Marsh), Kempsey, Tr. 19/3139-3144 (discussing the competitive 

process used to procure insurance). 
1814  Exhibit SCE-07, Vol. 3, p. 65 (Figure IV-9). 
1815  Exhibit SCE-07, Vol. 3C, pp. 58-60, 67. 
1816  Exhibit DRA-12, p. 48. 
1817  DRA has not met its burden to produce evidence explaining its counterproposal. See Re Pacific Bell, D.87-12-067, 27 

CPUC2d 1, 22.  
1818  Exhibit SCE-22, Vol. 3, Appendix C, p. C-1; SCE (Marsh), Kempsey, Tr. 19/3145-3146. See also Exhibit SCE-22, Vol. 

3, p. 52 n.150 (“The Commission approved recovery of the increased premium expense resulting from SDG&E’s 
purchase of similarly priced wildfire insurance when it approved SDG&E’s Z-Factor application. See generally, D.10-
12-053.”). 

1819  Exhibit SCE-07, Vol. 3, p. 59; Exhibit SCE-07, Vol. 3C, pp. 59-61; see also Exhibit SCE-07, Vol. 2, pp. 41-43 
(describing why and how SCE’s liability insurance structure changed in 2009 due to the 2007 wildfires). 
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not see the need for SCE to purchase this insurance to protect ratepayers from the significant risk posed 

by a catastrophic wildfire.1821 The Commission should specifically authorize the purchase of 

supplemental wildfire liability insurance by adopting SCE’s forecast for this account. 

10. POWER PROCUREMENT 

For Test Year 2012 SCE forecasts $59,340,0001822 of O&M expenses for SCE’s Power 

Procurement Business Unit (PPBU), and capital expenditures of $73,350,000 for 2010 through 2012.1823 

DRA relies primarily on two assertions for nearly 97 percent of its recommended $31,322,0001824 cuts to 

SCE’s estimates, which cut across every division within PPBU. First, DRA would remove all costs 

associated with Market Redesign and Technology Upgrade (MRTU) activities from the GRC and move 

them to the MRTU Memorandum Account (MRTUMA). Second, DRA claims that no additional 

resources are needed for PPBU to achieve and manage the State’s 33 percent Renewables Portfolio 

Standard (RPS) goals. 

10.1 The Commission Should Reject DRA’s Proposed Reduction For MRTU-Related Costs And 

Expenses 

DRA proposes a $26,950,500 cut to PPBU’s 2012 estimates by moving MRTU-related labor, 

non-labor and capital expenditure costs to the MRTUMA.1825 DRA provides no rationale for why the 

MRTUMA should continue; DRA simply cites to the Commission’s resolution 1826 originally 

establishing the account and states that when a cost “…could be recovered in more than one proceeding, 

then the cost or expense should be recouped from only one proceeding. The most relevant other 

proceeding for the purposes of recouping costs related to changes in the electricity markets is the MRTU 

[Memorandum Account].”1827 SCE, on the other hand, has provided compelling testimony describing 

why it is now appropriate to move MRTU-related costs into this GRC.1828 MRTU first went live on 

March 31, 2009 after many years of development. While it is true there are on-going refinements and 

                                                 
Continued from the previous page 
1820  Exhibit SCE-07, Vol. 2, pp. 41-42; Exhibit SCE-07, Vol. 3C, pp. 59-61. 
1821  Exhibit SCE-22, Vol. 3, p. 52; see also SCE (Marsh), Kempsey, Tr. 19/3146 (“Q. So do I understand you that if such 

costs could not be funded, Edison might not purchase [supplemental wildfire insurance]? A. I believe that it would be a 
signal to Edison that the Commission doesn't think that that purchase should be made.”). 

1822 Exhibit SCE-8, p. 4. 
1823 Id. at pp. 112-154. 
1824 Exhibit DRA-14, p.1. 
1825 Exhibit DRA-14. 
1826 Resolution E-4087, dated May 24, 2007. 
1827 Exhibit SCE-23, Appendix A, DRA response to SCE-DRA-MBE-014, Question 2. 
1828 Exhibit SCE-25, Vol. 1, pp. 7-9. 
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changes to MRTU that will require additional expenditures in the years ahead, the bulk of MRTU 

development work was completed years ago. Moreover, as long as MRTU exists, there will continue to 

be refinements and changes. DRA does not say at what point, if ever, it would agree that the MRTU 

Memorandum Account treatment should be replaced by GRC treatment. SCE believes that given the 

stability MRTU has achieved, it is now appropriate to include MRTU costs in the GRC. Therefore, the 

Commission should reject DRA’s proposal and approve these amounts in this GRC. 

10.2 The Commission Should Reject DRA’s Contentions That SCE Needs No Additional 

Resources To Meet California’s 33 Percent RPS 

DRA proposes reducing PPBU’s 2012 estimates by approximately $3,390,000 due to its belief 

that SCE does not need any additional resources to meet the State’s 33 percent RPS and CHP goals. 

DRA’s belief rests on numerous erroneous assumptions: (1) DRA’s analysis assumes a 100 percent 

success rate of contracted projects achieving commercial operation; 1829 (2) Renewable integration does 

not increase SCE’s workload because the additional operational complexities are ones “…which the 

system operator [i.e. California Independent System Operator (CAISO)] must deal with and has been 

successfully doing;”1830 (3) No solicitation of CHPs is necessary because SCE will only need to re-

contract with the its current counterparties;1831 and (4) DRA fails to recognize the complexity of the 

various procurement programs SCE manages.1832  

SCE has addressed DRA’s arguments in 1-3 above in Exhibit SCE-23 and will not fully reiterate 

those arguments again here. SCE will instead summarize its position on those arguments here and focus 

on DRA’s fourth argument in more detail below. 

First, with respect to DRA’s utilization of a 100 percent project success rate in its assumptions, 

DRA’s analysis is misleading. SCE has already demonstrated that assuming a 100 percent project 

success rate is unrealistic. SCE’s experience to date, and our current estimate of project success rate is 

only approximately 60 percent.1833 

Second, the integration of intermittent renewable energy onto the electric system significantly 

impacts all market participations, not just (or even predominantly) the CAISO (or other Balancing 

Authority for out-of-state resources). SCE has outlined a number of specific market mechanisms and 

requirements that have, and will continue to, increase SCE’s workload for managing intermittent 
                                                 
1829 Exhibit SCE-25, p. 22. 
1830 DRA-14, p. 10. 
1831 Id. at p. 36. 
1832 Id. at p. 37. 
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renewable energy on the grid and the CAISO markets.1834 DRA’s assumption that CAISO (or other 

Balancing Authority) will absorb most of the added work is simply wrong. 

Third, DRA severely oversimplifies the process by which SCE must fulfill its obligations with 

respect to CHP contracting. As demonstrated in SCE’s rebuttal testimony, and as set forth in the 

QF/CHP Settlement Agreement, SCE will need to procure 200-300 MWs of CHP in addition to the CHP 

contracts already in SCE’s portfolio.1835 

SCE is required to manage and implement several new mandatory renewable energy 

procurement programs such as: (i) the Commission mandated Renewable Auction Mechanism (RAM) 

program; (ii) the Commission mandated Solar Photovoltaic Program (SPVP); (iii) the Commission 

mandated California Renewable Energy Small Tariff (CREST)/SB32 program; and (iv) CHP contracting 

activities. These programs are in addition to the large solicitations SCE already manages such as: (1) the 

annual All-Source Request For Offers; (2) one or more annual Gas Requests for Offers; (3) the annual 

RPS Requests for Proposals; and (4) other miscellaneous solicitations SCE may elect to conduct (e.g. 

the QF fixed-price Request For Offers).1836 With respect to the SPVP, CREST/SB32 and CHP programs, 

these are limited to relatively small MW capacity per contract, meaning that there will be a significant 

increase in the number of contracts SCE must manage for these programs each year. 

For example, in the CREST program, SCE must procure 124 MW of generating capacity.1837 

Each contract is limited to no more than 1.5 MW.1838 Assuming that every contract is for the maximum 

capacity, SCE will be obligated to execute a minimum of 83 power purchase agreements. The SVP 

program, is another feed-in-tariff that adds another 250 MW of solar photovoltaic generation, most of 

which must be from small rooftop generators.1839 Due to these and other renewable solicitations required 

by the Commission, SCE forecasts that the number of renewable energy contracts in its portfolio will 

increase from approximately 270 in 2009 to nearly 850 in 2014.1840 

                                                 
Continued from the previous page 
1833 Exhibit SCE-23, p. 22. 
1834 Id. at p. 15; see also SCE, Cini, Tr. 20/3253-3264. 
1835 Id. at pp. 23-24. 
1836 Exhibit SCE-25, p. 20. 
1837 Exhibit SCE-08, p. 11. 
1838 Id. 
1839 Id. at p. 10. 
1840 Id. at p. 66, Figure IV-8. 
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DRA believes that because these are standard contract programs, they are therefore simpler to 

administer.1841 In its testimony, SCE provided compelling evidence that the regulatory process to 

establish and update the various procurement programs is far from simple. And while it may be true that 

the process for executing the contracts is easier once a particular renewable energy standard contract 

solicitation is launched, each executed contract requires the same level of administrative effort, 

regardless of the size of the project or the type of power purchase agreement.  

Further, DRA’s contention that SCE can simply reallocate resources because “for every 

percentage of renewables added, one can expect that a proportionate percentage of fossil fuel resources 

is replaced,”1842 ignores the monumental difference between entering and managing one contract with a 

500 MW fossil fuel generator, versus 500 contracts, each for 1 MW, with intermittent renewable energy 

generators. Additionally, for every megawatt of renewable generation, SCE will still require a certain 

percentage of fossil generation capacity in its portfolio to backstop and integrate the renewable 

generation because of its intermittency.1843 DRA’s contention of a 1-for-1 offset (renewable generation 

replacing fossil fuel generation) is wrong. 

The additional labor and associated non-labor costs required by SCE to manage these various 

programs and procure the renewable energy resources required to meet the State’s RPS goals and other 

policy initiatives spans all of the departments in PPBU. For example, SCE must: 

• administer the often lengthy process of bringing renewable projects on line;1844  

• forecast the energy from the projects;1845  

• manage the energy from the projects in the CAISO and non-CAISO markets;1846  

• settle the payments, including with the CAISO and with the sellers;1847  

• deal with the complexity of integrating several hundred small renewable generators into 

the electric grid;1848 and  

• myriad other planning and contract administration and operations duties. 

In light of the extensive record provided in this GRC proceeding, the Commission should reject 

DRA’s proposed reductions for PPBU based on its belief that no additional resources are needed to meet 
                                                 
1841 Exhibit DRA-14, p. 37. 
1842 Id. at p. 17. 
1843 Exhibit SCE-8, pp. 13-14; see also SCE, Cini, Tr. 20/3253-3264. 
1844 Id. at pp. 78-86. 
1845 Id. at pp. 38-39. 
1846 Id. at pp. 46-47. 
1847 Id. at pp. 93-98. 
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the State’s aggressive RPS and other policy initiative goals, and SCE’s request for PPBU should be 

approved. 

10.3 PPBU Capitalized Software 

10.3.1 PPBU: Aggregated Demand Response and Risk Management Project 

Under R.07-01-041, the Commission will require demand response programs to be integrated 

into CAISO markets. The Aggregate Demand Response (ADR) Project will augment PPBU’s tracking, 

monitoring, planning and valuation capabilities to meet the requirements of CAISO and the CPUC 

related to participation of demand response in organized markets. PPBU anticipates that there will be 

modifications to PPBU’s short-term dispatch, long-term planning models, and position reports to 

accommodate demand response as a resource for participating load.1849 

The Risk Management Project will address PPBU’s need to analyze risk associated with the 

advanced demand response capabilities for SCE’s Price Demand Response initiatives and the 

installation of smart meters through the Edison SmartConnect program. This project will implement 

tools that will allow PPBU to gain insights into modifications to energy consumption behavior due to the 

availability of Price Demand Response and to manage the associated risks as Price Demand Response 

becomes an increasingly significant load resource.1850 

TURN recommends that the Commission deny SCE’s request for rate recovery of capital IT 

costs associated with the ADR Project and Risk Management Project unless there is a showing of cost-

effectiveness of the Proxy Demand Response (PDR)–capable DR programs in A.11-03-003.1851 As the 

Commission is well aware, California’s efforts to transition DR programs to PDR programs and 

integrate the PDR programs into the CAISO markets has been a major focus of SCE, the Commission 

and other stakeholders, who have invested significant resources in the integration of DR with the CAISO 

markets. SCE’s efforts to make these changes, including its need for these software programs, are in 

response to Commission mandates.1852 Neither Proxy Demand Response, which is already included in 

CAISO’s FERC-approved tariff, not demand response (which is number one in the Commission’s 

loading order) are going away. SCE will require new tools and systems to put existing and future 

                                                 
Continued from the previous page 
1848 Id. at pp. 14-16. 
1849 Id. at pp. 132-137. 
1850 Id. at, pp. 137-139. 
1851 Exhibit TURN-09, p. 32. 
1852 D.09-08-027. 
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demand response programs into the CAISO’s wholesale market, notwithstanding TURN’s view of the 

cost effectiveness of any particular DR program. Therefore, the Commission should reject TURN’s 

proposal and instead grant SCE’s request to recover the capitalized software costs for the ADR and Risk 

Management Projects in this GRC. 

10.4 PPBU: Market Simulation Tools 

Nodal pricing is a key feature of CAISO’s organized wholesale electricity markets implemented 

under MRTU. PPBU therefore needs to evaluate and consider prices related to over 4,000 nodes when it 

bids its supply and demand into the CAISO’s organized markets. PPBU’s current market simulation 

tools evaluate only zonal prices in the long-term planning horizon. To operate effectively in the new 

market environment, a system of market simulation tools will need to be implemented to expand the 

capabilities for forecasting long-term nodal prices to evaluate energy contracts and Requests for Offers. 

PPBU also needs to simulate the overall market on a shorter-term basis in order to effectively provide 

day-ahead, balance-of-month, and 13-month outlooks for managing resource requirements.1853 

TURN does not oppose SCE’s need for the Market Simulation Tools Project, nor does TURN 

provide any specific testimony that evaluates this project on its own merits. Instead, TURN mistakenly 

claims1854 such Market Simulation software relates (either partially or fully) to Demand Response and/or 

Energy Efficiency (EE) programs and proceedings. As such, TURN has recommended that any costs for 

Market Simulation software that relates to DR or EE should be disallowed in this GRC. SCE disagrees 

entirely with TURN’s characterization of this PPBU project. TURN simply ignored SCE’s direct 

testimony that discusses each modeling tool, including exactly why this project is essential.1855 Because 

TURN’s recommendation is based on its mischaracterization of the Market Simulation software, the 

Commission should reject its recommendation, and SCE’s request should be approved. 

11. OPERATIONS SUPPORT 

11.1 Corporate Environment, Health & Safety 

11.1.1 FERC Accounts 920/921 – Corporate Environment, Health & Safety (CEH&S) 

FERC Accounts 920/921 record labor and non-labor expenses to develop and implement 

programs and policies to comply with federal, state, and local environmental, health, and safety 

requirements. For 2012, SCE requests $4.788 million for labor and $2.492 million for non-labor, 

totaling $7.280 million. 
                                                 
1853 Exhibit SCE-08, p. 116. 
1854 Exhibit TURN-09, p. 32. 
1855 Exhibit SCE-8, pp. 116-118. 
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SCE needs the additional funds to:  (1) address new environmental, health, and safety regulatory 

requirements impacting both existing and new or replacement facilities and infrastructure; (2) provide 

appropriate staffing levels to meet the business needs from new and increased operations and 

maintenance associated with completed capital projects; and (3) handle an increased number and level of 

environmental assessments and other related activities that are a necessary part of infrastructure 

replacement, new transmission and generation facilities, and expanded operations.1856 

11.1.1.1 Labor Expense 

DRA proposes to limit SCE’s labor expense to 2009 recorded of $3.308 million, a $1.480 million 

reduction. DRA implies the work that is currently being done by CEH&S is at the same levels as in 

2009. This is simply inaccurate. In fact, CEH&S labor support for capital work requests from SCE’s 

business units has grown by approximately 263 percent from 2005 to 2009. This is largely due to the 

Company’s work to achieve a 33 percent renewable energy portfolio by 2020.1857 

Moreover, DRA incorrectly assumes that TDBU and CEH&S staff perform the same duties in 

the areas of biology, archeology, and air quality. CEH&S possesses overall responsibility for company-

wide EH&S governance and oversight to ensure SCE complies with all applicable regulatory 

requirements. CEH&S develops corporate-level EH&S policies, programs, procedures, processes, 

company-mandated practices, complex analyses, and corrective plans. CEH&S also facilitates 

performance improvement. CEH&S executes these functions across all business units within the 

Company, including TDBU.1858 Conversely, SCE’s business units develop more specific 

implementation processes and work instructions so that their respective organizations meet EH&S 

regulatory requirements at the individual organization. Each of these two “arms” fulfills a separate and 

independent function.1859  

In its prepared testimony, DRA erroneously deduced that because a regulation was adopted prior 

to 2009, the associated costs are static and therefore embedded in recorded expenses. The full 

implementation of a regulation is rarely coincident with its adoption date. Normally, new or modified 

regulations contain a schedule for implementation and demonstration of compliance. These 

                                                 
1856 Exhibit SCE-09, Vol. 2, pp. 19-20. 
1857  Exhibit SCE-24, Vol. 1, p. 2, lines 17-29. 
1858 The CEH&S biology, archeology, and air quality staffs bring subject matter expertise to all areas of SCE. For example, 

when SCE must handle work related to air quality, the TDBU environmental staff primarily engages in work supporting 
specific projects and activities in the field. In contrast, the CEH&S Air Quality staff handles compliance oversight and 
governance, air quality permitting and agency reporting, and liaison work with regulatory agencies. The CEH&S Air 
Quality staff handles these duties for all of the business units across SCE.  

1859 Exhibit SCE-24, Vol. 1, p. 2, lines 30-31 and p. 3, lines 1-11. 
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implementation schedules can and usually do extend years beyond the adoption date, with the majority 

of costs being incurred well past the adoption date. SCE’s rebuttal testimony provided several detailed 

examples to show how regulations are not static and how the activities extend over time.1860 SCE also 

showed that certain current regulations create new and more extensive compliance activities.1861 

Therefore, contrary to DRA’s assertions, both labor and non-labor costs increase over time 

following the adoption date of a new or amended regulation. It is incorrect to assume that recorded costs 

at the time of adoption of a regulation have captured or are indicative of future costs. When SCE cited 

regulatory requirements drivers, SCE sought to convey that virtually all of the environmental 

compliance costs we incur in the normal course of serving our customers are not optional; they are a 

requirement of law and should be recovered in rates.1862  

In summary, DRA is mistaken in its belief that current funding for FERC Accounts 920/921 for 

CEH&S is adequate at 2009 funding levels. Additional staff is required to respond to the drastic increase 

in the number of SCE projects requiring environmental compliance review or permitting for biological 

and archaeological resources, as well as increased environmental scrutiny and more stringent agency 

enforcement of existing regulations by public land and permitting agencies.1863 

11.1.1.2 Non-Labor Expense 

For 2012, DRA recommended funding non-labor CEH&S activities in FERC Accounts 920/921 

at 2009 levels. DRA’s suggested funding is $1.894 million, a $598,000 reduction from SCE’s forecast. 

DRA suggests that the work currently being done by CEH&S is at the same level as in 2009. DRA 

offered no specific reasons for reducing SCE’s non-labor expense request.  

Historically, the three spheres of activities referenced by DRA (supporting improved models, 

leveraging best practices, and supporting maintenance) were developed with funding from a variety of 

sources: CEH&S O&M, TDBU RD&D, and other business unit funding. However, the request for 

$500,000 is above what is funded by RD&D/other SCE business units. SCE’s prepared direct testimony 

demonstrates the benefits of improved modeling of temperature and load demands; improved 

compliance with air quality regulations through the application of best practices; and the need for 

consistent use and maintenance of electronic field tools to make better and more refined decisions to 

                                                 
1860 Exhibit SCE-24, Vol. 1, pp. 3-5. 
1861  Exhibit SCE-24, Vol. 1, pp. 3-7. 
1862 Exhibit SCE-24, Vol. 1, p. 6. 
1863  Exhibit SCE-09, Vol. 2, pp. 20-29 and Exhibit SCE-24, Vol. 1, p. 7. 
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meet regulatory requirements for capital projects and O&M compliance.1864 DRA’s casual dismissal of 

the incremental activities SCE’s witness testified to does not constitute evidence. 

DRA incorrectly asserted that CEH&S and SCE’s Power Procurement Business Unit (PPBU) 

assume identical roles related to temperature and load forecasting. It appears that DRA did not note the 

difference between performing temperature and load forecasting, versus modeling temperature and load 

forecasting. In responses to data requests, SCE explained that other business units, including PPBU, 

performed temperature and load forecasting during 2005-2010. The environmental expertise for 

developing the models is located in CEH&S, not PPBU. Performing the actual temperature and load 

forecasting is a different activity from developing the most effective models and other tools to improve 

temperature and load forecasting. The business units perform the actual temperature and load 

forecasting. The development of the cost models is incremental to CEH&S’s historical costs.1865 

Finally, during 2005-2009, CEH&S recorded $472,000 for environmental studies. The $1.166 

million cited by DRA represents recorded costs for environmental studies throughout the Company.1866 

These costs are not embedded in CEH&S’s historical expenses. DRA also implied that CEH&S receives 

adequate funding for environmental studies from TDBU Research Development and Demonstration 

(RD&D). That is not correct. SCE’s data request responses plainly showed that there are no recorded 

dollars for these activities in TDBU expenses.1867 

11.1.2 FERC Account 923 – Corporate Environment, Health & Safety 

FERC Account 923 records non-labor expenses for discrete CEH&S projects and materials that 

require specialized areas of expertise -- activities that cannot be performed by internal staff in a cost-

effective manner. DRA recommended funding of $302,000, or 80 percent less than SCE’s request of 

$1.503 million. 

DRA’s recommendation of using a five-year average to arrive at the forecast for Account 923 is 

an incorrect approach. Recorded non-labor costs in years 2005 and 2006 were not indicative of the non-

labor needs of the CEH&S organization, simply because the CEH&S organization formed in 2007. For 

that reason, CEH&S used an average of the last three years of recorded costs to establish an appropriate 

base estimate for the SCE forecast. 1868 Adding years 2005 and 2006 to the average makes no sense. 

There were zero recorded costs in year 2005, and only $38,000 in 2006. Once the organization formed in 
                                                 
1864 Exhibit SCE-09, Vol. 2, pp. 25-27. 
1865 Exhibit SCE-24, Vol. 1, p. 9. 
1866  Exhibit DRA-11, p. 10. 
1867  Exhibit SCE-24, Vol. 1, p. 9. 
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2007, the recorded spending jumped to $677,000, an increase of 1,782 percent. Adding 2005 and 2006 

to the average does not increase the accuracy of the forecast, but instead distorts it. These are very 

project-specific costs (many of which are needed for CPUC-mandated outreach program), and 

CEH&S’s testimony provides significant details for each expense.1869 DRA did not address these 

specific cost details.1870 

11.1.3 FERC Account 925 – Corporate Environment, Health & Safety 

FERC Account 925 records labor and non-labor expenses for the Corporate Safety division. SCE 

requests test year funding of $2.623 million for labor and $1.549 million for non-labor, totaling $4.172 

million. DRA recommends labor funding at 2009 recorded. DRA does not address SCE’s detailed 

testimony showing the need for additional staff.1871   

DRA is incorrect in assuming that SCE’s safety culture does not require improvement. DRA’s 

illogical position is shown in its treatment of OSHA recordable injuries in the SCE workplace. DRA 

suggests that because the number of OSHA recordable injuries and overall OSHA recordable injury rate 

has dropped between the years of 2005 to 2009, the recorded numbers for 2010 of 750 OSHA recordable 

injuries and OSHA recordable injury rate of 4.46 is acceptable.1872 In other words, it appears that DRA 

believes SCE should not engage in any incremental spending, because 750 OSHA recordable injuries a 

year is presumably an acceptable amount. This demonstrates that DRA seeks to reduce SCE’s request 

regardless of the consequences of such reductions.  

