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SUMMARY OF RECOMMENDATIONS 
 

Introduction and Summary 

• SDG&E’s requested revenue requirement of $1.849 billion and SoCalGas’ requested revenue 
requirement of $2.112 billion should be approved for Test Year (TY) 2012.  Cost drivers 
affecting the provision of utility service include increased maintenance and replacement of an 
aging infrastructure and higher medical and pension costs. Changes in permitting and 
environmental regulations increase the cost of service.  Customer growth is driving increases 
in expenses and rate base, and changing customer needs is causing increases in the costs 
associated with serving our customers. 

Policy 

• The Commission should adopt a four year rate case cycle for Applicants – i.e., TY 2012, 
followed by a post-test-year ratemaking period of three additional years. 

• The Commission should adopt a revenue requirement and associated ratemaking mechanisms 
(including post test year ratemaking and appropriate balancing account treatment) which are 
adequate to provide for cost recovery under normal economic conditions that should 
reasonably be expected to return during the course of the SDG&E and SoCalGas GRC term. 

• Applicants’ post test year ratemaking framework, including earnings sharing and 
productivity sharing mechanisms, appropriately shares efficiency benefits with customers. 

• Actual 2010 cost data should be given little or no weight absent the opportunity for a 
complete analysis of all related operational conditions which was not possible in this 
proceeding. 

• UCAN’s characterization of SDG&E’s electric rates is misleading and distorts the discussion 
by omitting important factors. 

Electric and Gas Procurement 

• SDG&E has demonstrated the need for 100% of its electric procurement request, 
meticulously describing the increased and ongoing regulatory pressures that create 
additional, significant operational complexity and drive SDG&E’s reasonably forecasted cost 
increases. 

• SDG&E must diversify its electric portfolio, respond to ongoing environmental regulatory 
changes, and adjust for increasing complexities in the CAISO market.  These complexities 
require increased staffing to plan, schedule, administer, and procure new resources that are 
not only reliable, but eco-friendly. 

• In contrast, DRA provided little or no support for its speculative assumptions and misguided 
recommendations, which would underfund SDG&E’s staffing needs.  SDG&E’s full request 
should be approved. 

• SoCalGas’ forecasted 2012 core gas procurement expenditures are necessary and reasonable. 
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Electric Generation (Non-Nuclear) 

• SDG&E has amply supported its capital and O&M expenses for its Palomar and Miramar 
generation facilities as reasonable and in the best  interest of safety, reliability, and SDG&E 
customers. 

• In contrast, DRA’s recommendations ignore growth in the generating fleet, increased 
regulatory demands brought about to protect grid and network reliability, increased 
maintenance required by aging equipment and increased CAISO-determined run-times 
accompanied by more cycling of the generators, among other things.  DRA testimony also 
ignores SDG&E’s detailed capital testimony and extensive workpapers.  DRA’s electric 
generation testimony is cursory and deficient.  UCAN’s testimony is similarly flawed.  
SDG&E’s full request should be approved. 

SONGS 

• SDG&E has fully supported its SONGS revenue requirement request and it should be 
adopted. 

• SDG&E has fully supported its SONGS O&M Balancing Account that allows SDG&E to 
recover in rates the actual O&M costs billed to it by SCE and it is unopposed. 

Electric Distribution Operations 

• SDG&E has fully supported its distribution Capital and O&M requests; in contrast, DRA’s 
and UCAN’s analyses are highly flawed and should be rejected. 

• Reductions to SDG&E’s electric distribution capital projects should be rejected to ensure 
reliability of service. 

• UCAN’s and FEA’s tree trimming proposals should be rejected as uneconomic and 
impractical.  SDG&E’s requested two way balancing account should be adopted. 

• CCUE’s proposed Reliability Investment Incentive Mechanism is unnecessary and should be 
rejected. 

Gas Distribution Operations 

• SDG&E and SoCalGas have fully supported their distribution Capital and O&M requests; in 
contrast DRA’s and TURN/UCAN’s analyses are highly flawed and should be rejected. 

• Applicants’ expenses for gas system growth are reasonable; additional facilities are needed 
and must be maintained and operated. 

• Funding requested will permit essential succession planning and training caused by the loss 
of experienced personnel with specialized skills, now and in the future. 

• Additional resources are needed to deal with external upward pressures such as changes in 
permitting and environmental issues. 

• O&M funding to meet mandatory Department of Transportation and other regulations should 
be granted. 
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• Gas Distribution capital expenditures for new business, pressure betterment, and other 
important distribution projects are necessary and should be granted 

• Multi-year historical averaging methodologies are used selectively by DRA and other 
intervenors to produce a lower revenue requirement and are inadequate analyses where costs 
are increasing. 

• Intervenors’ proposed cuts would preclude necessary work affecting public safety such as 
cathodic protection and leak repair.  Such expenses should be fully funded. 

• DRA and other intervener recommendations for Gas Distribution accounts would result in 
inadequate funding of O&M expenses, and should be rejected. 

Gas Transmission 

• The utilities’ forecasted 2012 Gas Transmission O&M and capital expenditures are necessary 
and reasonable. 

• Gas Transmission is facing upward cost pressures from new environmental regulations and 
fees that should be fully funded. 

• All of the Gas Transmission funding increases proposed by SoCalGas and SDG&E represent 
direct responses to very real concerns. 

Gas Storage 

• The 2012 storage-related expenditures proposed by SoCalGas represent the funding 
necessary to maintain the integrity of SoCalGas’ underground storage system and to operate 
the fields safely and reliably. 

• DRA’s proposals fail to recognize upward cost pressures from new environmental 
regulations, the need to replace or overhaul aging equipment, and the new requirements from 
making SCG’s own electric system subject to G.O. 95. 

Engineering 

• The Gas Engineering O&M and capital expenses forecasted by SoCalGas and SDG&E are 
reasonable and necessary. 

• SCG and SDG&E should be authorized to recover in base rates the anticipated costs of 
complying with DOT transmission and distribution integrity requirements, and the costs of 
these programs should be accorded two-way balancing treatment. 

• The funding reductions proposed by DRA are not reasonable or consistent with the facts. 

Customer Service 

• DRA’s proposed reductions to Customer Service Operations rely solely on subjective, cherry 
picking of historical data.  DRA fails to provide any sound rationale or consistency in its 
forecasting methodologies. 

• Both SCG and SDG&E’s service territories have undergone growth and diversification, and 
the Commission continues to mandate a variety of new programs.  Customer Services 
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Information requires additional funding to ensure that all customer classes are appropriately 
informed and educated regarding existing programs and all of the newly mandated 
Commission programs. 

• SCG and SDG&E have demonstrated that robust Research, Development and Demonstration 
(RD&D) programs are beneficial to both ratepayers and shareholders, as well as to the 
citizens of California.  Full funding with a sharing mechanism is critical to RD&E program 
success. 

• SDG&E has justified approval of its reasonable O&M and capital expense forecasts for the 
Smart Meter program, to provide reliable and safe customer service to approximately 1.4 
million electric customers  and 860,000 gas customers.  DRA offered no methodology for 
proposed reductions and disallowances and provided no facts or analyses to support their 
reduction proposals. 

Information Technology 

• SDG&E’s and SCG’s Information Technology (IT) requests are reasonably based on an 
increasing demand for services and should be approved.  IT’s efforts and costs are directly 
related to the effective discharge of SDG&E’s and SCG’s core business missions: the safe 
acquisition, production, trading, and delivering and metering of electricity and gas. 

• DRA recommended approving the vast majority of SCG’s and SDG&E’s IT requests.  
DRA’s proposed disallowances are based on inaccurate methodology and should be rejected. 

Administrative & General – Utility Shared and Non-Shared Services 

• Applicants forecasted a reasonable level of test year O&M costs for Fleet Services, which 
reflect the expenditures needed to maintain a functional, reliable and compliant fleet.  DRA’s  
approach of simply deriving lower forecasts without considering impacts to service is not 
prudent.  Absent any substantive challenges to the activities and cost drivers supporting 
Applicants’ forecasts, the record supports the adoption of those forecasts. 

• Applicants’ forecasts for O&M and capital expenditures for Real Estate, Land and Facilities 
are reasonably supported by the specific cost drivers, activities and projects detailed in 
Applicants’ case-in-chief.  DRA, TURN and UCAN relied heavily on 2010 recorded data to 
propose lower forecasts; however, there were material flaws with their approach.  
TURN/UCAN in particular relied on unadjusted 2010 capital spend, which led to excessive 
and unwarranted reductions to Applicants’ capital forecasts.  DRA provided no meaningful 
analysis of the activities, projects and cost drivers supporting Applicants’ forecasts. 

• Applicants’ forecasts for O&M and capital expenditures for Emergency Preparedness & 
Safety are reasonable, whereas DRA focused solely on deriving lower forecasts through its 
selective use of 2010 recorded data.  Absent any substantive challenges to the activities and 
cost drivers supporting Applicants’ forecasts, the record supports the adoption of those 
forecasts. 

• Applicants’ forecasted O&M costs for Human Resources, Long-Term Disability and 
Workers’ Compensation costs are reasonably supported by the specific cost drivers and 
activities contained in their case-in-chief, and will enable Applicants to attract and retain the 
most qualified and competent workforce on behalf of their customers.  Furthermore, the test 
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year forecasts for the cost centers for the CEO, COO and President functions accurately 
reflect the new positions being recorded in those cost centers since the 2010 reorganization. 

• Applicants forecasted reasonable test year O&M costs for Legal and External Affairs, which 
DRA did not challenge.  TURN and UCAN used flawed and inconsistent methodologies to 
forecast Legal costs in the test year.  UCAN’s analysis of SDG&E’s External Affairs costs 
demonstrated a lack of understanding of the shared services presentation contained in 
workpapers and a failure to recognize the customer benefits associated with the various 
outreach activities performed by that organization. 

• The additional accounting resources proposed by SoCalGas and SDG&E will help enable the 
utilities’ accounting organizations to continue to function in an effective manner. 

• The utilities’ methodology for forecasting damage and liability claim payments is more 
appropriate than DRA’s use of a 5-year average for forecasting SoCalGas claims payments 
and using simply 2010 recorded costs for forecasting SDG&E claims payments. 

• External relations expenditures provide substantial benefits to the utilities’ customers and the 
communities they serve. 

• SoCalGas’ and SDG&E’s wellness programs provide substantial benefits to the utilities’ 
employees and customers. 

• Legislative analysis is not lobbying, and it is a reasonable cost for ratepayers to fund. 

• The limited funding increases requested for the Regulatory Affairs division will provide 
substantial customer benefits. 

• The funding reductions proposed by DRA, TURN, UCAN, and FEA are not reasonable or 
consistent with the facts. 

Corporate Center Costs Allocated To Utilities 

• DRA claims that Corporate Center functions are duplicative of SCG and SDG&E functions.  
As the record demonstrates, these functions are in fact not at all duplicative, and DRA’s 
requested reductions should be rejected. 

• DRA proposals to deviate from Corporate Center’s Multi-Factor Allocation method, which 
was utilized in SCG and SDG&E’s most recent 2008TY GRC and has been relied upon since 
the formation of the Sempra companies.  Other than an attempt to inappropriately reduce the 
fair allocations to SCG and SDG&E, DRA provides no basis for this deviation. 

• UCAN and DRA rely on 2010 actuals, which inappropriately weights that singular year and 
fails to consider the circumstances associated with 2010 expenditures. 

• Applicants’ insurance expenses and allocations are reasonable and should be approved.  In 
particular, reliance upon the commercial and reinsurance market is a sound and stable 
approach to risk transfer, and protects SDG&E and its ratepayers from the catastrophic 
wildfire risk exposure it faces. 
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Shared Services and Assets 

• Applicants' Shared Assets policy and billing methodology were not contested by any party 
and should therefore be adopted. 

• Applicants' Shared Services policy and billing methodology were not contested by any party 
and should therefore be adopted. 

Employee Issues / Compensation and Benefits 

• The Commission should adopt as reasonable the Total Compensation Studies conducted by 
Towers Perrin (now Towers Watson) on behalf of DRA, SDG&E and SoCalGas. 

• Because SDG&E’s and SoCalGas’ total compensation packages are at market, the 
Commission should afford SDG&E and SoCalGas the discretion to allocate that total 
compensation among their chosen individual pay components (e.g., base pay, bonuses and 
benefits) without selective disallowances. 

• The Commission should reject parties’ proposals to reduce SDG&E’s and SoCalGas’ 
requests for incentive compensation. 

• The Commission should adopt SDG&E’s and SoCalGas’ reasonable and accurate forecasts 
for benefits for their employees.  DRA’s methodology is extremely inaccurate and should be 
rejected.   

• The Commission should approve SDG&E’s and SoCalGas’ contribution requests to their 
pension and benefit plans subject to two-way balancing accounts. 

Rate Base 

• DRA’s proposal to reduce Applicants’ rate base by $133 million lacks merit, and was 
discredited during evidentiary hearings.  Contrary to DRA’s understanding, Applicants 
properly account for third party reimbursements (TPRs) in accordance with the FERC 
Uniform System of Accounts.  As such, no rate base adjustment is warranted.  This item is 
specifically addressed as a Depreciation issue. 

• TURN’s analysis of SCG's forecasts for new business forfeitures improperly relied on 
unadjusted 2010 recorded data, which materially impacted its proposal.  TURN’s analysis of 
regulator purchases is contrary to sound ratemaking for inventory purchases.  For these 
reasons, Applicants’ forecasts are just and reasonable. 

• SDG&E's treatment of fuel in storage as a component of rate base is consistent with 
Commission authorized treatment since 1982.  DRA's proposal to remove fuel in storage 
from rate base should therefore be rejected. 

• D.07-04-043 adopted the all party settlement provisions in SDG&E’s AMI application, 
including SDG&E’s cost recovery proposal for legacy meters, and a zero or reduced rate of 
return would be contrary to regulatory policy.  Therefore, SDG&E is entitled to a full return 
on its legacy meters or at least a return equal to that granted to PG&E in D.11-05-018. 
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Depreciation 

• DRA did not object to Applicants’ proposed average service lives, which should therefore be 
adopted. 

• DRA proposed future net salvage rates of 0% for 3 plant accounts based on its faulty TPR 
position.  That approach is completely arbitrary and contrary to sound depreciation practices, 
which in turn creates significant intergenerational inequities.  Since DRA presented no 
challenges to the future net salvage studies performed by Applicants, its arbitrary 
adjustments, based on its faulty TPR analysis, should be rejected. 

• TURN/UCAN’s depreciation witness did not introduce any compelling evidence that 
Applicants’ depreciation study results were unreasonable or flawed.  Further, like DRA, 
TURN/UCAN also failed to understand proper accounting for “reimbursed retirements” (i.e., 
TPRs), leading to faulty future net salvage rate proposals and a recommendation for 
burdensome and unnecessary reporting requirements. 

Taxes 

• Contrary to DRA’s understanding of how utility net operating losses (NOLs) are treated for 
ratemaking purposes, Applicants’ treatment of NOLs in this GRC is in full compliance with 
the Commission’s longstanding cost-of-service income tax decision, OII 24, as well as the 
normalization rules contained in the Internal Revenue Code.  DRA’s fundamental 
misunderstanding of OII 24 led to unwarranted adjustments to Applicants’ rate base, which 
should be summarily rejected. 

• DRA's proposed disallowance of meals and entertainment expenses fails to acknowledge the 
role of these expenditures in the provision of utility services.  These expenditures serve a 
legitimate business purpose and should therefore be allowable as an expense item. 

• Applicants’ methodology to compute payroll tax expense is simple and balanced when 
compared with the one sponsored by TURN and UCAN.  DRA’s analysis, which used 2010 
data in a 5-year averaging methodology, is inappropriate.  Applicants' methodology produces 
reasonable payroll tax estimates and should therefore be adopted. 

• DRA, TURN and UCAN fail to demonstrate why their forecast methodologies for franchise 
fees yield a more reasonable result than Applicants’ methodologies. 

Miscellaneous Revenues 

• The Commission should adopt SDG&E’s and SoCalGas’ reasonable forecasts of 
miscellaneous revenues. 

Sales and Customers 

• SDG&E/SCG’s gas customer forecasts are reasonable and based on sound modeling.  The 
use of more recent economic data by DRA and TURN to produce lower customer forecasts 
should not be used because SDG&E/SCG cannot update their forecasts in areas where cost 
drivers are increasing and because they would not be permitted to update their customer 
forecasts if recent data showed greater economic activity. 
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• SDG&E’s electric sales and customer forecasts are reasonable and supported by DRA while 
UCAN’s customer forecast contains fundamental errors. 

Regulatory Accounts 

• No party opposed the methods proposed by SDG&E and SCG to dispose of regulatory 
account balances and therefore these proposals should be adopted. 

• Due to uncertainty over the costs in certain areas, the Commission should authorize the 
requested balancing accounts, including the New Environmental Regulatory Balancing 
Account (NERBA), Transmission Integrity Management Program Balancing Account 
(TIMPBA), Distribution Integrity Management Program Balancing Account (DIMPBA), and 
Tree Trimming Balancing Account (TTBA). 

Escalation 

• SDG&E’s and SCG’s TY 2012 escalation factors are reasonable and should be adopted.  
DRA’s proposal to disregard actual union labor wage increases for 2010 and 2011 
contradicts DRA’s and the Commission’s historic position, would guarantee a revenue 
shortfall, and should be denied. 

• SDG&E’s and SCG’s PTY escalation factors are reasonable and should be adopted.  The 
proposal of DRA and other intervenors to use CPI-U for PTY escalation fails to recognize 
the purpose of an escalation factor to reflect anticipated utility cost inflation by using an 
index not meant to capture utility inflation and would likely result in a revenue shortfall. 

Audit & Accounting Issues 

• SDG&E and SCG’s proposed method of segmenting and reassigning of common costs is 
consistent with FERC guidelines, were not contested by any party to this proceeding and 
should therefore be adopted. 

• Applicants’ proposed proxies for AFUDC rates (i.e., authorized rates of return) closely 
approximate actual-historical AFUDC rates computed under the FERC’s AFUDC formula, 
and should therefore be adopted.  In contrast, DRA’s proposed AFUDC rates show no 
meaningful or reasonable comparison to actual-historical AFUDC rates and amount to 
nothing more than an unsupported cost-cutting measure. 

Summary of Earnings/Results of Operations Model 

• The cost center to FERC mapping process proposed by SDG&E and SCG complies with OP 
22 of D.08-07-046, which required the utilities to present its O&M forecast by cost center, 
but enables them to perform the segmentation, reassignment, and Electric Transmission 
allocation processes consistent with prior rate cases.  No party objected to this process. 

• The Commission should find that SDG&E and SoCalGas have provided an accurate and 
usable RO model. 



xix 
#265001 
   

Post Test Year Revenue Requirement Issues 

• The Commission should adopt Applicants’ proposed post test year ratemaking mechanisms 
and apply them over a three year period following the 2012 Test Year (2013-2015). 

• O&M expenses in post test years should be escalated using utility-specific indices rather than 
the Consumer Price Index. 

• Capital-related revenues should be set using Applicants proposed methodology. 

• Applicants’ earning sharing mechanism should be adopted, consistent with a four year rate 
case cycle.  No earning sharing is appropriate if a term of three years is adopted. 

• No changes to the Z factor mechanism are needed. 

Non-Tariffed Products and Services (NTP&S) 

• SCG and SDG&E have proposed an NTP&S sharing mechanism to create the proper 
incentives to grow NTP&S revenues and provide valuable services to customers while 
allowing ratepayers to garner benefits from the offering or expansion of these services.   The 
proposed sharing mechanism are designed to fairly allocate the benefits from the successful 
offering of NTP&S while protecting ratepayers from the risk of loss due to NTP&S.  This 
proposal is reasonable and should be approved. 

Other Issues 

• The Applicants’ proposed settlement with the Center for Accessible Technology (CforAT) is 
reasonable and should be adopted. 

• Applicants’ stipulation with DRA regarding timekeeping for attorneys is reasonable and 
should be adopted. 

• Applicants’ February 17, 2012 Updated testimony proposed changes to postage rates, 
escalation rates, and forecasted balances in specified regulatory accounts.  These changes 
were not challenged by any party, and the proposals in the update should be incorporated in 
the final decision. 