DRA proposes to reduce the requested test year non-labor funding in FERC Account 925 for 

Corporate Safety by 57 percent. DRA incorrectly assumes that programs for safety culture are embedded 

in recorded expenses. Safety culture is not synonymous with safety programs, and requires its own 

additional funding. Safety programs encompass rules, tools, policies, procedures and the other visible 

components of safety. In contrast, safety culture focuses more on the “people” aspect of safety such as 

the norms, assumptions, beliefs, and values which shape the way an employee approaches their work --

                                                 
Continued from the previous page 
1868 Exhibit SCE-09, Vol. 2, pp. 31-32. 
1869 Exhibit SCE-09, Vol. 2, pp. 32-33; Exhibit SCE-24, Vol. 1, p. 11. 
1870  SCE further broke down each expense into specific categories in a data request response. In that response, we identified 

all of the incremental compliance training and development requirements. DRA did not confront or address any of this 
material. See Exhibit SCE-24, Vol. 1, p. 11. 

1871 Exhibit SCE-09, Vol. 2, pp. 35-42. 
1872  Exhibit DRA-11, p. 13. 
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 safely or unsafely. An organization’s detailed and specific safety programs will be far less effective if 

an overall culture of safety is not in place. 

Per Commission forecasting guidelines, SCE used the 2009 last recorded year as the base for our 

test year forecast in this account, and the funds SCE seeks for its Safety Culture Survey continuous 

improvement initiatives were not imbedded in those costs.1873 Funding is necessary to support these 

efforts to reach over 14,000 SCE employees. SCE also cited studies which indicated that investing in 

safety culture also has positive impacts on productivity.1874 

11.2 Corporate Resources 

11.2.1 O&M Forecast Methodology 

To forecast Corporate Resources’ (CR) test year 2012 expenses in FERC Accounts 920/921 and 

931, DRA used 2010 recorded costs. DRA’s choice of method is not only at variance with past guidance 

from the Commission, but also ignores much of SCE’s testimony regarding the drivers of CR’s costs. 

First, the Commission stated, in D.89-12-057, that where costs have shown a trend in a certain direction 

for three or more years, or where costs have been relatively stable for three or more years, the last 

recorded year is an appropriate base estimate. In FERC Accounts 920/921 there has been a steady 

upward trend in CR’s costs during the period 2005-2009.  

In accordance with D.89-12-057, CR used the last recorded year to establish base labor and non-

labor costs, and made adjustments to those 2009 recorded expenses to address known changes in CR 

operations. DRA mistakenly uses 2010 recorded expenses to establish the Test Year 2012 amounts for 

FERC Accounts 920/921. DRA appears to simply ignore SCE’s testimony about the sources of 

increased costs and activities in years 2011 to 2014. 

Moreover, in FERC Account 931, Facility Rents, the costs that SCE will incur are determined by 

binding lease contracts that are already in place. These contracts create a legal obligation for SCE to pay 

rent for necessary facility space. Because contracts control expenses in this account, a budget-based 

method reflecting the actual terms of the contracts represents the only reasonably accurate mechanism 

for establishing a Test Year 2012 forecast. Accordingly, SCE used a budget-based method to establish 

the forecast based on the terms of the signed lease contracts. By choosing to simply utilize 2010 

recorded costs, DRA appears to have missed SCE’s testimony.1875 

                                                 
1873  Exhibit SCE-24, Vol. 1, p. 15, lines 2-4. 
1874  Exhibit SCE-24, Vol. 1, pp. 14-15. 
1875 Exhibit SCE-24, Vol. 1, p. 16. 
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11.2.2 FERC Accounts 920/921 – Corporate Resources 

DRA mistakenly assumes that 2010 recorded expenses will be sufficient for the test year. SCE 

showed that five new facilities, unequivocally not included in 2010 expenses, will require incremental 

funding for operations and maintenance activities beginning in 2011. SCE also described the activities 

that will need to occur in these five facilities.1876 

In addition, DRA never addressed the additional facilities (discussed in detail in the direct 

testimony) for 2012 through 2014. SCE substantiated the need for approximately 400,000 square feet 

more of space during these years. This space will require approximately $1.400 million annually in 

increased operations and maintenance expenses. These additional facilities, which are in progress, are 

required to meet the immediate seating requirements to allow SCE’s operating units to continue to 

provide reliable electric service. DRA did not even attempt to address these additional facilities.1877 

SCE also provided examples showing that business units, such as TDBU, will require increased 

services from CR as a result of increased infrastructure projects and the continued expansion of SCE’s 

transmission and distribution system. These costs would not be captured if one uses DRA’s assumption 

that 2010 accurately represents CR’s 2012 requirements.1878 

SCE also refuted DRA’s suggestion regarding whether or not certain costs had been removed. In 

2009, nine employees who handled internal moves for TDBU were transferred from TDBU to CR. As 

such, expenses for these employees were not included in TDBU’s 2009 recorded/adjusted costs.1879 

11.2.2.1 DRA Incorrectly Assumes That Corporate Resources Staffing Will Not Change Between 

Years 2010 And 2012 

DRA suggested that CRs’ staffing has not changed. However, the record includes evidence of a 

substantial increase in CR’s contingent workforce between 2009 and 2010.1880 In addition, DRA 

dismissed without analysis SCE’s evidence of the need to add additional full-time SCE employees to 

support the operations detailed throughout the Operations Support testimony. DRA’s testimony did not 

offer any contrary evidence.1881 

                                                 
1876  Exhibit SCE-24, Vol. 1, p. 18. 
1877 Exhibit SCE-09, Vol. 2, p. 57. 
1878  Exhibit SCE-24, Vol. 1, p. 19, lines 1-16. 
1879 Exhibit SCE-24, Vol. 1, p. 19, lines 17-23. 
1880  Exhibit SCE-24, Vol. 1, p. 19, lines 26-29. 
1881  Exhibit SCE-24, Vol. 1, p. 20, lines 1-21. 
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11.2.3 FERC Account 931 – Corporate Resources 

CRs’ FERC Account 931 records non-labor rental and/or lease costs of property and buildings 

that SCE uses, occupies, or operates, but does not own. When SCE enters into facility leases, SCE is 

contractually obligated to make lease payments. In its recommendations, DRA failed to account for such 

lease contract obligations. The costs recording to FERC Account 931 are controlled by the actual lease 

terms that SCE agrees to, rather than on historical costs. DRA never attempted to explain why the 

binding contractual terms should not control.1882 

11.2.3.1 Customer Energy Center 

Demand for Energy Center seminars and workshops, as measured by attendance of SCE 

customers, increased by 111 percent during the period 2006 to 2009 and as of 2009 totaled more than 

11,500 attendees annually.1883 To help meet the increasing demand, SCE wants to lease 13,000 square 

feet of existing building space at an annual cost of $312,000 so that we can provide a third Customer 

Energy Center. DRA opposed this request, but provided no contrary evidence other than suggesting that 

off-site locations can relieve the burden.1884 Such off-site locations, however, will not provide the 

necessary space for attendees, SCE staff, and demonstration technology/equipment.1885 

11.2.3.2 The Leases In FERC Account 931 Provide Space For Current SCE Employees And 

Seated Contingent Workers 

DRA asserts that SCE’s staffing will be relatively flat, using the number of 26,256 at year-end 

2010 to justify its recommendation. However, using the overall SCE staffing number does not accurately 

show which employees need office space, and which do not. DRA appears to have missed the shift in 

the composition of SCE’s workforce between “non-seated” employees (e.g., linemen, meter readers) 

who do not require office space, versus “seated” employees (e.g., analysts, administrative aides, 

managers) who do require traditional office space. SCE carefully analyzed this shift between “seated” 

and “non-seated’ employees in its opening testimony.1886 SCE projects a higher proportion of seated 

employees and contingent workers in the future. DRA, by ignoring this analysis, underestimates both the 

                                                 
1882  Exhibit SCE-24, Vol. 1, p. 22. 
1883 Exhibit SCE-19, Chapters III.N. and IV.B.  
1884 Exhibit DRA-11, p. 21, lines 20-22. 
1885 Exhibit SCE-19, Chapters III.N. and IV.B. 
1886 Exhibit SCE-09, Vol. 2, p. 45; Exhibit SCE-09, Vol. 3, pp. 2-5. 
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amount of office space SCE needs for operations and FERC Accounts 920/921 funding required for the 

operation of this office space.1887  

Finally, SCE’s direct testimony and rebuttal to DRA’s Operations Support capital testimony 

demonstrates that even with the completion of the projects planned for 2011, SCE will still require 

additional office seats.1888 DRA chose not to address in any manner the evidence presented in SCE’s 

testimony. 

11.2.4 Corporate Resources Capital 

Without providing any specific analysis, DRA dismissed OSBU’s testimony substantiating the 

need for the business unit’s capital expenditures. To forecast 2011 and 2012 capital expenditures, DRA 

instead arbitrarily recommends using the six-year average of 2005 to 2010 recorded capital 

expenditures; that six-year average is $89 million.1889 In applying this blanket methodology to OSBU’s 

capital expenditures, DRA offered no contrary evidence or facts.1890 Furthermore, DRA’s analysis only 

extends to year 2012, and therefore does not event attempt to address capital expenditures in years 2013 

and 2014. 

With respect to capital expenditures for 2010, DRA recommends using recorded 2010 capital 

expenditures of $162.429 million.1891 However, the $162.429 million figure only corresponds to the 

capital projects that make up the 2010 forecast as sponsored in Operations Support’s direct testimony. 

There were a number of other capital projects that did not have a 2010 forecast, but did have 2010 

recorded expenditures. Operations Support’s 2010 recorded capital expenditures for all GRC capital 

projects was $176.480 million, rather than the $162.429 million figure advanced by DRA.1892 

Finally, SCE notes that a number of OSBU capital projects (e.g., the Data Center, and the 

facilities used by SCE’s major Business Units) are needed so that SCE can provide safe and reliable 

electric service. Buildings categorized as non-electric facilities are primarily used by SCE’s main 

Business Units to provide electricity to SCE customers. Only a relatively small percentage of the 

buildings can be considered actual corporate overhead.1893 

                                                 
1887 With the exception of the new Customer Energy Center, the leases that SCE requests be funded in Account 931 are all 

currently in place and are required to provide office space for current seated SCE employees and seated contingent 
workers. See Exhibit SCE-24, Vol. 1, p. 24. 

1888  Exhibit SCE-09, Vol. 3, pp. 2-5, 13-17. 
1889 Exhibit DRA-11, p. 37. 
1890 Exhibit SCE-24, Vol. 2, pp. 1-5. 
1891 Exhibit DRA-11, p. 34, line 10. 
1892 See Joint Comparison Exhibit, Operations Support, p. 526 (page citation as of September 23, 2011). 
1893 See Exhibit SCE-16, pp. 26-27. 
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11.2.5 Corporate Resources – Additional Facilities 

Annual organizational demand for SCE employee and contingent worker space outpaces the 

historical projected demand by approximately 10 percent.1894 The deficit in worker space will worsen 

unless we obtain the incremental facilities space requested. The Additional Facilities project records 

labor and non-labor capital expenditures to acquire, construct, and modify facilities, so that we can 

provide adequate office space to accommodate the SCE employees and contingent workers that are 

needed for the projects and programs described throughout SCE’s testimony.  

Although DRA’s testimony specifically addresses only the $37 million SCE plans to spend in 

2012, a careful parsing of the testimony indicates DRA is objecting to the projects in their entirety. This 

means that DRA appears to be proposing to adjust SCE’s forecast 2012-14 planned expenditures of 

$126.750 million for Additional Facilities to $0.1895 

DRA asserts that SCE’s staffing will be relatively flat, using the number of 26,256 at year-end 

2010 to justify its recommendation. However, as described above, SCE’s overall employee growth does 

not accurately depict the need for additional office space. There is a higher growth rate in the number of 

“seated” employees, such as analysts, administrative aides, and managers, who require traditional office 

space. SCE’s testimony presented detailed evidence concerning the demand for office seats, the 

overcrowding and existing SCE facilities, the shift in demand from non-seated to seated employees, and 

the specifics of SCE’s total requirements during 2009-2014.1896 DRA does not address these items, 

particularly the increase in seated versus non-seated employees. DRA’s analysis also extends only to 

2012, and does not therefore address SCE’s projected requirement for approximately 500 additional 

office seats in years 2013-2014.1897 

11.2.6 Corporate Resources – Alhambra Data Center 

The Alhambra Data Center Project will replace the existing Rosemead Data Center, which is 

now 37 years old and decades past its intended useful life. The modern data center will be constructed 

on SCE-owned land at the Alhambra Combined Facility. DRA proposes to reduce SCE’s forecast capital 

investment from $74.800 million to zero. DRA offers no analysis of the need for the project, or any of 

the project details SCE provided in 13 pages of opening testimony and 144 pages of workpapers. 

                                                 
1894 Exhibit SCE-09, Vol. 3, p. 4. 
1895 Exhibit DRA-11, p. 39. 
1896  Exhibit SCE-09, Vol. 3, pp. 2-4 and p. 5, lines 1-3; Exhibit SCE-24, Vol. 2, pp. 15-16. 
1897  Exhibit SCE-24, Vol. 2. p. 16.  
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Instead, DRA summarily concludes that SCE should not receive ratepayer funding for the project since 

SCE also received funding in the 2006 and 2009 GRCs.1898 

In its prepared testimony, SCE showed why it was prudent to defer the project in prior rate case 

cycles.1899 For example, the data center plans presented in the 2009 GRC were delayed to minimize the 

impact to SCE’s computing environment when SCE decided to implement the ERP system on a 

Company-wide basis.1900 Deferral of the project was also warranted because SCE was in the process of 

discovering additional needs related to Smart Grid technologies and Edison SmartConnect™. It made 

sense to wait until SCE had a full grasp of these additional needs before building the project, so that 

these emerging needs could be accounted for in the long-term solution.1901 Data centers are complex 

assets, requiring extensive planning in an environment of rapidly changing technology. However, DRA 

summarily concludes that, because the project was previously requested and authorized, it shouldn’t be 

requested and authorized now.  

As shown in the record, a competitively bid contract for constructing the data center was 

awarded in November of 2010, and the project is under construction.1902 SCE engaged in a year-long 

competitive bidding process, culling the winning bid from the original 12 vendors that sought the job. At 

the conclusion of the multi-step bidding process, SCE ultimately selected the lowest-cost bid from 

amongst the four best bids.1903 SCE respectfully requests that the Commission fund the Alhambra Data 

Center as presented in SCE’s opening testimony. 

11.2.7 Corporate Resources – Customer Energy Center 

The Customer Energy Center Project records labor and non-labor capital expenditures CR makes 

to provide a facility for SCE customers to learn about the latest developments in energy efficiency 

programs and technologies. SCE’s CSBU testimony contained a full explanation of why it is reasonable 

to add a new Energy Center.1904 The prepared testimony also showed why the use of offsite locations or 

a mobile energy center cannot serve as an effective substitute for the customer education that would be 

provided at a new energy center.1905 

                                                 
1898  Exhibit DRA-11, p. 41, lines 2-5. 
1899 Exhibit SCE-09, Vol. 3, pp. 40-41. 
1900 Exhibit SCE-09, Vol. 3, p. 40. 
1901  Exhibit SCE-24, Vol. 2, p. 18, lines 15-21. 
1902  Exhibit SCE-24, Vol. 2, p. 19, lines 20-26.  
1903 Exhibit SCE-09, Vol. 3, pp. 43-44. 
1904  Exhibit SCE-04, Vol. 3, pp. 48-49; Exhibit SCE-19, Chapters III.N. and IV.B. 
1905  Exhibit SCE-24, Vol. 2, p. 23 and p. 24, lines 1-9. 
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11.2.8 Corporate Resources – Service Center Modernization 

The Service Center Modernization Project provides for capital expenditures to modernize 

existing SCE service centers. These service centers help us repair and maintain the electric distribution 

system. Based on the deferrals and cancellation of nine out of ten service center projects for which SCE 

requested funding in the 2009 GRC, DRA questions the need for these service center modernization 

projects.1906  

But SCE did not cancel or defer these projects because they were not needed. There were other 

reasons. First, SCE necessarily could not do all of the projects it requested in the 2009 GRC, because 

Operations Support’s 2009 GRC capital request was reduced by 54.8 percent.1907 Second, SCE presented 

evidence that the service centers average more than 35 years in age, and the Facility Condition Index 

(FCI) scores that measure the physical condition of these service centers have steadily worsened. 1908 

TURN proposes to reduce expenditures at certain service centers based on TURN’s reading of 

SCE’s 2006 FCI Report.1909 SCE showed, however, that the repair and replacement costs shown in the 

FCI report are not intended as actual construction estimates, and they are not used as such. SCE also 

demonstrated that the costs listed in the FCI Report do not include real-life costs such as environmental 

or hazardous material work, and do not include costs related to changes in the use of the building.1910  

SCE wants to use its service centers on behalf of SCE’s ratepayers for as long as we reasonably 

can. Funding the modernization projects as requested will let SCE do that. 

11.2.9 Corporate Resources – Energy Efficiency 

The Energy Efficiency Project provides for the implementation of energy efficiency, 

sustainability, and conservation projects for SCE’s non-electric building portfolio.1911 The Commission 

authorized $5 million annually for energy efficiency projects in SCE’s 2009 GRC to inaugurate this 

ongoing program.1912 DRA and TURN oppose funding for energy efficiency projects, in large part 

                                                 
1906 Exhibit DRA-11, p. 42. 
1907  Exhibit SCE-24, Vol. 2, pp. 8, 25. TURN also blames SCE for not spending what it requested in the 2009 GRC, but 

does not address the fact that SCE’s request was reduced by 54.8 percent. 
1908  Exhibit SCE-24, Vol. 2, p. 25-26. 
1909 Exhibit TURN-05, VII., G., pp. 32-33. 
1910  Exhibit SCE-24, Vol. 2, pp. 27-28. 
1911 The term “non-electric” refers to buildings or facilities that are primarily used by SCE’s main Business Units to enable 

SCE to provide electricity to SCE customers. 
1912 See Exhibit SCE-09, Vol. 3, p. 110, lines 9-11. 
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because SCE did not spend $5 million in 2010. SCE showed that, absent permitting delays, SCE would 

have recorded more than that amount for energy efficiency projects.1913 

11.2.10 Corporate Resources - SmartConnect Meter Reader Space Reclamation Project 

The SmartConnect Meter Reader Space Reclamation Project provides for capital expenditures 

SCE incurs for remodeling vacant service center space. TURN suggests the costs should be recovered 

through the SmartConnect Balancing Account.1914 SCE acknowledged that this project was poorly 

named, and apologized. The space is to be used by SCE for space requirements not related to Edison 

SmartConnect. If not for this vacancy, SCE would have had to acquire an equivalent amount of space 

anyway.1915 Moreover, attempting to recover funds for this capital project through the SmartConnect 

Balancing account would conflict with the agreed-upon and Commission-approved Edison 

SmartConnect Settlement Agreement.1916 

11.2.11 Corporate Resources - Rosemead Data Center Useful Life Extension 

The Rosemead Data Center (RDC, also known as GO2) Life Extension project provides for 

capital expenditures to maintain 24 hour per day, 365 day a year service at SCE’s primary data center in 

Rosemead through the end of 2012. SCE’s testimony described the 900 business-critical applications 

and services, 16.4 petabytes of storage, the 6,100 MIPS (million instructions per second) of mainframe 

computing, and the 1,600 voice and data communication devices supported by the RDC.1917 These 

systems and services are necessary for the prompt, safe, and continuous provision of electrical service to 

SCE’s customers. SCE’s testimony further describes how the RDC is past its useful life and will be 

replaced by the Alhambra Data Center1918 at the end of 2012. The RDC must, therefore, be maintained 

to an appropriately strong degree of reliability until the Alhambra Data Center is completed and 

operational. When the main data center has migrated from the RDC to Alhambra, SCE will carefully 

evaluate which systems and improvements at the RDC can be utilized in the repurposed RDC building 

or potentially used at other critical facilities.1919 

                                                 
1913  Exhibit SCE-24, Vol. 2, pp. 31-32. TURN also confuses Energy Efficiency Photovoltaic (PV) projects with Rooftop 

Solar initiatives. The PV projects are designed to reduce the electrical demand at SCE’s own facilities, while Rooftop 
Solar initiatives are aimed at generating commercial volumes of electricity to meet the energy demands of SCE’s 
customers. See Exhibit SCE-24, Vol. 2, p. 33, lines 8-22.  

1914 TURN-05, VII., F., pp. 27-28. 
1915  Exhibit SCE 24, Vol. 2, p. 35. 
1916  Exhibit SCE-24, Vol. 2, p. 36. 
1917 Exhibit SCE-09, Vol. 3, p. 52.  
1918 Exhibit SCE-09, Vol. 3, pp. 36-49.  
1919  Exhibit SCE-24, Vol. 2, p. 38, lines 16-19. TURN also appeared to suggest that SCE had not disclosed to the 

Commission that other options were being considered for replacing the RDC. Exhibit TURN-05, pp. 36-37. But as 
(Continued) 
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To provide safe and continuous service to SCE’s customers, the RDC must be maintained so it 

can operate 24 hours per day, 365 days per year until the Alhambra Data Center is completed and 

operational. The RDC Useful Life Extension Project is necessary to the pursuit of this objective.  

TURN’s objections to the funding of the RDC Useful Life Extension project could expose SCE’s 

customers to potentially serious and large-scale service interruptions resulting from data center failures. 

SCE requests that this project be funded at the level of $10 million as described in our testimony. 

11.2.12 Corporate Resources - Contingency Costs For Capital Projects 

SCE’s estimated expenditures for construction projects include a 10 percent contingency factor. 

SCE heard the Commission’s concerns on contingency as raised in the last GRC. SCE’s 2012 GRC 

forecasts use a lower, 10 percent contingency factor, and apply that factor solely to the hard 

construction costs.1920 Building a contingency factor into a construction estimate is a standard 

construction industry practice, and an integral part of a capital project estimate for construction.1921 SCE 

showed that government and industry sources agree that contingency is an integral part of the total 

estimated costs of a project, and demonstrated that the 10 percent contingency it is asking for is less than 

what the Department of Energy and other sources recommend.1922 

11.2.13 Corporate Resources – Furniture 

Many of SCE’s non-electric facility projects require that SCE purchase furniture such as 

workstations, desks, chairs, conference room and break room tables/chairs, and equipment. TURN 

mistakenly overstated the furniture expenditures being requested by SCE.1923 Also, the comparison 

between CSBU’s furniture costs and those of Corporate Resources is not an accurate one. CSBU 

furniture costs, unlike those of Corporate Resources, consist mostly of specialized individual furniture 

components to address specific ergonomic requirements. Corporate Resources, on the other hand, must 

provide furniture not only for employees, but also for common areas such as lobbies, conference rooms, 

                                                 
Continued from the previous page 

TURN acknowledges, the study it cites was not completed until January 2008 (after SCE had filed its Application in the 
2009 GRC). See Exhibit SCE-24, Vol. 2, p. 39, lines 9-16. 

1920  Exhibit SCE-24, Vol. 2, p. 41, lines 8-10. 
1921  Exhibit SCE-24, Vol. 2, p. 41, lines 15-17. 
1922  Exhibit SCE-24, Vol. 2, pp. 41-42. TURN also overstated the amount of contingency being requested by SCE. See 

Exhibit SCE-24, Vol. 2, p. 42, lines 15-25. 
1923  Exhibit SCE-24, Vol. 2, p. 44, lines 16-18 and p. 45, lines 1-10.  
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filing rooms, etc.1924 CSBU’s furniture costs and responsibilities are simply not as broad as those of 

Corporate Resources.  

TURN also erred in comparing the cost of a workstation (i.e., the seating for a single employee) 

with the per person cost of furniture in a fully furnished office space. A fully furnished office area 

includes not only workstations but also private offices, conference rooms, employee support areas, and 

filing and storage cabinets.1925 

11.2.14 Corporate Resources - Project Management Expenditures 

All of SCE’s non-electric facility projects require project management services. TURN made 

errors in its calculation of project management fees, and TURN’s own attachments contradict its 

recommendation.1926 TURN also overstated the amount of project management expenditures at issue 

here.1927 

11.3 Corporate Security 

11.3.1 FERC Accounts 920/921 – Corporate Security 

Corporate Security FERC Accounts 920 and 921 record labor and non-labor expenses incurred 

for investigative and protective services and business resiliency activities. Please refer to section 9.8 of 

this brief for the reasons why DRA is inaccurate in suggesting that NERC/CIP costs are 

“speculative.”1928 Also, DRA suggested that Corporate Security’s 2007 through 2009 recorded expenses 

remained constant.1929 SCE showed that in 2010, Corporate Security’s recorded/unadjusted costs 

increased by approximately 24 percent from 2009 recorded.1930 SCE needs the personnel and 

infrastructure in place to comply with the mandated NERC Reliability and CIP standards. While the 

2005-2009 costs reflect some costs for complying with Reliability Standards issued by NERC, the full 

cost of compliance is not reflected in the recorded period.1931 Holding SCE’s compliance efforts at 

recorded cost level would have significant impacts on SCE’s ability to meet NERC compliance 

requirements. It is essential for SCE and other investor-owned utilities to comply with the NERC 

reliability and protection standards to help safeguard the bulk power system against potential threats. 

                                                 
1924  Exhibit SCE-24, Vol. 2, p. 45, lines 11-23. 
1925  Exhibit SCE-24, Vol. 2, p. 45, lines 24-29. TURN also mistakenly tried to apply less-developed 2009 GRC furniture 

estimates to the estimates for this GRC. See Exhibit SCE-24, Vol. 2, p. 46, lines 24-28. 
1926  Exhibit SCE-24, Vol. 2, p. 48, lines 3-13. 
1927  Exhibit SCE-24, Vol. 2, p. 48, lines 14-22. 
1928  Exhibit SCE-22, Vol. 3, p. 16-17. 
1929 Exhibit DRA-11, p. 25, lines 12-13. 
1930  Exhibit SCE-24, Vol. 1, p. 30, lines 3-5. 
1931 Exhibit SCE-22, Vol. 3, p. 14. 
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Moreover, one cannot simplistically examine the incremental employee headcount within a given 

period to predict Corporate Security’s operating expenses. SCE has retirements and attrition, internal 

transfers, new hires, constantly changing contingent workers, reorganizations, and personnel relocations. 

All of these factors contribute to the volume of activities that Corporate Security must perform 

(background investigations, ID badges, etc.).1932  

Finally, DRA did not provide any contrary analysis to the detailed testimony Corporate Security 

gave concerning the incremental activities that drive the SCE forecast.1933 DRA’s casual dismissal of 

SCE’s testimony of the need for additional Corporate Security personnel and activities did not provide 

any contrary facts. 

11.3.2 Corporate Security - Critical Infrastructure Protection Physical Security Project 

The Critical Infrastructure Protection Physical Security Project records capital expenditures we 

incur for upgrading SCE electric facilities which house Critical Cyber Assets. SCE must make these 

expenditures to meet the North American Electric Reliability Corporation/Critical Infrastructure 

Protection (NERC/CIP) standards.1934 DRA proposed to reduce SCE’s forecast expenditures for the test 

year by approximately 94 percent. At the funding level recommended by DRA it would take SCE nearly 

25 years to achieve compliance.1935 Critical Infrastructure Protection Physical Security capital 

expenditures by SCE are not optional, but mandated by NERC.1936 SCE cannot simply wait until a new 

version of NERC/CIP standards is in place before beginning to undertake activities to comply with the 

standards. To do so would lead to non-compliance with the standards. 

11.4 Transportation Services 

11.4.1 Replacement of Vehicles Is Driving Costs 

DRA recommends reducing Fleet Ownership chargeback costs by $2.9 million due to DRA’s 

belief that vehicles should not be added in the Test Year. DRA provides no analysis. Instead, DRA 

indicates that, because DRA is recommending reductions to TDBU, such reductions somehow translate 

to a $2.9 million reduction for OSBU Fleet Ownership. No specific correlation is shown.1937  

                                                 
1932  Exhibit SCE-24, Vol. 1, p. 31, lines 11-18. 
1933  Exhibit SCE-24, Vol. 1, p. 31, lines 19-29 and p. 32. 
1934  See Section 9.8, supra. Please also refer to Exhibit SCE-22, Vol. 3, pp. 11-19.  
1935 Exhibit SCE-24, Vol. 2, p. 51, lines 10-16. 
1936  Exhibit SCE-24, Vol. 2, p. 51, lines 15-18. 
1937  Exhibit SCE-24, Vol. 1, p. 36, lines 13-16 and p. 37, lines 1-2. Transportation Service’s costs are allocated between 

capital and O&M as shown, for example, in TDBU Exhibit SCE-03, Volume 4, Part 4. The O&M portion is allocated to 
those GRC activities consistent with vehicle use. SCE’s recorded 2005-2009 and forecast 2012 amounts related to 

(Continued) 
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Moreover, eliminating the TDBU additions will not reduce the Transportation Services 

Department (TSD) chargebacks. Replacements of existing vehicles, rather than additions to the vehicle 

fleet, serve as a significant driver to the forecast cost increases.1938 Those vehicle replacements must 

occur regardless of the incremental activities, or lack thereof, in TDBU. The replacements are driven by 

the need for safe and reliable vehicles.1939 Replacements are also driven by environmental regulations, 

including Air Resources Board requirements. TSD also analyzed information that became available after 

it developed the GRC testimony; the new information shows that TSD actually under-forecasted.1940  

The Fleet Maintenance organization hired 17 new employees after September 1, 2010, to support 

current maintenance requirements. A full year of wages for those employees are not included in the 

2010 base, because they started towards the end of the year.1941 DRA did not address this, and did not 

address the detailed cost information provided by TSD.1942  

11.4.2 Fuel Costs 

DRA recommended a $1.8 million reduction in fuel costs. SCE showed that price per gallon of 

fuel has been rising steadily since the beginning of 2011, and demonstrated that it is illogical to revert 

back to 2010 fuel prices.1943   

11.4.3 Aircraft Operations 

DRA did not provide any testimony regarding Aircraft Operations. However, DRA appears to 

recommend freezing the authorized spending at 2010 recorded.1944 DRA offered no rationale for the 

recommended change, and did not follow CPUC guidelines regarding the use of forecast 

methodologies.1945 

                                                 
Continued from the previous page 

Transportation Services are included in the various activities of each Business Unit. Each Business Unit’s testimony 
addresses the recorded O&M vehicle expenses. 

1938 Exhibit SCE-09, Vol. 2, p. 151. 
1939 Exhibit SCE-09, Vol. 2, p. 153; Exhibit SCE-24, Vol. 2, p. 37, lines 10-12.  
1940  Exhibit SCE-24, Vol. 1, p. 37, lines 13 and p. 38, lines 1-12. 
1941  Exhibit SCE-24, Vol. 1, p. 38, lines 16-18. 
1942  Exhibit SCE-24, Vol. 1, p. 39, lines 1-13. 
1943  Exhibit SCE-24, Vol. 1, p. 39, lines 14-20 and p. 40. 
1944  Exhibit DRA-11, p. 32, Table 11-20. 
1945  Exhibit SCE-24, Vol. 1, pp. 41-43.  
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11.4.4 Vehicle Monitoring Technology (Onboard Technology) - O&M Expense 

DRA would eliminate the O&M costs associated with this capital project, because DRA 

recommends zero funding for the project itself. If the capital project is approved, the attendant O&M 

expenses should also be approved. 

11.4.5 Vehicle Monitoring Technology (Onboard Technology) – Capital 

SCE requested funding to install vehicle monitoring technology in SCE’s on-road, motorized 

vehicles. Vehicle monitoring technology (also known as onboard vehicle technology, telematics, or 

telemetry) allows automatic retrieval and transmittal of data from remote sources by wire or radio or 

other means. More and more companies are using the technology to improve their vehicle fleet 

management operations and asset utilization.1946 SCE showed why this technology is a reasonable 

investment.1947  

DRA recommends disallowance of the entire Onboard Technology project. DRA and TURN 

blame SCE for not undertaking this project when SCE had requested it in the 2009 GRC. However, 

these parties do not address the fact that SCE could not do all that it requested in the 2009 GRC, because 

Operations Support’s capital request was reduced by 54.8 percent in the 2009 GRC.1948 SCE also 

provided evidence that there were significant factors, necessarily unknown to SCE when the 2009 GRC 

Notice of Intent was submitted, that ultimately suggested that it would be prudent to wait a reasonable 

period of time before committing dollars to the vehicle monitoring technology.1949  

Moreover, TURN’s analysis of an 8-year payback1950 appears to support a decision to authorize 

this capital project. SCE expects that the vehicle technology will achieve an average 10-year duty cycle, 

according to telematics manufacturers. Accordingly, even using TURN’s timeframe for return of 

benefits, the project should be a reasonable expenditure of ratepayer funds.1951 

11.5 Supplier Diversity 

11.5.1 FERC Accounts 920/921 – Supplier Diversity And Development 

11.5.1.1 DRA’s Proposed Reductions Are Unsupported 

The Supplier Diversity and Development costs that record to FERC Accounts 920/921 include 

labor and non-labor associated with compliance with CPUC General Order (GO) 156 for WMDVBE 

                                                 
1946  Exhibit SCE-24, Vol. 2, p. 6, lines 3-9.  
1947  Exhibit SCE-09, Vol. 3, pp. 160-165; Exhibit SCE-24, Vol. 2, pp. 6-7. 
1948  Exhibit SCE-24, Vol. 2, p. 8. 
1949  Exhibit SCE-24, Vol. 2, pp. 8-10. 
1950  Exhibit TURN-05, p. 29. 
1951  Exhibit SCE-24, Vol. 2, p. 12, lines 3-4.  
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(Women, Minorities, and Disabled Veterans Business Enterprises). The expenses include sponsorships 

and costs of supporting outreach efforts.  

DRA rejects SCE’s request for an incremental staff in Supplier Diversity and Development. 

DRA proposes that labor expenses for Test Year 2012 should be set at a five-year average. DRA’s use of 

an average here is contrary to Commission guidance on choosing forecasting methodologies, because 

the recorded labor expenses have been relatively stable. Thus, the last recorded year should serve as the 

base estimate.1952 Moreover, DRA does not address the 35 new amendments and recommendations 

outlined in the Diversity OIR decision (D.11-05-019) on GO 156.1953 SCE also showed that President 

Peevey has provided guidance that utilities should strive to exceed the minimum goals.1954 As a general 

matter, SCE supports and intends to comply with the Diversity OIR decision, including the directives for 

areas such as technical assistance and capacity building programs.  

In non-labor, DRA rejects SCE’s request for additional funds to support the SCE Supplier 

University Program. SCE showed the need for this program, and the Commission’s guidance on the 

importance of such programs.1955 The full-non-labor funding for the SCE University Program is an 

important step in ultimately meeting the needs of WMDVBE suppliers and the goals outlined in 

GO 156. The historical costs do not reflect the depth of SCE’s commitment to supplier diversity in the 

test year. 

11.5.1.2 SCE’s Actual Dollar Spending on Diverse Suppliers Is Robust 

The Joint Parties raised several additional concerns, including the percentage of WMDVBE 

spending that SCE achieved in 2010. SCE showed that when one looks at the actual dollars spent by 

SCE in comparison to other utilities and companies, SCE comes out at or near the top in Diverse 

Business Enterprise spending, African-American enterprise spending, Asian-American enterprise 

spending, and Latino enterprise spending.1956 SCE also detailed the many efforts it is making in outreach 

and education to diverse suppliers.1957 

                                                 
1952  Exhibit SCE-24, Vol. 1, p. 46, lines 30-32 and p. 47, lines 1-13. 
1953 D.11-05-019, pp. 69-74. See also Exhibit SCE-24, Vol. 1, pp. 45-46. 
1954  Exhibit SCE-24, Vol. 1, p. 46, lines 9-28. 
1955  Exhibit SCE-24, Vol. 1, pp. 47-48. 
1956  Exhibit SCE-24, Vol. 1, pp. 48-52. 
1957  Exhibit SCE-09, Vol. 2, pp. 129-134; Exhibit SCE-24, Vol. 1, p. 52, lines 4-12 and p. 53, lines 1-6. 
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11.6 Operations Support Services 

11.6.1 FERC Accounts 920/921 – Operations Support Services 

Operations Support Services provides overall business strategy and planning, regulatory, 

budgeting and finance, and business improvement/project support for all Operations Support Business 

Unit (OSBU) departments. DRA proposes to reduce funding by 62 percent, and suggests using 2008 

recorded to forecast 2012 expenses.1958 DRA argues that SCE has not removed the costs of resources 

transferred from other SCE business units into Operations Support Services. SCE showed that DRA’s 

argument is simply incorrect; SCE provided all of the details in data request responses that were served 

before DRA prepared its testimony.1959 

12. RATEMAKING 

In general, this Commission sets energy utility GRC revenue requirements on a forecast basis. 

Over the years some exceptions have been adopted in which recorded year ratemaking is followed. That 

is, in some instances costs are tracked in balancing accounts or memorandum accounts and recovery of 

those costs is determined after recorded “information becomes available.” 

SCE’s direct testimony itemized the various balancing and memorandum accounts the 

Commission has previously authorized for recovery of specific items.1960 SCE also presented testimony 

on the policy reasons why some of these balancing and memorandum accounts should be continued and 

others eliminated. Several issues were raised by other parties about SCE’s proposals to continue some of 

these accounts and eliminate others. SCE addresses these proposals in Sections 4, 8, and 10 of this brief. 

13. SALES AND CUSTOMER FORECAST 

13.1 DRA Supports SCE’s Sales, Customer And Meter Forecast 

DRA concluded that SCE’s forecast of retail sales, customers and new meter sets in the years 

2010 to 2012 are reasonable.1961 DRA produced an independent forecast of SCE sales, customers and 

meters that did not materially differ from SCE’s forecast.1962 

                                                 
1958  Exhibit DRA-11, p. 29.  
1959  Exhibit SCE-24, Vol. 1, pp. 55-56. Moreover, as shown in the cited rebuttal testimony, the majority of the transfers at 

issue were not associated with business units external to Operations Support, but instead were transfers within 
Operations Support. 

1960  Exhibit SCE-10, pp. 13-14. 
1961  Exhibit DRA-03, pp. 16, 21, 22. 
1962 See Exhibit SCE-25, Vol. 1, p. 16, lines 4-11. In a data request response DRA confirmed that “[s]ince DRA concluded 

that SCE’s forecasts of sales, customers, and new meters for Test Year 2012 are reasonable, DRA would not object if the 
Commission were to adopt SCE’s forecasts of sales, customers, and new meters.” Id.  
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13.2 TURN’s Meter Forecast 

TURN suggested that SCE’s forecast of gross new meter connections is too high, because 

economic conditions are worse than what SCE has factored in.1963 Starting from the premise that 

building permits are below forecast, TURN developed an updated forecast of building permits, and then 

developed a new econometric model, using two new variables, to forecast meter sets for 2011 – 2014. 

SCE agrees that recent building permits are lower than assumed in the GRC forecast. However, 

TURN’s alternative forecast of new meters is simply too low. The problem lies not so much with 

TURN’s forecast of building permits, but more with the forecast of gross new residential meter sets that 

TURN generates from its building permit forecast.1964 TURN apparently used the same number of 

building permits in 2012 to 2014 that SCE used in its October 2010 forecast update. But TURN is still 

proposing fewer meter sets in the 2012 to 2014 period than the SCE October 2010 forecast update. 

TURN’s witness states that the residential gross new residential meter connection/residential 

building permit relationship is subject to structural change.1965 Consequently, the econometric model is 

altered by the addition of a “dummy” variable for the sample period prior to 2003. All other things 

equal, this modification lowers the meter set forecast and with the use of preliminary data on building 

permits.1966 TURN offered no principled rationale for adding this dummy variable. To subject this 

proposed change in the model to statistical scrutiny, SCE performed a “Chow breakpoint test.”1967 This 

is the standard statistical test to determine whether or not a structural change in the relationship exists 

between the two time periods, which is TURN’s assertion.1968 The test results strongly suggest that a 

breakpoint at the time specified does not exist. This indicates that the dummy variable is unnecessary 

and TURN’s meter set forecast has been produced from an incorrect model.1969 

TURN claims that SCE’s model “… ends up turning more than 100 percent of building permits 

into meters when the number of permits is low.”1970 In fact, this is what has happened in real life. The 

number of gross new residential meter sets installed in SCE’s service territory has been about twice the 

                                                 
1963  Exhibit TURN-03, pp. 45-46. 
1964 Exhibit SCE-25, Vol. 1, p. 16, lines 19-25. See also SCE, Chaudhury, Tr. 12/1446, lines 12-24. 
1965  Exhibit TURN-03, p. 47. 
1966 Exhibit SCE-25, Vol. 1, p. 17, lines 1-5. 
1967 Exhibit SCE-25, Vol. 1, p. 17, lines 5-9. 
1968  The idea behind the breakpoint Chow test is to fit an equation separately for each sub-sample and to see whether there 

are significant differences in the estimated equations. A significant difference indicates a structural change in the 
relationship. 

1969 Exhibit SCE-25, Vol. 1, p. 17, lines 7-9. 
1970  Exhibit TURN-03, p. 47. 
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number of building permits issued in 2008, 2009 and 2010.1971 SCE showed that there appear to be 

several reasons for this, such as remodels (the existing meter is removed, a temporary meter is installed 

during remodeling and a new meter is installed when the remodel is completed). As a result, gross new 

meter connections do not accurately correlate with the number of building permits; the gross new meter 

connections essentially double the number of building permits.1972   

At the hearing, SCE’s witness was cross-examined with respect to SCE’s possible metering 

practices when a home is foreclosed upon. Possible metering changes in connection with foreclosures 

was only one of several separate grounds provided for the differential between building permits and 

gross new meter sets.1973 The key fact, unchallenged in the record, is that gross new meter sets are 

approximately double the number of building permits.1974 

TURN has also relied upon incomplete building permit data. As explained by SCE’s witness, the 

historical data TURN used were not the final numbers, and the use of preliminary data always distorts 

the historical numbers due to lags in reporting.1975 

In summary, the TURN forecast model has been modified in such a way that the number of gross 

new residential meter connections not associated with a building permit has been shrunk. This results in 

a forecast of gross new meter connections that will likely be too low. As discussed above, TURN’s 

model does not withstand statistical scrutiny, and TURN’s result depends on data that is systematically 

biased. TURN’s forecast of new meter sets should not be adopted. Instead, SCE’s forecast of meter sets, 

which DRA expressly supports, should be adopted. 

14. COST ESCALATION 

14.1 DRA’s Labor Cost Escalation Methodology Ignores Collective Bargaining Agreements for 

Represented Employees 

SCE uses escalation rates to restate recorded expenses 2009 – 2010 (in 2009 dollars) and to 

escalate the forecast expenses from 2011 to 2014 dollars. SCE’s estimates are set forth in Chapter VII of 

Exhibit SCE-10 and will be revised in the Update Phase in accordance with the General Rate Case Plan 

and throughout the post-test year ratemaking period.1976 DRA adopts Palo Verde1977 escalation, Four 

                                                 
1971 Exhibit SCE-25, Vol. 1, p. 17, lines 13-15. 
1972 See Exhibit SCE-25, Vol. 1, p. 17, lines 14-25.  
1973 SCE, Chaudhury, Tr. 12/1490, lines 6-11; Exhibit SCE-25, Vol. 1, p. 17, lines 13-25. 
1974 See Exhibit SCE-25, Vol. 1, p. 17, lines 14-15. 
1975 SCE, Chaudhury, Tr. 12/1446-1447, 1449. 
1976  D.89-01-040, 30 CPUC 2d 576, 598, 604, 609; D.93-07-030, 50 CPUC 2d 354, 359, 366. 
1977  Exhibit DRA-04, p. 14, lines 7-9. 
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Corners1978 escalation and all SCE non-labor cost escalation methodology and forecasts,1979 and no other 

party disputes them. However, for the first time, DRA disagrees with the use of collective bargaining 

agreements for represented employees for the purpose of labor cost escalation in 2010 and 2011.1980 

In all recent rate cases, SCE’s and DRA’s position has always been to use “known costs,” such 

as collective bargaining agreements, when they are available and use Global Insight forecasts when 

actual cost data is unavailable. This is the first time DRA has suggested ignoring collective bargaining 

agreements, our only known escalation increases in the forecast period, in electric rate cases.1981 DRA’s 

proposal to use an IHS Global Insight forecast for represented workers, for the purposes of cost 

escalation in 2010 and 2011, when SCE’s collective bargaining cost is known, valid and enforceable, is 

unreasonable. 

DRA attempts to discount SCE’s collective bargaining agreements, yet DRA witness Renaghan 

admits that the SCE’s capital expenditure program will cause an increase in demand for the union trades 

in question across LADWP and SCE territory,1982 and those union workers compete with LADWP 

workers. Yet witness Renaghan admits that he never looked into LADWP wages,1983 although they were 

publicly available and provided to the DRA in SCE’s rebuttal testimony.1984 

Yet the best example of how SCE’s methodology for cost escalation is the proper methodology 

is best described by DRA themselves in the 2011 PG&E General Rate Case. When arguing DRA’s 

position in PG&E’s General Rate Case, DRA directly cites SCE’s escalation methodology as the 

appropriate method for labor cost escalation. DRA states: “DRA’s approach is similar to the approach 

used by PG&E in its last General Rate Case (GRC). Southern California Edison (SCE) also utilized this 

approach in its last GRC.”1985 

Ultimately, the DRA recommends SCE’s labor cost methodology in PG&E’s 2011 rate case. 

SCE is simply requesting that DRA apply the same labor cost methodology to SCE as DRA 

                                                 
1978  Exhibit DRA-04, p. 14, lines 18-21. 
1979  Exhibit DRA-04, p. 15, lines 8-10. 
1980  Exhibit DRA-04, p. 15, lines 8-10. 
1981  SCE-DRA-TMR-031 question number 2, SCE asked, “In what IOU electric cases in the past 10 years did DRA take the 

position that union wage increases were unreasonable and should not be allowed for the purpose of labor cost escalation 
when applied to union employees under such collective bargaining agreements?” DRA response was “This is the first 
time.”  See Exhibit SCE-25, Vol. 1, p., 23, lines 4-7. 

1982  DRA, Renaghan, Tr. 21/3566, lines 15-18. 
1983  DRA, Renaghan, Tr. 21/3566, line 25- 21/3568, line 15. 
1984  Exhibit SCE-25, Vol. 1, p. 22, Table IV-4. 
1985  Exhibit DRA-4, p. 9, lines 21-23. 
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recommended in the PG&E 2011 General Rate Case,1986 that was accepted in SCE’s 2009 General Rate 

Case and was accepted SCE’s 2012 Catalina Water Case in May 2011.1987 It would be unreasonable to 

not use the actual collective bargaining agreements for the purposes of escalating union labor wages in 

2010 and 2011. 