• SCG already has a broad and effective safety program that incorporates UWUA members 
and management involvement in furthering its safety culture.  Therefore, mandating use of 
UWUA’s proposed System of Safety (SOS) program would not be an effective use of 
ratepayer funds, nor would it improve the safety culture at SCG. 
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 6 

OPENING BRIEF 7 
OF SAN DIEGO GAS & ELECTRIC COMPANY AND  8 

SOUTHERN CALIFORNIA GAS COMPANY 9 
TEST YEAR 2012 GENERAL RATE CASE  10 

 11 

1. Introduction 12 

San Diego Gas & Electric Company (SDG&E) and Southern California Gas Company 13 

(SoCalGas or SCG) (collectively, Applicants) herein file their Opening Brief (Brief) in the above 14 

consolidated General Rate Case (GRC) proceedings. 15 

A. Procedural Background 16 

Applicants filed their Notices of Intent (NOI) to file GRCs on August 1, 2010.  17 

Applicants filed their respective Test Year (TY) 2012 Applications (A.)10-12-005 and A.10-12-18 

006, on December 15, 2010, together with a motion to consolidate the two proceedings because 19 

they presented many closely related questions of law and fact, a motion for a protective order, 20 

and a motion to establish a memorandum account in the event that a final decision was not issued 21 

prior to January 1, 2012.  These Applications were consolidated on January 7, 2011 by a ruling 22 

issued by Administrative Law Judge (ALJ) Wong.  Shortly thereafter a prehearing conference 23 

was held (jointly with Southern California Edison’s (SCE) GRC application) on January 31, 24 

2011.  A scoping memo was issued by ALJ Wong and Commissioner Peevey on March 2, 2011 25 

which set a list of issues to be litigated, granted the Applicants’ requested motions for protective 26 

order and memorandum account treatment, and established a procedural schedule for the case.  27 
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Numerous public participation hearings were held beginning in June, 2011 (jointly with SCE) 1 

and in October 2011 throughout the service territories of the two utilities.  Applicants served 2 

Revised testimony in July, 2011 which incorporated changes due to both new tax laws (as 3 

required by California Public Utilities Commission (Commission or CPUC) Resolution L-411, 4 

dated April 14, 2011) and also to correct errata which had been identified prior to that date.  5 

Rebuttal testimony was served in October, 2011, and approximately six weeks of evidentiary 6 

hearings took place starting November 30, 2011 and completing in late January, 2012.   A 7 

settlement conference was held on February 9, 2012 with regard to a settlement of issues 8 

between Applicants and the Center for Accessible Technology (CforAT).  On February 17, 2012 9 

pursuant to the Rate Case Plan (RCP) and the adopted procedural schedule, Applicants updated 10 

their proposed revenue requirements for the most recent available cost escalation rates, and for 11 

any changes arising from governmental actions -- such as tax or postage rate changes.  SCG and 12 

SDG&E also reflected changes to their revenue requirements agreed to in discovery, rebuttal 13 

testimony or at hearings.  The updated utilities’ combined proposed GRC revenue requirements 14 

(which exclude commodity and electric transmission costs) increased  by $3.9 million for 15 

SDG&E and $5.1 million for SoCalGas in total from the previous revised testimony/errata.  See, 16 

Updated Testimony of SDG&E and SoCalGas (February 17, 2012).   The net result is primarily 17 

due to the offsetting impact of increases from cost escalation and decreases due to testimony 18 

changes. 19 

B. Summary of Recommendations 20 

On a revenue requirement basis, Applicants recommend the following:   SDG&E’s TY 21 

2012 electric revenue requirement is $1.527 billion, SDG&E’s requested gas revenue 22 

requirement is $321 million, and SoCalGas’ requested revenue requirement is $2.112 billion.  23 

The requested revenue requirements are both reasonable and necessary.  As our policy witnesses 24 

testified, SDG&E and SoCalGas must continue to excel in executing our responsibilities in 25 

providing service to our customers and the communities they serve. SDG&E and SoCalGas must 26 

have the resources necessary to meet the needs of the community, and both utilities will continue 27 

to utilize these resources reasonably to ensure that our customers get the greatest value for their 28 

energy service dollar.  Exh. 1 at 19; Exh. 2 at 17.1  SDG&E and SoCalGas will continue to take 29 

                                                 
1 Record exhibits are cited “[party/witness surname, if applicable], Exh. [number] at [page(s):line(s), to the extent 
applicable]. 
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steps to improve our customer service, maintain safety and reliability of our system, and to 1 

execute the installation and integration of Smart Meters into our systems.  SDG&E and 2 

SoCalGas will continue to take affirmative steps to ensure that our workforce and out suppliers 3 

reflect the increasingly diverse face of California and maintain our historical role in providing 4 

economic opportunity to Californians.  Finally, SDG&E and SoCalGas will continue to use 5 

technology to bring greater choice and empowerment to our customers and greater operational 6 

efficiency to our business.  Id.  The Commission needs to approve funding for all of these goals, 7 

as requested in this consolidated GRC application. 8 

The Commission should also approve SDG&E’s request for adequate funding to continue 9 

to take the steps necessary to successfully procure renewable energy from a wide variety of 10 

sources and to integrate these resources, many of which are intermittent resources, onto our grid 11 

in a manner that maintains reliability and affordability.  Exh. 1 at 20.  The Commission should 12 

also approve SDG&E’s request for Smart Grid funding, consistent with State law and policies.  13 

On a subject matter basis, Applicants’ summary of recommendations is set forth in executive 14 

summary/bullet point format, above. 15 

2. Evidentiary Standards and Burden of Proof 16 

This Section of the Opening Brief discusses the Commission’s evidentiary standard and 17 

burden of proof in a ratemaking proceeding.  Pursuant to Section 454 of the California Public 18 

Utilities Code (P.U. Code), rates may only be raised upon a showing that the new rate is 19 

justified.  SDG&E and SoCalGas agree that they have the ultimate burden of proof; the utilities 20 

must justify the reasonableness of their positions in this ratemaking proceeding.  The evidentiary 21 

standard that applies to this burden of proof is one of preponderance of the evidence.  22 

Commission Decision (D.)09-03-025 at 22.  As conclusively demonstrated by the record in this 23 

proceeding and as discussed below in this Opening Brief, SDG&E and SoCalGas’ showings are 24 

well supported, and Applicants have provided the preponderance of evidence of the 25 

reasonableness of their request, consisting of several thousand pages of prepared direct, revised 26 

direct, rebuttal, and updated testimony, extensive workpapers, and hearing room testimony of 27 

over four dozen expert witnesses. 28 

3. Policy Issues 29 
Interpretation of the Rate Case Plan 30 
The Commission’s RCP, as updated in D.07-07-004 contains detailed instructions for the 31 

processing of GRCs.  The RCP states that on Day 77 after the application is filed “Except for 32 
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electric rate design, staff must submit all exhibits, prepared testimony, and evidence including 1 

marginal cost and revenue allocation, and shall serve copies on all parties.  No bulk or major 2 

updating amendments or recorded data to amend the exhibits, prepared testimony, or other staff 3 

evidence shall be allowed thereafter, except as provided on page A35 and Day 280.”  D.07-07-4 

004 at A-13.  The intent of the RCP is that the Division of Ratepayer Advocates (DRA) shall file 5 

their testimony 11 weeks after Applicants – a timeline which normally requires the use of the 6 

same base year historical data for an application filed in early December, 2010.  Staff certainly 7 

cannot prepare testimony in 77 days if it is waiting for 2010 data, which is not available until 8 

well after that time period is past.  DRA is allowed the same limited update opportunity as 9 

Applicants on Day 280 – known changes such as postage, tax rates, etc.  This structure makes 10 

sense in the scheme of the RCP, because the Application was preceded by the NOI.  DRA 11 

already had access to underlying utility data with the NOI, which in this case was filed in 12 

August, 2010.  Furthermore, the RCP allows DRA to begin submitting its Master Data Request 13 

to Applicants as much as six months before the NOI is tendered – which in the present case was 14 

itself five months before the Applications were filed.  The RCP as a whole is designed to have 15 

CPUC staff using the same historical base data as Applicants, and to give both sides plenty of 16 

time to resolve any issues over that data before testimony is prepared. 17 

Base Year 2009 Adjustments 18 
A number of adjustments were made by Applicants to the historical and Base Year 2009 19 

data in order to prepare it for a GRC-presentation format, correct anomalies or errors and 20 

otherwise make it representative of a ‘normal’ year (for purposes of forecasting the Test Year).  21 

The source data was obtained from the utility’s general ledger by Federal Energy Regulatory 22 

Commission (FERC) account and cost-center, and further defined by labor and non-labor 23 

expense type. 24 

There are numerous historical data adjustment processes that are performed to create a 25 

GRC historical data set suitable for use in Test Year forecasting.  The 2005-2009 recorded data 26 

for direct costs are extracted from SAP/BW Accounting Systems.  The extracted data were 27 

loaded into General Ratecase Integrated Database (GRID) to be processed for the 2012 GRC 28 

Filing. 29 

The 2005 through 2009 recorded went through the following adjustment processes in 30 

GRID: 31 
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1) Adjustment for Company-wide Exclusions2   1 
2) Assignment of cost centers3 to witnesses or functional areas4   2 
3) Segmentation of the data between Non-Shared (NSS) and Shared Services (USS).  3 

Every cost center was tagged whether they are NSS and USS.5  4 
4) Review and adjustments by Planners/Witnesses:  The planners reviewed their 5 

assigned areas and made several types of adjustments6  6 
5) Added Vacation & Sick (V&S) to labor dollars. 7 

In short, an extensive and time-consuming process was undertaken in order to assure that the 8 

Base Year data in particular, and also all the historical data (2005-2009) used in Applicants’ 9 

GRC testimony and workpapers was thoroughly evaluated for accuracy.  First, because it is 10 

possible that certain data was originally posted in error, adjustment or movement of that amount 11 

is appropriate.  Second, it is possible that certain data, although posted accurately, required 12 

adjustment due to being either a one-time expense or an expense that is excluded from the GRC.  13 

Finally, the data needed to be segmented into two sections: non-shared service expenses and 14 

shared service expenses; and some historical data had to be transferred to different cost centers to 15 

be comparable to the presentation of costs in TY 2012. 16 

3.4 Adjustment Method to Forecast Test Year 2012 17 
Applicants used numerous methods to forecast TY 2012 expenses, as described in 18 

testimony and rebuttal. 19 

3.5 Use of 2010 Recorded Data 20 
SDG&E and SCG based their Test Year forecasts on a careful and thorough analysis of 21 

historical 2005-09 data and future needs to derive the most accurate Test Year forecast possible.  22 

                                                 
2 There is an automated process in GRID to remove costs not relevant to the GRC.  These are costs relating to 
refundable programs such as CARE, DAP, DSM, as well as costs that are requested in other proceedings such as 
electric transmission costs, company use fuel, gas purchased cost, and so on. 
3 Unlike previous GRC submissions by SDG&E and SoCalGas, but consistent with Ordering Paragraph 22 of D.08-
07-046, the presentation of all O&M data was done by cost center. 
4 Every cost center were then assigned to a witness and their support teams for their area of responsibility 
5 The NSS cost centers were grouped into workpaper groups depending on function and cost drivers.  For example, 
all branch office cost centers will be grouped into 1 workpaper group called 1BO000.000.  This was to reduce the 
number of cost centers to be physically presented in testimony and workpapers.   The USS cost centers were 
processed individually because each cost center has their own allocation percentages to bill the other utility or 
affiliates. 
6 Transfer adjustments– the planner can transfer costs from one USS cost center/NSS  to another USS cost 
center/NSS workpaper group.  This might due to re-organization or consolidating costs to a particular witness for 
GRC purposes. 
One-sided adjustment – the planner can remove costs due to non-recurring costs or accounting adjustments not 
appropriate for GRC. 
NSE transfers – Planners can transfer a non-labor costs to NSE (non-standard escalation for costs that have a 
different escalation than standard escalation from Global Insight.  Examples are lease payments, corporate billings to 
utilities, etc. 
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This section discusses the approach of DRA and intervenors to use 2010 recorded cost data to 1 

reduce the Test Year forecasts of O&M and capital spending. 2 

3.5.1 In Many If Not Most Cases, SDG&E/SCG O&M Forecasts Focused on 3 
TY 2012 Rather Than 2010 and 2011. 4 

In preparing its GRC O&M forecasts, SDG&E and SCG were focused squarely on TY 5 

2012 since the Test Year forecast is the basis for the Commission to establish the authorized 6 

revenue requirement.  While SDG&E and SCG included O&M forecasts for 2010 and 2011 for 7 

“presentation” purposes,7/ these intervening years are not typically used for any purpose in the 8 

Commission’s analysis of historical spending to develop the Test Year O&M forecast.  In many 9 

if not most cases, SDG&E and SCG merely used the Test Year base O&M forecast as the base 10 

forecast for 2010 and 2011 without attempting to make any upward or downward adjustments 11 

that would be made if these years were used for any purpose other than mere illustration.  As 12 

SCG policy witness Ms. Smith testified: 13 

For O&M we use base year 2009.  And then each one of the experts would 14 
use the best or most appropriate methodology to estimate 2012.  So they don’t 15 
necessarily plan their intermediary years.  But the focus per rate case plan is to 16 
use the base year 2009 and then to come up with the best estimate of revenue 17 
requirement for [2012] on the O&M side.8/ 18 

Ms. Smith’s description of the GRC O&M forecasting process was confirmed by the 19 

testimony of other witnesses.  For example, SDG&E/SCG Gas Distribution witness Ms. Orozco-20 

Mejia explained that the TY 2012 forecast was the focus, not the 2010 forecast: 21 

Q.  The last sentence there says:  There is not a clear comparison between SCG gas 22 
distribution 2010 forecast and 2010 actual spending. 23 
Are you saying there that the forecast O&M figures for 2010 were not meant to be an 24 
accurate forecast? 25 
A.  What I meant there is, as I was indicating earlier, that the focus was for the 26 
Test Year 2012 and not so much for the test – I’m sorry – for the Year 2010. 27 

Just to give you an example of what I meant there is in some instances we’ve 28 
used averages, a five-year average, for example.  And we’ve used the same 29 
five-year average for the three years, ’10, ’11, and ’12.  And that was because 30 
we believe that we are going to be at the five-year average by the Test Year 31 

                                                 
7/ The record transcript is cited “[party/witness surname, if applicable], Transcript [Tr.] Volume [Vol.] [number] at 
[page(s):line(s), to extent applicable].  SDG&E/SCG/Orozco-Mejia, Tr. Vol. 13 at 1134.   
8/ SCG/Smith, Tr. Vol. 11 at 861.  Ms. Smith actually said “2010” rather than “2012” in the last line of this quote 
where the brackets are shown, but she clarified in response to the following question that she meant to say “2012” 
rather than “2010.”   
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2012.  However, we use the same number for ’10 and ’11 now because it’s an 1 
average. 2 

Now there will be – and ’10 could be higher than the average or it could be 3 
lower, and same thing for ’11. 4 

But our belief is that the test year will be at that average number.  And that’s 5 
what we mean by when we say here that the actual 2010 is not – we cannot 6 
compare it in the same manner that we would be analyzing the Test Year 7 
2012.9/ 8 

Even in the limited time available between intervenor and rebuttal testimony, SDG&E 9 

and SCG were able to show many specific instances where the GRC 2010 O&M forecast 10 

included costs that did not actually occur in 2010 but would occur in TY 2012: 11 

 In the area of SCG Gas Operations Services (GOS), employees were transferred to the 12 
[Operational Excellence] OpEx 20/20 program from 2006-10 but will return to GOS by TY 13 
2012.  In 2010 alone, 7.6 [Full Time Equivalents] FTEs and $703,050 of O&M were still 14 
assigned to OpEx 20/20 but would return to GOS by 2012.10/ 15 

 SDG&E similarly transferred employees in the mapping organization temporarily to the 16 
OpEx 20/20 program in 2010.11/ 17 

 For the Measurement and Regulation work group in Gas Distribution, SDG&E “identified 18 
$126,000 of 2010 recorded expenses, reflecting the partial-year impact of a number of 19 
employees’ labor dollars that typically charge to this work group charged instead to an 20 
organization outside of Gas Distribution.”12/ 21 

 In the case of incremental O&M costs to comply with new environmental regulations, Ms. 22 
Haines commented on DRA’s use of 2010 recorded costs for the TY 2012 O&M forecast:  23 
“DRA’s use of 2010 data without compensating for the reasonably anticipated incremental 24 
future changes does not provide for environmental costs for compliance-related activities due 25 
to new or modified regulations.”13/ 26 

 For incremental O&M in Gas Distribution, SDG&E explained that:  a delay in the roll-out of 27 
OpEx 20/20 delayed training for new technologies past 2010;14/  GIS training was delayed to 28 

                                                 
9/ SDG&E/SCG/Orozco-Mejia, Tr. Vol. 12 at 1139-1140.  See, also:  Id. at 1133 (“So when we start to look at the 
2010 data, for example, the focus of our assessment was not the 2010 forecast.  It was the test year.  And so a lot of 
our effort went into determining that.  So to compare the actuals to the forecasts on the years leading up to the test 
year, I do not think it’s appropriate.  The focus should be on the test year.”); Id. at 1134 (“Q.:  Now with respect to 
expenses as opposed to capital, as part of your forecast for Test Year 2012, you forecast the expenses for 2010; is 
that right?  A:  Our forecast was the Test Year 2012.  Q:  But you did prepare forecasts for 2010; isn’t that right?  A:  
Yes, for presentation purposes, we did.”).   
10/ SCG/Orozco-Mejia, Exh. 29 at 90-91.   
11/ SDG&E/Orozco-Mejia, Exh. 25 at 35; Tr. Vol. 13 at 1301-02.   
12/ SDG&E/Orozco-Mejia, Exh. 25 at 32.   
13/ SDG&E/Haines, Exh. 327 at 4.  See, also, Tr. Vol. 26 at 3360 (“The methodology that DRA suggested was not 
the methodology that we thought was most representative of the changes that could occur from a regulatory … 
requirement.”).   
14/ SDG&E/Orozco-Mejia, Tr. Vol. 13 at 1304.   
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2011;15/ the 2010 forecasted number of regulator station lid replacements was not achieved 1 
due to the reallocation of personnel to pipeline integrity work which delayed the lid 2 
replacements by a few months;16/ and wireless communication fees continued to be paid by 3 
the OpEx 20/20 program rather than by the gas operations group as originally anticipated for 4 
2010.17/ 5 

Any comparisons of 2010 actual O&M cost data to the 2010 O&M forecast submitted in 6 

the GRC should be viewed with caution and no inference can be drawn regarding the accuracy of 7 

the TY 2012 O&M forecast.  The suggestion of certain intervenors that 2010 actual costs lower 8 

than 2010 forecasts shows that TY 2012 forecasts should likewise be lower is therefore 9 

misplaced and should be rejected.   10 

3.5.2 In Many If Not Most Cases, SDG&E/SCG Capital Forecasts Focused on 11 
the Three-Year Period 2010-12 Because Capital Projects Can Be Delayed 12 
From One Year to the Next But Still Be Expected to Occur By the Test 13 
Year. 14 

Unlike O&M where the focus of SDG&E/SCG’s forecasts was on TY 2012, capital 15 

forecasts were in fact prepared for 2010, 2011, and 2012 separately and, in some cases, used a 16 

zero-based approach reflecting specific capital projects planned for the intermediate years.  17 

However, capital forecasts in many if not most cases were based on the entire three-year period 18 

of 2010-12.  As Ms. Orozco-Mejia testified regarding the capital forecast for Gas Distribution:   19 

Q.  Now let’s talk about capital spending.  Are you saying that forecast capital 20 
expenditures for 2010, that that forecast was not meant to be an accurate 21 
forecast? 22 

A.  No, for capital, also as I indicated earlier, the process is a little different. 23 

There we do look at each year, but also look at the three-year funding 24 
requirement.  Because again, as I said, in the capital side, it’s that we are 25 
dealing with projects, and there are projects that move from one year to the 26 
next.  So even though one year may be lower in some areas and higher in 27 
some areas, overall we look at the three-year sum.18/ 28 

A good example of capital projects being delayed is the area in Gas Distribution for 29 

“Pressure Betterments” where capital projects are “performed on an ongoing basis to maintain 30 

system reliability and service to all customers…in areas where there is insufficient capacity or 31 

                                                 
15/ Id.   
16/ Id. at 1305.   
17/ Id.   
18/ SDG&E/SCG/Orozco-Mejia, Tr. Vol. 12 at 1140-41.  See, also:  Id. at 1135 (“Yes, for the capital, that forecast is 
– we do look at each year specifically, but also look at the entire requests for the three years, meaning that because 
of [the] way capital works, there are projects that could be delayed from one year to the next.  Therefore, we look at 
the entire request for the three years.”)   
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pressure to meet load as new load is added to the gas distribution system.”19/  SDG&E/SCG Gas 1 

Distribution witness Ms. Orozco-Mejia explained why the 2010 actual SCG cost was $9.34 2 

million compared to the 2010 forecast of $10.936 million: 3 

A.  As I indicated before, when it comes to capital, because of the nature of 4 
the work we perform, some projects will fall into another year, particularly if 5 
we have permitting issues or we have any kinds of issues – securing 6 
environmental permits, access to the right-of-way, et cetera.  And also because 7 
of the size of the projects that we deal with in these areas, just the delay in one 8 
project can make a significant difference.  So we have to look at the three-year 9 
sum when it comes to the capital request.20/ 10 

While counsel for TURN attempted to characterize greater-than-average spending for 11 

Pressure Betterment in 2006 as an “outlier,” Ms. Orozco-Mejia explained that the historical cost 12 

data for pressure betterment projects simply represents the work that needs to be done at that 13 

time and projects can be delayed so that an individual year may be significantly higher than 14 

average: 15 

A.  I wouldn’t say it was an outlier…. [T]hose were the projects that needed to 16 
be done at that time.  And it is possible that as we look into the future, if we 17 
have projects that are large projects, and that’s the case sometimes with 18 
pressure betterment, that we could have projects that push the expenditures for 19 
one particular year higher than … the average that we forecasted.21/ 20 

In the SDG&E Gas Distribution capital Budget Code 5542, SDG&E forecasted costs for 21 

the Commission-approved “Smart Meter” project.  SDG&E forecasted spending of $50.472 22 

million for 2010, $12.713 million for 2011, and zero for 2012.  DRA used the actual 2010 cost of 23 

$43.890 million for 2010 and accepted SDG&E’s 2011 and 2012 forecast.  Yet, the total project 24 

budget of $63.185 million has not changed, just the timing of the costs as SDG&E spent less in 25 

2010 but will spend more in the latter time period.  Under DRA’s proposal to set the revenue 26 

requirement based on 2010 actual costs, the project would be significantly underfunded. 27 

Similarly, with respect to SDG&E Project 8253 (installing capacitors at electric 28 

substations), DRA used the actual 2010 cost of $1.685 million22/ for a new project that began in 29 

2009 and has been ramping up each year and for which SDG&E still plans to spend the 30 

cumulative three-year project forecast of $7.206 million for 2010-12 forecasted at $2.402 million 31 

                                                 
19/ SCG/Orozco-Mejia, Exh. 26 at  61.   
20/ SDG&E/SCG/Orozco-Mejia, Tr. Vol. 12 at 1198.   
21/ Id.   
22/ DRA/Krannawitter, Exh. 485 at 15.  DRA compounded this error by forecasting a declining trend for 2011 and 
2012 even though costs each year have been increasing. 
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each year.  In the area of shared services, TURN relied on 2010 unadjusted SCG real estate 1 

capital costs of $1.99 million,23/ but the final 2010 costs, including amounts billed to SCG by 2 

SDG&E, were $22.7 million, thus understating actual costs by over $20 million and 3 

demonstrating that 2010 cost data can be unreliable. 4 

The Commission should therefore use the SDG&E and SCG 2010 capital forecasts to 5 

establish the 2010 capital-related revenue requirement rather than actual 2010 capital costs.  If a 6 

2010 project is delayed into 2011 or even 2012, the three-year sum of capital costs would not be 7 

reduced, but only the timing of the capital expenditure would be affected.  Actual 2010 capital 8 

costs lower than forecast therefore should not be used to justify a lower revenue requirement for 9 

any of the three years in the GRC capital forecast. 10 

3.5.3 For 2010 Actual Cost Data to Be Used Properly, It Would Be Necessary 11 
to Conduct a Complete Analysis of Interrelated Cost Drivers Which 12 
Would Be Time-Consuming And Would Not Be Permitted By the Rate 13 
Case Plan. 14 

It takes many months to prepare a GRC for major energy utilities like SDG&E and SCG.  15 

It is necessary to conduct a thorough review of historical data to identify cost drivers and 16 

determine which forecast method is the best predictor of base spending for the Test Year.  It is 17 

also important to identify any new work elements expected to be necessary in the Test Year that 18 

are not reflected in the base forecast.  It is therefore not surprising that preparation of GRC Test 19 

Year forecasts is a process that takes more than a year. 20 

The introduction of 2010 actual cost data through DRA and intervenor testimony does 21 

not allow for a careful and thorough analysis of interrelated cost drivers.  Intervenors argue that, 22 

in areas where 2010 actual spending is less than forecast, the 2012 forecast should be reduced.  If 23 

actual 2010 cost data is less than the historical five-year average for a given cost category, 24 

intervenors propose that the 2010 data be used to create a new average for that category, often 25 

for shorter time periods to enhance the effect of using lower 2010 data in the average.  These 26 

approaches, however, are overly simplistic and fail to reflect a thorough analysis of underlying 27 

cost drivers.  As SDG&E/SCG Gas Distribution witness Ms. Orozco-Mejia testified:   28 

Allowing 2010 data into this application without an overall evaluation of 29 
interrelated operating conditions denies the applicant the ability to:  examine 30 
the new data points relative to operational issues, evaluate the data as it might 31 
relate to longer-term operational changes and potentially incorporate recent 32 

                                                 
23/ TURN/Nahigian, Exh. 550 at 3. 
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changes to operations, and address influences of external factors that may 1 
have arisen over the past year.24/ 2 

While SDG&E and SCG were able to identify some of the reasons why 2010 costs were 3 

less than the 2010 forecast in the few weeks between DRA/intervenor testimony and rebuttal 4 

testimony, they did not have the time needed to prepare the same sort of comprehensive analysis 5 

of interrelated cost drivers forming the basis for the Test Year forecasts submitted with the 6 

application.  Indeed, the Commission’s RCP specifically prohibits applicants from submitting 7 

“bulk or major” updates of cost forecasts in rebuttal testimony.25/  To fully understand the 8 

significance of actual 2010 cost data on operations, however, such a “bulk or major” update, 9 

preceded by the significant amount of time necessary for the analysis supporting such an update, 10 

would be required.  Allowing “bulk or major” updates in rebuttal testimony would therefore 11 

significantly delay GRC processing time.  In the absence of a complete and thorough analysis of 12 

2010 data and resulting bulk or major update of cost forecasts, 2010 actual cost data should not 13 

be used by the Commission in evaluating the reasonableness of Test Year forecasts. 14 

3.5.4 SDG&E and SCG Used 2010 Cost Data Only in Response to DRA and 15 
Intervenor Testimony Relying on 2010 Data. 16 

Intervenors might argue that they should be permitted to rely on 2010 actual cost data 17 

because SDG&E/SCG used such data in selected areas of their rebuttal testimony.  However, the 18 

use by SDG&E and SCG of such data was in response to DRA and intervenor testimony relying 19 

on 2010 data to try to reduce the authorized revenue requirement.  Even in the limited time 20 

available for rebuttal testimony, SDG&E and SCG were able to identify specific reasons why 21 

2010 spending in particular areas was lower than the 2010 forecast or not otherwise indicative of 22 

expected Test Year spending, just in case the Commission should decide to use 2010 actual cost 23 

data in this GRC.  However, SDG&E and SCG urge the Commission not to rely on 2010 data 24 

presented by any party, including SDG&E/SCG, as it was not subjected to the same sort of 25 

rigorous analysis as the historical cost data used to prepare the GRC application.   26 

 27 

 28 

                                                 
24/ SCG/Orozco-Mejia, Exh. 29 at 4.  See, also, SDG&E/SCG/Orozco-Mejia, Tr. Vol. 13 at 1224 (“And there are 
very specific reasons as to why it makes sense to select a forecast category over another.  And it’s normally because 
of the driver, the work drivers … what we are saying is we do not think it’s appropriate to include the 2010 data 
without being able to do a full assessment….”).   
25/ See, D.07-07-004, Appendix A at A-14 (“No bulk or major updating amendments or recorded data shall be 
allowed in rebuttal evidence.”).  
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3.6 Productivity Issues 1 
In Exhs. 446 (SDG&E) and 448 (SCG), Applicant’s witness Dr. Lowry calculated 2 

industry-wide average total factor productivity (with supporting workpapers in Exhs. 447 and 3 

449, respectively).  The trend of the TFP in the national gas industry was determined to be 1.18% 4 

growth per annum.  Exh. 446 at 2.26   See also, Exh. 448 at 2.27  The trend of the TFP in the 5 

national electric distribution industry was determined to be 0.88 % growth per annum.28  Exh. 6 

446 at 3.  Based on DRA’s replication of Dr. Lowry’s power and gas distribution TFP results and 7 

DRA’s alternative output scenarios for the electric sector, DRA witness Renaghan concluded 8 

that the TFP results presented by the Applicants are reasonable.  There is no controversy in the 9 

area of deriving industry wide TFP factors, although parties differ on how this data should be 10 

applied in ratemaking.  Productivity issues are addressed in the post test year ratemaking portion 11 

of this Brief. 12 

3.7 Term for Rates Adopted In This Proceeding 13 
This section of the Opening Brief addresses the term for rates adopted in this proceeding, 14 

which is not as simple as it first sounds.  Once rates are set for the TY 2012 there are a number 15 

of issues related to the term of Applicants’ post test year (PTY) ratemaking.  The term of the rate 16 

case cycle is closely intertwined with the details of the adopted PTY ratemaking mechanism, 17 

such as the appropriate mechanisms for O&M escalation and Capital-related cost escalation; 18 

earnings sharing; and related topics including productivity, Z factors, and so on.  As far as the 19 

literal “term” for rates adopted here, there are essentially two schools of thought – parties who 20 

recommend four years – (Applicants, DRA and Utility Consumers Action Network (UCAN)) 21 

and parties who recommend a shorter, three year cycle (Southern California Generation 22 

Coalition (SCGC) and Federal Executive Agencies (FEA)).  Applicants believe that their PTY 23 

                                                 
26 The average trend in the productivity of all sampled gas distributors was found to be 1.18% growth per annum 
over the full 1999-2008 period and .99% per annum over the five most recent years. The trend in the productivity of 
California’s three large gas distributors was 1.97% growth per annum over the full sample period and 2.00% per 
annum over the five most recent years. The trend in the productivity of SDG&E’s gas distributor operation was 
1.43% growth per annum over the full sample period and 2.90% per annum over the five most recent years.   
27 The trend in the productivity of SoCalGas was 2.02% growth per annum over the full sample period and 1.49% 
per annum over the five most recent years. 
28 The average trend in the productivity of the sampled power distributors was found to be 0.88% growth per annum 
over the 1999-2008 period and 1.29% per annum over the five most recent years. The trend in the productivity of 
California’s three large power distributors was 1.15% growth per annum over the full sample period and 1.75% per 
annum over the last five years of the period. The trend in the productivity of SDG&E’s power distributor 
operations was a 0.10% increase per annum over the full sample period and 0.85% growth per annum over the five 
most recent years. 
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ratemaking proposal represents the most balanced and reasonable method of updating the 1 

revenue requirements and provides strong incentives for the Applicants to achieve sustained 2 

efficiencies in their business practices over the course of the rate case cycle. 3 

DRA supports a four year GRC term, as proposed by Applicants.  DRA also does not 4 

oppose many aspects of the Applicants’ PTY ratemaking proposal such as separate escalation of 5 

O&M and capital-related costs, use of an earnings sharing mechanism, applying customer 6 

growth as a productivity offset, Z-factor mechanism, and continuation of balancing account 7 

treatment for revenues related to sales fluctuation.  Of course, DRA also proposes modifications, 8 

such as escalating O&M expenses and recorded net plant additions using the Consumer Price 9 

Index (CPI) instead of industry-specific indices, and a different earnings sharing mechanism, 10 

among other things. 11 

In contrast, some intervenors propose a three year term for rates adopted in this 12 

proceeding.  SCGC proposes a three year GRC term, but with application of a productivity 13 

adjustment and stretch factors to both O&M and capital.  FEA proposes a three year GRC term 14 

with no O&M escalation, and opposes SDG&E’s capital-related revenue escalation proposal. 15 

If anything is apparent from the above, it is that the actual length of time that rates are to 16 

be in place following this proceeding largely depends (in practically every party’s view) on 17 

putting the appropriate type of ratemaking in place.  While Applicants recommend a four year 18 

term, that recommendation depends upon the Commission adopting sensible and balanced 19 

ratemaking mechanisms for the post-test-year period.  Many of the intervener PTY proposals do 20 

not meet this criteria, for reasons thoroughly described later in this Brief.  For now, at a policy 21 

level, the essential point is that a longer period is desirable if the appropriate ratemaking is in 22 

place over that longer time frame.  Other factors may also come into play, as set forth below. 23 

A. Longer GRC Term Promotes Efficiency Gains 24 

DRA proposes a four year GRC term, i.e. a TY 2012 and three PTYs (2013-2015).  Exh. 25 

529 at 2.  UCAN also supports this longer term.  A four year term ensures that the timing of the 26 

Applicants’ next GRC does not conflict with the expected timeframe of Pacific Gas & Electric 27 

Company’s (PG&E) and SCE’s GRC filings.  Applicants agree that significant benefits result 28 

from a longer GRC term, and that these should be the primary determining factor in deciding 29 

upon the length of the rate case cycle (although workload and other GRCs are relevant).  The 30 

additional operating incentives provided under the longer GRC term should provide benefits to 31 
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both customers and shareholders while mitigating the risks of the longer term through 1 

continuation of an earnings sharing mechanism, as proposed in the PTY framework.  The 2 

Commission has previously adopted rate case terms longer than the traditional three-year cycle.  3 

SoCalGas received rate case terms of a minimum of five years in D.97-07-054 that was extended 4 

through 2003 pursuant to D.01-10-030 (1997-2003) and four years in D.04-12-015 (2004-2007).  5 

SDG&E received rate case terms of five years in D.94-08-023 (1994-1998), four years in D.99-6 

05-030 that was extended an additional year pursuant to D.01-10-030 (1999-2003) to five years, 7 

and four years in D.04-12-015 (2004-2007).  The Commission also recently adopted a four-year 8 

GRC term for PG&E in D.07-03-044 (2007-2010). 9 

SCGC and FEA propose a three year GRC cycle, i.e. only two PTYs.  SCGC proposes a 10 

two-year PTY period based on the fact that the utilities have filed a Pipeline Safety Enhancement 11 

Plan in response to D.11-06-017 that could potentially increase utility investments by $1.456 12 

million over the next four years (2011-2015).  Exh. SCGC-1 at 9.  However, the fact that this 13 

separate proceeding is underway is an inadequate reason to adopt a shortened GRC cycle. 14 

FEA states that “[s]aving GRC preparation cost by one year of GRC deferral is not a 15 

compelling reason to extend the normal three-year GRC period an additional year into 2012. 16 

This involves a period when the Company is making significant changes to its infrastructure and 17 

operations, thus a normal three-year GRC would be appropriate.”  Exh. 557 at 10.  These 18 

intervenors fail to understand the goal of promoting long-term efficiencies through the use of 19 

carefully designed and balanced incentives, and instead would retreat to a command-and-control 20 

approach that does not encourage any form of substantial investment with long-term benefits.  21 

The longer term of the proposed PTY mechanism in combination with earnings sharing 22 

(which is not generally part of a conventional three year cycle) provides better incentives for 23 

productivity gains than a three year alternative (particularly one with no earnings sharing).  24 

Reducing costs typically requires making up-front costly investments, in the form of equipment, 25 

automation or new training or other management tools to make the means of producing utility 26 

services more efficient.  Within the short time frame of a three year GRC, the up-front costs not 27 

included in the GRC request are at the expense of the shareholder while the future benefits are 28 

likely to accrue in large part or entirely to customers as the benefits would be included in the 29 

future true-up.  Applicants would never have an incentive to invest in projects with a payback 30 

period beyond three years.  This limitation would preclude many potential technological 31 
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improvements, and is short sighted (literally).  Examples include the OpEx initiatives discussed 1 

in Mr. Phillips’ testimony, Exh. 183.  In the short term, the Applicants would need to absorb the 2 

cost of unfunded initiatives, and higher costs associated with depreciation of shorter-lived IT 3 

assets.  The first year when annual benefits from OpEx were projected to exceed OpEx costs is 4 

2011 with cumulative net benefits occurring in 2014, assuming that the projects are implemented 5 

on-time and within budget, and generate the efficiency gains assumed in the business cases.  6 

SDG&E/Emmrich, Exh. 398 at 8.  Such long term planning would need to be thrown out the 7 

window as pointless if short term ratemaking were in place. 8 

Applicants have also proposed a productivity sharing mechanism as a means of achieving 9 

the proposed progressive productivity targets, with any additional efficiencies shared with 10 

customers.  The PTY framework was designed contemplating that the Applicants would operate 11 

efficiently, and try to improve efficiencies, and is designed to allocate benefits to customers and 12 

shareholders in an equitable manner.  SDG&E/Emmrich, Exh. 402 at 19-20. 13 

A three year GRC term encourages a short-term focus on cost savings.  Continual rate 14 

case cycles distract employees from focusing on running the business and solving many of the 15 

other critical energy issues facing California – e.g. how to successfully achieve California’s 16 

aggressive renewable portfolio standard and Assembly Bill (AB) 32 greenhouse gas (GHG) 17 

goals while minimizing the associated costs.  The proposed four year term of the Applicants’ 18 

PTY mechanism provides a longer term investment horizon that allows both costs and benefits to 19 

be achieved within the PTY period.  An improved focus on the long term benefits ratepayers by 20 

guaranteed reductions to revenue requirements associated with the proposed progressive 21 

productivity targets.  Customers share in the net benefits as the utility is more likely to achieve 22 

efficiencies that exceed the productivity targets.     23 

Applicants recommend that the Commission adopt their proposed four year term for this 24 

rate case cycle, along with Applicants’ PTY ratemaking mechanisms.  Further discussion of the 25 

term of the rates adopted is contained in the PTY ratemaking portions of this Brief, Sections 27 26 

through 29. 27 

3.8. State of the Economy and Related Issues 28 
3.8.1 Presentation of Gas and Electric Rates 29 

SDG&E and SCG submitted direct testimonies and workpapers summarizing the present 30 

and proposed electric and gas revenues and rates, and presenting estimates of residential 31 
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customer bill impacts, associated with the TY 2012 GRC requests.29  While parties to this 1 

proceeding have contested aspects of Applicants’ revenue requirement proposals, which will 2 

impact rates if adopted, there were no specific challenges to Applicants’ presentation of rate and 3 

bill impacts associated with the proposed revenue requirements. 4 

SDG&E submitted rebuttal testimony addressing UCAN’s assertions that SDG&E’s 5 

electric rates are excessive.30  UCAN’s selective characterization of rates omits relevant facts and 6 

thereby misleads by distorting the context in which to view electric rates.31  Electric rates are 7 

correlated with monthly residential usage:  the lower the usage, the fewer kilowatt-hours (kWhs) 8 

over which to recover costs, making electric rates higher.32  Because SDG&E’s average monthly 9 

residential usage was among the lowest in the nation among investor owned utilities, this 10 

translates to higher than “average” rates per kWhs.33  However, SDG&E’s average monthly 11 

electric bills are not among the nation’s highest.34  UCAN also omitted the fact that PG&E and 12 

SCE have approximately 4 to 5 times the volume of sales than SDG&E, and that SDG&E has a 13 

larger proportion of residential sales relative to other customer segments within its service 14 

territory,35 which undercuts UCAN’s suggestion that SDG&E’s electric rates are out of step with 15 

those other utilities.36  Lastly, UCAN’s vague inference that rate reductions associated with 16 

expiring CDWR contracts “do not appear to be materializing”37 is disingenuous, as SDG&E’s 17 

year-end advice letters reflected reductions to rates resulting from expiring contracts.38  In 18 

summary, UCAN provides no credible evidence on electric rates in this GRC. 19 

3.8.2  Impact of Economic Conditions on Ratemaking 20 
The Joint Parties have argued that rates should be held down by the Commission because 21 

of the so-called “Great Recession.”  Other intervenors have made similar arguments.  However, 22 

the economy is growing and utility rates should continue to be cost-based regardless of current 23 

economic conditions, which are constantly in flux.  There is no evidentiary basis for doing 24 

anything to the contrary.   SDG&E’s policy witness Niggli noted that there were signs of 25 