15. OTHER OPERATING REVENUE 

Other Operating Revenues (OOR) are revenues received by SCE from specific customers from 

transactions not directly associated with the sale of electricity.1988 OOR is subtracted from total 

operating costs to determine the test year revenue requirement because it reduces the revenue to be 

collected through base rates.1989 SCE presented OOR estimates by specific account arising from various 

transaction types in several exhibits and issues were raised by other parties regarding several of those 

forecasts. SCE addresses those account-specific OOR issues in Sections 5, 6, 18, and 21 of this Brief. 

16. POST TEST-YEAR RATEMAKING 

16.1 Summary of SCE’s Proposal 

The Commission should adopt our Post Test Year Ratemaking (PTYR) proposal, which would 

provide the necessary additional revenues to cover our costs of doing business in calendar years 2013 

and 2014, our program to step-up capital investment to meet growing demand and to replace aging 

utility infrastructure. SCE’s proposal is summarized as follows:1990 

An annual advice letter providing notice of the revenue requirement change for the following 

year. 

O&M escalation using the GRC escalation rate methodology, updated at the time of the advice 

letter filing. 

Capital-related cost increase using SCE’s Board-approved capital budget, calculated in the 

following volume of this exhibit, updated for changes in SCE’s authorized cost of capital. SCE also 

proposes that the associated revenue requirements be subject to refund if our capital spending budgets 

are not fully implemented. 

Inclusion of SmartConnect costs beginning in 2013, after SmartConnect is fully deployed. 

                                                 
1986  Exhibit DRA-4, p. 15, lines 8-10. 
1987  See Exhibit SCE-25, Vol. 1, p. 22, lines 9-15 and p. 23, lines 1-2 (referring to Final Report on the Application of 

Southern California Edison for Authority to Increase Rates for Water Service on Santa Catalina Island for Test Year 
2011, A.10-11-009, pp. 1-6, lines 3-6.) 

1988  Exhibit SCE-10, Vol. 4, p. 70. 
1989  Id. 
1990  Exhibit SCE-10, Vol. 1, p. 98. Details of SCE’s proposal is described in Chapter X of Exhibit SCE-10, Vol. 1. 
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An annual revenue adjustment to reflect the number of nuclear refueling outages at San Onofre 

Nuclear Generating station (“SONGS”) and cost per refueling outage as adopted in this proceeding and 

updated for escalation. 

A mechanism to address major exogenous changes in SCE’s costs (i.e., the “Z-Factor”). 

The CPUC should reject DRA’s primary proposal, which would have a 2013 and 2014 revenue 

requirement that falls short of SCE’s needs by $1.2 billion and $1.7 billion, respectively.1991 Aglet’s 

proposed revenue requirements are even less than DRA’s and should likewise be rejected. Both the 

DRA and Aglet proposals would cripple SCE’s ability to do business in 2013 and 2014 and impede our 

ability to make improvements that are necessary to provide safe and reliable service for our customers 

during these non-test years. DRA also presents an alternate recommendation, which is discussed later in 

this brief and which, if calibrated correctly, may be acceptable. 

16.2 Since The 1980s, The Commission Has Consistently Authorized Mechanisms That Allow 

Utilities To Recover Cost Increases During Post Test Years 

Given the three-year cycle of general rate case applications for the last 30 years, the Commission 

has consistently provided utilities with a means to compensate them for the increased cost that occurred 

between test years. The old form of Post Test Year ratemaking was the Attrition Revenue Requirement 

Adjustment Mechanism, which the Commission adopted in the early 1980s.1992 During this time, the 

Commission also used the Electric Revenue Adjustment Mechanism (ERAM) to remove the incentive 

for SCE to promote electricity sales at the expense of conservation and demand reduction programs.1993 

Beginning with SCE’s 1981 Test Year GRC and continuing through the 1992 test year GRC, the 

Commission granted an attrition mechanism for SCE for every non-test year from 1981 through 

1994.1994 Subsequently, during SCE’s 1995 Test Year GRC, the Commission did not grant an attrition 

mechanism for SCE for post test year 1996 because SCE filed its application for performance based 

ratemaking (PBR), and thus the Commission anticipated that PBR would take the place of attrition.1995 

                                                 
1991  Exhibit DRA-21, p. 3, Tables 21-1 and 21.2. 
1992  Exhibit SCE-25, Vol. 1, p. 36. 
1993  Exhibit SCE-25, Vol. 1, p. 36. 
1994  See Exhibit SCE-25, Vol. 1, p. 36 (citing D.92549 (attrition for 1982), D.82-12-055 (attrition for 1984), D.85-12-076 

(attrition for 1986), D.87-12-066 (attrition for 1989-90), D.90-12-021 (modified attrition for 1991), and D.91-12-076 
(attrition for 1993-94). 

1995  D.96-01-011, 1996 Cal. PUC LEXIS 23 *46-48. SCE’s situation with respect to its 1995 Test Year GRC was similar to 
PG&E’s 1999 GRC decision where attrition was denied for 2000 but granted for 2001. At the time, the electric industry 
was in the midst of restructuring and PBR was replacing cost of service ratemaking for many utilities. (Decision No. 00-
02-046). Subsequently, in Decision No. 03-03-034, the Commission denied PG&E attrition for Year 2002 based on facts 
unique to PG&E. PG&E’s recorded numbers were too stale and escalation rates too uncertain to support their request for 

(Continued) 



 

 -310-  

Indeed, during 1997-2002, PBR was in place and therefore a PTYR mechanism was not needed because 

PBR performed the same function. In SCE’s 2003 Test Year GRC, the Commission returned to adopting 

a PTYR mechanism. Specifically, in the 2003 Test Year GRC, the Commission approved a PTYR 

mechanism whereby the 2003 O&M was escalated for the post test year period (2004-2005) using the 

GRC escalation rate methodology and SCE’s budget-based forecast of capital expenditures for 2004-

2005 was adopted.1996 In SCE’s 2006 Test Year GRC, the Commission continued a PTYR mechanism, 

but this time both O&M costs and capital costs were escalated for the post test years.1997 In SCE’s 2009 

Test Year GRC, the Commission approved escalating a combined O&M and capital-related revenue 

requirement by two specified percentages for post test year 2010 and 2011.1998 

16.3 Why SCE’s Post Test Year Ratemaking Mechanism Proposal Is Needed 

Currently, SCE operates under ratemaking that incorporates two revenue balancing account 

mechanism, the Base Revenue Requirement Balancing Account (BRRBA) and the New System 

Generation Balancing Account (NSGBA).1999 Under these mechanisms, SCE’s base rates are designed 

to recover SCE’s authorized revenue requirement, with any variation in recorded revenues (either higher 

or lower) tracked in a balancing account for subsequent recovery from, or refund to, retail customers. 

Under this approach, any additional revenues that result from customer growth or increased usage per 

customer are returned to customers as a rate decrease, rather than be available to offset SCE’s cost 

increases. Consequently, it is necessary to provide for an increase in the annual revenue requirement to 

recover cost increases caused by increased capital spending, including the need to provide facilities to 

meet load growth and to replace aging infrastructure facilities, and the impact of price inflation on 

operating expenses. In this manner, SCE is provided a fair opportunity to earn its authorized return on 

                                                 
Continued from the previous page 

additional funding. PG&E’s costs had not been reviewed since their 1999 GRC which used recorded 1996 and 1997 cost 
data, and PG&E’s 2001 recorded rate of return was considerably above its authorized rate of return. In contrast, SCE has 
submitted a complete showing of its 2013 and 2014 forecasted capital expenditures, and the gap between 2009 (the 
recorded cost year) and the 2013-2014 (the post test year ratemaking years) is less than the gap in PG&E’s case from 
1996 to 2002. See Exhibit SCE-25, Vol. 1, pp. 37-38.  

1996  D.04-07-022. 
1997  D.06-05-016, pp. 290-309. 
1998  D. 09-03-025, pp. 302-306. 
1999  The Base Revenue Requirement Balancing Account (BRRBA) and the New System Generation Balancing Account 

(NSGBA) are discussed in Chapter IV of Exhibit SCE-10, Vol. 1. 
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equity. In addition, adopting SCE’s proposal will solidify SCE’s return to financial health2000 and 

support or enhance SCE’s credit quality – a goal the Commission should support.2001  

16.4 The Consumer Price Index Is Not An Appropriate Escalator For Utility Costs 

DRA’s primary proposal involves increasing the 2012 base revenue requirement by the Urban 

Consumer Price Index (CPI) for post test years, net of any revenue requirement associated with the Four 

Corners Generating Station. For 2013 and 2014, this would result in a 2.0 percent and 2.2 percent 

increase, respectively, over the 2012 base rate revenue requirement. Aglet’s proposal mirrors DRA’s 

primary proposal, except that it is based on a different IS Global Insight projection of the CPI. As 

indicated earlier, DRA’s recommended revenue requirements for 2013 and 2014 would result in 

draconian reductions of $1.2 billion and $1.7 billion from SCE’s corresponding requests, respectively, 

which would put capital projects needed for system reliability in jeopardy.2002 Aglet’s proposal would 

result in revenue requirements even lower than those proposed by DRA. 

If the Commission adopts either of these CPI-indexing proposals for PTYR (which it should 

not), SCE will not be able to earn its authorized return on its invested capital unless it cuts or defers 

essential capital investments, including the infrastructure replacement program. SCE will be placed in an 

untenable position: earn an inadequate return on equity or drastically scale back its operations and 

capital program to try and earn an adequate return. Neither of these alternatives is fair or desirable. In 

the first, our shareholders earn an inadequate return, while in the second, the reliability of our system is 

sacrificed. 

Moreover, as discussed in the section below, the Commission has been explicitly clear that the 

CPI is not an appropriate escalation for utility costs. Simply stated, CPI does not reflect the same basket 

of labor, materials, and capital inputs used to provide electricity service. Principal CPI expenditure 

categories and their relative importance includes: 

Food and beverages (15 percent) 

Housing (41 percent) 

Transportation (17 percent) 

Medical care (6 percent) 

Recreation (6 percent) 

Education and communities (6 percent) 
                                                 
2000  Exhibit SCE-25, Vol. 1, p. 97. 
2001  SCE, Hunt, Tr. 24/4206, line 20 through 24/4207, line 4. 
2002  Exhibit DRA-21, p. 3, Tables 21-1 and 21.2. 
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Apparel (4 percent) 

Other goods and services (like personal care products) (three percent).2003  

It is immediately apparent that this “basket” of goods and services purchased by a typical 

consumer is very different from that of a utility. For example, utilities do not purchase food and 

beverages to the extent an average consumer does (i.e., 15 percent of total purchases).2004 And, while 

housing could be considered a distant proxy for cost of offices for SCE employees, the cost of operating 

and maintaining office buildings is nothing near 41 percent of SCE’s total operating and maintenance 

costs.2005 

More specifically, with respect to capital, the CPI fails to capture SCE’s growth in capital-related 

costs. As testified by SCE witness Dr. Hunt, SCE’s capital related costs depend not only on current 

growth in capital additions and capital equipment prices, but the past history of growth in capital 

additions and capital equipment prices and the regulatory mechanisms used to transform capital 

expenditures (a stock) into a stream of revenues to recover a of return and on these expenditures (a 

flow). Because capital-related costs are based on the original cost of SCE’s capital assets and these 

assets have long lives, past escalation affects current escalation in capital costs. Thus, an escalation rate 

for capital-related costs must capture more than contemporaneous changes in prices. The CPI, which is 

based only current information about prices, cannot do this.2006 

16.5 The CPUC Has Rejected The Consumer Price Index As An Escalator In Litigated General 

Rate Cases For Energy Utilities 

In SCE’s 2003 Test Year General Rate Case proceeding, the Commission explicitly rejected the 

use of the CPI as an appropriate escalator for utility costs, determining that the only benefit of the CPI 

was that it was simple: 
The CPI may be a simple, accessible measure of general inflation faced by urban U.S. 
consumers, but that alone does not make it appropriate as a measure of price changes faced 
by electric utility. It does not specifically cover the prices of the typical goods SCE 
purchases. Conversely, SCE’s proposed escalation rates were not designed to track the 
general level of inflation, and there is no reason why they should do so. Moreover, even if the 
CPI includes health care price inflation faced by consumers, it excludes the price of health 
care paid for by employers. . . . SCE’s escalation approach more accurately reflects utility 
purchases and will therefore be approved.2007 

                                                 
2003 Exhibit SCE-25, Vol. 1, p. 39. 
2004 Exhibit SCE-25, Vol. 1, p. 39. 
2005 Exhibit SCE-25, Vol. 1, p. 39. 
2006 Exhibit SCE-25, Vol. 1, p. 40. 
2007 D.04-07-022, p. 278 (emphasis added). 
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This [CPI] approach may be simple, but it has no other known benefit. Simplicity alone does 
not prompt us to prefer it over SCE’s approach, which provides for separate and therefore, 
we believe, more accurate treatment of O&M expenses and capital related costs.2008 

Likewise, in SCE’s 2006 Test Year General Rate Case, the Commission again rejected the use of 

CPI as an escalator for utility costs. In this case, the Commission specifically rejected DRA’s CPI 

methodology in that case, which is identical to DRA’s proposed CPI methodology in this case:2009 
As discussed above, CPI increases, or inflation increases in general, are not linked to capital 
expenditure cost increase that the utility incurs but instead relate to capital related costs such 
as return on rate base, income taxes and depreciation, which are the items that are directly 
reflected in the revenue requirement. For that reason, a CPI increase may not fairly represent 
reasonable overall cost increases to the utility. There has to be some kind of check for 
reasonableness. The check is usually some type of calculation of the revenue increases 
generated using accepted ratemaking principles and specific assumptions related to those 
principles. In this case, SCE calculated the capital expenditures associated with DRA’s 
proposal and prioritized projects that could be done within that funding level. The major 
point of SCE’s rebuttal testimony is that DRA’s proposed revenues do not support a capital 
expenditure level that will enable it to provide safe and reliable service. 

The question of whether simplified methods to basic ratemaking principles are worth 
pursuing can only be answered on a case-by-case basis. In this case, because of the effect on 
SCE’s future capital expenditure levels, we will not use the CPI methodology proposed by 
DRA.2010 

Subsequently, in SCE’s 2009 Test Year General Rate Case, the Commission again rejected the 

use of CPI as an escalator for utility costs.2011 

The instances when CPI has been used as an escalator for post test year ratemaking in energy 

utility GRCs, they appear to be limited to non-precedential settlements. In Table VII-11 of Exhibit SCE-

25, Volume 1, SCE identifies the various settlements for energy utilities it could find where CPI was 

used as an escalator, and in each case, the settlement was not precedential.2012 As such, these settlements 

cannot be used as a basis for adopting a CPI for SCE in this proceeding. As the Commission must 

certainly recognize, settlements involve the “give-and-take” of many issues among parties and are to 

viewed as a whole, thus settlements cannot be used to evaluate the reasonableness of SCE’s PTYR 

mechanism.2013 

                                                 
2008 D.04-07-022, pp. 272-273 (emphasis added). 
2009 Exhibit SCE-25, Vol. 1, p. 41. 
2010 D.06-05-016, p. 304. 
2011 D.09-03-025 (March 12, 2009). 
2012 Exhibit SCE-25, Vol. 1, p. 46. In their opening briefs, parties may cite older settlements as a basis for using the CPI as 

an escalator for post test year ratemaking. These older settlements are generally not precedential as well. See A. 07-11-
011 (SCE’s 2009 GRC), Exhibit 24-A, pp. 24-25. 

2013  Exhibit SCE-25, Vol. 1, pp. 45-47. 
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In summary, the CPI is an inappropriate escalator for utility costs, especially when there are 

better alternatives, such as SCE’s budget based forecast. 

16.6 SCE’s Budget-Based Capital Forecast for 2013-2014 Has Been Fully Vetted And Is Ripe For 

A Commission Decision 

SCE’s PTYR mechanism proposal in this GRC is similar to the one adopted by the Commission 

in SCE’s 2003 GRC, which includes the use of the GRC O&M escalation rate methodology for 

escalating O&M expenses and a forecasted capital budget for post test years 2013 and 2014. With 

respect to SCE’s budget based capital forecast, SCE has submitted detailed testimony on its 2012-2014 

capital forecast, which has been subject to cross-examination and has been fully vetted in this 

proceeding. Just as the Commission is able to approve SCE’s 2012 capital forecast based on SCE’s 

testimony and the record developed in this proceeding, the Commission can and should approve SCE’s 

2013 and 2014 capital forecast as well. 

Although the Commission adopted a budget-based approach for the post test years of SCE’s 

2003 Test Year GRC, the Commission in SCE’s 2009 Test Year GRC declined to do so, stating that 

“there is a fundamental problem with budget-based ratemaking that boils down to the fact that budgets 

are not always implemented as planned.”2014 This concern, however, would also exist with respect to the 

2012 test year for both O&M expenses and SCE’s capital forecast, yet the Commission has been able to 

make decisions with respect to the Company’s 2012 forecasts based on the record. The Commission’s 

2009 GRC decision is also inconsistent with SCE’s 2003 GRC decision, where the Commission 

approved a budget-based forecast for SCE’s post test year capital expenditures. 

The last concern expressed by the Commission in SCE’s 2009 Test Year GRC decision was that 

“no party other than SCE provided or analyzed detailed post-TY plant addition budget forecasts in 

determining increases. We cannot fault other parties for not recommending detailed PTYR capital 

budgets.”2015 This is also similar to Aglet’s concern that “I have not found the time to perform such 

reviews.” 2016 This, however, is not a reason to deny SCE’s proposed mechanism. And, it certainly is not 

fair to reject an applicant’s proposal simply because intervenors decide not to invest the time to address 

an issue. If SCE makes a proposal and meets its burden of proof, then the Commission has the record 

before it to make a decision, regardless of whether an intervenor decides to weigh in on the issue. If 

timing was an issue for Aglet, then Aglet should have let the Administrative Law Judge know about this 
                                                 
2014  D.09-03-025, p. 305. 
2015  D.09-03-025, p. 305. 
2016  Exhibit Aglet-1, p. 22, lines 4-5. 
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when the GRC schedule was being developed. Further, Aglet is perfectly capable of hiring an expert or 

experts to analyze SCE’s proposed capital expenditures during the post test year period, as Aglet has 

hired experts in the past.2017 

Indeed, intervenors like ESRA have made recommendations regarding SCE’s proposed 2013-

2014 capital projects and cross-examined in length SCE’s witness on our proposed 2013-2014 capital 

projects. SCE has met its burden of proof and there is a complete record before the Commission to make 

a decision. As such, there is no reason why the Commission cannot or should not approve a budge-based 

forecast of capital expenditures for post test years, as it did in SCE’s 2003 Test Year GRC, based on the 

record in this proceeding. 

16.7 DRA Misunderstands SCE’s Labor Escalation 

As indicated above in the summary of SCE’s PTYR mechanism proposal, SCE proposes that 

O&M escalate in the post test years using the GRC escalation rate methodology, updated at the time of 

the advice letter filing. With respect to this aspect of SCE’s proposal, DRA appears to be concerned that 

there are no limits on the labor escalation rates and therefore proposes that the Commission limit 

escalation increases to equal projected growth in the CPI.2018 In SCE’s rebuttal testimony, SCE witness 

Dr. Hunt clarified that SCE is not requesting unlimited ratification of future union wage increases or 

target wage increases for nonrepresented employees. Rather, SCE’s proposes to limit wage increase to 

those granted prior to adoption of a Phase I decision in this proceeding. This means, for example, that 

union wage increases will be limited to negotiated rates that are already known.2019 Dr. Hunt also added 

that limiting labor escalation rates to CPI would not be good policy because it would mean that 

employees would have no expectation of improving their standard of living.2020 

16.8 The Commission Should Continue To Include SCE’s Z-Factor Mechanism 

As indicated above in the summary of SCE’s PTYR mechanism proposal, SCE includes a Z-

Factor mechanism to address major exogenous changes in SCE’s cost. The Commission has consistently 

approved SCE’s Z-Factor mechanism since 1996 (and in several cases, rejected Aglet’s proposal to limit 

the scope of the mechanism), and SCE proposes that the existing Z-Factor mechanism be continued.2021 

In this rate case proceeding, both Aglet and DRA propose changes to SCE’s Z-Factor mechanism based 

                                                 
2017  Exhibit SCE-25, Vol. 1, p. 45. 
2018  Exhibit DRA-21, p. 25 (lines 11-18). 
2019  Exhibit SCE-25, Vol. 1, p. 47. 
2020  Exhibit SCE-25, Vol. 1, p. 47. 
2021  Exhibit SCE-25, Vol. 1, p. 48. 
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on other utilities’ Z-Factor mechanisms that were adopted in non-presidential settlement agreements.2022 

The Commission cannot rely on these settlements in this proceeding. 

16.9 DRA’s Method Contains An Error Regarding SCE’s 2013 SmartConnect Revenue 

Requirement 

As indicated above in the summary of SCE’s PTYR mechanism proposal, SCE proposes to 

include SmartConnect costs beginning in 2013, after SmartConnect is fully deployed. If the CPUC 

adopts DRA’s methodology for determining SCE’s PTY revenue requirement (which it should not), then 

the 2013 PTY revenue requirement should be reduced by $75 million. As discussed by SCE witness Dr. 

Paul Hunt, this is because DRA’s proposal for the 2013 PTY revenue requirement assumes that the 

Edison SmartConnect revenue requirement will be equal to the amount SCE estimated as the 2012 

Edison SmartConnect present rate revenue. The correction needs to be made because the 2012 Edison 

SmartConnect present rate revenue should have been based on the “steady state” and not the deployment 

revenue.2023 

16.10 Approval of SCE’s Post Test Year Ratemaking Mechanism Is Necessary To Enhance SCE’s 

Financial Standing And Support SCE’s Creditworthiness 

An improved credit rating would benefit SCE’s customers through reduced financing costs.2024 

Further, SCE has returned to financial health and investment grade status, but SCE has not returned to 

the financial stature that it enjoyed before the California energy crisis.2025 A reasonable regulatory 

mechanism that will allow SCE to recover its revenue requirement during 2013-2014 will solidify SCE’s 

return to financial health. In June 2010, Standard & Poor’s stated: 
[A] stable regulatory environment remains the most critical underpinning of the SCE 
ratings.2026 

And, on August 25, 2010, Moody’s Investors Service reported: 
SCE’s A3 senior unsecured rating reflects the continuing evidence of a more predictable and 
credit supportive state regulatory environment.” “The stable outlook further reflects our 
expectation that the current credit supportive actions of the California Public Utilities 
Commission (CPUC) and the California legislature will continue.2027 

                                                 
2022  Exhibit SCE-25, Vol. 1, p. 48. 
2023  Exhibit SCE-25, Vol. 1, p. 49. 
2024  Exhibit SCE-10, Vol. 1, p. 97. 
2025  Exhibit SCE-10, Vol. 1, p. 97. 
2026  Exhibit SCE-25, Vol. 1, p. 35 (quoting from Standard & Poor’s Global Credit Portal ratings Direct, Southern California 

Edison Co., dated July 30, 2010, p. 3) (emphasis added). 
2027  Exhibit SCE-25, Volume 1, p. 36 (quoting from Moody’s Investors Service, Rating Action:  Moody’s assigns A1 rating 

to Southern California Edison’s 1st Mtg Bonds; outlook stable, dated August 5, 2010). 
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SCE’s capital expenditures are rising sharply from historical level and those capital expenditures 

will result in substantial revenue requirement increases after the 2012 test year. As testified by SCE 

witness Dr. Paul Hunt, SCE cannot afford a PTYR mechanism that allows it to recover costs only 

associated with average historical levels of capital additions.2028 Nor can SCE afford a PTYR 

mechanism that increases its authorized revenue requirement in one year but avoids any increase in 

another.2029 Therefore, SCE urges the Commission to adopt SCE’s proposed PTYR mechanism, which 

would provide that capital-related costs will be recovered as investments are made and enter rate base. 

16.11 If Properly Calibrated, DRA’s Alternate Recommendation Could Be Adopted 

DRA’s primary proposal escalates the entire 2012 revenue requirement by CPI in a manner that 

would cause stranded construction work in progress (CWIP) for capital projects that go in service in 

2010, as discussed in Exhibit SCE-10, Volume 1.2030 DRA presents an alternate recommendation for the 

Commission’s consideration, which would establish a PTYR mechanism that escalated adopted 2012 

O&M expenses for inflation using the CPI and separately increases the adopted 2012 capital additions 

for “general inflation.”2031 DRA’s alternate proposal is closer to SCE’s PTYR proposal in that both 

O&M expenses and capital expenditures are escalated separately and would not cause stranded CWIP. 

SCE assumes that in DRA’s alternate recommendation, the escalated O&M expenses and 

escalated capital additions for 2013 and 2014 are then input to a Results of Operations model run to 

estimate the overall revenue requirement for 2013 and 2014. As analyzed by SCE witness Dr. Paul 

Hunt, if this were done, then DRA’s alternate recommendation could result in an adequate revenue 

requirement for SCE if the mechanism could be properly calibrated. In this context, proper calibration 

means that the escalation rates proposed by DRA would be replaced by escalation rates that are a better 

match for the costs that SCE actually incurs. For O&M escalation, it means replacing the CPI with 

SCE’s proposed labor and non-labor escalation rates. As such, if test year values are set correctly, 

DRA’s alternate recommendation could be adopted as reasonable.2032 

17. PRODUCTIVITY 

In Exhibit SCE-11 SCE presented the results of its Total Factor Productivity (TFP) analyses, as 

required by prior Commission decisions. No party has contested those results. Among other things, SCE 

observed: 
                                                 
2028  Exhibit SCE-10, Vol. 1, p. 97. 
2029  Exhibit SCE-10, Vol. 1, p. 97. 
2030  Exhibit SCE-10, Vol. 1, pp. 108-111. 
2031  Exhibit DRA-21, pp. 23-27. 
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Because they are conducted at such a high level, the total factor productivity studies that are 
typically provided in a General Rate Case proceeding do not generally yield useful data for 
utility operational and investment decisions. They can be useful in the context of certain 
types of performance-based ratemaking, but … they have not proven useful in General Rate 
Cases. The Commission should remove the requirement that SCE submit a corporate 
productivity study in the General Rate Case.2033 

DRA and Aglet agree with this proposal that TFP studies be eliminated as a GRC filing 

requirement2034 and no other party offered testimony opposing that proposal, which the Commission 

should adopt. 

18. ELECTRIC PLANT 

18.1 Gain Or Loss On Sale Of Property 

Included in SCE’s forecast of 2012 OOR is a $0.713 million gain on sale of “minor” property, a 

forecast based on a three-year recorded average (2007-2009).2035 DRA recommends $1.788 million 

based on a five-year recorded average (2005-2009).2036 The ratemaking treatment of gains or losses on 

sale of minor property is governed by D.06-05-041 and D.06-12-043, which together provide that: (1) 

ratepayers receive 100 percent of the after-tax gains or losses on the sale of depreciable property; and, 

(2) ratepayers and shareholders share in a 67:33 percent ratio the gains or losses on the sale of non-

depreciable property. These principles are not in dispute. The difference between SCE and DRA is over 

the method used to forecast the gains or losses. 

Under the Rate Case Plan, SCE files a GRC application every three years. Consistent with the 

GRC cycle, and as it had done in prior GRCs, for this GRC SCE forecast gains or losses on sale of 

minor property based on a three-year average. As shown in SCE’s rebuttal, this approach gives credits 

ratepayers with the full amount of recorded gains or losses that occurred during the previous three-year 

cycle; DRA’s five-year average skews these results.2037 No party objected to SCE’s forecasting approach 

in the 2009 GRC and it was reflected in the Commission’s decision in that proceeding.2038 SCE’s 

approach yields a more reasonable result than DRA’s and should be adopted. 

                                                 
Continued from the previous page 
2032  Exhibit SCE-25, Vol. 1, pp. 50-51. 
2033  Exhibit SCE-11, p. 4. 
2034  Exhibit DRA-20, p. 2. Exhibit Aglet-1, pp. 2, 18. 
2035 Exhibit SCE-10, Vo. 2, pp. 17-18; Exhibit SCE-10, Vol. 1, p. 73. 
2036 Exhibit DRA-10, p. 97. 
2037 Exhibit SCE- 25, Vol. 2, pp. 2-3, Figures I-1 and I-2. 
2038 Exhibit SCE-25, Vol. 2, p. 2, lines 1-3. 
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18.2 Distribution Claim Capital – Contribution Percentage 

SCE forecast a 50 percent contribution percentage for distribution  

claims-related capital; TURN proposed 45.67 percent. As noted in SCE’s rebuttal, SCE has agreed with 

TURN’s proposal.2039 

19. TAXES 

SCE’s 2012 cost-of-service estimates in this proceeding include estimated state and federal 

income taxes, payroll taxes, and property taxes. In this brief SCE addresses the evidentiary record as of 

the close of evidentiary hearings on August 26, 2011.2040 

19.1 Income Taxes 

Up through the date for submittal of DRA and intervenor testimony, three issues had been raised 

regarding SCE’s estimated state and federal income tax expenses: (1) the Research and Development 

Credit under Internal Revenue Code (IRC) §41; (2) the Schedule M adjustment for Meals and 

Entertainment; and, (3) the memorandum account for Employee Stock Ownership Plan dividends. These 

three issues are discussed below. 

19.1.1 Research And Development Credit 

SCE’s federal income tax expense estimates do not reflect the Credit for Increasing Research 

Activities under Internal Revenue Code §41 because that credit will expire at year-end 2011.2041 

Although this credit will expire before the test year, DRA posits that it should be reflected in SCE’s 

2012 cost of service.2042 DRA’s proposal is inconsistent with federal law and should not be adopted.2043 

19.1.2 Schedule M Adjustment For Meals And Entertainment 

To determine state and federal income taxes, corporate tax returns begin with book income, then 

adjusts book income to add back amounts that are expensed for book purposes but not deductible under 

the tax codes and deduct amounts not expensed for book purposes but deductible under the tax codes. 

These adjustments between book income and taxable income are entered on Schedule M of corporate 

taxpayers’ income tax returns. Typically the largest Schedule M adjustment is for the difference between 

                                                 
2039 Exhibit SCE-25, Vol. 2, p. 4. 
2040  On September 2, 2011, DRA submitted a motion asking for a separate briefing schedule to address the effects of the Tax 

Relief Act of 2010 on SCE’s GRC estimates. DRA’s motion was accompanied by additional testimony. SCE filed a 
response to DRA’s motion, stating that while DRA’s testimony had misconstrued applicable tax laws SCE did not object 
to submittal of DRA’s September 2 testimony provided SCE is allowed an opportunity to submit rebuttal. 

2041 IRC §41(h) (1) (B): “This section shall not apply to any amount paid or incurred after December 31, 2011.” 
2042 Exhibit DRA-18, p. 7, line 17-21. 
2043 See also discussion in Exhibit SCE-25, Vol. 2, p. 6. 
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straight-line book depreciation taken for book income purposes and accelerated tax depreciation 

allowable under the tax codes. 

One Schedule M adjustment reflected in SCE’s 2010 tax expense estimates is for non-deductible 

Meals expenses. IRC §162 allows a deduction for ordinary and necessary expenses paid during the year 

in carrying on a trade or business, including traveling expenses and amounts expended for meals and 

lodging. However, IRC §274(n) limits the meals and entertainment deduction to 50 percent of the 

amount incurred. Therefore, to estimate 2012 state and federal income tax expenses, SCE removed 

$5,246,000, which represents the 50 percent non-deductible amount. This estimate was based on a two-

year average.2044 DRA opposes this adjustment, positing that a two-year average is not an accurate 

measure of this adjustment for the 2012 GRC cycle.2045 

SCE used a two-year recorded average (2008-2009) to forecast this amount in large part because 

data prior to 2008 (which had been tracked in SCE’s legacy accounting system) did not provide 

sufficient detail to separately identify the non-deductible meals and entertainment expenses.2046 SCE’s 

$5,246,000 Schedule M adjustment, which is based on a two-year average of recorded data, provides a 

reasonable estimate of non-deductible meals and entertainment costs and should be found reasonable. 

19.1.3 Employee Stock Ownership Plan Memorandum Account 

Another of the Schedule M adjustments reflected in SCE’s estimates of 2012 federal income tax 

expense is a $29.809 million deduction allowable under IRC §404(k) for dividends paid by the 

Employee Stock Ownership Plan (ESOP), which are deductible for federal income taxes but not 

expensed in computing book income.2047 These dividends are paid by the ESOP to employees out of 

earnings of SCE’s parent company. As such, a case could be made that these dividends belong to those 

shareholders, not to ratepayers. However, as it has in past GRCs, SCE is not seeking to retain that tax 

benefit for shareholders, but is instead flowing it through to ratepayers in the form of the Schedule M 

adjustment. 

However, SCE’s testimony also cited the Internal Revenue Service’s Proposed Regulation 

1.404(k)-2, which provides that only the entity that owns the underlying stock should be allowed to take 

the tax deduction. If the IRS makes this regulation final, the ESOP dividend would have to be taken on 

the parent company’s Schedule M, not SCE’s. Therefore, under the Commission’s longstanding 

                                                 
2044 Exhibit SCE-25, Vol. 2, p. 7, lines 7-8. 
2045 Exhibit DRA-18, p. 4, lines 20-22. 
2046 Exhibit SCE-25, Vol. 2, p. 7, lines 19-21. 
2047 Exhibit SCE-25, Vol. 2, pp. 8-9. 
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“separate return” ratemaking for income taxes, SCE’s GRC estimates would similarly no longer reflect 

the ESOP dividend deduction for ratemaking purposes.2048 But SCE is not seeking to change ratemaking 

for the ESOP dividend deduction in this GRC. Instead, SCE is asking that it be allowed to track the 

revenue requirement effect of this Schedule M adjustment in case the IRS makes this regulation final 

during the 2012 GRC cycle, or otherwise requires SCE to make this change in connection with an audit 

of SCE’s tax return.2049 

TURN does not oppose SCE’s reflecting the ESOP dividend deduction in computing federal 

income tax expenses, but states: “even if the IRS ruling is finalized, it does not require the Commission 

to follow the tax decision for ratemaking purposes.”2050 While the Commission is admittedly not 

“required” to follow IRS regulations, TURN’s proposal would be inconsistent with the Commission’s 

longstanding “separate return” ratemaking for income tax expenses, cited above. It would also be 

inconsistent with DRA’s position that regulatory taxes “are a function of real world tax law.”2051 Also, 

all SCE is requesting at this point is the ability to track the revenue requirement effect of the ESOP 

dividend deduction in a memorandum account, which is just a procedural vehicle to avoid a possible 

issue of retroactive ratemaking if the proposed regulation is finalized during the 2012 GRC cycle. This 

is similar to what was approved in SCE’s 2009 GRC2052 and does not prejudge to ultimate disposition of 

any amounts tracked in the memorandum account. SCE’s proposal should be adopted. 

19.2 Payroll Taxes 

Included in SCE’s 2012 estimated cost-of-service are payroll taxes. SCE’s payroll tax estimates 

relied on the U.S. government’s 2009-2010 wage limitation amounts, the most recent data available 

when SCE filed this 2012 GRC, which provides that wages subject to this tax are limited to $114, 

900.2053 TURN proposes to use an estimated 2012 wage limitation estimate of $110,700, which was 

reflected in a U.S. government report issued in May 2011.2054 SCE does not disagree in principle with 

using more recent wage limitation data, but it is not yet clear whether TURN’s estimate is the correct 

amount. If final amounts are available in time for inclusion in the update testimony (which the Scoping 

                                                 
2048 D.84-05-036, Conclusion of Law No. 3: “The separate return method is the more reasonable basis for calculating test-

year income tax expense.” 
2049 Exhibit SCE-25, Vol. 2, pp. 7-8. 
2050 Exhibit TURN-03, p. 141. 
2051  Exhibit DRA-18,  p. 1 
2052 Advice Letter 2336-E, June 26, 2009, effective March 30, 2009. 
2053 The 2009 Annual Report of the Board of Trustees of the Federal Old-Age and Survivors Insurance and Disability 

Insurance Trust Funds, cited in Exhibit SCE-25, Vol. 2, p. 9. 
2054 Exhibit TURN-03, p. 121. 
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Memo has scheduled for October 24) SCE will reflect the actual wage limitation data in its 2012 cost-of-

service estimates. 

20. RATE BASE 

Customer Advances for Construction are refundable amounts, typically provided by developers 

before construction of new distribution facilities that will later be served by SCE. Under SCE Tariff 

Rule 15, developers are required to advance the construction costs that exceed a Commission-specified 

allowance formula. These funds are a liability to SCE until reimbursed to the developers and, as an 

interest-free source of funds, are credited against rate base.2055 

The only parties to address Customer Advances are SCE and DRA and two issues separate their 

positions. First, regarding Customer Advances for Electric Construction, SCE’s forecast is based on a 

three-year recorded average (2007-2009), while DRA proposes a five-year average.2056 Second, for the 

separate estimate of Customer Advances for Temporary Services, SCE applied a -3.0 percent growth 

factor to the 2009 recorded balance, while DRA recommends using the 2009 recorded amount. 

20.1.1 Customer Advances For Electric Construction 

As discussed in direct testimony, SCE chose a three-year average to forecast Customer Advances 

for Electric Construction in order to reflect the economic downturn since 2008, which has led to a 

pronounced decline in distribution line extensions under Rule 15.2057 Figure III-3 in SCE’s rebuttal 

illustrates how Rule 15 line construction costs have declined in recent years.2058 Figure III-4 from that 

exhibit shows that SCE experienced exceptionally high Customer Advance and meter set activity during 

2005-2006. Including those two years in the average used to forecast this account, as DRA’s five-year 

average does, overweights the conditions experienced during the higher levels of economic activity 

experienced during 2005-2007, and essentially assumes a return to those higher levels of activity during 

the 2012 GRC cycle. SCE’s three-year average captures one of those high years – 2007 – but does not 

weight the higher level of economic activity experienced during 2005-2007 as much as DRA’s five-year 

average does. DRA’s estimate, which is equal to 66 percent of SCE’s 2010 recorded amount of advances 

per meter set is excessive. SCE’s estimate is reasonable and should be adopted. 

                                                 
2055 Exhibit SCE-10, V. 2, p. 47. 
2056 Exhibit SCE-25, Vol. 2, p. 10; Exhibit DRA-19, pp. 4-5. 
2057 Exhibit SCE-10, Vol. 2, p. 47-48. 
2058 Exhibit SCE-25, Vol. 2, p. 11, Figure III-3. 
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20.1.2 Customer Advances – Temporary Services 

The other difference between SCE’s and DRA’s Customer Advances forecast is due to the 

Temporary Services component. As shown in Table III-2 of SCE’s rebuttal,2059 over the six-year 

recorded period 2005-2010, SCE’s balances in this account declined by an annual average 6.62 

percent.2060 SCE’s assumption of a -3.0 percent change applied to the 2009 recorded balance to forecast 

2012 is clearly reasonable in light of this history. DRA’s assumption that 2012 should equal 2009 

recorded is not. 

20.2 Materials and Supplies 

20.2.1 Transmission And Distribution 

SCE maintains and inventory of Transmission & Distribution Materials and Supplies (M&S) at 

numerous sites throughout its 50,000 square-mile service area. The T&D M&S inventory includes poles, 

cross arms, pole hardware, conductor, insulators, lightning arrestors, transformers, switches, fuses, 

fuseholders, enclosures, and underground components. To estimate 2012 T&D M&S inventory, SCE 

regressed M&S against T&D capital expenditures, which showed about $60,000 of additional M&S 

inventory for each $1 million of expenditures expenditures.2061 This approach yielded a test year 2012 

T&D M&S forecast of $144,747 million. 

DRA disagrees with SCE’s estimate and offers two alternatives: (1) set 2012 T&D M&S equal to 

2010 recorded levels; or, (2) increase M&S by $40,000 per million of incremental T&D expenditures, 

the amount found reasonable in SCE’s 2009 GRC, rather than SCE’s $60,000 increment.2062 

In rebuttal, SCE pointed to the consistent growth in T&D M&S over the recorded period, facts 

showing the unreasonableness of DRA’s proposal to set M&S equal to 2010 recorded.2063 As to DRA’s 

alternate proposal, the $40,000 increment found reasonable in SCE’s 2009 GRC was based on the 

recorded data presented in that case, which did not include the more recent 2007-2009 data reflected in 

SCE’s analysis for this case. SCE’s rebuttal also pointed out analytical errors in DRA’s 

computations.2064 In sum, SCE’s T&D M&S estimate of $60,000 of incremental M&S per every $1 

million of incremental T&D expenditures should be found reasonable. 

                                                 
2059 Exhibit SCE-25, Vol. 2, p. 13, Table III-2. 
2060 (5,692/8,017)0.2 = -6.62 percent. 
2061 Exhibit SCE-10, Vol. 2, p. 52, lines 18-19; p. 53, Figure IV-4. 
2062 Exhibit DRA-19, p. 7. 
2063 Exhibit SCE-25, Vol. 2, pp. 14-15. 
2064 Exhibit SCE-25, Vol. 2, pp. 16-17. 
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20.2.2 Other Generation – Peakers 

SCE separately estimates M&S inventory for its generating plants. At issue between SCE and 

DRA is the amount of M&S for the McGrath Peaker plant. Consistent with its recommendation that the 

Commission not approve any capital or expenses for that plant, DRA also recommends removing SCE’s 

proposed $42,000 increase in M&S inventory for the plant.2065 As discussed by SCE witness Fielder, 

SCE now forecasts the McGrath Peaker plant entering service in August, rather than January 2012 and 

the generation M&S inventory should be adjusted accordingly.2066 

20.3 Working Cash 

DRA and TURN raised several issues regarding SCE’s computation of Working Cash, which are 

discussed below. 

20.3.1 Working Cash – Operational Cash 

As noted in SCE’s rebuttal, several issues were raised by DRA and TURN regarding the 

Operational Cash components of Working Cash, but some of those issues were subsequently 

resolved.2067 The following sections discuss the remaining issues. 

20.3.1.1 Minimum Cash Balances 

Both DRA and SCE follow Commission Standard Practice U-16, which provides that minimum 

required bank balances should be included in working cash.2068 What separates SCE and DRA is the 

definition of what constitutes the “minimum required bank balance.” SCE estimated a $5.9 million 

balance based on the average balance remaining at the end of the business day that SCE was unable to 

otherwise invest due to the nature of banking operations.2069 In DRA’s view, the minimum amount must 

be an amount prescribed by the financial institution and proposes setting this amount at zero. As noted in 

SCE’s rebuttal, the language of SP U-16 is not as rigid as DRA has interpreted it.2070 SCE’s estimated 

$5.9 million balance is consistent with U-16 and is based on the realities of banking operations. 

20.3.1.2 Mountainview Hot Gas Path Fee 

Included in SCE’s working cash estimate is one-third of the costs SCE is expected to incur in 

2014 associated with the Mountainview Generating Station’s Hot Gas Path Fee. SCE “normalized” over 

                                                 
2065 Exhibit DRA-19, p. 8. 
2066 SCE, Fielder, Tr. 22/3653-3654. 
2067 See Exhibit SCE-25, Vol. 2, p. 22, regarding Directors’ and Officers’ Liability Insurance and Other Accounts 

Receivable. 
2068 Standard Practice U-16, Determination of Working Cash Allowance, Chapter 3, Paragraph 10. 
2069 Exhibit SCE-25, Vol. 2, p. 20, lines 31-33. 
2070 Exhibit SCE-25, Vol. 2, Appendix C, p. C-28. 
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the three-year GRC cycle the amount expected to be paid in 2014. DRA and TURN assert that SCE 

should not be allowed to normalize this amount.2071 Normalizing a forecast amount is entirely consistent 

with past Commission decisions. For example, in SCE’s 2006 GRC decision the Commission 

normalized costs of wood pole replacements because the amounts were expected to vary over the three-

year GRC cycle.2072 In this instance SCE has a reliable estimate of a legitimate cost of service 

anticipated for 2014 and that absent its proposed normalization computation would not otherwise be 

recovered in rates. SCE’s normalized working cash adjustment for the Mountainview Hot Gas Path Fee 

should be found reasonable. 

20.3.1.3 Transmission And Distribution Prepaid Line Rents 

DRA does not dispute that Prepaid Line Rents are includible in working cash, but recommends 

basing the amount on 2009 recorded.2073 In rebuttal, SCE showed that its 2010 recorded amount was in 

line with its estimates, thus corroborating the reasonableness of those estimates, while DRA had grossly 

underestimated that amount.2074 SCE’s estimates of the Prepaid Line Rent component of working case 

are reasonable and should be adopted. 

20.3.1.4 Working Cash Adjustments For Long-Term Incentives, Workers Compensation, And 

Injuries And Damages Should Be Consistent With Adopted Expenses 

SCE’s working cash estimates include balances for Long-Term Incentives, Workers 

Compensation, and Injuries and Damages. While DRA’s witnesses on those issues recommend 

disallowances for the corresponding expense items, its rate base witness did not make corresponding 

adjustments to the working cash balances.2075 While SCE disagrees with these proposed expense 

adjustments, if the Commission adopts them corresponding adjustments must be made to working cash. 

20.3.2 Working Cash – Expense Lag Estimates 

20.3.2.1 Income Tax Lag Days 

One working cash item represents the lag between the date when payments are made to the 

taxing authorities and the date revenues associated with tax expenses are recovered in rates. This spread 

is referred to as the tax lag days. Consistent with the approach found reasonable in SCE’s 2009 GRC, 

SCE proposed income tax lag days based on a five-year (2005-2009) average. DRA, claiming that 2005 

data was anomalous due to a refund in that year, proposes a four-year average (2006-2009) to compute 
                                                 
2071 Exhibit DRA-19, p. 11; Exhibit TURN-1, p. 126. 
2072 Re Southern California Edison Co., D.06-05-016, p. Findings of Fact No. 145, p. 368. 
2073 Exhibit DRA-19, p. 11. 
2074 Exhibit SCE-25, Vol. 2, p. 22, Table III-6. 
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tax lag days, yielding a 2012 estimates of 88.71 lag days for federal income taxes and 68.95 days for 

state income taxes.2076 Also, without providing any written testimony in support of it, DRA “hard wired” 

an adjustment to the Results of Operations model for income tax expense that reduced SCE’s 2012 rate 

base by $60 million.2077 Both of DRA’s adjustments are unreasonable. 

First, contrary to DRA, the recorded 2005 data is not anomalous. As noted in SCE’s rebuttal, 

SCE has received tax refunds in other years.2078 The Commission found SCE’s five-year average 

reasonable in SCE’s 2009 GRC despite the presence of anomalous data in one of those years due to the 

fluctuation in income tax lag days.2079 SCE’s five-year average lag day estimate is reasonable and should 

be adopted. 

Second, DRA’s undocumented adjustment to the Results of Operations model is also 

unreasonable. DRA failed to provide any testimony supporting this adjustment. Instead it surreptitiously 

slipped it into the model it used to compute its proposed revenue requirement. This adjustment is 

unreasonable and should not be adopted. 

20.3.2.2 Funded Pension, PBOPs, Results Sharing, Franchise Requirements, And Goods & 

Services Lag Days 

20.3.2.2.1 TURN’s Proposed Mid-Year Convention For Funded Pensions And PBOPs Ignores The 

Actual Recovery Pattern 

Another working cash adjustment is for the lag between the time payments for funded pensions 

and PBOPs are made and when corresponding revenues are recovered in rates. SCE’s computations 

assume that the midpoint of revenue recovery occurs on July 13, which reflects the seasonality of 

revenue recovery.2080 TURN assumes revenue recovery occurs ratably throughout the year, yielding a 

midpoint recovery date of July 2.2081 By assuming revenue recovery occurs equally throughout the year, 

TURN’s assumption ignores the seasonality of the actual revenue stream and should be rejected. 