                                                 
29 Exhs. 427, 428, 430 & 431. 
30 SDG&E/Fang, Exh. 429 at CF-2. 
31 Id. 
32 Id. 
33 Id. at CF-3. 
34 Id. 
35 Id. at CF-3 to CF-4. 
36 UCAN/Shames, Exh. 555 at 10. 
37 Id. at 22-23. 
38 SDG&E/Fang, Exh. 429 at CF-4 and Attachment 2. 
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improvement in the economy.  SDG&E/Niggli, Tr. Vol. 12 at 1072.39  As stated in Applicants’ 1 

policy testimony, while we recognize economic hard times, adjustments were made in the GRC 2 

when it was filed, and the funding requested is necessary to run the utilities safely, reliably, and 3 

in compliance with law.  As SoCalGas’ policy witness explained: 4 

I may just add because in both of our testimonies we do acknowledge the fact that these 5 
are economic hard times.  And part of our proposal did take that into consideration in 6 
terms of forgoing, on our working cash requirement, $40-some million and also deferring 7 
the required funding for our pension plan in hopes that perhaps a year from now the 8 
market would turn around and we would not need to collect that shortfall from our 9 
customers. So I think we did take that into consideration. All that said, as Mr. Niggli 10 
pointed out, we have to run our business safely, reliably, and in compliance and so our 11 
rate increases reflect what we believe we need to run that business.  At the same time, as 12 
Mr. Niggli said earlier, it just really re-emphasizes the need for some of these special 13 
assistance programs that we have in both of our territory.  About a third of the customers 14 
do qualify for rate assistance such as the CARE discount.  And in both of our utilities, we 15 
have very high participation rate.  And we continue to work very hard to make sure all 16 
the eligible customers take advantage of those kinds of services.  In addition, we do 17 
provide shareholder assistance to customers that are facing hardship.  We also work very 18 
hard back in D.C. to make sure that there's good allocation of what's called LIHEAP.  It's 19 
a federal assistance program.  We work very hard to make sure California gets its fair 20 
share. So we are aware of the hardship. We have made proposals in our rate case to defer 21 
or forego some of the revenues needed, and we work very hard to help our customers that 22 
need that kind of assistance. 23 
SCG/Smith, Tr. Vol. 13 at 1074-75. 24 

As mentioned by Ms. Smith, Applicants did make several adjustments in their request because at 25 

the time of filing, the economy was not strong.  As noted in Section 18.2 of this Brief, although 26 

SDG&E would normally include a working cash requirement of $127 million in its TY 2012 27 

GRC request, SDG&E elected to request zero ($0).  SoCalGas has a working cash requirement 28 

of $42 million but SoCalGas elected to request a zero ($0) funding level.  These one-time non-29 

precedential policy decisions were made in recognition of the economy and its impact on 30 

customers.  SDG&E and SoCalGas urge the Commission to continue to set cost-based rates; 31 

adjustments based on national, state or local economic conditions are unwarranted.  The 32 

ratemaking process already adjusts for inflation/deflation and cost escalation/deflation: 33 

Q. So did you make any adjustments based on economic factors facing ratepayers 34 
resulting from the great recession? 35 

A. Well, that's already reflected in the forecast that we are proposing to use for Global 36 
Insight.  So as far as the economy growing, that is already reflected… And we are in 37 

                                                 
39  Mr. Niggli also noted that the federal government had declared the recession over in 2009.  Id. 
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that ramp-up mode right now.  The economy is growing.  SDG&E/SoCalGas/ 1 
Emmrich, Tr. Vol. 29 at 3880-81. 2 

Intervenors also overlook the economic recovery during the lengthy processing of these GRCs. 3 

Mr. Emmrich noted that “Well, in the L.A. Times Thursday -- I guess, that's yesterday, January 4 

19th.  It says, ‘Developers more optimistic, states commercial real estate markets have shown 5 

progress.’  Home sales are up 4.2 percent in state.”  Id. at 3885.   Mr. Emmrich also noted the 6 

utilities’ programs to assist low income customers.  SDG&E/SoCalGas/Emmrich, Tr. Vol. 29 at 7 

3883.  In any event, and regardless of arguments to the contrary by intervenors, the GRC revenue 8 

requirement should not be considered in the context of any specific economic condition 9 

(particularly those at the time of filing) but rather what the Commission forecasts the utilities to 10 

need to meet normal economic conditions which can reasonably be expected to return during the 11 

course of the GRC term.  The Commission should adopt a revenue requirement and associated 12 

ratemaking mechanisms (including PTY ratemaking and appropriate balancing account 13 

treatment) which are adequate to provide for cost recovery under normal conditions that should 14 

reasonably be expected to return during the course of the SDG&E and SoCalGas GRC term. 15 

4. Procurement/Generation 16 
4.1 Electric Procurement - SDG&E-only 17 
SDG&E’s Electric Procurement (EP) and Resource Planning (RP) Departments conduct 18 

electric and fuel supply procurement and administration activities necessary to ensure that 19 

electric energy resources are available when needed by commodity customers.  These 20 

organizations are responsible for front office functions including long-term planning and 21 

procurement, short-term planning and procurement, scheduling, dispatching resources, middle- 22 

and back-office functions including risk management, settlements, contract administration, and 23 

resource planning.  The EP and RP Departments’ activities are essential to ensuring supply is 24 

available when needed to serve SDG&E’s commodity customers.40 25 

SDG&E fully supported its reasonable $10.4 million request for EP O&M TY 2012 26 

expenses.41  SDG&E witness Sue E. Garcia meticulously described EP operations and the 27 

increased external pressures driving SDG&E’s reasonably forecasted cost increases.42  She 28 

                                                 
40  DRA approved (and no party contested) SDG&E’s forecasted RP O&M costs.  DRA/Laserson, Exh. 479 at 14.  
This section thus focuses on SDG&E’s request for EP Department O&M expenses. 
41 See SDG&E/Garcia Exhs. 109-111.  This amount represents a $2.153 million increase over base year 2009 
adjusted-recorded O&M expenses.  SDG&E/Garcia Exh. 109 at SEG-2. 
42 SDG&E/Garcia Exh. 109. 
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describes numerous changes to the California electric market over the last decade.  Changes are 1 

expected to continue well past TY 2012, as electric utilities are required to diversify their electric 2 

portfolios with renewable energy sources under the California Renewable Portfolio Standard 3 

(RPS), while continuing to ensure safe and reliable electricity.  This balance creates additional, 4 

significant complexity for EP operations.  Several changes are mandated by regulation with 5 

severe penalties for non-compliance.43  The California Independent System Operator (CAISO) 6 

market is also changing and increasing in complexity, such that SDG&E must ensure it is 7 

properly staffed for planning, scheduling, administering and procuring new resources that are not 8 

only reliable, but eco-friendly.  Environmental changes will continue to play a major role in 9 

planning, procuring and administering contracts of new and existing resources.  These are all 10 

additional burdens on EP staff. 11 

DRA, in contrast, provided little or no support for its speculative assumptions and 12 

misguided conclusions by opposing all incremental FTE requests for SDG&E’s EP Department.  13 

DRA recommends a $2.153 million reduction in SDG&E’s request for EP O&M expenses for 14 

TY 2012.44  DRA’s puzzling and incorrect recommendations should be rejected, and SDG&E’s 15 

full EP request should be approved. 16 

4.1.1 Long-Term Procurement 17 
DRA offered a simplistic and misguided opposition to SDG&E’s TY 2012 $726,000 18 

request for all incremental FTEs to support its 33% RPS target, based on a misunderstanding of 19 

how SDG&E procures its diverse electricity portfolio.  With no supporting rationale, DRA 20 

witness Lindsey Laserson’s confusing testimony claimed that “(t)he integration of large 21 

renewable resources into the grid creates operational complexities which the system operator 22 

must deal with and has been successfully doing; there is no additional analytic complexity that a 23 

financial analyst at SDG&E’s Long Term Procurement must deal with, beyond what they are 24 
                                                 
43 For example, SDG&E must meet California’s RPS target of serving 33% of retail customers needs with renewable 
resource generation.   
44 DRA/Laserson, Exh. 479.  The following summarizes DRA’s recommendations (at 1): 
• DRA recommended zero (0) incremental FTEs and $726,000 less for Long Term Procurement (LTP) for 

TY 2012. 
• DRA recommended zero (0) incremental FTEs and $692,000 less for Trading and Scheduling for TY 2012. 
• DRA recommended zero (0) incremental FTEs and $357,000 less for Middle- and Back-Office functions 

for TY 2012. 
• DRA did not take issue with SDG&E’s forecast for zero (0) incremental FTEs and no additional costs for 

Resource Planning for TY 2012. 
• DRA recommended a complete disallowance of SDG&E’s forecast of $378,000 for AB 32 Administrative 

Fees for TY 2012. 
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already doing with existing resources.”45 DRA further asserted that “SDG&E does not need any 1 

new employees to support its activities to meet the state’s new renewable portfolio standard 2 

target of serving 33% of retail customers needs with renewable resource generation,”46 simply 3 

because SDG&E was able to increase its RPS with its existing workforce by 1.7% from 2009 to 4 

2010.  Ms. Laserson took this number, increased it to 2.11%, and extrapolated this RPS 5 

percentage increase each year through 2020, and assumed SDG&E could meet its 33% target in 6 

this way.47 7 

DRA’s speculative analysis cannot be reasonably relied upon.  In contrast, Ms. Garcia 8 

provided significant evidence regarding the actual complex effort SDG&E must undertake in 9 

order to increase its RPS commitments each year, which includes compliance with numerous 10 

evolving regulatory mandates.48  SDG&E must conduct annual RPS solicitations, biannual 11 

Renewable Auction Mechanisms (RAMs), and implement feed-in-tariffs on an ongoing basis.49  12 

Ms. Garcia explained that SDG&E’s solicitation processes are ongoing and require months of 13 

planning and preparation, as well as knowledge of the renewable industries and reliable 14 

developers.  Once the bids are received from developers, SDG&E must evaluate them for 15 

completeness and conduct least-cost-best-fit analyses.  SDG&E ranks the bids and shortlists the 16 

most cost-effective projects that will help SDG&E meet its annual RPS goals.  The evaluations 17 

and recommendations are then reported to the Procurement Review Group (PRG).50  These 18 

procurement activities require significant efforts of an experienced and well-staffed EP 19 

department.51 20 

Further, SDG&E’s proposals in this GRC are consistent with the Commission’s 21 

preference for planning and procuring new resources well in advance of the need for the 22 

resources, and its lack of support for “just in time” capacity procurement.  In D.07-12-052, for 23 

                                                 
45 Id. at  6.  
46 Id. at  4. 
47 Id. at 6. 
48 See SDG&E/Garcia, Tr. Vol. 18 at 2001-02 (explaining complexity of implementing new regulatory 
requirements).    
49  Feed-in-tariffs are a type of standardized long-term contract made with renewable energy and CHP generators.  
See SDG&E/Garcia, Exh. 109 at SEG-9. 
50 The PRG consists of “non-market participants,” who sign non-disclosure agreements, and the CPUC Energy 
Division and Division Ratepayer Advocates, ex officio.  The CEC is also invited to participate.  D.02-08-071 at 24. 
The PRG reviews and assesses the details of the IOUs’ overall procurement strategy and specific proposed 
procurement contracts and processes prior to submitting filings to the Commission.  D.02-08-071 at 7; 
SDG&E/Garcia Exh. 109 at SEG-9.  
51 SDG&E/Garcia Exh. 111 at SEG-3.   
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example, the Commission noted that “recent experience suggests that the time required to 1 

develop and carry out competitive long-term Request for Offers (RFOs), then finance, permit 2 

and construct new generation resources – including a cushion to account for unanticipated delays 3 

– requires that these procurement decisions be made up to seven years in advance of when the 4 

resources are needed.”52  In order to address the Commission’s clear directive to avoid “just in 5 

time” resource additions, authorizations must be made far enough in advance to allow sufficient 6 

time to carry out the Commission’s procurement protocols, including the time needed to conduct 7 

a second round of procurement, to the extent it is necessary to do so.53 8 

The record shows that SDG&E follows this Commission directive by carefully planning 9 

for its procurement future, taking actual experience into account while anticipating future 10 

needs.54  Ms. Garcia testified that during the development stages of SDG&E’s RPS program and 11 

All Source solicitations in the early 2000’s, SDG&E received small quantities of bids in each 12 

solicitation.  As the needs for combined cycle, peaking power plants and renewable plants 13 

increased, and as SDG&E approached its 2010 deadline for 20% renewable resources, more and 14 

more developers entered the market, significantly increasing the number of bids in each 15 

solicitation.  In SDG&E’s 2011 RPS solicitation, SDG&E received nearly 1000 bids.  As 16 

SDG&E approaches the 33% RPS requirement, the efforts to evaluate and process the increasing 17 

number of bids will increase in a nonlinear manner: some activities are tied to the number of 18 

bids, some are tied to the energy volumes those individual bids represent and the market 19 

conditions at that time, and some are tied to the nature of the sellers submitting those bids.55 20 

This overwhelming quantity of bids has caused the current Procurement and Portfolio 21 

Design (P&PD) staff to work more hours evaluating bids and preparing reports to meet RPS 22 

timelines.56  SDG&E expects this trend of increasing number of bids and increasing complexity 23 

to continue with each RPS solicitation until SDG&E fulfills its RPS requirements of 33%,57 and 24 

for some time thereafter as the market matures.  Further, SDG&E’s reporting requirements for 25 

the RPS program and quantity of data requests have increased significantly over the last years.  26 

SDG&E also expects this trend to continue.  For example, the Proposed Decision Implementing 27 

                                                 
52 D.07-12-052 at 21 (emphasis added).   
53 SDG&E/Garcia Exh. 111 at SEG-7. 
54 Id. at SEG-3-4.   
55 Id.  
56 Id. at SEG-4.   
57 SDG&E/Garcia, Tr. Vol. 18 at 2001-02. 
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Portfolio Content Categories for the Renewables Portfolio Standard Program, dated October 7, 1 

2011 (RPS PD), proposes substantial new compliance reporting that would require SDG&E to 2 

provide hourly data for each of its proposed contracts.  The RPS PD states that “[t]he burden of 3 

demonstrating compliance (or likelihood of compliance) with the disparate criteria for this 4 

portfolio content category may be large.  Retail sellers must be prepared to carry that burden 5 

both in upfront showings for contract approval and in providing documentation for compliance 6 

determinations.”58  Additionally, under a recent Commission decision, SDG&E must complete at 7 

least four RFOs between 2012 and 2017, seeking 211 megawatts (MW) of Combined Heat and 8 

Power (CHP).59  SDG&E must have additional FTEs to help support bid solicitations and 9 

reporting programs for all of these ongoing compliance requirements. 60   10 

Once projects are shortlisted, the P&PD section must start the negotiation processes.61  It 11 

may take months to negotiate a contract and years for the projects to actually come on-line due to 12 

construction delays, financing difficulties, delayed equipment deliveries, loss of site control or 13 

increased capital costs.  During the construction phase or even after the project reaches 14 

Commercial Operation Date, the contracts may have ongoing negotiations or require 15 

amendments or even termination. 16 

SDG&E has also sufficiently shown that the State Water Resources Control Board’s 17 

recent decision to phase-out of once-through cooling (OTC) for seaside power plants adds to the 18 

EP Department’s need for LTP personnel.62  As Ms. Garcia testified, current OTC regulations 19 

were not adopted until May 4, 2010, with an effective date of October 1, 2010, and so represent 20 

an incremental need arising since the last GRC.  SDG&E must now proceed as though these 21 

local facilities will be phased out and conduct RFOs to replace these power plants.63  22 

DRA ignores the fact that these current OTC regulations were not adopted and effective 23 

until very recently, and argues that in preparing its long-term plans for the period, SDG&E has 24 

always planned for these OTC plants being retired and replaced or completely phased out.64  25 

DRA incorrectly implies in its testimony that, because OTC plants will retire, and because 26 

SDG&E has been planning for the retirements, P&PD will not need to add any new FTEs to help 27 
                                                 
58 Proposed Decision issued in R.11-05-005 at 26. 
59 See D.10-12-035; see also SDG&E/Garcia, Tr. Vol. 18 at 2008-09.  .  
60 SDG&E/Garcia, Exh. 111 at p. SEG-11-13; SDG&E/Garcia, Tr. Vol. 18 at 2001-02. 
61 SDG&E/Garcia, Exh. 111 at SEG-4; see also SDG&E/Garcia, Tr. Vol. 18 at 2001-02.   
62 Id. at 6-7  
63 Id.   
64 DRA/Laserson, Exh. 479 at 7. 
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negotiate replacement capacity.  Again, DRA underestimates the complexity involved in 1 

planning for the retirement of these facilities.  SDG&E has shown that it is a very complicated 2 

process and relies heavily on plant owners who operate OTC facilities, water quality regulations, 3 

government agencies, CAISO generation requirements, stability of SDG&E’s transmission 4 

system, air quality for new generating facilities and GHG.65 5 

DRA incorrectly claims that “for every percentage of renewable added, one can expect 6 

that a proportionate percentage of fossil fuel resources is replaced.”66  This fallacy apparently is 7 

based on a misconception that the absolute size of the energy portfolio remains constant, 8 

whereby renewables added displace an equivalent amount of fossil fueled generation.  In fact, the 9 

energy resource requirements of both continue to grow.  SDG&E will need both renewable 10 

resources and fossil resource, even with the proportion of renewables outpacing fossil generation 11 

to meet the 33% RPS target. 12 

Ms. Garcia explained that fossil generation is needed to help integrate and backstop 13 

renewable generation – intermittent resources such as solar and wind generation.  Most fossil 14 

generation, including OTC, will retire well after the TY 2012, and the reasons of these 15 

retirements are not to bring on renewable generation, but rather satisfy the State of California’s 16 

OTC policy.  For example, the South Bay Power Plant that was recently retired was only given 17 

approval to do so after a replacement generator, the Otay Mesa Energy Center, was on-line and 18 

could provide system reliability in SDG&E’s southern region.  In short, notwithstanding 19 

forecasts of new renewable generation coming on-line, DRA has not shown any forecasts of 20 

proportional retirement of fossil generation occurring in this rate case period.67 21 

For all these reasons above, the Commission should authorize recovery for the seven 22 

requested LTP FTEs:  six (6) additional FTEs in the P&PD section to handle origination 23 
                                                 
65 SDG&E/Garcia, Exh. 111 at SEG-6. 
66 DRA/Laserson, Exh. 479 at 12. 
67 Ms. Garcia explained that DRA’s recommendations fail to consider the differences between renewable and fossil 
generation: 

For example, according to a March 2008 report prepared by Black & Veatch Corporation 
(B&V), entitled Renewable Energy Transmission Initiative Phase 1A, “(w)hen projects 
are near currently operating generation, the CAISO’s net qualifying capacity (NQC) 
values can be used to help determine an appropriate capacity credit.  For example, new 
wind resources in the Southern California Edison territory, the capacity credit would be 
23 percent.  For simplification, the comparative capacity credit for the baseline gas 
turbine generator is assumed to be 100 percent.” 
 