                                                 
Continued from the previous page 
2075 Exhibit SCE-25, Vol. 2, p. 23, citing Exhibits DRA-13, pp. 28-29, DRA-12C, and DRA-19. 
2076 Exhibit DRA-19, p. 13. 
2077 See Exhibit SCE-25, Vol. 2, p. 27. 
2078 Exhibit SCE-25, Vol. 2, p. 26. 
2079 Re Southern California Edison Co., D.09-03-025, p. 257, 2009 Cal. PUC LEXIS 165. 
2080 Exhibit SCE-25, Vol. 2, p. 28. 
2081 Exhibit TURN-03, p. 129. 
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20.3.2.2.2 DRA’s Proposal To Use 2009 Pension Payments To Compute Lag Days Is Flawed 

SCE makes payments for funded pensions on a quarterly basis. As a result of market 

performance, for the fourth quarter of 2009, payments were significantly higher, both compared to other 

quarters during that year and compared to other years’ payments.2082 DRA proposes basing the lag days 

for funded pensions solely on the 2009 pattern.2083 The 2009 payment stream was an anomaly and 

should not be the sole basis for determining lag days for funded pensions. 

20.3.2.3 Benefits And Unfunded Pensions 

20.3.2.3.1 TURN Is Wrong In Arguing For A 12-Day Lag For 401(k) Benefits 

SCE computes the lag between the day when it accrues an expense for its IRC §401(k) plan and 

when payment to the vendor clears the bank.2084 TURN asserts that employees earn §401(k) benefits 

over each biweekly pay period so these benefits should be assigned the same 12-day lag as company 

labor expense.2085 As SCE pointed out in rebuttal, TURN has confused the computation of the 

employee’s benefit amount, which is based on biweekly payroll information, with the time the benefit is 

funded, which occurs when employees make their contributions to the plan.2086 SCE’s computation of 

this lag is reasonable and should be adopted. 

20.3.2.4 Gas Option Premiums 

Gas option premium payments are another dispute working cash issue. While the ratemaking for 

option payments themselves are outside the scope of this GRC, the difference in timing between when 

those payments are made and when the corresponding revenues are recovered in rates does affect the 

working cash allowance that is at issue in this GRC. TURN makes two proposals regarding the working 

cash allowance for gas option premium payments. 
1. If an LTTP decision or proposed decision makes a material change to hedging policy 

before the update hearing that Edison be required to update its estimate of hedging 
prepayments and cash working capital based on that document. 

2. That hedging prepayments be trued up from 2012 forecast levels in 2013 using actual 
2012 values and in 2014 using actual 2013 values. We do not recommend some kind of 
forecast because it would involve confidential ratemaking and forecasting that would be 
almost impossible for parties other than the utility to verify.2087 

                                                 
2082 Exhibit SCE-25, Vol. 2, p. 30. 
2083 Exhibit DRA-19, pp. 13-14. 
2084 Exhibit SCE-25, Vol. 2, p. 32. 
2085 Exhibit TURN-03, p. 130. 
2086 Exhibit SCE-25, Vol. 2, pp. 32-33. 
2087 Exhibit TURN-1, p. 126. 
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The Commission’s Rate Case Plan provides that once the GRC application is filed: “No bulk or 

major updating amendments or recorded data to amend the final exhibits, prepared testimony, or other 

evidence shall be allowed, except as provided [in the Update phase].”2088 The update testimony is 

narrowly confined to changes in labor and non-labor escalation and “known changes due to 

governmental action.”2089 Depending on the specificity of its findings of fact, a final Commission 

decision might satisfy the third of these criteria, but a proposed decision would not. 

TURN’s second proposal, to “true-up” the post-test year revenue requirement would represent a 

significant departure from the existing post-test year ratemaking mechanism and forecast year 

ratemaking. The post-test year ratemaking mechanism adopted in SCE’s 2009 GRC continues a feature 

that had been adopted in SCE’s 2006 and 2003 GRCs for “Z-Factor” adjustments.2090 The Z-Factor 

adjustment includes a deductible of $10 million on a revenue requirement basis, as the Commission 

noted in its decision on SCE’s 2003 GRC: 
Z-Factors are exogenous events that result in a major cost impact on the utility. The existing 
Z-Factor mechanism allows either SCE or ORA to submit a letter of notification to the 
Commission’s Executive Director to identify any potential Z-Factor event. SCE is at risk for 
events that do not have a revenue requirement impact of more than $10 million, and there is a 
$10 million “deductible” applied on a one-time basis to the first year’s revenue requirement 
associated with any approved Z-Factors.2091 

SCE has no objection to truing-up the post-test year revenue requirements for adjustments that 

satisfy the criteria for Z-Factor treatment. But TURN has not adduced any evidence that the gas option 

premiums satisfy the criteria articulated in prior Commission decisions for Z-Factor treatment,2092 and 

even if they did the $10 million threshold would have to be crossed. In short, TURN’s two proposals 

regarding gas option premium payments should be rejected. 

                                                 
2088 Order Instituting Rulemaking to revise the time schedules for the Rate Case Plan and fuel offset proceedings, D.07-07-

004, p. A-20.  
2089 Id., Standard Update Exhibit Filing Requirement List, p. A-36. 
2090 Re Southern California Edison Co., D.09-03-025, §14.1, p. 306: “We agree, consistent with the [Post-Test Year 

Ratemaking] mechanism adopted in 2006, that SCE may seek recovery of costs associated with exogenous events (Z-
Factors) that result in major cost impacts for SCE.” 

2091 Re Southern California Edison Co., D.04-07-022, §11.8, pp. 278-279. 
2092 See, e.g., Re Southern California Edison Co., D.96-09-092, p. 32: “First, the event causing the cost must be exogenous to 

the utility. Second, the event must occur after implementation of the PBR. Third, the utility cannot control the costs. 
Fourth, the costs are not a normal part of doing business. Fifth, a (sic) event affects the utility disproportionately. Sixth, 
the PBR update rule must not implicitly include the cost. Seventh, the cost must have a major impact on the utility. 
Eighth, the cost impact must be measurable. Ninth, the utility must incur the cost reasonably.” 
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20.4 Pension Reserves 

Although DRA proposes no ratepayer funding of executive benefits,2093 DRA did not propose a 

corresponding adjustment to the Unfunded Pension Reserve component of rate base. In Section 8 of this 

brief SCE addresses why the Commission should not adopt DRA’s proposed reduction to executive 

benefits. However, to the extent the Commission does adopt any reduction to those expenses, it should 

make a corresponding adjustment to the Unfunded Pension Reserve component of SCE’s 2012 

authorized rate base, consistent with the approach followed in SCE’s 2009 GRC.2094 As noted in SCE’s 

rebuttal, this rate base adjustment is significant. If the entire amount of executive benefits expense is not 

allowed, the corresponding rate base adjustment would be $14.8 million over the 2012 GRC cycle.2095 

20.5 Customer Deposits 

SCE’s direct testimony in this proceeding provides ample reasons why the Commission should 

not adjust rate base for customer deposits.2096 This adjustment is inconsistent with the Commission’s 

long-held standard practices and ignores the fact that customer deposits are debts of the utility with 

financial consequences. 

The Commission’s Standard Practice (SP) U-16,2097 in use since 1968, differentiates customer 

deposits from accruals for future payouts, such as unused employee vacation and sick leave. Taking note 

of the fact that they are interest bearing, SP U-16 recognizes that customer deposits are debts, not timing 

differences, and thus warrant treatment different from other working cash adjustments.2098 As shown in 

this proceeding, DRA’s own Working Cash Training Manual uses SP U-16’s approach to customer 

deposits and has done so since 1987.2099 

Deducting customer deposits from rate base ignores this critical distinction between customer 

deposits and other working cash adjustments. As SCE’s direct testimony describes in detail, the 

adjustment replaces rate base financing sourced from debt and equity with financing from debt alone.2100 

As a result, the adjustment reduces SCE’s equity ratio and increases overall debt levels to the detriment 

of SCE’s financial condition. Maintaining a sufficient layer of equity is critical to a company’s cash 
                                                 
2093 Exhibit DRA-15, p. 19. 
2094 Re Southern California Edison Co., D.09-03-025, p. 271. 
2095 Exhibit SCE-25, Vol. 2, pp. 33-34. 
2096 See Exhibit SCE-10, Vol. 2, pp. 74-82. 
2097 California Public Utilities Commission Utilities Division, “Determination of Working Cash Allowance, Standard 

Practice U-16,” September 13, 1968. 
2098 Exhibit SCE-10, Vol. 2, p. 76. 
2099 Exhibit DRA-71, p. 4. DRA’s attorney noted during cross examination that this training manual has been in use at the 

Commission since 1987. See SCE’s Fielder, SCE, Fielder, Tr. 22/3651. 
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flow and its overall financial strength. Unlike debt, common equity has no maturity date and never has 

to be paid back. Furthermore, common equity dividends are paid at management’s discretion and can be 

suspended if management determines the funds are needed to support operations. In contrast, debt has a 

fixed maturity date and interest payments are due at fixed intervals. In sum, equity financing improves a 

company’s cash flow, while debt financing, with its fixed payments and maturities, weakens cash 

flow.2101 

These differences in debt and equity can have a critical impact on creditworthiness. As Standard 

and Poor’s states: “Cash flow analysis is usually the single most critical aspect of credit rating 

decisions.”2102 Lenders need to be assured that a company will have enough cash on hand to pay interest 

expense and other ongoing fixed payments when they are due. Insufficient cash flow will weaken credit 

ratings and increase borrowing costs. In times of financial stress, weaker ratings will limit a company’s 

access to the capital markets, and may impair operations and necessary capital investments.2103 

The negative impact of the customer deposits adjustment is compounded by the use of debt to 

permanently finance nuclear fuel inventories. Although SCE is not recommending any changes to the 

treatment of fuel inventories in this proceeding, there is a glaring inconsistency between the 

Commission’s treatment of fuel inventories and customer deposits. The Commission offsets rate base 

with customer deposits based on the view that “while there is continuous turnover, the average daily and 

monthly balances stay relatively constant.”2104 Yet, it also excludes fuel inventories from rate base, 

overlooking the fact that there is a continual need to finance this asset as long as the plant is in 

operation. 

Both the debt from customer deposits and the debt associated with fuel inventories are excluded 

from the ratemaking capital structure the Commission sets in cost of capital proceedings. As a result, the 

ratemaking capital structure understates the amount of permanent debt SCE carries on its balance sheet. 

In combination, the Commission’s policies on customer deposits and nuclear fuel increase SCE’s 

effective ratemaking debt ratio by 2.25 percentage points.2105 

                                                 
Continued from the previous page 
2100 Exhibit SCE-10, Vol. 2, pp. 78-79. 
2101 Exhibit SCE-10, Vol. 2, pp. 79-80. 
2102 Standard and Poor’s, “Corporate Ratings Criteria 2008,” Ratings Direct, April 15, 2008, p. 22, cited in Exhibit SCE-10, 

Vol. 2, p. 80. 
2103 Exhibit SCE-25, Vol. 2, p. 39. 
2104 D.04-07-022, Section 8.5, p. 252. 
2105 Exhibit SCE-10, Vol. 2, p. 82. 
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Intervenors have argued for the customer deposits adjustment because it reduces rate base and 

lowers rates. However, this ignores the fact that this adjustment gives customers a return on deposits 

equal to the long-term weighted cost of capital in exchange for taking on very limited short-term risk. As 

short-term debts, customer deposits do not bear the same risks as funds from common shareholders or 

long-term bondholders. These investors face substantial risk from internal company circumstances and 

external market forces for up to 30 years or longer. Yet, the rate base credit means customers as a class 

receive the same rate of return as these long-term investors.2106 Moreover, SCE’s investors bear the 

negative consequences of higher debt and reduced cash flow from the rate base adjustment, as described 

above. As discussed in SCE’s testimony, the adjustment results in a hidden layer of debt in SCE’s 

ratemaking capital structure, understating the amount of debt SCE carries relative to its California 

peers.2107 

Responses to SCE’s arguments against the customer deposits adjustment rest largely on appeal to 

precedent.2108 TURN makes much of the fact that utilities in other jurisdictions are also subject to the 

customer deposits adjustment;2109 however, the requirement that SCE exclude both fuel inventories and 

customer deposits from rate base is unique not only in California but across the U.S.2110 In addition, a 

review of the jurisdictions TURN cites in support of a customer deposits adjustment finds that the 

subject utilities suffer from weaker credit quality than SCE and the other California energy utilities. In 

two cases, the utilities’ credit ratings are below investment grade. Although it cannot be said that the 

customer deposits adjustment is the key cause of this weakness, it is fair to argue that these jurisdictions 

as a whole show a lack of concern about credit quality, as the high debt ratios and the customer deposits 

adjustments would indicate.2111 Lower credit quality, with its attendant risks and costs to ratepayers and 

investors alike, is the result. In sum, intervenors’ appeals to precedents ignore the real impacts of the 

customer deposits adjustment, and should be rejected. 

20.6 Rate of Return on Legacy Meters and Mohave Generation Station 

20.6.1 Rate Of Return On Legacy Meters 

In 2005, California’s Energy Action Plan endorsed widespread installation of advanced metering 

infrastructure (AMI). Pursuant to D.08-09-039, SCE embarked on a program of replacing 

                                                 
2106 Exhibit SCE-10, Vol. 2, p. 81. 
2107 Exhibit SCE-10, Vol. 2, p. 82. 
2108 See Exhibit DRA-19, pp. 14-15, and Exhibit TURN-03, pp. 134-136.  
2109 Exhibit TURN-03, p. 136 
2110 Exhibit SCE-25, Vol. 2, pp. 35-36. 
2111 Exhibit SCE-25, Vol. 2, p. 38. 
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electromechanical meters – equipment that was still providing service – at the Commission’s behest.2112 

The Commission did not direct SCE to defer deploying AMI until the existing electromechanical meters 

were fully depreciated. Instead, SCE replaced existing, functioning electromechanical meters before the 

end of their service life. 

SCE’s requested revenue requirement includes the annual depreciation expense and authorized 

rate of return on the remaining undepreciated balance of electromechanical meters, including those 

displaced by AMI. Those electromechanical meters currently have a remaining depreciable life of about 

16 years. 

It is completely appropriate for SCE to recover the annual depreciation expense and authorized 

return on these legacy meters. To do otherwise would penalize SCE and its shareholders for pursuing a 

policy embraced by the State of California and this Commission. There is no good public policy reason 

for imposing such a penalty. Indeed, in deciding a similar issue in PG&E’s recent General Rate Case, 

the Commission wrote: “We do not wish to discourage utilities from replacing their existing assets with 

new technologies … especially when we have found the replacement to be cost-effective for 

customers.”2113 

DRA and TURN, however, argue that because the legacy meters are no longer “used and useful,” 

SCE’s remaining undepreciated balance of electromechanical meter investment should be amortized 

over a shortened period without earning any rate of return, or a return substantially less than the full rate 

of return.2114 

However, SCE’s rebuttal testimony demonstrates that DRA’s and TURN’s proposals create 

serious public policy problems. First, the “used and useful” criterion has been supplanted by a “just and 

reasonable” criterion in relevant appellate law.2115 Second, regulatory commissions, including the 

CPUC, have recognized that there are appropriate circumstances where plant that is not “used and 

useful” should earn a full return.2116 Third, reducing the rate of return here sends a clear signal to 

investors that investing in technological change places the return on existing assets at risk, whereas 

investing in old, existing technology does not.2117 Finally, the return proposals of DRA and TURN are a 

double penalty for common equity holders because they not only reduce or eliminate the return on 

                                                 
2112 D.08-09-039, p. 2, Finding of Facts 1, 6, pp. 54-55; Conclusion of Law 1 and Ordering Paragraph 1, pp. 59-60.  
2113 D.11-05-018, p. 62.  
2114 Ex. DRA-10, pp. 102-103; Exhibit TURN-11, p. 4.  
2115 Ex. SCE-25, Vol. 2, pp. 43-46.  
2116 D.83-08-081, as discussed at Ex. SCE-25, Vol. 2, pp. 46-48.  
2117 Ex. SCE-25, Vol. 2, p. 49.  
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common equity, the common equity holders are contractually obligated to pay the full bond and 

preferred equity return to those investors.2118 

These problems clearly show that the Commission should deny the proposals of DRA and TURN 

and continue to authorize a full return for the legacy meters. 

20.6.2 Rate Of Return On Mohave Generation Station 

TURN also recommends that the Commission deny SCE a return on its remaining investment in 

Mohave Generating Station. All of the reasons why the Commission should reject TURN’s 

recommendation regarding the return on electromechanical meters apply equally to Mohave, including 

the overeager interpretations of the used and useful concept, the penalties for investors and diminution 

of their incentives to invest, and the double penalty for shareholders that results from the zero return 

recommendation. 

The Commission also needs to distinguish between SCE’s remaining capital investment in the 

plant itself and the remaining capital investment associated with decommissioning of Mohave. 

Decommissioning Mohave is a necessary activity that is a cost of providing electric service to SCE’s 

customers. Reducing the return associated with decommissioning Mohave is a denial of cost of service 

ratemaking principles. 

20.6.3 TURN’s Proposal To Reduce SCE’s Authorized Return On “Corporate Overhead” Should 

Be Rejected 

TURN recommends a reduced return on SCE’s “corporate overhead.” The Commission should 

deny TURN’s recommendation for the following reasons: (1) TURN’s proposal is based on misreading 

the last cost of capital decision for SCE;2119 (2) TURN’s argument that SCE’s authorized return on 

equity treats SCE more favorably than other businesses is false;2120 and (3) SCE’s authorized return on 

equity is determined in separate cost of capital proceedings and is outside the scope of this case.2121 

20.6.4 The Recorded Rate Of Return Properly Includes All Costs Of Providing Service Unless 

Categorically Disallowed By Commission Policy 

SCE’s direct testimony included a table comparing 2009 authorized and recorded expenses, 

showing we incurred more expenses that year than authorized by the Commission in its decision on our 

                                                 
2118 Id., pp. 49-50.  
2119 Ex. SCE-25, Vol. 2, p. 54.  
2120 Id.  
2121 Id.  
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2009 GRC.2122 TURN wonders why the recorded expenses in this comparison includes some expenses 

the Commission did not allow for recovery in that decision: 
It’s not clear why Edison would think it appropriate to include costs assigned to shareholders 
by the Commission in its calculation of spending in excess of the authorized revenue 
requirement.2123 

TURN singles out expenses for stock-based and executive bonus compensation, which the 

Commission did not include in SCE’s 2009 authorized revenue requirement, but that are included in 

2009 recorded expenses. In rebuttal, Mr. Worden provided the explanation.2124  

In a number of prior decisions the Commission has found as a matter of ratemaking policy that 

certain costs are deemed categorically unrecoverable from ratepayers. Examples are charitable 

contributions2125 and lobbying expenses,2126 both of which are categorically unrecoverable from 

ratepayers. Based on those policies, it would be inappropriate to include such costs when comparing 

recorded to authorized expenses, and SCE did not. However, there are also other instances in which the 

Commission simply adopts a different amount than what the utility requests. That is the case with stock-

based compensation and executive bonuses, each of which is just a form of employee compensation. 

There is no Commission policy (nor should there be) making employee compensation categorically 

unrecoverable from ratepayers. This is particularly the case here when uncontroverted evidence shows 

SCE’s total compensation to be below market levels. In addition, as discussed in Section 8 of this brief, 

the Commission has previously authorized recovery from ratepayers of stock-based compensation 

(despite some incorrect language to the contrary in SCE’s 2009 GRC decision.) In sum, SCE’s 

comparison of 2009 authorized and recorded expenses is entirely consistent with Commission policy. 

21. NON-TARIFFED PRODUCTS AND SERVICES 

In D.99-09-070, the Commission adopted a Gross Revenue Sharing Mechanism (GRSM) for 

Other Operating Revenue generated from Non-Tariffed Products and Services (NTP&S).2127 Sharing of 

                                                 
2122 Exhibit SCE-01, p. 6, Table II-1. 
2123 Exhibit TURN-1, p. 19. 
2124 Exhibit SCE-16, pp. 20-21. 
2125 Re Pacific Gas and Electric Co., D.89-12-057, p. 95, 34 CPUC 2d 199, 267, which reitereated the Commission’s 

“longstanding policy that ratepayers should not fund discretionary contributions to organizations when they have no 
voice in selecting the recipients.” See also, Pacific Tel. & Tel. Co. v. Public Utilities Commission (1965) 62 Cal.2d 634, 
669.  

2126 Re Southern California Edison Co., D.96-01-011, §13.1.3, pp. 128-130, 64 CPUC 2d 241, 313-314. 
2127 Generally speaking, NTP&S are products and services other than traditional electric utility services that SCE offers that 

make secondary or complementary use of available capacity in utility assets and personnel. Rule VII of the Affiliate 
Transaction Rules issued in D.97-12-088 and most recently modified by D.06-12-029 sets forth the specific conditions 
under which utilities can offer NTP&S.  
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gross revenues between SCE’s shareholders and ratepayers occurs after the recorded NTP&S gross 

revenues reach the $16.671 million annual threshold (GRSM Threshold). TURN recommends that the 

Commission increase the GRSM Threshold to $27.6 million, conduct an audit of SCE’s NTP&S, and 

suspend the GRSM pending the results of its recommended audit. TURN provides no justification or 

analysis supporting its proposed increase to the GRSM Threshold or suspension of the GRSM. In 

addition, TURN’s recommended audit is unnecessary since most of the issues TURN has raised are 

reporting issues that do not impact ratepayers and because the audit is duplicative of what the 

Commission already requires under Rule VI.C of the Affiliate Transaction Rules. TURN’s 

recommendations regarding NTP&S should be rejected. 

As an initial matter, the appropriate vehicle for seeking any modification to the GRSM would be 

a Petition for Modification of D.99-09-070 or a Commission-ordered rulemaking proceeding.2128 SCE 

has pursued its NTP&S under the assumption that the existing GRSM would continue to be in place 

over the life of its contracts or product and service offerings, consistent with the Commission’s direction 

in D.99-09-070.2129 The GRSM should not be modified without a thorough analysis of how the proposed 

modifications would impact current and future NTP&S offerings as well as any justification for altering 

the sharing of revenues between ratepayers and shareholders. 

Putting aside the issue of forum, TURN’s recommendations should be rejected because – despite 

TURN’s claims to the contrary – the GRSM is operating as envisioned. For more than a decade, the 

GRSM has provided the certainty needed to allow SCE to make long term investments in its NTP&S, 

and ratepayers have received significant benefits as a result. Under the GRSM, all incremental costs 

associated with the offering of NTP&S are the responsibility of, and are allocated to, SCE’s 

shareholders, not its ratepayers.2130 SCE’s shareholders have incurred $492.0 million of incremental 

costs since 1999. Net revenues to ratepayers for the period of 1999 through 2010 were $316.6 million 

compared to net revenues to shareholders (after subtracting incremental costs and taxes) of $97.9 

million. Thus, ratepayers have received 76 percent of the net revenue compared to shareholders’ 24 

percent. 