SDG&E/Garcia, Exh. 111 at SEG-13, quoting  Page 3-28 of report located at http://www.energy.ca. 
gov/reti/documents/2008-03_RETI_PHASE-1A_DRAFT_REPORT.PDF (emphasis added). 
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activities that can help support the department’s complex and technical functions and one FTE in 1 

the Generation & Supply Project Management section to handle the increase of new 2 

conventional and renewable generation coming on-line.68 3 

4.1.2 Trading and Scheduling 4 
AB 32/Cap-and-Trade/GHG Compliance Activities 5 

DRA provided no rationale for recommending disallowance of SDG&E’s request for 6 

staff to implement new cap-and-trade compliance activities arising from enactment of AB 32.69  7 

But Ms. Garcia testified that SDG&E has never had to perform such activities before and thus 8 

needs to hire and train dedicated staff for this function.70  This unrefuted testimony justifies 9 

SDG&E’s request.   10 

As Ms. Garcia explained, AB 32 requires that California reduce its GHG emissions to 11 

1990 levels by 2020.71  CPUC, with CEC, has adopted recommended policies and rules to be 12 

implemented by the California Air Resources Board (CARB) to meet California’s GHG 13 

reduction objectives in the energy sector.  CARB has scheduled its first “Allowance” auction for 14 

August 2012.  SDG&E’s successful participation in this auction will allow it to meet compliance 15 

requirements for the 2013 and 2015 periods. 16 

To ensure SDG&E is prepared to participate and monitor the GHG compliance rules and 17 

regulations related to cap-and-trade and to perform analysis of available prices and products, 18 

SDG&E must hire an employee to work full time beginning in 2012.72  Although complete 19 

implementation of GHG Cap-and-Trade is still in progress, SDG&E must begin recruiting, 20 

training and positioning the needed additional employee in 2012, in order to be fully prepared for 21 

compliance with the program.  The Commission should approve SDG&E’s FTE request for AB 22 

32 compliance activities. 23 

Real-Time Desk 24 
DRA recommends that the Commission deny SDG&E’s request for new FTEs in the 25 

Trading and Scheduling section (four new FTEs for SDG&E’s Real Time (RT) desk),73 without 26 

giving any explanation or providing any direct testimony supporting its recommendation.  27 

                                                 
68 SDG&E/Garcia, Exh. 109 at SEG-10. 
69 See DRA/Laserson, Exh. 479 at 9. 
70 SDG&E/Garcia, Tr. Vol. 18 at 1998.   
71 SDG&E/Garcia, Exh. 111 at SEG-7-8.   
72 Id.  
73 Exh. DRA/Laserson, Exh. 479 at 11. 
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DRA appears to have ignored SDG&E’s request for four new FTEs in the Trading and 1 

Scheduling section as part of this GRC.  SDG&E could find no relevant data to support DRA’s 2 

assumptions and no analysis to justify their conclusions as to why SDG&E should not add FTEs 3 

to their Trading and Scheduling section.  DRA has either ignored or dismissed clear evidence of 4 

the added complexity and workload required of SDG&E to implement and manage its RT desk.74  5 

SDG&E must add four additional FTEs to its 24-hour scheduling desk so it can staff two people 6 

around the clock to manage the increasing CAISO requirements and the increased portfolio 7 

generation.  Ms. Garcia provided reasons why SDG&E needs four new FTEs for its RT desk: 8 

SDG&E is expecting the work on CAISO functions to increase and will add four (4) 9 
additional FTEs.  The FTEs will be working on the ES&D section’s RT desk to staff two 10 
people around the clock to manage the increasing CAISO requirements and the increased 11 
portfolio of generation.  Having the RT desk staffed in this manner will allow one 12 
employee to focus on CAISO communications and one employee to focus on generation 13 
rather than one employee doing both functions which is what often happens with the 14 
current staff.75 15 
This unrefuted testimony justifies Commission authorization for four additional FTEs for 16 

the RT Desk. 17 

CAISO Market Redesign and Technology Upgrade Memorandum Account 18 
(MRTUMA) Transition 19 
DRA offers only confusing testimony on why it objects to SDG&E’s plans to shift the 20 

O&M and capital costs that were previously recovered in the MRTUMA to the TY 2012 GRC.76  21 

The MRTUMA, established in 2007, allowed SDG&E to record the revenue requirement 22 

associated with incremental “New Market” expenditures, less the amount previously approved in 23 

the last GRC.  Ms. Garcia explained that “New Market” is a term coined by the CAISO, which 24 

refers to the Market Redesign Technology Upgrade initiatives being implemented at CAISO (and 25 

which requires New Market implementation efforts by SDG&E).  As Ms Garcia explained:   26 

We need resources for two things: for the increasing ISO requirements and the increased 27 
portfolio of generation. With the new market there is a lot more activity because basically 28 
you're bidding in all of your – or self-scheduling all of your facilities, and there's a day-29 
ahead market that's being run [that] prior to the implementation of the Market Redesign 30 
Technology Upgrade [] did not occur at the ISO.77   31 

                                                 
74 See SDG&E/Garcia, Exh. 109 at SEG-12-15.   
75 SDG&E/Garcia, Exh. 109 at SEG-15. 
76 DRA/Laserson, Exh. 479 at 10-11.   
77 SDG&E/Garcia, Tr. Vol. 18 at 2023.   
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SDG&E recently requested to recover the costs through December 2009 recorded in the 1 

MRTUMA in the ERRA 2009 proceeding.  SDG&E will continue to request recovery of 2 

MRTUMA expenses in ERRA through the year 2011.78   3 

Ms. Garcia explained why, after 2011, SDG&E plans to shift the O&M and capital from 4 

the MRTUMA to this 2012 GRC: 5 

D.09-03-025 was decided over two (2) years ago, before the Market Redesign and 6 
Technology Upgrade (MRTU) had begun.  At the time of the decision, there would have 7 
been concerns about the newness and uncertainty of MRTU.  However, the MRTU has 8 
successfully been operating now for more than two years, and the once-attendant 9 
uncertainty no longer exists. 10 
Because of the reduced uncertainty in MRTU activities after those two years, SDG&E is 11 
proposing that the Commission eliminate the MRTU memorandum account (the 12 
MRTUMA) as it will be no longer necessary.  The MRTU was implemented on March 13 
31, 2009.  The MRTUMA was needed to record the O&M and capital-related revenue 14 
requirements for the initial implementation that exceeded the amount of the MRTU 15 
initiative included in the last GRC revenue requirement.  These “on-going costs” can and 16 
should be forecast and recovered in GRC rates.  These costs are now “on-going” costs 17 
that should be reviewed in the GRC on the same basis as any other routine “on-going” 18 
costs. 79 19 

DRA’s testimony on why the MRTUMA should not be transferred to the TY 2012 GRC 20 

is confusing.  DRA recommended $0 (zero) cost recovery due not to SDG&E’s forecasted 21 

request, but based on an erroneous citation to a SCE’s TY 2009 GRC decision.80  This is a factual 22 

error on the part of DRA, because the decision referred to SCE, not SDG&E, and contained no 23 

ordering paragraph on which SDG&E must act related to MRTU associated with implementing 24 

the CAISO’s MRTU initiative.81   25 

Ms. Garcia explained that DRA’s position makes no practical sense.82  Even if applicable 26 

(and it is not), D.09-03-025 was decided over two years ago and before the MRTU had begun.  27 

The MRTU has successfully been operating now since that time for more than two years, and the 28 
                                                 
78  SDG&E/Garcia, Exh. 109 at SEG-7. 
79  Ms. Garcia explained at hearing:  

What SDG&E is asking for is to record the costs that traditionally have been included in 
the MRTU Memorandum Account to be rolled into this GRC. And the reason we want to 
do that is that MRTU has been implemented for two years now. It started in April of 
2009. So it's almost three years. And, you know, it's SDG&E's recommendation that we 
close out the MRTU Memorandum Account and include it in the GRC.  [SDG&E/Garcia, 
Tr. Vol. 18 at 2025-26.] 

80 DRA/Laserson, Exh. 479 at 10-11.  Ms Laserson cites D.09-03-025 for the claim that the decision denied 
“SDG&E’s request to find MRTU capital expenditures and related O&M expenses recoverable in rates through 
GRC and directed SDG&E to record all MRTU-related costs in the MRTU Memorandum Account.” 
81  See D.09-03-025.   
82 SDG&E/Garcia, Exh. 111 at SEG-10.   
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once-attendant uncertainty no longer exists.  SDG&E’s proposal to forecast and recover the now-1 

on-going New Market costs (just as any other routine on-going costs) is reasonable and should 2 

be adopted.83   3 

4.1.3 Middle and Back Office 4 
DRA opposes any new incremental FTEs and recommends a $357,000 reduction in 5 

SDG&E’s request for Middle- and Back-Office for TY 2012.84  DRA bases its opposition on an 6 

erroneous claim that SDG&E does not need additional FTEs to procure and manage California’s 7 

increased RPS of 33% by 2020, arguing that there is overlap between these areas.  Without 8 

support, DRA assumes SDG&E’s existing FTEs will be able to manage existing contracts and 9 

settlements and new contracts and settlements for increases in new generation resources. 10 

DRA’s comparison of the Middle- and Back-Office requirements to the needs of the 11 

P&PD section is without merit.85  DRA’s guesswork that there is overlap between these areas 12 

should be rejected as unfounded and is incorrect.  Ms. Garcia fully explained the Middle- and 13 

Back-Office function – distinct from the P&PD LTP activities – in her direct testimony.86  Ms. 14 

Garcia explained in complete detail the services and important functions of the Settlements and 15 

Systems section and Energy Risk section of the Electric Procurement Department that comprise 16 

the Middle- and Back-Office functions, including the increased complexity and activity the 17 

departments have faced.87  18 

DRA’s unfounded recommendation to deny incremental increases in this area appears to 19 

ignore the upward pressures described in Ms. Garcia’s direct testimony.  The Commission 20 

should approve SDG&E’s Middle and Back-Office request as reasonable, supported by the 21 

record and consistent with future workload.88 22 

4.1.4 AB 32 Administrative Fees 23 
DRA inappropriately recommends the Commission remove AB 32 Administrative Fees 24 

from this rate case.  DRA points to D.10-12-026 in support of its position that utilities cannot 25 

collect AB 32 implementation costs in a GRC until the Commission determines in the next phase 26 

                                                 
83 Id.  
84 DRA/Laserson, Exh. 479 at 13. 
85 SDG&E/Garcia, Exh. 111 at SEG-10-11.   
86 SDG&E/Garcia, Exh. 109 at SEG-16-18. 
87 Id.  
88 Id.  
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of the proceeding that such costs are recoverable.  Therefore, DRA advises no incremental 1 

recovery, or a $378,000 reduction, for AB 32 Administrative Fees for TY 2012.89   2 

DRA’s incorrect assumption ignores the fact that D.10-12-026 authorizes the 3 

establishment of the AB 32 Fee memorandum accounts and that SDG&E must and is already 4 

preparing for AB 32 compliance.  As stated in the rebuttal testimony of Ms. Deanna Haines,90 5 

SDG&E already paid mandatory AB 32 administrative fees to CARB for the agency’s fiscal 6 

budgets 2010/2011 and 2011/2012.  These costs are already being incurred and are appropriately 7 

included in the GRC request. 8 

In sum, the Commission should reject DRA’s recommendation that the Commission 9 

approve zero (0) incremental FTEs and reduce by $2,153,000 SDG&E’s TY 2012 O&M costs 10 

for the Electric Procurement Department as unfounded.  The record shows that SDG&E’s O&M 11 

estimates for EP are reasonable and appropriate.  The Commission should approve SDG&E’s 12 

request for $10.4 million of O&M for EP, so that SDG&E can meet all of its EP and RP 13 

responsibilities through the rate case cycle. 14 

4.2 Gas Procurement (Shared) 15 
The area of Gas Procurement was presented in the exhibits of Ms. Chang (Exhs. 443-45).  16 

Gas Procurement for core customers of both SDG&E and SCG is performed by the SCG Gas 17 

Acquisition Department effective April 1, 2008.91/  SCG requests TY 2012 O&M of $3.639 18 

million, an increase of $95,000 over the 2009 BY.  DRA proposes zero funding above BY levels. 19 

SCG’s forecast is a conservative one, proposing no increase in labor costs over the 2009 20 

BY and only $95,000 more for non-labor.  In an effort to control labor cost, SCG Gas 21 

Acquisition is striving to keep staffing at the current level despite additional responsibilities 22 

being placed on its staff as the result of the gas industry becoming increasingly complex and 23 

competitive.92  The following are just some examples of Gas Acquisition’s recent and expected 24 

future increased responsibilities:   25 

1) Actively participating in future pipeline rate cases which may have significant impact 26 

on gas costs. 27 

                                                 
89 Id. at 15. 
90 SDG&E/Haines, Exh. 221 at DRH-17. 
91/ For an overview of this activity, see SCG/Chang, Exh. 443 at 1-2.   
92 SCG/Chang, Exh. 443 at 3; Exh. 445 at 2.   
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2) As SCG moves away from longer-term capacity contracts, it needs to more frequently 1 

acquire capacity in the secondary market to minimize pipeline reservation charges 2 

while maintaining reliability. 3 

3) Increased complexity in scheduling gas, including the implementation of in-kind fuel 4 

and compliance with balancing rules. 5 

4) Timely executing new contracts, amending existing contracts and completing system 6 

modifications in order to take advantage of new trading locations, as well as new 7 

financial products as they become available. 8 

5) Compliance with new reporting and record keeping requirements such as the Dodd-9 

Frank Act.   10 

These additional responsibilities by themselves would have justified additional staffing.  11 

However, Gas Acquisition elected to work within the same staffing level, with the assumption 12 

and expectation that the additional workload would be offset by increased productivity from the 13 

use of technology, consultants and various on-line services.93/  As for non-labor costs, new 14 

software applications, publications and on-line services providing industry news and market 15 

intelligence continue to be needed and are normally available only at increased costs.  Gas 16 

Acquisition needs to purchase or subscribe to these services to remain competitive in this fast-17 

changing industry in order to secure the lowest possible gas costs for its core customers.  The 18 

proposed $95,000 increase is very reasonable and conservative, as it is based on a five-year 19 

average of historical recorded costs.   20 

DRA’s testimony ignores the whole picture (i.e. the inter-dependence of labor and non-21 

labor costs) and focuses only on non-labor costs.  Table 46-2 of DRA’s Testimony shows the 22 

following historical labor and non-labor costs:94/   23 

 24 

                                                 
93/ SCG/Chang, Exh. 443 at 3; Exh. 445 at 2-3.   
94/ DRA/Phan, Exh. 536 at 2, Table 46-2.    

 

Description 2005 2006 2007 2008 2009 2010
 Labor 2,827$      2,903$      2,982$      3,059$      3,113$      3,039$      
 Non-labor 568$         584$         574$         477$         431$         472$         
 Total 3,395$      3,487$      3,556$      3,536$      3,544$      3,511$      

2005-2010 Gas Procurement Recorded Expenses
(In Thousands of 2009 Dollars)
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DRA selectively observes that “the non-labor component has been declining steadily 1 

since 2006,”95/ ignoring the fact that there was an increase from 2005 to 2006, and also from 2 

2009 to 2010.  Although DRA did acknowledge that there was a “minimal non-labor increase in 3 

2010 above the 2009 level,” it nevertheless concluded that “DRA’s review of SCG’s 2005-2009 4 

recorded expenses and 2010 recorded expenses does not corroborate SCG’s requested 5 

increase.”96/  DRA’s recommendation appears to be made based on superficial review, without 6 

further analysis or data requests and should therefore be denied. 7 

4.3 Electric Generation (Non-Nuclear) – SDG&E Only 8 
The Electric Generation organization includes three main groups: Generation Plant, 9 

Renewable Generation Support, and Generation Administration.  All areas work closely together 10 

to ensure that the current and future needs of the organization are being met.  SDG&E witness 11 

Daniel S. Baerman described in specific detail the structure and functions of these groups,  and 12 

also testified regarding the forecasted O&M increases (and cost drivers) and present and future 13 

capital projects that constitute SDG&E’s TY 2012 request, shown in the chart below: 97   14 

Summary of TY 2012 Change (Thousands of $2009) 15 
Description 2009 

Adjusted-
Recorded 

TY 2012 
Estimated 

Change Direct 
Testimony 
Reference98 

Total O&M 28,852 33,687 4,835 Sections I, II
Total Capital 26,780 15,000 -11,780 Section III 

DRA witness Lindsay Laserson has inappropriately recommended reductions in O&M 16 

expenses in every area of Generation O&M.99  DRA’s reductions are based on the mistaken 17 

assumption that no additional personnel are required for operations and maintenance of the 18 

generating stations, including new generating stations that have been placed in service since 19 

SDG&E’s last GRC.  DRA offers no reasonable basis for this claim.  DRA also recommends 20 

reductions based on its incorrect application or rejection of SDG&E’s forecasting methodologies.  21 

DRA’s choice of forecasting methodologies appears calculated to result in the lowest number – 22 

not the most accurate result.   23 

                                                 
95/ DRA/Phan, Exh. 536 at 3.   
96/ DRA/Phan, Exh. 536 at 2.   
97 SDG&E/Baerman, Exh. 97; see also Mr. Baerman’s workpapers, SDG&E/Baerman, Exh. 98-99. 
98 SDG&E/Baerman, Exh. 97.   
99 DRA/Laserson, Exh. 476 at 1.  At hearing, Ms. Laserson admitted to having no electric generation operational 
experience save the writing of her testimony in this case.  DRA/Laserson, Tr. Vol. 32 at 4299:17-19:  “[Q:] Do you 
have any experience in electric generation?  A:  Well, I wrote this [testimony].” 
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DRA’s recommendations ignore growth in the generating fleet, increased regulatory 1 

demands brought about to protect grid and network reliability, increased maintenance required 2 

by aging equipment and increased run-times accompanied by more cycling of the generators.  3 

Additionally, although DRA’s forecasting methodologies lower funding requirements, they tend 4 

to misrepresent trends in required spending and ignore important issues SDG&E has raised.  5 

DRA’s recommendations do not take into account the unavoidable fact that the CAISO 6 

directs the dispatch of these plants (not at SDG&E’s discretion).  DRA witness Ms. Laserson 7 

admitted to having no knowledge of CAISO’s role in this regard: 8 

Q:  Would you agree that SDG&E generation facilities operate subject to CAISO? 9 

A: I don't know. 10 

Q: So you don't know whether CAISO determines when and for how long SDG&E's 11 
maintenance repairs should take place? 12 

A: No, I don't know that.100 13 

But, as Mr. Baerman testified, CAISO does require SDG&E to run the plants at CAISO-14 

determined times and capacities.101  CAISO also determines when and for how long SDG&E’s 15 

maintenance repairs may take place.  SDG&E must plan and conduct those maintenance outages 16 

anticipating that it will not have the flexibility to conduct other outages at more convenient 17 

frequencies or times.  DRA has thus inappropriately recommended disallowance of required 18 

O&M expenses, which are necessary to comply with CAISO-determined performance and 19 

maintenance.  DRA’s O&M testimony ignores and does not account for the indisputable realities 20 

of electric generation, and its recommendations should be rejected. 21 

DRA also inappropriately recommends disallowance of 98% of SDG&E’s requested 22 

reliability-related capital improvements to the Palomar and Miramar facilities.102  DRA’s only 23 

recommended allowance was for approximately 30% of the funding necessary to install a critical 24 

services emergency engine-generator at Palomar.  DRA witness Laura Krannawitter complained 25 

of a “paucity of documentation”103 for SDG&E’s Electric Generation Capital requests, but 26 

admitted to sending only one data request (containing fourteen questions) to SDG&E in over a 27 

year’s worth of discovery.104  Moreover, her testimony ignores Mr. Baerman’s detailed direct 28 

                                                 
100 DRA/Laserson, Tr. Vol. 32 at 4301:4-11.   
101 SDG&E/Baerman, Exh. 100 at 2. 
102 DRA/Laserson, Exh. 476 at 4. 
103 DRA/Krannawitter, Exh. 485 at 15. 
104 DRA/Krannawitter, Tr. Vol. 32 at 4350. 
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testimony and extensive capital workpapers.  DRA’s Electric Generation Capital testimony is 1 

woefully deficient, and its recommendations should be rejected as well. 2 

UCAN offers the misguided recommendation to reduce the Palomar Energy Center’s 3 

O&M expenses from $29,608,000 to $23,436,000, a reduction of 21%, and the Miramar Energy 4 

Facility’s O&M expenses from $1,507,000 to $1,200,000, a reduction of 20%.105  UCAN applied 5 

inappropriate forecasting methods to arrive at these numbers, disallowing any new employees 6 

and deleting major maintenance outage costs.  Surprisingly, UCAN also recommends 7 

disallowing most of the reliability-related capital upgrades SDG&E proposes.  Like DRA, 8 

UCAN appears to have used any forecasting method resulting in the lowest, not the most 9 

accurate, number.  The Commission should reject UCAN’s recommendations. 10 

4.3.1 Generation O&M 11 
A. Generation Plant Palomar 12 
SDG&E recommends $29,608,000 in O&M expenses for its TY 2012, appropriately 13 

based on a 2009 base year methodology.106  This recommendation and methodology, intended to 14 

fund SDG&E’s proposed FTE request, is reasonable, in the interest of safety and reliability, and 15 

will benefit SDG&E customers.  DRA’s recommended 4-year average of 2006-2009 (arriving at 16 

$27,557,000)107 is not reasonable because the 2006-2009 time frame: (1) does not accurately 17 

represent actual expenses experienced over the past 2 years; and (2) does not consider that the 18 

Palomar generating station was relatively new from 2006-2009, such that its dispatch profile has 19 

changed significantly over the past 2 years.  Palomar, as directed by CAISO, is now being cycled 20 

on and off almost daily, as opposed to past years when it was operating closer to a baseload 21 

profile.  This cycling has a negative effect on plant equipment and increases wear and tear on 22 

moving components.  As Mr. Baerman testified, cycling a combined cycle or any other plant will 23 

accelerate wear on plant components and increase water and treatment chemical usage.  Mr. 24 

Baerman’s testimony fully supported SDG&E’s FTE request as necessary and in the interest of 25 

safety and reliability.108 26 

DRA took none of the realities of electric generation into account in developing its 27 

recommendations.  DRA recommends disallowing any new generation employees based on 28 

                                                 
105 UCAN/Marcus, Exh. 543 at 7. 
106 SDG&E/Baerman, Exh. 97 at DSB-8. 
107 DRA/Laserson, Exh. 476 at 2. 
108 SDG&E/Baerman, Exh. 97 at DSB-1-14; SDG&E/Baerman, Exh. 97; Exh. 100 at DSB 4-10.   
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speculation that SDG&E is able to get by with existing resources.109  This recommendation is 1 

misguided for many reasons.110  It ignores the fact that the staffing level of SDG&E’s generation 2 

department is at or near the same levels that were established in 2005, while circumstances since 3 

then have dramatically changed.  Over the past 6 years, SDG&E has added considerable 4 

generation to its fleet and has seen a significant increase in regulatory demands related to grid 5 

reliability and environmental compliance.  Specifically, SDG&E added an additional peaking 6 

turbine to its fleet in 2009, will be adding another combined-cycle generating plant to its fleet in 7 

2011, and will add another peaking facility to its fleet in the first quarter of 2012. 8 

DRA’s blanket disallowance of all requested new positions is apparently based on a 9 

misinterpretation of the fact that the Miramar facility can be remotely started and speculation that 10 

SDG&E could hire unidentified “outside services” during major outages (and presumably at no 11 

additional cost).111  But at hearing, DRA witness Ms. Laserson admitted she had no knowledge of 12 

how a remote-start facility is operated (outside of what she had learned from Mr. Baerman),112 13 

nor could she identify any trained, experienced “outside services” that SDG&E could use to 14 

handle the operation of its Miramar or Palomar facilities.113  These admissions undermine what 15 

appears to be the sole basis for DRA’s recommended disallowance. 16 

LTSA Calculation 17 
SDG&E appropriately proposed to forecast the expenses associated with the Palomar 18 

Energy Center Long Term Service Agreement (LTSA) in accordance with escalation set forth in 19 

the terms of the Commission-approved contract itself.114  Such contractually determined or other 20 

escalation factor appropriately based on distinct circumstances is known as “Non-Standard 21 

Escalation” (NSE).  NSE is simply a methodology that assigns some other escalation factor to a 22 

cost rather than the standard assigned to most other areas (usually as forecasted by Global 23 

Insight).  This is done when an expense will undergo a known increase or decrease that is 24 

significantly different from that standard escalation, for example such as an escalation built into 25 

                                                 
109 DRA/Laserson, Exh. 476 at 3. 
110 SDG&E/Baerman, Exh. 100 at DSB 4-10.   
111 DRA/Laserson, Exh. 476 at 3-4. 
112 DRA/Laserson, Tr. Vol. 32 at 4300:14-17.  Mr. Baerman testified that, although the Miramar facility can be 
remotely started, it requires daily maintenance and operator presence when running; and remote start capability 
provides no sound basis for rejecting SDG&E’s responsible request for additional staff. 
113DRA/Laserson, Tr. Vol. 32 at 4302-33.     
114 SDG&E/Baerman, Exh. 100 at DSB 11-12.  The agreement was assigned to SDG&E from Palomar Energy, LLC, 
as part of the Turnkey Acquisition Agreement (TAA) that was approved by the Commission in D.04-06-011. 
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a contract or subject to step-wise changes like postage.  NSE was used to forecast the LTSA 1 

costs since it is built into the contract terms itself and is often coupled with a zero-based 2 

forecasting technique.  3 

DRA incorrectly “takes issue with SDG&E’s use of zero-based methodology because it 4 

does not capture fluctuations from year to year,”115 and instead recommends use of a 4-year 5 

average.  To the contrary, SDG&E’s proposed forecasting methodology most accurately captures 6 

fluctuations from year to year, because it is based on contractually determined escalation 7 

factors, i.e., projected changes in the contractually determined indices and the facility’s projected 8 

run hours.116  DRA’s methodology is obviously inaccurate, because it does not take into account 9 

the contractually determined escalation factors.  An accurate forecast of expenses associated with 10 

the LTSA should not use an average of any sort.  Rather, each year should be forecasted based 11 

on projected LTSA escalation rates and projected facility run hours.  Using the DRA proposed 4-12 

year average would merely reflect what happened in the past and would not consider the 13 

contractual escalation factors.117 14 

Second Turbine at Miramar 15 
In 2009, SDG&E completed the addition of a second generating unit at the Miramar 16 

facility, which is fully operational and beneficial to customers, and is now appropriately 17 

requesting $1,507,000 for on-going operations and maintenance of the Miramar facility.118  DRA 18 

has inappropriately recommended disallowing SDG&E’s request to recover the expenses 19 

necessary to operate and maintain this second unit.119  Providing no clear explanation or 20 

methodology,120 UCAN has recommended a $307,000 reduction to SDG&E’s full O&M 21 

expenses for the unit.121  As shown in Mr. Baerman’s testimony, both recommendations should 22 

be rejected as baseless.122  SDG&E chose a carefully crafted, accurate forecasting method for 23 

                                                 
115 DRA/Laserson, Exh. 476 at 5. 
116 Mr. Baerman explained the LTSA escalation factors in his direct testimony, SDG&E/Baerman, Exh. 97 at DSB-
10. 
117 In addition, the 4-year average proposed by DRA inappropriately includes data from the partial year 2006.  
SDG&E took ownership of the Palomar plant in March of 2006; therefore, 2006 does not represent a full year of 
operation or a full year of LTSA expense.  SDG&E/Baerman, Exh. 100 at 12. 
118 SDG&E/Baerman, Exh. 97 at DSB-8. 
119 DRA/Laserson, Exh. 476 at 6. 
120 UCAN uses a separate methodology than DRA and SDG&E for calculating this number, by simply using 2010 
recorded expenses and reducing by apparently “questioned” amounts – although explanations for the reductions are 
not clear.     
121 UCAN/Marcus, Exh. 543 at 9. 
122 SDG&E/Baerman, Exh. 100 at 12-15. 
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Miramar O&M that reflects actual needs while discounting abnormal periods that did not reflect 1 

typical or representative years.123  Notably, DRA takes no issue with SDG&E’s chosen 2 

forecasting methodology,124 which makes DRA’s $928,000 disallowance recommendation all the 3 

more confusing.  DRA recognizes that the appropriate methodology for calculating Miramar 4 

O&M should take into account cost estimates for 2 turbines, yet DRA plugs in a zero for the 5 

second turbine with no clear explanation.  To the extent DRA assumes that the cost of operating 6 

2 turbines is the same as operating one turbine, this assumption is false.  In this case, as in many 7 

others, operating and maintaining twice the amount of equipment will cost twice as much.  8 

SDG&E’s expense forecast and request for Miramar O&M is accurate, reasonable, will promote 9 

safety and reliability, and should be approved. 10 

SONGS Consultant 11 
SDG&E has appropriately requested recovery for consultant costs to enhance the San 12 

Onofre Nuclear Generating Station (SONGS) oversight, as ordered in SDG&E’s SGRP decision 13 

(D.06-11-026).125  The purpose is to provide an independent, unbiased, expert review of SONGS 14 

operational issues.  DRA is incorrect in claiming that $250,000 for this consultant is excessive.  15 

This amount is reasonable in light of going rates for consultants for this type of work.126  DRA 16 

presents no evidence to the contrary.  Given that SDG&E’s SONGS O&M and capital costs for 17 

2012 (2009$’s) are forecast to be nearly $175 million, and given that the consultant is meant to 18 

serve an oversight function, this amount is particularly reasonable. 19 

Renewable Generation Consultant 20 
DRA-04 incorrectly recommends denial of $200,000 for non-labor requested to assist 21 

SDG&E evaluate renewable deals brought to it outside of the formal solicitation process.127  22 

DRA’s flawed recommendation is based on a misunderstanding of SDG&E’s request.  The 23 

requested funding has nothing to do with the AB 32 Administrative Fees and emission 24 

allowances for GHG cap-and-trade,128 as DRA testifies.129  Rather, the efforts are needed for 25 

                                                 
123 SDG&E/Baerman, Exh. 97 at 12.  
124 DRA/Laserson, Exh. 476 at 6. 
125 SDG&E/Baerman, Exh. 100 at 15-17. 
126 Id.  For comparison’s sake, DRA requested $200,000 from SDG&E to fund a consultant to file testimony on 
DRA’s behalf in A.10-07-009 (In re SDG&E’s Dynamic Pricing Application).  See A.10-07-009, DRA’s Sept. 15, 
2010 Notice of Withdrawal of Protest.   
127 DRA/Laserson, Exh. 476 at 9.   
128 For details on SDG&E’s AB 32 Administrative Fees, see the testimony, workpapers and rebuttal testimonies of 
Ms. Haines, who describes the policy drivers and timing of the fees and Ms. Garcia, who describes the fee costs.   
129 DRA/Laserson, Exh. 476 at 9. 
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SDG&E to meet its 33% Renewables Portfolio Standard (RPS).  SDG&E is seeking these funds 1 

so it will be able to hire outside expertise to assist SDG&E in evaluating attributes of renewable 2 

opportunities outside of the formal RPS procurement process, to assess renewable opportunities 3 

when the expertise does not exist within SDG&E.130 4 

Recent delays in approving the annual RPS solicitations has resulted in more than 12 5 

months passing before these solicitations are undertaken.  To take advantage of fleeting 6 

opportunities, SDG&E has recently entered into and filed for approval many bilateral PPAs.  7 

This illustrates that procurement activities occur outside formal solicitations.  In D.11-04-008, 8 

the CPUC re-affirmed the use of bilateral negotiations as an allowable tool within the 9 

procurement toolbox.131  The CPUC should approve funding for SDG&E to acquire external 10 

expertise as necessary.  With the 33% renewable goal timeline in progress, SDG&E must be able 11 

to prudently assess renewable opportunities as they arise. 12 

4.3.1 Generation Capital 13 
DRA incorrectly recommends disallowance of 98% of SDG&E’s requested capital 14 

improvements to the Palomar and Miramar facilities.132  DRA’s only recommendation for 15 

allowance was for approximately 30% of the funding necessary to install a critical services 16 

emergency engine-generator set at Palomar.  UCAN states that they “propose significant 17 

disallowances to SDG&E’s capital spending for Palomar and Miramar,”133 but Mr. Marcus’ 18 

testimony only specifically addresses reductions to 4 of the proposed projects (totaling a 19 

proposed reduction of $6,680,000), taking no issue with the remaining capital expenditures. 20 

DRA’s general explanation behind its capital reductions is a claim that SDG&E did not 21 

provide sufficient detail to support the projects and their related costs, and that SDG&E came in 22 

under its projected spend for 2010 and therefore the projects must not have been necessary.  23 

DRA is incorrect. 24 

SDG&E Provided Capital Project Evidence in a Consistent, Detailed Manner 25 

SDG&E has diligently and in a forthright manner has provided more than sufficient detail 26 

and information behind the projects and the related costs, in direct testimony, the master data 27 

request, DRA’s site visit to SDG&E facilities, and in follow-up data request responses.  DRA 28 

                                                 
130 SDG&E/Baerman, Exh. 100 at 17-18. 
131 D.11-04-008 at 7-8. 
132 DRA/Laserson, Exh. 476 at 4.  
133UCAN/Marcus, Exh. 543 at 12. 
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qualifies its recommendations for disallowance of capital forecasts with a number of comments 1 

complaining about a “paucity of documentation,”134 leaving the impression that SDG&E was 2 

either unresponsive or somehow did not provide sufficient documentation for its Electric 3 

Generation Capital requests.  Some other comments include “It would have been helpful for 4 

SDG&E to give a clearer picture of the recent past expenditures and how they relate to the 5 

current request”;135 “The effort given to support the request barely passes the smell test”;136 6 

“Given the workpapers for Budget code 8 in exhibit 6 SDG&E-07 CWP, one is left to 7 

extrapolate what happened”;137 and “DRA is left to decipher the paltry descriptions proffered.”138 8 

However, as previously noted, DRA witness Ms. Krannawitter admitted that, in the more 9 

than twelve months since serving its NOI, DRA served only 1 discovery request regarding 10 

Electric Generation Capital on May 6, 2011, containing 14 questions.139  In contrast, Ms. 11 

Krannawitter’s report contained 46 questions,140 none of which were asked in discovery.141  12 

Moreover, DRA was invited to and did conduct SDG&E site visits, where questions were 13 

welcomed, liberally asked and answered.  However, on her site visit, Ms. Krannawitter made no 14 

request to meet with Mr. Baerman or tour any of the facilities pertaining to the 46 questions in 15 

her report.142  Given this discovery record, DRA’s complaints about a ‘paucity’ of information 16 

and “paltry” descriptions regarding Electric Generation Capital is confusing at best. 17 

Indeed, Electric Generation Capital information was provided in a detailed format that 18 

SDG&E has consistently used in past GRCs – the Capital Project Workpaper – which contains 19 

separate sections describing: 20 

• Business Purpose 21 

• Physical Description 22 

• Project Justification  23 

• Forecast Methodology and 24 

• Schedule 25 

                                                 
134 DRA/Krannawitter, Exh. 485 at 15. 
135 Id. at 2. 
136 Id. at 6. 
137 Id. at 7. 
138 Id. at 11. 
139 SDG&E/Baerman, Exh. 100 at 19; DRA/Krannawitter, Tr. Vol. 32 at 4349-4350. 
140 DRA/Krannawitter, Exh. 485. 
141 DRA/Krannawitter, Tr. Vol. 32 at 4351.  
142 Id. at 4348-4350. 
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A table is also included on each of these forms showing the past, present and anticipated 1 

future capital spend required. Mr. Baerman’s Capital Project Workpapers are part of the 2 

evidentiary record.143  With this level of supporting information for each project, consistently 3 

used during this and prior rate cases, SDG&E’s presentation is robust and forthcoming. 4 

To provide additional level of detail, as Ms. Krannawitter suggested,144 would have overly 5 

burdened the record and would have been well in excess of the level customarily and acceptably 6 

provided in previous GRCs.  Indeed, that is the purpose and benefit of discovery, to provide the 7 

opportunity to request additional information where needed, and to not compound the record 8 

where it is not.  SDG&E has shown that DRA’s assertions that its capital requests were 9 

unsupported or lacked sufficient data responses is unfounded.  The Commission should adopt 10 

SDG&E’s Electric Generation capital expense forecast as proposed. 11 

Comparison of 2010 Forecast to Actual145 12 
DRA states “The 2010 forecast presented in SDG&E’s December 2010 application is 13 

22% higher than the 2010 actual capital expenditures for these projects.  This large difference is 14 

surprising since the Application came in at year end 2010; one would expect a closer 15 

representation between forecasted capital expenditures and actual expenditures.”146  The primary 16 

reason for these variances was the delay of two major generation projects, the Palomar Critical 17 

Services Engine and the Escondido Black Start.  The Critical Services Engine experienced 18 

significant delay while awaiting approval of the air permit.  The Escondido Black Start project 19 

was delayed while alternatives to the configuration and actual location were further investigated.  20 

To offset these delays attempts were made to accelerate other generation projects, resulting in 21 

both Palomar and Miramar enhancements budgets being above the forecast. 22 

Miramar - Continuous Emissions Monitoring System (CEMS) 23 
SDG&E is requesting replacement of the existing continuous emissions monitoring 24 

system (CEMS) equipment at Miramar to address shortcomings in the current system.147  The 25 

CEMS monitors all exhaust stack emissions from each source and also produces complex reports 26 

for submittal to the local air district.  The CEMS installed at Miramar has presented significant 27 

                                                 
143 SDG&E/Baerman, Exh. 97.  
144 DRA/Krannawitter, Exh. 485. 
145 SDG&E discusses the problem with DRA’s use of 2010 actual instead of forecast (for both O&M and capital 
expenses) in Section 3.5, supra.   
146 DRA/Krannawitter, Exh. 485 at 1.   
147 SDG&E/Baerman, Exh. 98 at DSB-CWP-1-R. 
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issues with making acceptable and accurate reports.  The CEMS at Palomar has been upgraded 1 

and tuned over the past few years to perform as required and SDG&E would like to match 2 

Miramar’s CEMS with what is installed at Palomar.  SDG&E has stated that the CEMS at 3 

Miramar has presented many difficulties.148  DRA claims that SDG&E has failed to demonstrate 4 

the existing software is problematic.149  However, during discovery and upon request, SDG&E 5 

provided UCAN with 76 pages of correspondence between SDG&E, SDAPCD and the CEMS 6 

manufacturer demonstrating the on-going issues with the CEMS.150  This additional information 7 

could have been provided to DRA as well.  DRA further claimed, without basis, that SDG&E 8 

had not considered any alternatives and argued that since Miramar is “not an old dirty plant,”151 9 

this project “could not possibly be important.”152 10 

DRA also suggested that Miramar is being run too much.153  This indicates Ms. 11 

Krannawitter does not know or acknowledge that CAISO, not SDG&E, determines when or how 12 

much Miramar runs.  Further, DRA seems to imply that SDG&E is overestimating the forecasted 13 

run times for the purpose of recovering our costs more quickly.  However, Miramar has seen 14 

large increases in run time and starts.154  SDG&E has determined and shown that the CEMS 15 

replacement is necessary to ensure Miramar will be there when needed. 16 

Palomar – GSU Purchase 17 
SDG&E is requesting $4M to purchase a generator step-up transformer (GSU) to be used 18 

as an emergency back-up spare at the Palomar Energy Center.155  The Palomar Energy Center 19 

relies on a total of 3 large transformers to deliver power from its 3 generators.  Mr. Baerman 20 

testified that in the event of a transformer failure, a best case scenario would be that ½ of 21 

Palomar’s 565 MW would be unavailable while the transformer is being replaced.156  The worst 22 

case could be that the GSU connected to the steam turbine generator fails, taking the entire plant 23 

out of service until the GSU is replaced.  The GSU typically weighs 300,000 to 400,000 pounds, 24 

are filled with thousands of gallons of mineral oil, are expensive and difficult to obtain in the 25 

                                                 
148 Id. 
149 DRA/Krannawitter, Exh. 485 at 6. 
150 SDG&E/Baerman, Exh. 100 at 23.  
151 DRA/Krannawitter, Exh. 485 at 7. 
152 Id. 
153 Id. at  8. 
154 SDG&E/Baerman, Exh. 100, Attachment C.   
155 SDG&E/Baerman, Exh. 98 at DSB-CWP-3-R;SDG&E/Baerman, Exh. 100 at DSB-24-26. 
156 SDG&E/Baerman, Exh. 100 at DSB-24-25.   
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correct configuration for a specific application and are very expensive to move and install.157  1 

These transformers are part of every power plant, albeit in varying sizes.  Those at Palomar are 2 

large and bump 18,000 volts up to 230,000 volts for transmission to the grid.  Having a GSU on 3 

hand is thus an effective insurance policy that protects SDG&E’s customers by helping to ensure 4 

the availability of Palomar. 5 

DRA recommends rejecting this request based on SDG&E’s failure to answer a list of 10 6 

questions presented in Ms. Krannawitter’s report – questions she never asked during discovery.158  7 

The Commission should reject DRA’s recommendation and approve SDG&E’s request for the 8 

GSU purchase.   9 

Palomar – Steam Turbine Gantry Crane 10 
SDG&E is requesting $2 million to install a gantry crane over the steam turbine generator 11 

at the Palomar facility.159  The crane will be used for all heavy lifting work associated with the 12 

steam turbine and its generator, which would be especially helpful during major maintenance 13 

outages when many cranes are required to support the simultaneous jobs being done.  Mr. 14 

Baerman testified at hearing regarding the need for the equipment, explaining the necessary work 15 

the crane accomplishes and the expected cost savings from buying a steam turbine gantry crane 16 

specifically, because it would be “installed directly over the steam turbine shell itself”160 and 17 

would facilitate specific maintenance on the generator equipment.  During the scheduled 2012 18 

major maintenance outage, SDG&E estimates that crane services solely for the work required on 19 

the steam turbine will be approximately $1.5 million.  The steam turbine will require at least 3 20 

major overhauls during its life in addition to whatever else it may need.  Payback on this 21 

investment would be quick, and its usefulness would be vast. 22 

Palomar – Steam Turbine Last-Stage Blade Replacement 23 
SDG&E is requesting $2 million to perform routine replacement of the last-stage blades 24 

in the steam turbine at the Palomar facility.161  These are considered capital components due to 25 

their value, but their replacement is a normal and routine part of steam turbine operations and 26 

maintenance.  It is common for the last stage of steam turbines to experience some erosion due to 27 