                                                 
2128 In SCE’s 2009 GRC decision (D.09-03-025), the Commission ruled that any change to the NTP&S should be subject to 

a separate rulemaking proceeding. The Commission has not yet initiated this rulemaking proceeding. 
2129 See, e.g., Exhibit SCE-25, Vol. 2, pp. 69-70 (citing D.99-09-070 and attached Settlement document). 
2130 Incremental costs are defined as those costs that would not be incurred “but for” the offering of NTP&S. 
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TURN ignores the facts when it asserts that the GRSM provides no incentive for SCE to offer 

new NTP&S.2131 For example, the telecommunications services offered by Edison Carrier Solutions 

were initiated in anticipation of the GRSM being adopted, and SCE’s shareholders have invested $168.3 

million in new capital for Edison Carrier Solutions NTP&S since 1999, primarily for the construction of 

fiber optic cables and related equipment. The investment is not a thing of the past; in 2010 alone, SCE’s 

shareholders invested $12.7 million of new capital into its NTP&S.2132 TURN downplays this 

investment by focusing on the fact that no new categories of NTP&S have been added, but it ignores 

that the GRSM was premised on finding new opportunities and not new categories.2133 SCE has been 

successful in significantly increasing the level of total NTP&S revenue by pursuing new enhanced 

utilization opportunities that fit within existing NTP&S categories.2134 

TURN provides no justification for increasing the GRSM threshold to $27.6 million, calculated 

as a three percent per year increase for the period from 1995 to 2012.2135 As indicated above, ratepayers 

have received more than three times the net revenues that shareholders have received between 1999 and 

2010. Given the already asymmetrical benefit to ratepayers, there is no reason to increase the GRSM 

Threshold. Increasing the GRSM Threshold would take the sharing of net benefits further away from an 

equitable split of the net revenues. If anything, reducing the GRSM Threshold would be more 

reasonable since ratepayers receive their share of NTP&S gross revenues without incurring any of the 

incremental costs, risks or liabilities associated with NTP&S. 

Nor is there a reason to accept TURN’s recommendation regarding an audit of NTP&S.2136 In 

arguing for an audit, TURN points to several reporting errors, including SCE’s delay in reporting the 

depreciation of the capital costs associated with Edison Carrier Solutions in its Annual NTP&S Reports. 

While SCE initially neglected to report the depreciation of this capital as an incremental cost in its 

Annual NTP&S Reports, SCE correctly recorded the $168.3 million of incremental capital and related 

depreciation expense in shareholder funded accounts and appropriately excluded them from SCE’s 

general rate case. These reporting issues did not impact ratepayers since under the GRSM, ratepayers 

                                                 
2131 Exhibit TURN-11, pp. 17-19. 
2132 Exhibit SCE-25, Vol. 2, Table VIII-12, p. 69, Annual SCE Shareholder Capital Costs Invested in NTP&S 1999-2010. 
2133 SCE Application A.97-06-021, p.2. 
2134 For example, the Edison Carrier Solutions services primarily fall within the Use of Communications and Computing 

Systems NTP&S category. 
2135 Exhibit TURN-11, pp. 17, 27. 
2136 Exhibit TURN-11, p. 25. 
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receive their share of the Incremental Gross Revenues regardless of the level of incremental costs and 

because these costs were excluded from the general rate case. 

Similarly, TURN implies that an audit should be conducted because SCE has not reported any 

NTP&S incremental costs by SCE’s Corporate Real Estate.2137 But workpapers provided in response to 

data request TURN-042, Question 2, reflect the removal of NTP&S incremental costs of $1.9 million 

(2005), $3.3 million (2006), $2.8 million (2007), $2.3 million (2008), and $2.5 million (2009) for real 

estate licensing and revenue-related activities associated with secondary land use. 

While there have been some issues related to incremental costs, they have been primarily 

reporting issues that have not impacted ratepayers. SCE annually trains employees responsible for 

providing NTP&S activities on the definition of incremental costs and how these costs should be 

recorded and reported. And, employees responsible for developing testimony, workpapers, and cost 

forecasts are provided with in-person training on the need to exclude NTP&S incremental costs from the 

general rate case. 

TURN’s suggestion that costs would need to be tracked by each telecommunications lease to 

meaningfully assess whether SCE has identified all of the incremental costs and appropriately assigned 

those costs to shareholders is without basis. The Commission adopted detailed cost tracking, cost 

allocation, and service monitoring measures in D.98-12-083 when it approved SCE’s CPCN to offer 

telecommunications services,2138 and SCE has established detailed accounting guidelines to ensure that 

the incremental capital and expenses associated with Edison Carrier Solutions are recorded below-the-

line and appropriately charged to shareholders. Pursuant to these accounting requirements, SCE is not 

required to track costs by lease but by expense categories.2139 

Furthermore, TURN’s recommendation for a separate audit of NTP&S activities should be 

rejected, because the Commission’s Energy Division is already obligated to conduct an audit of SCE’s 

compliance with the Affiliate Transaction Rules.2140 The last audit was conducted for 2006, and the next 

audit is likely to start at the beginning of next year.2141 

                                                 
2137 Exhibit TURN-11, p.22; SCE, Lisbin, Tr. 201, pp. 3348-3350. 
2138 D.98-12-083, Finding of Fact 16 (“The cost tracking, cost allocation, and service monitoring measures agreed to by SCE 

and ORA in connection with SCE’s offering of telecommunications services, as set forth in Appendix C, will help to 
ensure that electric ratepayers do not cross subsidize SCE’s telecommunications operations.”). 

2139 D.98-12-083, Appendix C, p.3. 
2140 See D.06-12.029; Rule VI.C requires the Energy Division to have audits conducted at shareholder expense on a biennial 

basis by independent auditors.  
2141 SCE, Lisbin, Tr. 20/3353-3354. 
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Despite TURN’s recommendation to suspend the GRSM pending the audit, it is silent on why 

the suspension is reasonable or warranted and provides no proposal on how to treat the NTP&S revenues 

and incremental costs during the suspension period. Since SCE’s shareholders have incurred all of the 

incremental costs, risks and liabilities, it is unreasonable to allocate 100 percent of the NTP&S gross 

revenues to ratepayers during the suspension period. TURN’s vague recommendation should be rejected 

outright. 

For the foregoing reasons and those set forth in SCE-25, TURN’s recommendations related to 

SCE’s NTP&S should be rejected and SCE’s GRSM should not be modified. 

22. DEPRECIATION 

The Commission recognizes depreciation as “the recovery of the original cost of fixed capital, 

less estimated net salvage, over the useful life of the property.”2142 SCE asks the Commission to adopt, 

pursuant to Public Utilities Code § 795, SCE’s proposed depreciation rates and its proposed depreciation 

expense of $1,572 million for 2012, a $511 million, or 48 percent increase over the amount recorded in 

2009.2143 The largest contributor to the increase is the change in depreciable plant balances, which 

represents $452 million of the increase.2144 

This request is fully supported by SCE’s depreciation study, which was conducted in accordance 

with the Commission’s STANDARD PRACTICE U-4, DETERMINATION OF STRAIGHT LINE REMAINING LIFE 

ACCRUALS (SP U-4), the depreciation system advocated and used by this Commission for over fifty 

years. In conducting its study, SCE performed a thorough analysis of its accounting records, drew upon 

the observations and expertise of field personnel with many years of operations experience, and applied 

the collective judgment of depreciation experts with many years of experience.2145 

DRA does not take issue with SCE’s depreciation life proposals.2146 For net salvage estimates, 

however, DRA proposes that SCE retain current authorized net salvage ratios based largely on the 

funding concept of depreciation that SCE’s future net salvage accruals are sufficient to cover current 

cash expenditures.2147 

                                                 
2142 Re Southern California Edison Co., D.04-07-022, §9.1, p. 255. 
2143 Exhibit SCE-25, Vol. 2, Appendix E; Exhibit SCE-10, Vol. 2, Ch. II, p. 19. 
2144 Id. 
2145 Exhibit SCE-10, Vol. 3, Ch. I-V, generally. 
2146 Exhibit DRA-17, p. 4. 
2147 Id., p. 5. 
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TURN provides net salvage and depreciation life proposals for selected transmission and 

distribution accounts.2148 The methods employed by TURN in this proceeding supporting its curve-life 

selections and net salvage estimates rely mechanically upon statistics and industry parameters, and 

therefore, do not demonstrate the application of expert judgment.2149 

DRA and TURN also proposed several arbitrary reporting requirements which are not required 

and not supported with evidence on how the additional analysis and reports would add value.2150 

The evidentiary record clearly supports the adoption of SCE’s proposed depreciation estimates. 

In fact, after review of the record, the Commission should find that: 

SCE is the only party that conducted a thorough and complete depreciation study. 

Depreciation accruals for future net salvage should be achieved on an accrual basis consistent 

with depreciation accrual for plant investment and the straight-line, remaining-life method prescribed in 

the Commission’s STANDARD PRACTICE U-4 and consistent with industry-wide practice. 

Net salvage ratios should reflect the future expected net salvage to be incurred upon retirements 

of the existing assets. 

Depreciation accruals for net salvage costs are a legitimate cost of service and just as critical a 

function as the depreciation of the original cost of the fixed asset. 

Deferral of annual depreciation accrual through lower future negative net salvage ratios or longer 

average service life estimates will result in customers paying more over the lives of the assets. 

22.1 SCE Was The Only Party To Perform A Depreciation Study 

SCE performed a complete depreciation study, including an extensive life and net salvage 

analysis.2151 SCE used a multifaceted approach to evaluate and estimate dispersion curves, average 

service lives and net salvage costs that included: (1) in-depth discussions with operational personnel 

with many years of experience; (2) incorporating industry curve selection data where necessary; (3) 

analyzing the sufficiency, representative nature, and reasonableness of the retirement and net salvage 

data; (4) analyzing recorded net salvage costs on a unit basis.2152 

22.1.1 TURN Did Not Exercise Expert Judgment 

As evidenced by their over reliance on the statistical outputs of Simulated Plant Record analysis 

to select retirement dispersion curves and average service lives and its misuse of industry statistics to 
                                                 
2148 Exhibit TURN-01, pp. 22 & 57. 
2149 Exhibit SCE-25, Vol. 3, pp. 38 & 68. 
2150 Id., pp. 16-21. 
2151 See generally Exhibit SCE-10, Vol. 3, Chapter  I-V. 
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select net salvage estimates, TURN did not exercise expert judgment in developing their depreciation 

parameter estimates.2153  

In developing net salvage proposals for select plant accounts, TURN relied exclusively upon 

various industry statistics from FERC Form 1 filings.2154  TURN is unaware of the historical accounting 

and operational experience, the current accounting and operational policies and practices and the 

regulatory decisions that resulted in the rates published on FERC Form 1 filings for those respective 

companies.2155 

For developing curve-life proposals for select plant accounts, TURN chose to ignore the origin 

modal and non-origin modal curves that resulted in unrealistic average service lives to mitigate the 

effects of indicated changing life characteristics by SPR.2156 After setting aside these anomalies, TURN 

then used the same SPR ranking of the remaining curves for the same data that indicated the SPR 

ranking bias.2157 Absent analysis and consideration of this ranking bias, TURN mechanically relies on 

the SPR ranking to support its dispersion curve selections.2158 This is clearly not the application of 

expert depreciation judgment. 

22.1.2 SCE’s Estimates Of Curves, Lives And Net Salvage Are Reasonable 

SCE’s depreciation study2159 produced reasonable proposals that move towards equitably 

charging customers their fair share of the service value they receive from SCE assets.2160 In fact, SCE’s 

methodology has been found reasonable by the Commission.2161 The Commission should find that 

SCE’s curve, life, and net salvage estimates are reasonable. 

SCE has provided multiple points of reference demonstrating the reasonableness of its net 

salvage proposals. First, SCE’s proposed net salvage ratios are in line, and in many cases less than, 

recorded net salvage ratios.2162 Analyzing historical ratios is the method supported by the Commission’s 

SP U-4. Second, SCE provided the implied escalation in its estimates, clearly demonstrating 

                                                 
Continued from the previous page 
2152 Id. 
2153 Exhibit SCE-25, Vol. 3, p. 38 & 68. 
2154 Id., p. 39. 
2155 Id., p. 39. 
2156 Exhibit SCE-25, Vol. 3., p. 68. 
2157 Exhibit TURN-01, p. 16. 
2158 Exhibit SCE-25, Vol. 3, p. 68. 
2159 See generally Exhibit SCE-10, Vol. 3, Chapter  I-V. 
2160 Exhibit SCE-25, Vol. 3, pp. 8-9. 
2161 D.09-03-025, p. 180. 
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reasonableness relative to historical escalation factors.2163 Third, SCE analyzed recorded net salvage 

costs on a unit basis, when available, which are in line with proposed net salvage cost on a unit basis.2164 

Fourth, SCE tested the extreme scenarios of TURN’s concerns regarding the representativeness of 

historical retirements relative to future retirements, which also confirms the reasonableness of SCE’s 

proposals.2165 

In questioning the reasonableness of SCE’s net salvage, DRA compares net salvage rates of the 

three major California utilities.2166 But net salvage rates adopted for PG&E and SDG&E are the result of 

settlements. SCE was not part of those settlements, so has no way of knowing what trade-offs may have 

been made to yield the resulting net salvage ratios. In addition, DRA’s depreciation witness does not 

have the accounting and depreciation background2167 to have performed an analysis and apply the 

various factors that would have to be considered before comparing industry net salvage results.2168 

Finally, TURN and DRA’s only basis for arguing against SCE’s net salvage proposals are 

comparisons to other company net salvage ratios. The Commission, however, recognized that “the fact 

that SCE’s net salvage rates may be higher than other utilities’ rates or that other utilities’ net salvage 

rate may remain unchanged for several years does not mean that SCE’s rates are unreasonable.”2169 

TURN and DRA present no other analysis or evidence to suggest that SCE’s proposed net salvage ratios 

are unreasonable. 

22.2 Deferral 

The record clearly demonstrates that all of the parties’ net salvage proposals will result in 

deferral of fixed asset retirement costs to future customers.2170 SCE’s proposals, however, are the only 

proposals that would alleviate the growth in the accumulated depreciation deficit; offering a progressive 

path forward towards insuring equitable cost allocation.2171 

                                                 
Continued from the previous page 
2162 See account-by-account proposals in Exhibit, SCE-10, Vol. 3, Chapter V and Exhibit TURN-102. 
2163 See account-by-account proposals in Exhibit, SCE-10, Vol. 3, Chapter V. 
2164 Id. and account-by-account rebuttal in Exhibit SCE-25, Vol. 3. 
2165 Exhibit SCE-25, Vol. 3, pp. 46-47, 56, 58. 
2166 Exhibit DRA-17, p. 12. 
2167 Exhibit SCE-75. 
2168 Exhibit SCE-25, Vol. 3, p. 20. 
2169 D.09-03-025 pp. 177-178. 
2170 Exhibit SCE-25, Vol. 3, pp. 8-9 and pp. 32-35. 
2171 Id. 
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DRA justifies retention of current authorized net salvage ratios, which would burden future 

customers with the costs, using a funding concept of depreciation that conflicts with Standard Practice 

U-4.2172 DRA made the similar proposals in previous GRCs.2173 In fact, adoption of DRA’s proposals to 

not increase net salvage ratios so long as expenditures for current retirements exceed accruals for future 

retirements would ultimately result in a cash-basis method. The Commission has soundly rejected such 

analysis, stating “we find that the accrual of salvage costs in the past five years is not intended to fund 

the current removal in that same five year period. The accrual in any one year is the fractional accrual 

for the eventual retirement of all outstanding plant as their service lives expire.”2174 

TURN’s depreciation proposals are more extreme than DRA’s and would increase the 

accumulated depreciation deficit at a faster rate than current depreciation parameters—effectively 

shifting more of the cost to future customers. In fact, several of TURN’s net salvage proposals are the 

same as TURN’s net salvage proposal in prior rate proceedings—using a five year average of net 

salvage expenditures to represent future accruals instead of allocating a future estimate over the life of 

the asset.2175 The Commission rejected changes in the calculation net salvage in SCE’s 2006 GRC2176 

and although SDG&E’s 2008 GRC resulted in a settlement, the Commission found it prudent to 

comment on depreciation stating. 
The alternative methodology proposed by TURN was not adopted in the most recent Pacific 
Gas and Electric Company (PG&E) and Southern California Edison Company (SCE) GRCs. 
We would therefore have denied with prejudice the recommendations of DRA, TURN, and 
UCAN on depreciation and net salvage in a litigated decision. The purpose of this discussion 
of our likely denial is to avoid an unnecessary repetition in subsequent proceedings.2177 

Although TURN does not explicitly state a methodology change, its not happenstance that its 

proposed net salvage ratios in these accounts coincide with the recorded five-year average expenditures. 

For example, for Account 364, TURN states: “In fact, the negative 90 percent will yield an annual level 

of net salvage recovery almost equal to the average net salvage dollar level reported for the period 2005 

through 2009.”2178 TURN clearly recognizes that its objective is not to estimate a future net salvage 

amount, contrary to the depreciation system required by this Commission’s SP U-4. 

                                                 
2172 Exhibit SCE-25, p. 89. 
2173 Exhibit SCE-10, Vol. 3, pp. 2-10, and Exhibit SCE-25, pp. 24-25. 
2174 D.08-07-046 p. 26. 
2175 Exhibit SCE-25, Vol. 3 p. 33. 
2176 D.06-05-017 p. 210. 
2177 D.08-07-046 p. 23. 
2178 Exhibit TURN-01, p. 84. 
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22.2.1 Commission Policy Options 

SCE recognizes that the Commission has previously not chosen to adopt its depreciation 

proposals in an effort to mitigate the growth in the revenue requirement, and ultimately customer 

rates.2179 The record demonstrates that SCE’s proposed net salvage ratios are insufficient to fully 

allocate net salvage costs over the lives of the underlying assets.2180 Deferring net salvage costs would 

cause higher future revenue requirements and, ultimately, result in customers paying more over the life 

of the assets. The record shows that while increasing current depreciation rates increases the current 

revenue requirement, higher depreciation actually mitigates the growth of future revenue requirements, 

thus tempering long-term revenue increases.2181 This is because accumulated depreciation reduces rate 

base. The Commission recognized this in its Decision on SCE’s 2009 GRC.2182 

The purpose of depreciation is to allocate fixed asset cost, including the cost to retire and dispose 

of the asset, over the life of the asset in a systematic and rational manner.2183 This comports with 

intergenerational equity, which requires that customers incur their share of the total cost over the life of 

asset. While SCE’s proposals fall short of fully achieving equitable cost allocation, they are the only 

proposals that provide a measured step towards this objective. In fact, the quicker the Commission 

brings the depreciation parameters to correct levels, the less total cost it imposes on customers.2184 

22.2.2 TURN And DRA’s Net Salvage Proposals Will Increase The Accumulated Depreciation 

Reserve Deficit At A Faster Rate Than SCE’s Net Salvage Proposals 

In SCE’s 2006 GRC, the Commission recognized that “SCE has provided evidence indicating 

that with its proposed net salvage rate for distribution poles included in Account 364, it would not 

accumulate sufficient funds to retire the existing poles, even if removal costs remained at recent 

recorded levels, unadjusted for inflation over the remaining lives of the existing poles.”2185 In that 

decision the Commission stated: “In its next GRC, SCE should, as part of its account by account 

analysis, provide analyses similar to the one for distribution poles, which quantifies potential accrual 

deficiencies for the future removal costs of existing assets.”2186 SCE continues to the provide such 

analysis, and as demonstrated in its direct showing, the accumulated depreciation deficit continues to 
                                                 
2179 D.09-03-025. 
2180 Exhibit SCE-10, Vol. 3, pp. 12-13, Exhibit SCE-25, Vol. 3, p. 8-9. 
2181 Exhibit SCE-25, Vol. 3, Appendix B. 
2182 D. 09-03-025 p. 177. 
2183 Exhibit SCE-10, Vol. 3, p. 3. 
2184 Exhibit SCE-25, Vol. 3, Appendix B. 
2185 D.06-05-017 p. 208. 
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grow, despite increases in select net salvage ratios resulting from SCE’s 2006 GRC.2187 The deficit in 

accumulated depreciation will continue to grow so long as depreciation rates fail to include proper levels 

of future net salvage costs. Since accumulated depreciation reduces rate base, TURN’s and DRA’s 

proposals, which lower depreciation, will result in higher rate base. This increased rate base, due to the 

increase in accumulated depreciation deficit, will afflict customers with higher total costs.2188 

22.3 Reporting Requirements 

22.3.1 DRA’s Proposal To Require SCE To Report All Accounting Changes Is Unnecessary 

DRA proposes that SCE be required to report any accounting changes it wishes to make in the 

future as part of its rate case testimony.2189 SCE already provides such testimony when an accounting 

change could result in a change to cost of service ratemaking.2190 

SCE routinely makes accounting changes for new processes, adjustments in indirect cost 

allocations, new reporting requirements, system changes, etcetera. Presenting all these accounting 

changes as part of SCE’s direct testimony would be extremely voluminous—and only a small portion 

may actually have relevance to the case. For the most part, these accounting changes have no impact on 

cost of service reports and to the extent they do, the data is captured in recorded costs and addressed as 

appropriate in each GRC. 

Additionally, SCE’s accounting systems and data are audited on regular basis to ensure 

compliance with SEC requirements, GAAP, and regulatory accounting (FERC USofA). These audits are 

performed by internal auditors and various external auditors—including DRA auditors that submit a 

Report on Results of Examination. In this GRC’s Report on Results of Examination, DRA Examiner 

Novak found no exceptions with SCE’s recorded Electric Plant In Service, Accumulated Depreciation 

and Amortization for 2009.2191 

Finally, DRA failed demonstrate the usefulness of the requested information. The Commission 

recognized in SCE’s 2009 GRC that “Since DRA is proposing these reporting requirements, it has the 

burden of demonstrating the usefulness of the requested information.”2192 

                                                 
Continued from the previous page 
2186 Id. 
2187 Exhibit SCE-10, Vol. 3, pp. 12-13, Exhibit TURN-102,  pp 9-13. 
2188 Exhibit SCE-25, Vol. 3, pp. 32-36. 
2189  Exhibit DRA-17, p. 21. 
2190  SCE 2006 General Rate Case Testimony in A.04-12-014, SCE-8, Vol. 3, pp. 100-102. 
2191  Exhibit DRA-22C, pp. 26-27. 
2192 D.09-03-025 p. 180. 
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22.3.1.1 TURN’s Proposed Requirement For A Retirement Cause Analysis Is Unsupported And 

Not Possible 

SCE included an analysis of the causes of retirements as part of its surveys and discussion with 

its operations managers, engineers, and field personnel.2193 TURN states that a study will “better reflect 

what is transpiring on the Company’s system,”2194 but SCE’s current costs already reflect the costs SCE 

is incurring—more detail will not change the costs that have transpired and have been recorded to its 

books. TURN also does not provide for how such information can be used to provide “more definitive 

and reliable value.”2195 Since TURN is proposing these reporting requirements, it has the burden of 

proof of demonstrating its usefulness.2196 

Even if such detailed information existed (it does not), such as study is not possible given the 

millions of retirements that occur over the historical period. In fact, Mr. Pous, TURN’s witness 

presenting on depreciation issues in this GRC, came to the same conclusion when presented with a 

similar question during cross-examination in SCE’s 2003 GRC.2197 

22.3.1.2 TURN’s Proposal To Require SCE To Perform An Industry Comparison Analysis Is 

Unwarranted And Unsupported 

In order to properly compare industry net salvage ratios, as TURN has called for,2198 SCE would 

have to investigate, evaluate, and apply the impact of the various factors provided by SCE in its rebuttal 

testimony2199 (in addition to any other factors) for each company in an industry sampling.2200 That 

investigation, evaluation, and application would not only have to be done for the current and future 

practices, but for each year in the historical period examined. 

TURN fails to demonstrate how such a monumental effort would add value to SCE’s General 

Rate Case and the Commission’s review of depreciation proposals, particularly when SCE’s capital 

costs (of which cost of removal is included) are reviewed extensively in each General Rate Case.2201 

                                                 
2193 Exhibit TURN-101, Workpapers to SCE-10, Volume 3, Chapters I-IV, pp. 321-412. 
2194 Exhibit TURN-01, p. 84. 
2195 Id. 
2196 D.09-03-025 p. 180. 
2197 Exhibit SCE-25, Vol. 3, p. 19. 
2198 Exhibit TURN-01, p. 84. 
2199 Exhibit SCE-25, Vol. 3, p. 20. 
2200  This also assumes that the sampled companies would be complicit in providing such detailed operations and accounting 

information and have such information available. 
2201  Exhibit SCE-25, Vol. 3, p. 21 
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Since TURN is proposing these reporting requirements, it has the burden of proof of demonstrating its 

usefulness.2202 

22.4 Accounting Requirements 

22.4.1 TURN’s Replacement Accounting Recommendation Does Not Follow FERC Guidelines 

The Commission should reject TURN’s proposals to change the allocation of costs for 

replacement activity. TURN’s proposal is in direct contradiction with 18 CFR, Part 101 as presented in 

detail in Exhibit SCE-25, Vol. 3 pages 14-15. 

22.4.2 TURN and DRA’s Reimbursement Accounting Recommendations Do Not Follow The 

FERC Guidelines 

The Commission should reject both TURN’s and DRA’s proposals for reimbursement 

accounting. Both proposals are in direct contradiction with 18 CFR, Part 101 as presented in detail in 

Exhibit SCE-25, Vol. 3, pages 12-14. 

23. JURISDICTIONAL COST SEPARATION 

Many of the estimates SCE included in this GRC were presented on a “total company” basis. 

That is, they included costs subject to this Commission’s jurisdiction and those subject to the Federal 

Energy Regulatory Commission’s (FERC). In a separate step those estimates are separated into 

components subject to this Commission’s jurisdiction and those subject to FERC’s. SCE’s cost 

separation method follows what has previously been approved by FERC and this Commission.2203 In the 

prepared testimony served on May 11, June 1, and July 5, no party raised any issue about the method 

SCE uses to separate the revenue requirement into those jurisdictional components. There was some 

cross-examination of SCE’s witness on jurisdictional allocation and by the time that cross-examination 

had concluded, SCE believed there were no issues between it or any other party on jurisdictional cost 

separation.2204 In anticipation of this brief and the Joint Comparison Exhibit, counsel for SCE contacted 

counsel for DRA to confirm this understanding. In response to this email inquiry, DRA’s replied that 

DRA does have a concern about "double recovery" but would not explain the basis for that concern, 

stating that doing so would be a disservice to its client. Since there is no evidence in the record or other 

way that SCE can identify any issue on jurisdictional cost separation, SCE is unable to further address 

this issue further in this Opening Brief, but will, if necessary, do so in its reply brief. 

                                                 
2202 D.09-03-025 p. 180. 
2203 Exhibit SCE-10, Vol. 1, pp. 15-24. 
2204 SCE, Varvis, Tr. 22/3680-3684. 
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24. OTHER RESULTS OF OPERATIONS ISSUES 

24.1 SCE’s Proposed Capital Expenditure Program Will Provide Broad Economic Benefits For 

Our Service Territory 

SCE witness Dr. Paul Hunt testified that the primary reason for adopting SCE’s proposed post 

test year ratemaking mechanism is that it will support the capital expenditures that SCE needs to 

maintain its system to properly serve its customers. However, an added benefit to SCE’s proposed 

capital expenditures is the positive impact on the economic activity in California.2205 

As a threshold matter, the Commission should recognize that SCE’s proposed capital 

expenditures of approximately $3 billion for years 2010-2014 are initially borne by investors, not 

ratepayers. That is, the capital expenditures are financed with equity and debt raised from inside and 

outside of SCE’s service territory.2206 As projects go in service, SCE begins to collect in rates from its 

customers the depreciation, taxes, and carrying charges, which is an amount that is spread over the life 

of the project.2207 As such, ratepayers pay the revenue requirement associated with capital projects, 

which every year is only a fraction of the entire amount of the project.2208 Thus, the California economy 

receives a much needed boost as a result of SCE’s capital expenditures, which are essentially funded by 

shareholders and not ratepayers.2209 

24.1.1 The Global Insight Study and the Beacon Economics Study Forecasts The Creation Of 

12,760 Additional Jobs Annually From SCE’s Capital Program, Along With Other 

Economic Benefits 

To quantify the economic benefit of SCE’s proposed capital program, SCE engaged the 

independent services of IHS Global Insight’s US Regional Service (Global Insight) and Beacon 

Economics (Beacon).2210 While the Global Insight study quantified the benefits to the state of California, 

the Beacon study analyzed the Global Insight data and quantified the benefits to the different regions in 

California, such as the counties of Los Angeles, San Bernardino, Riverside, and Orange. The Global 

                                                 
2205 Exhibit SCE-10, Vol. 1, p. 103. 
2206 Exhibit SCE-10, Vol. 1, p. 104.  
2207 SCE, Kurpakus, Tr. 18/2796, line 17 through Tr. 18/2797, line 13.  
2208 Id. See also Exhibit SCE-10, Vol. 1, p. 104. 
2209  Further, as explained by SCE witness Dr. Hunt, the alternative to having shareholders pay for the capital asset and 

ratepayers paying for the associate revenue requirement over the life of the project would be to expense the costs (similar 
to O&M) in the year in which the expense was made. However, this would cause current customers to bear the entire 
cost of the asset and future customers to bear none of the costs. Exhibit SCE-25, Vol. 1, p. 51. 

2210 These studies are found in Appendix C and Appendix D of Exhibit SCE-10, Vol. 1. 
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Insight and Beacon studies are comprehensive studies that take into account the effect of factors such as 

any impact of SCE’s rate increase across residential, commercial, and industrial customers.2211 

Among other things, the Global Insight and Beacon studies concluded that there would be the 

following economic impacts: 

12,760 increase in annual jobs statewide, including 6,340 jobs in Los Angeles County. 

$21.8 million in total economic output statewide, including $10.7 million in Los Angeles 

County. 

$14.3 million in increased economic value added statewide, including $7 million in Los Angeles 

County. 

$6.6 million in increased labor income, including $3.2 million in Los Angeles County. 

$1.2 million in increased state and local taxes, including $.588 million in Los Angeles 

County.2212 

The Global Insight study also finds that SCE’s capital expenditures generate jobs that pay an 

average compensation of more than $77,000 per worker and produce high value added of about 

$223,000 per employee.2213 

Some intervenors expressed concern that the Global Insight and Beacon studies do not take into 

consideration the economic impacts outside the 2010-2014 period, such as the costs to ratepayers over 

the life of SCE’s capital expenditures.2214 However, as pointed out by SCE witness Dr. Paul Hunt, any 

analysis that addresses the ratepayer costs over the entire life of the asset would necessarily have to take 

the benefits of the asset into account as well.2215 This would include the utility’s investment of 

depreciation in new plant and equipment, which results in its own job creation effect.2216 Simply stated, 

this is a task far beyond the scope of the studies. 

24.1.2 SCE’s Prior Capital Expenditures Have Resulted In The Creation Of Jobs, And Other 

Economic Benefits 

As a result of an inquiry from Commissioner Simon during the evidentiary hearings, SCE 

conducted a retrospective review of the job-creation effects of SCE’s prior capital investment 

                                                 
2211  Exhibit SCE-25, Vol. 1, p. 52. 
2212 See Table X-43 on page 104 and Table X-44 on page 105 in SCE-10, Vol. 1. Table X-44 breaks down the data for Los 

Angeles, Orange, San Bernardino, and Riverside County, along with the Central Coast Central Valley (which includes 
portions of northern California). 

2213  See p. C-2 of Appendix C in Exhibit SCE-10, Vol. 1. 
2214  Exhibit SCE-25, Vol. 1, pp. 51-52 (referring to the intervenor testimonies of AECA, Aglec, and CBCC). 
2215 Exhibit SCE-25, Vol. 1, p. 51. 
2216  Exhibit SCE-25, Vol. 1, p. 52. 
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program.2217 Although the period of Commissioner Simon’s inquiry encompasses 2007-2011, SCE 

extended and commenced the review period to begin in 2002, which is the approximate end of the 

California Energy Crisis. As seen in SCE Exhibit 30, as SCE’s capital expenditures increased, SCE 

steadily created jobs for Californians by increasing its workforce from 12,842 employees in 2002 to 

18,244 employees and 7,297 contingent works in 2011. In particular, this increase is seen in our 

Transmission and Distribution Business Unit, which is the most capital intensive part of our business.2218 

In addition, the amount of property taxes paid in California (as well as out of state) by SCE has 

more than doubled since 2002. Much of the property tax revenue is returned to local communities. 

This retrospective snapshot of SCE’s investment in its electric system and the employees who 

provide service to SCE’s customers validates SCE’s belief that our infrastructure investment has the 

additional benefit of job creation and other economic benefits in the regional economy. 

25. AUDIT 

25.1 WISER Program 

Because the DRA auditor’s proposed WISER program adjustment overlaps with its TDBU 

expense witness’s proposal, SCE addresses this issue in Section 5.14 of this brief. 

25.2 GIS Pilot Project 

Because the DRA auditor’s proposed GIS Pilot Project adjustment overlaps with its TDBU 

expense witness’s proposal, SCE addresses this issue in Section 5.14 of this brief. 

25.3 Catalina Fire 

DRA proposes removing the uncollectible portion of $2.298 million2219 from the Catalina Island 

fire. DRA considers these costs “highly extraordinary, infrequent, and unpredictable.”2220 For the 

reasons discussed in Section 9.4.2 above relating to other fires, this adjustment should be rejected. 

25.4 Navajo National Royalty Litigation ($1,313,8901.45) 

During cross-examination, DRA’s witness agreed that her original recommended adjustment did 

not reflect the fact that SCE bears only 56 percent of the total litigation costs for this matter.2221 
                                                 
2217  As explained by SCE’s counsel at the time of the request at hearings, it would be difficult to capture the recorded jobs 

created through the “multiplier effect” of wealth being transferred through the regional economy. However, SCE was 
able to gather data to show the direct SCE jobs in the company workforce since the end of the California Energy Crisis in 
2002. SCE, Litzinger, Tr. 8/663-665. 

2218  The employee and contingent worker headcount for Transmission and Distribution increased from 4,065 and 529, 
respectively, in 2002 to 6,820 and 1,425, respectively, in 2011. Exhibit SCE-30, Slides 1 and 2. 

2219  The updated amount for the Catalina Island fire is $3.298 million. $2.298 million was provided in response to Data 
Request DRA-SCE-AUDIT-LMW-015, Supplemental 01, Question 2a, plus $1.000 million as provided in the response 
to TURN-SCE-33, Question 4a. Both are included in Attachment V-1 to Exhibit SCE-27C. 
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Therefore, the correct amount of her recommended adjustment is equal to 56 percent of her original 

recommended adjustment.2222 

However, SCE and DRA continue to disagree on the propriety of including this matter in SCE’s 

2012 forecast. DRA contends this matter is unusual because it involves a dispute over the coal supply 

for a now-shuttered coal plant. SCE has demonstrated that this matter is sufficiently similar to other 

recurring matters to warrant its inclusion; for example, it is entirely plausible that a dispute could arise 

regarding the supply of gas to SCE’s Mountainview power plant. When asked about this possibility, 

DRA’s auditor said he was not aware of the Mountainview plant.2223 Apparently, he is not sufficiently 

familiar with SCE’s operations to judge whether this particular litigation matter is likely to recur. 

Furthermore, no two lawsuits will ever be identical. The simple fact is that we live in a very 

litigious society and will continue to be engaged in lawsuits throughout the 2012 GRC cycle. The 

Navajo Nation royalty litigation is representative in that similar law firms and consultants will be 

engaged in future lawsuits.2224 

25.5 Happy Camp Fire 

As explained in Section 9.4.1 above, DRA’s forecast excluded an amount relating to the legal 

costs from the Happy Camp fire. For the reasons discussed in Sections 9.4.1 and 9.4.2 above, these costs 

belong in SCE’s forecast. 

25.6 Tax Services 

The Commission’s “adequate service” standard assumes that utilities subject to its jurisdiction 

comply with “laws, regulations, and public policies that govern public utility facilities and 

operations.”2225 Among the many laws and regulations utilities must comply with are those of the 

various tax authorities. Because tax law is voluminous and complex, SCE uses consultants for advice on 

compliance with those laws. Throughout the 2005-2009 recorded period, SCE incurred expenses for tax 

consultants, which were formed the based used to estimate Controller’s 2012 expenses in FERC 

                                                 
Continued from the previous page 
2220 Exhibit DRA-22C, p. 3. 
2221 DRA, Bower, Tr. 16/3879, lines 6-13. 
2222 Exhibit DRA-12C, p. 3; see also SCE’s Response to DRA-SCE-AUDIT-LMW-015 q 31(a) (provided in Appendix A to 

SCE-22, Vol. 22C). 
2223 DRA, Waterworth, Tr. 15/3735, lines 19-22. 
2224 Id., lines 4-18. 
2225  Re Pacific Gas and Electric Co., D.00-02-046, p. 32, 2000 Cal. PUC LEXIS 239, 199 P.U.R.4th 177. 
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Account 923 (Outside Services).2226 Costs incurred for work performed for any entities other than SCE 

and its regulated subsidiaries are subject to the affiliate credit mechanism.2227 One example of the use of 

such consultants is the advice provided by consultants on the 2010 Tax Relief, Unemployment Insurance 

Reauthorization, and Job Creation Act, advice reflected in the revision to SCE’s revenue requirement 

request in this proceeding reflected in Exhibit SCE-19.2228 Consultants are generally brought in on an as-

needed basis to handle specific tasks when it is more cost effective than developing and maintaining that 

expertise on a permanent basis in-house.2229 

DRA proposes to remove from the 2005-2009 recorded base the expenses SCE incurred for tax 

compliance advice.2230 During cross-examination, DRA’s witness testified that the rationale for this 

proposed adjustment is that the utility should not be allowed to recover costs of complying with laws 

and regulations in its cost of service unless the utility also demonstrates some ratepayer benefit of the 

compliance activity.2231 Apparently DRA’s recommended principle would apply to costs of compliance 

with all laws and regulations except for Commission-adopted rules, when a ratepayer benefit would be 

assumed.2232 

DRA’s proposed test – that a utility must demonstrate a ratepayer benefit for its compliance costs 

to be recoverable – is simply not reasonable. Compliance with applicable laws and regulations is 

assumed in the Commission’s “adequate service” standard and utilities have no choice but to comply 

with applicable laws and regulations. DRA’s proposed adjustment to the Controller’s recorded expense 

base for FERC Account 923 should not be adopted. 

25.7 ACE Awards 

SCE addressed ACE Awards in Section 8 of this brief. 

                                                 
2226 SCE’s FERC Account 923 expenses for tax consulting services are part of the Controller’s expenses presented in Exhibit 

SCE-7, Vol. 1, p. 21.  
2227 Exhibit SCE-7, Vol. 1, p. 41, lines 11-13. 
2228 See discussion in Exhibit SCE-27, pp. 39-40. 
2229 Exhibit SCE-7, Vol. 1, p. 20 lines 24-25. 
2230 Exhibit DRA-22C, p. 19. As discussed in Exhibit SCE-7, Vol. 1, p. 21, SCE’s 2012 estimate for Controller’s Department 

Account 923 expenses (which includes the tax consulting expenses) was based on the last recorded year (2009) plus 
identified increments. So, as applied to SCE’s estimating method, only DRA’s proposed adjustment to 2009 recorded 
expenses would be relevant. DRA’s proposed adjustments to years 2005-2008 would be relevant only if the estimate 
were to be based on a recorded average that included those earlier years. 

2231 DRA, Waterworth, Tr. 22/3741, lines 10-15. 
2232 DRA, Waterworth, Tr. 22/3743, lines 1-11. 
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25.8 Allowance for Funds Used During Construction 

As DRA correctly observes: “Allowance for Funds Used During Construction (AFUDC) 

represents the estimated cost of debt and equity funds used to finance utility-plant construction.”2233 

There is no dispute between SCE and DRA over the mathematical formula to be used to compute 

AFUDC. SCE and DRA agree that the AFUDC formula is prescribed by the Federal Energy Regulatory 

Commission and includes as inputs forecast balances of short-term debt (ST debt), long-term debt, 

preferred equity, and common equity.2234 The dispute between DRA and SCE is over the forecast of 

SCE’s ST debt to be used in that formula. SCE’s ST debt forecast for the 2012-2014 period varies 

between $55 million and $454 million, with an average balance of $281 million; DRA proposes that 

AFUDC be computed assuming a constant $1 billion ST Debt balance over that period.2235 

The basis of DRA’s $1 billion ST debt forecast remains unclear. On the one hand DRA’s witness 

testified that SCE should borrow more ST debt.2236 But he also testified that he was not asking the 

Commission to order SCE to maintain a $1 billion ST debt balance.2237 He also testified that DRA’s ST 

debt recommendation should be used in the AFUDC formula regardless of what balance of ST debt SCE 

actually maintains.2238 What seems to be the basis of DRA’s recommendation is that just because SCE 

has the authority to borrow up to $2 billion of ST debt, SCE should be deemed to maintain a $1 billion 

ST debt balance during this GRC cycle, but admittedly DRA’s logic on this point remains unclear. On 

the other hand, it is clear that DRA did not take into consideration the financial consequences of its 

recommendation, as described in detail in SCE’s rebuttal testimony.2239 

SCE’s recorded ST debt balances show the unreasonableness of DRA’s proposal. DRA’s 

prepared testimony acknowledged that SCE’s 2010 ST debt balance averaged $151 million, despite the 

fact that SCE had the authority to borrow more ST debt during that period.2240 Exhibit SCE-64 shows 

that while SCE’s ST debt balances reached $1.893 billion in early 2009, that balance dropped to zero in 

June of that year and remained at zero for the rest of that year. The Exhibit also shows that the high ST 

                                                 
2233 Exhibit DRA-22, p. 27. 
2234 Exhibit SCE-27, pp. 46-47, citing FERC Uniform System of Accounts, Title 18, Code of Federal Regulations, 

Subchapter C, Part 101, Uniform System of Accounts Prescribed for Public Utilities and Licensees Subject to the 
Provisions of the Federal Power Act, Electric Plant Instructions, Section 3.A.17 (also see Exhibit SCE-27, Attachment 
XI-1); Exhibit DRA-22, p. 27, lines 15-16, also citing the FERC formula. 

2235 Exhibit SCE-27, p. 47, line 23; Exhibit DRA-22, p. 30, line 13. 
2236 DRA, Novack, Tr. 21/3594, lines 2-5. 
2237 DRA, Novack, Tr. 21/3595, lines 23-27. 
2238 DRA, Novack, Tr. 21/3596, lines 11-13. 
2239  Exhibit SCE-27, pp. 51-53. 
2240 Exhibit DRA-22, p. 29, line 2. 
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debt balances in early 2009 were due to the financial crisis, and these funds were not used to finance 

AFUDC.2241 From January-July 2010, SCE’s ST debt balance varied from $104.99 million to $445.95 

million, but then dropped again to zero in August 2010 and remained at zero for the remainder of that 

year. The arithmetic average of SCE’s ST debt balance over the period December 2008 through 

December 2010 is $467 million.2242 Figure XI-3 in SCE’s rebuttal testimony extends the 2009-2010 data 

presented in Exhibit SCE-64 through May 2011 and shows that the average balance over that more 

extended period is lower than $467 million.2243 

In sum, the record does not support DRA’s proposal to impute a $1 billion ST debt balance in the 

AFUDC calculation. SCE’s propose $281 million ST debt balance is corroborated by the 2009-2011 

recorded data and should be found reasonable. 

26. CONCLUSION 

For the factual, legal, and policy reasons discussed throughout this opening brief, SCE 

respectfully requests the Commission to issue an order: 

1. Finding reasonable SCE’s O&M expense, capital expenditure and Other Operating Revenue 

estimates as shown in the Joint Comparison Exhibit and the evidence SCE presented. 

2. Approving SCE’s requested revenue requirement of $6.2 billion for test year 2012 and 

authorizing SCE to reflect the test year 2012 revenue requirement approved in this proceeding effective 

January 1, 2012. 

3. Authorizing SCE to continue to use the SONGS 2 & 3 Flexible Refueling Schedule 

mechanism, like those previously adopted and affirmed in SCE’s previous general rate cases. The 

Flexible Refueling Schedule mechanism provides for Refueling and Maintenance Outage O&M 

expenses to be added to post-test year forecasts based on the number of outages forecast to occur in that 

year. 

4. Approving SCE’s proposed uncollectible factor of 0.229 percent, discussed in Section 6.11 

of this brief. 

5. Approving the revised service fees described in Section 6.4 and 6.5 of this brief and 

authorizing SCE to file revised tariffs to implement those revised service fees. 

6. Finding reasonable SCE’s sales forecast and escalation rate estimates. 
                                                 
2241  Exhibit SCE-64, p. XX. 
2242 DRA, Novack, Tr. 21/3591, lines 23-28.  
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7. Continuing the existing Post-Retirement Benefits Other than Pensions (PBOPs) and Pension 

Balancing Accounts. 

8. Continuing the Research, Development And Demonstration Adjustment Clause. 

9. Continuing SCE’s Mohave Balancing Account. 

10. Continuing the existing Employee Stock Ownership Plan Tax Memorandum Account. 

11. Approving SCE’s request to eliminate the Project Development Division Memorandum 

Account, Results Sharing Memorandum Account, Medical Programs Balancing Account, Palo Verde 

O&M Balancing Account, Community Choice Aggregators’ Implementation Costs Balancing Account, 

and Non-Discretionary Cost Memorandum Account. 

12. Approving SCE’s Request to eliminate the Four Corners capital Expenditures Memorandum 

Account to the extent the Commission in this GRC proceeding allows recovery of the capital-related 

revenue requirement associated with Four Corners Generating Station. 

13. Approving SCE’s depreciation rates and proposals discussed in Section 22 of this brief. 

14. Approving SCE’s proposal for implementation of a reduced GRC revenue requirement 

consistent with prior Commission precedent should the sale of SCE’s ownership sale of Four Corners 

Generation Station be approved. 

15. Approving SCE’s proposal for implementing the impact of the reduced Other Operating 

Revenue associated with the Edison SmartConnect program if the GRC decision is delayed beyond 

January 1, 2012. 

16. Approving continuance of SCE’s methodology to functionalize the Commission-

jurisdictional revenue requirement requested in this proceeding between distribution, generation, and 

new system generation cost components. 

17. Approving continuance of SCE’s non-tariffed products and services gross revenue sharing 

mechanism. 

18. Authorizing SCE’s proposed jurisdictional factors to split costs between those recovered 

through rates authorized by the Commission and rates authorized by the FERC for transmission. 

19. Finding that SCE need not submit a Total Factor Productivity Study in its next GRC, as 

discussed in Section 17 of this brief. 

                                                 
Continued from the previous page 
2243 Exhibit SCE-27, p. 46. Figure XI-3 presents SCE’s recorded ST Debt balances in graphical form, but it is clear from the 

data plotted on Figure XI-3 that SCE’s recorded ST Debt balances over the period January-May 2011 is below the $467 
(Continued) 
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20. Re-authorizing the Base Revenue Requirement Balancing Account (BRRBA) that will be 

reviewed in the annual Energy Resource Recovery Account (ERRA) Review proceeding. 

21. Authorizing the post-test year ratemaking mechanism described in Section 16 of this brief 

and authorizing SCE to file advice letters in 2012 and 2013 to implement that post-test year ratemaking 

mechanism. 

22. Authorizing SCE to transfer the balance recorded in the 2012 GRC Memorandum Account to 

the BRRBA for recovery in rates upon review of the recorded entries by the Energy Division in the 

advice letter filed in compliance with a decision in this proceeding. 

                                                 
Continued from the previous page 

million average balance over the 2009-2010 period, making the overall recorded balance less that $467 million. 
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23. Directing SCE to file its next GRC for a test year 2015 pursuant to the procedures set forth in 

the Rate Case Plan (D.89-01-040). 
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