                                                 
157 Id. 
158 DRA/Krannawitter, Exh. 485 at 11. 
159 SDG&E/Baerman, Exh. 98 at DSB-CWP-3-R; SDG&E/Baerman, Exh. 100 at DSB-24-25. 
160 SDG&E/Baerman Tr. Vol. 17 at 1973:11-13. 
161 SDG&E/Baerman, Exh. 98 at DSB-CWP-3-R; SDG&E/Baerman, Exh. 100 at DSB-26-27. SDG&E/Baerman Tr. 
Vol. 17 at 1975-76. 
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steam losing its energy as it makes its way through the last stages of the steam cycle and 1 

becomes wet.  Wet steam impinges on components and erodes them.  As Mr. Baerman testified:   2 

[T]his last-stage erosion is relatively standard for steam turbines. It is not 3 
uncommon to see this type of erosion, and typically it goes on for some time.  But 4 
as the equipment ages, if you don't go in and remedy it, it is one of those things 5 
where the wear may accelerate.  Once you break through the surface coating of 6 
these blades, then you expose the metal underneath and then the erosion 7 
accelerates.162 8 

Mr. Baerman also testified that Palomar’s steam turbine will have 48,000 service hours 9 

on it when it is due for blade replacement and it is reasonable to expect that several parts will 10 

have reached the end of their useful life.163  Replacement of these blades and likely several other 11 

items such as seals will need to be accomplished at the next major maintenance outage and in 12 

SDG&E’s opinion are a reasonable and expected cost of maintaining a generating facility. 13 

DRA recommended disallowance of this expenditure by presenting a list of what-if 14 

scenarios and stating the fact that SDG&E did not share photos of the eroded blades with them or 15 

present reports proving the need to replace the blades.164  SDG&E was not aware that the DRA 16 

wanted this level of detail, because DRA did not request it in discovery.  UCAN did not 17 

specifically contest this project.  The Commission should approve SDG&E’s request as 18 

reasonable. 19 

Palomar - Transformer Breaker Monitoring System 20 
SDG&E is requesting $1.5 million to install monitors for a dynamic rating monitoring 21 

system for the transformers’ high voltage bushings at Palomar Energy Center.165  As Mr. 22 

Baerman explained:  “The dynamic rating monitor system. . .measures and determine the 23 

operating conditions of the bushing.”166  Further, “the bushings are. . . insulators which guide the 24 

conductors from the high voltage side down through inside of the transformer, where then they 25 

are each connected to a phase or the corresponding phase of the transformer itself.”167  The 26 

proposed on line monitors with built-in diagnostics will be connected to SDG&E’s 27 

                                                 
162 SDG&E/Baerman Tr. Vol. 17 at 1976:8-17. 
163 SDG&E/Baerman Tr. Vol. 17 at 1977; SDG&E/Baerman, Exh. 100 at DSB-32-33. 
164 DRA/Krannawitter, Exh. 485 at 12.  Ms. Krannawitter admitted she did not request photographs in her single 
discovery request to SDG&E. DRA/Krannawitter, Tr. Vol. 32 at 4350:16-21. 
165 SDG&E/Baerman, Exh. 98 at DSB-CWP-2-R; SDG&E/Baerman, Exh. 100 at DSB-27-28; SDG&E/Baerman Tr. 
Vol. 17 at 1903-06.   
166 SDG&E/Baerman Tr. Vol. 17 at 1979:6-10. 
167 Id. at 1979:11-18. 
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communications network to allow for off-site monitoring of the bushings’ operating conditions 1 

by subject matter experts.168  Mr. Baerman testified that, although it is difficult to quantify the 2 

value of a dynamic rating monitoring system in monetary terms, their value is apparent to those 3 

who operate and maintain large transformers such as the GSUs at Palomar.169  Without these 4 

monitors, there is no way to be made aware of any material or structural deterioration on the 5 

bushings until there is a failure.  These failures can do much collateral damage but at a minimum 6 

will take a generator out of service.  This information thus can be invaluable for catching 7 

catastrophic transformer failures.  These monitors are being installed in SDG&E’s entire fleet of 8 

large transformers and SDG&E recommends including the transformers at the Palomar Energy 9 

Center in the program.  This preparation is a form of reasonably priced insurance to help 10 

minimize the risk of an expensive failure, and thus serve an immense benefit to customers.   11 

Palomar - Cooling Water Biocide Upsize 12 
SDG&E is requesting $680,000 to increase the capacity of the Palomar plant’s cooling 13 

tower biocide tanks and pump skids.170  The original biocide system was sized and specified 14 

based on many assumptions made before the plant was ever built.  This is typical and necessary 15 

to advance the development and construction schedule of any large project.  Assumptions such 16 

as water quality, environmental conditions, permit conditions and what is required to meet them 17 

are made based on the best information available at the time.  Even if every one of these 18 

assumptions turns out to be correct, conditions that a plant operates in change over time and 19 

certain plant components are found to be inadequate or even misapplied.  This is a normal part of 20 

every power plant’s evolution.  SDG&E has been analyzing the Palomar water treatment systems 21 

for 6 years now and has made hundreds of improvements to its functionality.  These 22 

improvements accomplished, among other things, more efficient use of chemicals, increased 23 

ability to meet permit conditions and improved reliability and accuracy.  DRA recommends 24 

disallowance of this project based on their determination that it may not be necessary and doubts 25 

as to whether or not SDG&E examined the true need for it.171   26 

                                                 
168 SDG&E/Baerman, Exh. 100 at DSB-27. 
169 Id. 
170 SDG&E/Baerman, Exh. 98 at DSB-CWP-2-R; SDG&E/Baerman, Exh. 100 at DSB-28-29; SDG&E/Baerman Tr. 
Vol. 17 at 1913-15. 
171 DRA/Krannawitter, Exh. 485 at 14. 
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UCAN is incorrect in recommending disallowance of this project “because the failure to 1 

size this equipment properly at the time of construction was caused by lax oversight of an 2 

affiliate transaction between SDG&E and Sempra Energy.”172  To the contrary, the Palomar 3 

Energy Center is a well-built facility that has performed admirably since beginning operations in 4 

2006.  All facilities – even well-built ones – will be obligated to undergo various modifications 5 

or upgrades of subsystems or components during its life.  Assuming that any upgrades required 6 

of a facility are the result of lax oversight or preferential treatment of any involved party is 7 

incorrect. 8 

SDG&E’s need to increase the size of the biocide system is based on the current 9 

operating environment, water composition and 6 years of operating experience.  The record 10 

shows that the plant has outgrown the original system and the upsizing is necessary for safety, 11 

efficiency, reliability, and cost-saving reasons.  The Commission should approve recovery for 12 

this project. 13 

Palomar - HRSG Elevator and Bridge 14 
SDG&E is requesting $500,000 to install an elevator on one of the Palomar steam boilers 15 

(Heat Recovery Steam Generator, or HRSG) and a foot bridge connecting the top of the 16 

HRSGs.173  DRA recommends disallowance for this because “not all plants have this 17 

convenience”174 and that the “primary reason (for the project) relates to the plant being in 18 

SDG&E’s blackstart/system restoration plan.”175 SDG&E does not understand this objection. 19 

This project is being requested to provide a safe means of transporting personnel and 20 

tools to the top of each steam boiler (HRSG).  Each boiler has 6 flights of stairs to the top.  Each 21 

boiler must be climbed at least twice per day by the roving operator.  In the event of a plant upset 22 

that amount of stair climbing can double or triple.  In addition, many trips require hauling 23 

buckets of tools by hand.  The only alternatives would be to bring up a 150-foot man-lift or crane 24 

each time tools or equipment must be taken to the top of the boilers.  In the event of a medical 25 

emergency at the top of the HRSG, the only means of getting an injured/ill person down from the 26 

top would be to carry said person down the 6 flights of stairs.  The proposed elevator will be of a 27 

size that can accommodate a stretcher and emergency personnel.  The ability to quickly reach an 28 

                                                 
172 UCAN/Marcus, Exh. 543 at 13. 
173 SDG&E/Baerman, Exh. 98 at DSB-CWP-3-R; SDG&E/Baerman, Exh. 100 at DSB-29-30. 
174 DRA/Krannawitter, Exh. 485 at 14. 
175 Id. 
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injured/ill person and bring them down safely could potentially be the difference between life 1 

and death.  Many of SDG&E’s operators and mechanics are of an advanced age.  Providing an 2 

elevator is a reasonable and responsible accommodation to promote employee safety and well-3 

being. 4 

Palomar - Closed Cooling Water System Upgrade 5 
SDG&E is requesting $450,000 to make upgrades to the Palomar underground closed 6 

cooling water system.176  Palomar’s closed cooling water system is a loop of buried piping that 7 

snakes around the plant and carries cooling water to various plant components.  The system is 8 

buried underground and was not supplied with enough isolation valves to provide for 9 

maintenance and repairs without taking the entire plant out of service.  SDG&E would like to 10 

replace the existing system with above-ground piping with appropriate isolation valves. 11 

UCAN recommends disallowance of this project for much the same reasons that it wants 12 

to disallow the Cooling Water Biocide Upsize project.177  DRA gave no specific reason for 13 

recommending disallowance of this improvement project.  SDG&E’s need to upgrade the closed 14 

cooling water system is similar to its need to increase the size of the biocide system – based on 15 

changes in its current operating environment, water composition and knowledge gained from 6 16 

years of operating experience.  As Mr. Baerman testified, SDG&E’s motivation in upsizing the 17 

system “is to avoid any ground contamination or leaks into the ground that would require 18 

reclamation and clean-up efforts,” because “they tend to be expensive.”178  The record shows that 19 

the plant has outgrown the original system and above-ground piping is now necessary.  The 20 

Commission should approve recovery for this project. 21 

Palomar - Mark VI Security Upgrade 22 
SDG&E is requesting $450,000 to make necessary changes to the plant control system to 23 

allow compliance with NERC Critical Infrastructure Protection Standards (cyber-security).179  24 

SDG&E’s Palomar facility, as well as its transmission assets, is obligated to comply with these 25 

standards.  Palomar was originally supplied with the latest generation of control system but that 26 

design is now over 10 years old.  This is several lifetimes in the communications and control 27 

world.  Moving to the newest generation of control systems designed to allow full compliance 28 

                                                 
176 SDG&E/Baerman, Exh. 98 at DSB-CWP-2-R; SDG&E/Baerman, Exh. 100 at DSB-30. 
177 UCAN/Marcus, Exh. 543 at 15. 
178 SDG&E/Baerman Tr. Vol. 17 at 1915:22-26. 
179 SDG&E/Baerman, Exh. 98 at DSB-CWP-2-R; SDG&E/Baerman, Exh. 100 at DSB-31. 
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with cyber-security requirements is a necessity.  Entire networks and control systems in these 1 

applications must now be designed from the ground up, with an emphasis on security and 2 

demonstration of compliance.  SDG&E has placed great emphasis on regulatory compliance and 3 

has come to the conclusion that this upgrade is indispensable and the only viable alternative to 4 

address this particular area of the plant’s control infrastructure. 5 

DRA gave no specific reason for recommending disallowance of this project but 6 

suggested that it may not be necessary or that SDG&E has not fully examined this need.180  The 7 

Commission should reject DRA’s claim and approve this project request. 8 

Palomar - DGP Relay Replacement 9 
SDG&E is requesting $100,000 to replace the Digital Generator Protection (DGP) relay 10 

with a later generation relay.181  This relay protects the generators and electric grid in the event 11 

of an incident within the plant or the grid.  The relay’s role in protecting the bulk electric system 12 

means that SDG&E must maintain a strict schedule for maintenance, calibration and 13 

recordkeeping to meet NERC and WECC requirements.  The relay that was supplied with the 14 

plant is common enough but is of an early nineties vintage.  The relay was designed in the floppy 15 

disc era so it does not compare well with modern relays for performance and its ability to be 16 

calibrated.  In addition, it’s getting harder to find someone qualified to work on it.  DRA did not 17 

give a reason for recommending disallowance. This relay replacement is a reasonable part of a 18 

plant’s normal component replacement process and should be approved. 19 

Palomar - Instrument Air Purge System for ISO-phase Bus Ducts 20 
SDG&E is requesting $200,000 to install a dry air purge system on the bus ducts at the 21 

Palomar plant.182  The ISO-phase bus ducts enclose and protect the high-voltage conductors 22 

between the generator terminals and the transformers.  These conductors are made of aluminum 23 

and carry 18,000 volts.  Any intrusion of moisture into these ducts could cause a fault or failure 24 

resulting in expensive damage.  Repairs on bus ducts are typically quite expensive and can take 25 

weeks.  An instrument air purge system consisting of a compressor, dryer and heater would 26 

provide a means of maintaining a slight positive pressure on the bus ducts with dry, conditioned 27 

air.  DRA did not give a reason for recommending disallowance.  This installation would reduce 28 

the risk of failure due to intrusion of moisture or contamination and should be approved. 29 

                                                 
180 DRA/Krannawitter, Exh. 485 at 14. 
181 SDG&E/Baerman, Exh. 98 at DSB-CWP-3-R; SDG&E/Baerman, Exh. 100 at DSB-31-32. 
182 SDG&E/Baerman, Exh. 98 at DSB-CWP-3-R; SDG&E/Baerman, Exh. 100 at DSB-32. 
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Palomar Energy Center Compressor Upgrades 1 
SDG&E is requesting $10 million to repair and replace certain components contained in 2 

the compressor sections of the combustion turbines at the Palomar Energy Center.183  The 3 

repairs, replacements and maintenance being done on the turbine compressors are considered to 4 

be a part of normal plant maintenance and equipment refurbishment.  The combustion turbines 5 

will have 48,000 operating hours on them when the next major maintenance outage is due.  6 

Although this item has been referred to as an “upgrade,” that term does not give a complete 7 

picture of the importance of the necessary work.  At the 48,000 hour mark, a typical combustion 8 

turbine is taken out of service, dismantled from front to back, and inspected for wear and tear.  9 

SDG&E maintains a vigilant inspection routine with the turbines and works with the OEM 10 

regularly to ascertain equipment condition and plan maintenance requirements.  On any 48,000-11 

hour maintenance outage the compressor section must be taken apart and several parts will likely 12 

need refurbishment or replacement.  This means that in any major outage there will be a cost to 13 

refurbish the compressor section as well as the combustor section and maybe even replace the 14 

shaft.  Given the fact that these units will have 48,000 hours on them when they become due for 15 

the major outage, even in a best case scenario SDG&E would be looking at several million 16 

dollars to do what needs to be done.  Worst case could be conceivably in the tens of millions.  17 

The Palomar turbines, based on what SDG&E and the OEM know of their condition, will require 18 

about $10 million to properly refurbish the turbine compressors to where they need to be.  The 19 

only way to spend less is to cut corners or defer certain tasks that would end up costing more to 20 

address at a later date.  A failure in the compressor section with a turbine at full load commonly 21 

causes damages of approximately $30 million on a single turbine.  Not fully addressing all worn 22 

or outdated designs would unnecessarily expose SDG&E and its customers to greater risk and 23 

potentially greater costs. 24 

Mr. Baerman testified that SDG&E provided DRA with technical information in a data 25 

request response - too voluminous to attach to his testimony – which explained exactly what 26 

would be done to the turbine compressors.184  Nonetheless, DRA recommended disallowance of 27 

                                                 
183 SDG&E/Baerman, Exh. 98 at DSB-CWP-7-R; SDG&E/Baerman, Exh. 100 at DSB-32-34. 
184 SDG&E/Baerman, Exh. 100 at DSB-33.   
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this job based on the assertion that SDG&E did not properly consider alternatives or present a 1 

compelling case for repairing the compressors.185  SDG&E disagrees with DRA’s position. 2 

UCAN proposes a permanent disallowance of 50% of the cost of the project as an 3 

adjustment for risk sharing.186  Mr. Marcus states that the repairs needed for the compressors are 4 

simply a case of “hard luck” for SDG&E.  As shown above, this is not the case.  Mr. Marcus also 5 

asserts that if the utility had signed a PPA instead of building Palomar then the ratepayers would 6 

not be on the hook for the costs.  However, SDG&E does have PPAs where the cost of plant 7 

equipment overhauls, major maintenance and capital additions are included.  In other words, the 8 

cost of this type of maintenance and repair included in this project is unavoidable, whether power 9 

is purchased or utility-generated.  The Commission should approve recovery for this project as 10 

necessary and reasonable. 11 

Palomar Energy Center Critical Services Engine 12 
SDG&E is requesting $2,500,000 to install an engine-generator set at the Palomar plant 13 

that will provide back-up station service power in the event of a system blackout.187  Currently, 14 

the Palomar plant relies on banks of batteries to provide critical equipment power upon loss of 15 

the grid.  The batteries are adequate to supply power to a few select pieces of critical equipment 16 

while the operators secure the plant.  Once the batteries run out of current then the plant goes 17 

completely black.  Once the plant goes dark the operator loses the capability to control the plant 18 

and continue with a proper cool down of the major equipment.  This condition would render the 19 

plant unavailable for days, even if the power is restored before that since the plant could not be 20 

cooled down properly.  The critical services engine helps to avoid this scenario and increase its 21 

usefulness to maintaining grid reliability.  DRA did not reject this request outright but only 22 

approved $741,000 that had been recorded in 2010.188  The project was completed in 2011.  The 23 

Commission should approve recovery for this project as necessary and reasonable. 24 

Escondido Black Start 25 

SDG&E is requesting $2,200,000 to install a black start engine-generator set at an 26 

SDG&E substation in Escondido.189  In the event of a system outage, the black start generator 27 

would energize a portion of the substation and provide power to a local peaking plant.  The local 28 
                                                 
185 DRA/Krannawitter, Exh. 485 at 15. 
186 UCAN/Marcus, Exh. 543 at 16.  
187 SDG&E/Baerman, Exh. 98 at DSB-CWP-5-R; SDG&E/Baerman, Exh. 100 at DSB-34-35. 
188 DRA/Krannawitter, Exh. 485 at 16. 
189 SDG&E/Baerman, Exh. 98 at DSB-CWP-6-R; SDG&E/Baerman, Exh. 100 at DSB-35. 
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peaking plant could then start up and provide power to Palomar.  Palomar could then start up and 1 

provide meaningful support to the grid for system restoration.  Palomar requires 10 to 12 MW to 2 

start and a dedicated black start generator of that size would be prohibitively expensive and 3 

would have to permitted, like a power plant. 4 

DRA did not comment directly on this project nor give a reason for recommending 5 

disallowance.190  This project is an effective way to increase grid reliability and improve 6 

restoration efforts, and should be approved. 7 

5. SONGS 8 
5.1 SONGS Costs from Edison GRC 9 
As noted in the section below, while DRA initially recommended SONGS O&M and 10 

capital cost adjustments (Exhs. DRA-477 and DRA-486), ALJ Wong granted SDG&E’s Motion 11 

to Strike, dated October 20, 2011, of those portions of DRA Ms. Laserson’s and Ms. 12 

Krannawitter’s testimonies identified in the attachment to this motion dealing with DRA’s 13 

SONGS cost recommendations being litigated in the pending SCR TY 2012 GRC.  The basis for 14 

this ruling was that the Commission addresses SDG&E's share of the SONGS costs that are 15 

determined by the Commission in SCE's periodic GRC and not in SDG&E’s GRC.  See, Tr. Vol. 16 

32 at 4306:4-22; 4374:23-38 and 4375: 1-10.  17 

5.2. SDG&E’s Unique SONGS Costs 18 
SDG&E owns a 20% interest in the SONGS Units 1, 2 and 3.  Exh. 81 at MLD-1.  SCE is 19 

the operating agent for the owners of SONGS.  Id.  In order to ensure consistency of treatment of 20 

SONGS O&M and capital expenditures and to avoid litigating SONGS costs in more than one 21 

proceeding, the Commission addresses SDG&E's share of the SONGS costs that SCE presents in 22 

its GRC showings in SCE’s GRCs.  The Commission has followed this practice since the mid-23 

1980’s.   See, e.g., D.96-04-059 (at Ordering Paragraphs 1 and 2); D.96-01-011 (at 31, fn. 20), 24 

D.04-07-022 (at 60); D.06-05-016 (at 39-40), and D.09-03-025 (at 294-295). 25 

In A.10-11-015, SCE forecasted the costs of owning and operating SONGS in its TY 26 

2012 GRC.  SDG&E submitted testimony in SCE's 2012 GRC to establish SDG&E's share of its 27 

SONGS costs operation and maintenance costs, including SCE overheads, which are billed to 28 

SDG&E under the terms of the agreement among the SONGS owners that governs SONGS 29 

operations. It utilized a placeholder for these costs based on SCE’s forecasts.  It is anticipated 30 

                                                 
190 DRA/Krannawitter, Exh. 485 at 16. 
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that the Commission will issue a final decision in SCE’s 2012 GRC later this year that will 1 

include the Commission-approved SDG&E share of SONGS costs, which represent the 2 

significant majority of SDG&E's SONGS-related costs.  Adjustments to SONGS base O&M will 3 

be made at the total cost level, which are based on what will be the Commission’s final SCE 4 

2012 GRC decision. 5 

To the extent SCE does not directly bill SONGS costs to SDG&E or if SCE does not 6 

present SONGS costs in its GRC, SDG&E addresses these costs in its own ratemaking 7 

proceedings.  SDG&E presented a description and summary table that illustrates the various 8 

costs associated with SONGS and the jurisdictional proceedings in which they are determined 9 

(SDG&E/DeMarco, Exh. 81 at MLD-3, Table MLD-2; See also SDG&E/DeMarco, Exh. 84 at 10 

MLD-7, Table MLD-2).  In A.10-12-005, SDG&E seeks recovery for spent fuel assemblies from 11 

SONGS Unit 1 that have been stored at the General Electric spent fuel storage facility located in 12 

Morris, Illinois since 1972.  Payments are made monthly to General Electric by SCE, who in turn 13 

bills SDG&E for its share that SDG&E estimates for its TY 2012 to be $1,003,000 (2012$). 14 

SDG&E/DeMarco, Exh. 81 at MLD-5. 15 

In addition, SDG&E seeks recovery of its 20% share of the SONGS site easement fee 16 

paid by the Department of the Navy.  This fee portion of the SONGS site easement fee is billed 17 

to SDG&E directly by the Navy.  SDG&E's TY 2012 SONGS site easement expense is $20,000 18 

(2012$).  SDG&E/DeMarco, Exh. 81 at MLD-6. 19 

Combining the O&M requested in SCE's GRC at a 20% level reflecting SDG&E’s share 20 

of $118,375,000 (2012$), the costs being requested in this case for SONGS 1 spent fuel of 21 

$1,003,000 (2012$) and site easement fees of $20,000 (2012$), insurance costs of $1,847,000, 22 

and franchise fees and uncollectible of $1,945,000, the total SONGS O&M cost is 123,190,000 23 

(2012$).  This amount is included in the SONGS forecast 2012 revenue requirement shown in 24 

Exh. SDG&E/SCG 600 at UP-23 and Table DH- 5.191 25 

SDG&E also seeks Commission approval of its 20% share of capital costs for 2010-2012 26 

levels using a capital additions three-year spending of $118,804,000 (2012$) less a correction of 27 

$5,102,000 (2012$) included in SDG&E and SoCalGas’ Updated Testimony. See 28 

                                                 
191 SDG&E’s SONGS revenue requirement will be corrected to remove $710,000 for costs inadvertently overstated 
in its estimates.  See Litigation Comparison Exhibit of San Diego Gas & Electric Company (March 2, 2012), at 130 
and 131. 
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SDG&E/DeMarco, Exh. 81 at 11 and Table SONGS Capital Additions Before AFUDC and Exh. 1 

SDG&E/SCG 600 at UP-28. 2 

After adding associated return, taxes, and depreciation of $37,462,000, the total 3 

forecasted 2012 SONGS revenue requirement that SDG&E requests the Commission to approve 4 

is $161,361,000, excluding SONGS Refueling Outage O&M.  Exh. SDG&E/SCG 600 at UP-23 5 

and Table DH-5. 6 

SDG&E also seeks Commission affirmation that its share of variable SONGS Refueling 7 

Outage O&M costs will be $11,367,000 (2012$) per refueling plus FF&U.  SDG&E/DeMarco, 8 

Exh. 81 at MLD-11.  These cost estimates, including escalation, were proposed by SCE in its 9 

pending 2012 GRC.  SDG&E has taken this proposed amount, as escalated by applying same 10 

O&M escalation methodology adopted for SCE in its 2012 GRC.  Once SDG&E obtains final 11 

O&M numbers in the Commission’s final SCE’s 2012 GRC decision, it will recalculate its TY 12 

2012 Refueling Outage O&M so as to carry it over into SDG&E’s SONGS revenue 13 

requirements. 14 

SONGS PTY 2013 and 2014 revenue requirements are described in Section 27.8 of this 15 

Brief, below.  16 

5.3 SONGS O&M Balancing Account 17 
In D.06-11-026 (SONGS Balancing Account Decision), the Commission authorized 18 

SDG&E to adopt a SONGS-specific ratemaking mechanism:  a two-way SONGS O&M 19 

balancing account that allows SDG&E to recover in rates the actual O&M costs billed to it by 20 

SCE.  SDG&E has requested continuation of this two-way balancing account so that all SONGS 21 

O&M costs being established in SCE’s GRC, including refueling outage O&M and contractual 22 

overheads, which are actually billed to SDG&E under the SONGS Operating Agreement, are 23 

recovered in SDG&E’s rates. 24 

The Commission noted in its SONGS Balancing Account Decision that SDG&E 25 

participates in the decision-making process for SONGS costs and has some ability to influence 26 

those decisions.  Id. at 12.  This influence is constrained as a result of SDG&E’s role as a 27 

minority SONGS owner.  Specifically, SCE as the plant operator must undertake its affairs to 28 

keep the plant operating reliably and safely.  Disputes over SONGS budgets do not diminish the 29 

contractual obligation of the minority owners to pay invoices.   30 

Nonetheless, the Commission noted in its SONGS Balancing Account Decision that: 31 
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We are concerned that 100% balancing account recovery effectively insulates 1 
SDG&E from being affected by those decisions, thus raising the question of whether 2 
SDG&E would have an incentive to minimize such costs. Therefore, if SDG&E 3 
subsequently applies for continuation of the balancing account, we require it to 4 
provide an exhibit addressing this concern.192 5 

Since the SONGS Balancing Account Decision, as described in SDG&E/DeMarco, Exh. 6 

81 at MLD-7-8, in order to improve its influence over SONGS related expenditures, SDG&E has 7 

taken several steps to enhance its oversight of SONGS operations and expenditures: 8 

1. SDG&E has established a daily presence at the SONGS worksite in order to monitor 9 

potential operational issues, address any SDG&E concerns in a timely manner, and 10 

ensure frequent, consistent contact and interaction with SONGS management and 11 

personnel. 12 

2. SDG&E has established an accounting position to implement a continuous 13 

monitoring program and validate costs, using the same Audit Control Language 14 

(ACL) used by Fortune 500 companies, major insurance companies, and state and 15 

local governments.  This activity has strengthened SDG&E’s financial oversight and 16 

improved business controls and transaction oversight of SONGS. 17 

3. SDG&E has established a Financial Project Manager position in order to ensure 18 

accurate and consistent invoicing for O&M and capital expenditures, effective 19 

monitoring of all SONGS fuel contracts, decommissioning expenditures, and property 20 

leasing considerations. 21 

This effort reflects that the presence of this O&M balancing account provides SDG&E 22 

substantial value in avoiding the adverse financial effects of O&M cost increases beyond those 23 

forecast in SCE’s periodic GRCs.  SDG&E is incented to keep this balancing account in place 24 

and has accordingly acted to increase its influence over SONGS costs. 25 

To further increase SDG&E’s oversight of SCE’s SONGS activities, SDG&E is 26 

requesting additional funding to engage an external consultant/technical advisor with extensive 27 

knowledge of practices at other nuclear facilities.  Funding for this additional resource is being 28 

requested in this GRC in the Electric Generation testimony of Daniel Baerman (Exh. 97 at DSB-29 

13). 30 

                                                 
192 See D.06-11-026 at 12. 
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These activities demonstrate that SDG&E has been and remains incented to control as 1 

much as possible given SDG&E’s minority ownership position over SONGS costs.  Indeed, 2 

DRA does not oppose the continuation of the SONGS balancing account for O&M expenses.  3 

Accordingly, the Commission should approve the extension of this SONGS balancing account 4 

treatment so SDG&E customers pay only for costs incurred as SONGS improves operating 5 

performance, responds to NRC concerns, and replaces aging equipment. 6 

6. Electric Distribution Operations (SDG&E-Only) 7 

This section of the Opening Brief addresses electric distribution O&M and capital costs. 8 

6.1 Electric Distribution - Operating and Maintenance (O&M) 9 
SDG&E’s electric distribution O&M expenses were the subject of extensive testimony by 10 

witness Kohls (Exh. 61), with supporting workpapers (Exh. 62) and rebuttal testimony (Exh. 63) 11 

which addressed numerous proposed disallowances.  These disallowances are unwarranted for 12 

reasons addressed in this section of the Opening Brief.  SDG&E’s requested funding levels are 13 

necessary and appropriate for many reasons, including SDG&E’s requirements for the following: 14 

• Maintain Improved Public and Employees Safety Performance and Reliability: 15 
SDG&E has increased efforts to enhance safety measures and integrate safety into 16 
culture of the field employees.  SDG&E has also focused efforts to replace and 17 
update aging equipment in the field such as Overhead Switches and Connectors. 18 

• Regulatory & Environmental Compliance: 19 
CPUC mandated inspections (including new requirements) and repairs require added 20 
labor costs; tightening environmental policies on permitting, and recently adopted 21 
legislation for GHG will require program administrative, instrumentation and 22 
inspection fees. 23 

• Fire Preparedness: 24 
SDG&E’s ongoing efforts to harden the electric distribution system both with 25 
advanced hardware designs and modified operating procedures.  Tree trim costs 26 
increase due to required contractor fire insurance costs, as well as mandated Local 27 
and State vegetation management requirements. 28 

• Work Force Development: 29 
SDG&E’s has re-instituted operations and field personnel apprentice classes as well 30 
as Project Management designer/planner classes due to deferrals in 2009 and 2010, as 31 
well as additional re-fresher compliance classes.  32 

• System Growth: 33 
SDG&E’s increased load from existing customers requires upgraded electrical 34 
equipment (e.g., transformers).  SDG&E also faces additional permitting and access 35 
costs to access facilities. 36 

• New Technology: 37 
Increased numbers of Electric Vehicles and interconnections of renewable energy 38 
infrastructure for inspection and maintenance require electric system upgrades to 39 
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maintain system stability and reliability.  SDG&E’s SmartGrid infrastructure is being 1 
installed, as implementation of hardware and system applications in concert with the 2 
SmartGrid deployment plan proceeding sponsored by the Commission. Funding and 3 
resources are necessary to enable these changes.  4 

• Aging Infrastructure: 5 
Cables, connectors, switches and other equipment need to be updated to maintain 6 
reliability and ensure safety.  7 

SDG&E strongly disagrees with the disallowances proposed by DRA, UCAN, and FEA 8 

regarding SDG&E’s Electric Distribution O&M.   SDG&E’s requested funding for incremental 9 

activity is critical to ensure safe, compliant and reliable service to its customers, yet is being 10 

dismissed without sound reasoning or meaningful analysis addressing these activities.  Exhibit 11 

63 demonstrated that DRA and the intervenors’ testimonies have flaws due to inappropriate 12 

methodologies, incomplete analysis, or misconceptions.  Examples are: 13 

• Disallowance of Vacation and Sick (V&S) costs for SDG&E employees. 14 

• Recommending that SDG&E erroneously book its O&M costs that are associated 15 
with Capital projects in the Electric Distribution Capital accounts. 16 

• Misusing the Fire Hazard Prevention Memorandum Account (FHPMA, D.09-08-029) 17 
by arguing that any fire related costs should be tracked in the account. 18 

• Advocating the use of forecasting methodologies that inappropriately ignore 19 
significant historic costs and activities that have a direct impact on SDG&E 20 
forecasted costs. 21 

• Ignoring new costs associated with new activities to enhance customer and system 22 
safety and maintain system reliability (such as new fire preparedness measures). 23 

DRA did not address the merits of the cost drivers presented by SDG&E in its testimony, 24 

but focused almost exclusively on numeric methodologies.  Ratemaking is not an exercise in 25 

simple arithmetic but requires thoughtful analysis of needs and changes in the working 26 

environment. 27 

Although SDG&E’s electric system continues to be very reliable, maintaining equipment, 28 

repairing facilities and restoring service constitutes a major job function for SDG&E’s field 29 

employees. The operation, maintenance and administration of SDG&E’s Electric Distribution 30 

system require many activities. Among them are: routine maintenance and new construction, 31 

dispatch and electric system control, project planning and design, skills training of the 32 

workforce, development of standards, strategic planning and distribution reliability functions, 33 

management of contract construction forces (including fire coordinators), public affairs 34 

communication and liaison activities with local, state and federal agencies, and development, 35 
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implementation, operation and maintenance of distribution system related Information 1 

Technology (IT) systems.  SDG&E strives to maintain safe system operations for employees and 2 

customers with high levels of service quality, reliability and customer satisfaction.  To achieve 3 

these objectives, SDG&E pursues activities which balance the expense of system maintenance 4 

and operations with reasonable replacement strategies.  SDG&E works to optimize those 5 

expenses within desired levels of service and system design.  SDG&E/Kohls, Exh. 63 at 3. 6 

SDG&E identified seven major drivers which impact the TY 2012 expenditures and 7 

impact most or all of the activity in Electric Distribution Maintenance and Operations accounts. 8 

• Maintain Improved Safety Performance 9 

• Compliance with Regulatory and Environmental Regulations 10 

• Fire Preparedness 11 

• Work Force Development 12 

• System Growth 13 

• New Technology 14 

• Aging Infrastructure 15 

In any business, SDG&E included, priorities shift in order to meet demands.  Forecasts 16 

cannot be guaranteed, however, SDG&E has identified significant incremental activities in this 17 

case.  All of the information presented in SDG&E’s direct testimony (Exh. 61) was developed in 18 

accordance with standard and accepted methods of the Commission’s RCP.  Exh. 63 at 4. 19 

SDG&E developed its forecasts and testimony with the singular purpose of providing the 20 

Commission with its best estimate of future requirements. SDG&E believes that the Direct 21 

Testimony (Exh. 61), related workpapers (Exh. 62)  and rebuttal testimony (Exh. 63) provide a 22 

full record, based upon which the Commission should adopt SDG&E’s request. 23 

B. Electric Regional Operations (ERO) 24 

DRA's methodology ignores the specific merits of individual programs or projects within 25 

ERO, and does not accommodate changes in regulations, technology or underlying business 26 

drivers such as fire prevention and reliability.  SDG&E/Kohls, Exh. 63 at 5. 27 

6.1.1 Safety Culture Change 28 
While DRA agreed with the continued funding of the Behavior Based Safety training 29 

(BBS), it disallowed funding for the Safety Culture Change, which is an integral part of the 30 

overall safety program.  Focusing on individual actions while ignoring the overall culture which 31 
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directly impacts individual crew behavior will certainly result in an ineffective safety program.  1 

BBS focuses on the individual, while culture-based safety focuses on the way the group and 2 

organization views safety.  Culture change addresses the assumptions and norms that underlie 3 

unsafe behavior and changing them so that safety is built into the mindsets and attitudes of all 4 

personnel.  Both approaches are needed to achieve a sustained improvement in SDG&E’s safety 5 

performance.  SDG&E/Kohls, Exh. 63 at 6. 6 

6.1.2 PCB Reassessment of Use Authorization 7 
DRA cuts SDG&E’s request for funding to implement the polychlorinated biphenyls 8 

(PCB) phase-out that the Environmental Protection Agency (EPA) is contemplating for electrical 9 

equipment.   DRA argues the EPA is only “contemplating” the PCB phase-out.  However, as 10 

detailed on page 9 of SDG&E witness Deanna Haines (Exh. 325), EPA has moved beyond the 11 

“contemplation” and “pre-proposal stage” of amending the PCB Use Authorization and 12 

development of a Phase Out for PCB-containing equipment greater than or equal to 50 parts per 13 

million (ppm) PCB.  EPA has committed to publish the proposal rule, and SDG&E needs to 14 

begin the proactive screening of its older electrical equipment for PCBs and replacement of oil 15 

filled equipment with PCB levels greater than or equal to 50 ppm PCBs.  It is prudent to begin 16 

this project in 2012 due to its large scope and complexity.  SDG&E/Kohls, Exh. 63 at 6-7.  The 17 

project as proposed in the GRC requires 10 years to complete, and SDG&E requests that its 18 

proposal be adopted as submitted. 19 

6.1.3 Fire Hazard Prevention Memorandum Account (FHPMA) 20 
DRA disallows all fire related costs from SDG&E’s testimony, and recommends that the 21 

CPUC defer them to the Fire Hazard Prevention Memo Account (FHPMA).   This should be 22 

rejected for numerous reasons. Fire preparedness is not luxury, nor is it a discretionary activity.   23 

California is in a dangerous position with regard to wildfires, with dry weather and La Nina 24 

conditions currently affecting the West Coast.193  Having gone through catastrophic fires, 25 

SDG&E has implemented, and continues to refine and optimize, activities intended to create a 26 

safer environment in the field, while maintaining the highest level of reliability to its customers.  27 

SDG&E/Kohls, Exh. 63 at 7.  SDG&E is entitled to recover reasonable costs under D.09-08-029, 28 

which provides as follows: 29 

                                                 
193 http://online.wsj.com/article/SB10001424052970203436904577154943071699730.html 
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We find that each cost-of-service regulated utility is entitled to recover reasonable 1 
costs prudently incurred to comply with the changes to the Commission’s rules 2 
adopted today. …… We will address costs more fully in phase 2 and expect cost-3 
of-service regulated utilities to provide cost data.  We will decide the appropriate 4 
forum for seeking recovery of these costs in phase 2.  In phase 2, we will also 5 
develop an appropriate tracking mechanism for these additional costs and decide 6 
how to incorporate these costs into each utility’s general rate case. 7 

D.09-08-029 (Section 6.1 Cost Recovery) 8 

There is no mention in D.09-08-029 of a cap to these costs as recommended by DRA.  9 

Furthermore D.12-01-032 (which was the final Decision in Phase 2 of Rulemaking (R.)08-11-10 

005) directs utilities to recover costs in the next GRC.  DRA’s recommendation to continue to 11 

recover the costs in the FHPMA is in direct conflict with D.12-01-032, which provides as 12 

follows with regard to Cost Recovery for Electric IOUs: 13 

The electric IOUs shall record in their FHPMAs only those costs that are not 14 
being recovered elsewhere.  For example, PacifiCorp and Sierra Pacific already 15 
recover their costs to implement the Phase 1 Decision in their respective GRCs.194  16 
Consequently, PacifiCorp and Sierra Pacific may not record any Phase 1 costs in 17 
their FHPMAs.  Similarly, SCE, SDG&E, and SoCalGas have included 18 
forecasted costs from the Phase 1 Decision in their 2012 GRCs.195  Thus, the 19 
only Phase 1 costs these companies may record in their FHPMAs are their 20 
actual costs to implement the Phase 1 Decision that are incurred prior to 21 
2012.  Each electric IOU may continue to record authorized costs in its FHPMA 22 
until the first GRC that occurs after the close of this proceeding, at which time the 23 
FHPMA shall be closed.  The electric IOU may then use the GRC mechanism to 24 
request recovery of the costs it incurs from that point forward to comply with the 25 
regulations adopted in this rulemaking proceeding.  The electric IOU may seek to 26 
recover the ending balance in its FHPMA, if any, by filing an application. 27 

D.12-01-032 at 152-53 (emphasis added). 28 

The San Diego region is under a nearly constant fire alert, in all seasons, and SDG&E’s 29 

request reflects the most appropriate level of funding required to continue to operate a safe and 30 

reliable system.  Exh. 63 at 8.  As such, fire preparedness costs should be included in this GRC, 31 

and SDG&E’s request for funding of its fire related activities should be adopted. 32 

6.1.4 Overhead Switch Inspection and Maintenance 33 
SDG&E requests $125,000 in 2012 for Overhead Switch Inspection and Maintenance.  34 

The overhead switch and maintenance program will ensure overhead switches are in good 35 

operating condition resulting in improved safety, reliability, and contribution to fire preparedness 36 

                                                 
194 PacifiCorp and Sierra Pacific Joint Phase 2 Opening Brief at 28.   
195 Phase 2 Workshop Report, Appendix B, at B-256, fn. 66. 
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measures.  DRA recommends to record costs in the FHPMA, but this program is not specifically 1 

initiated as a result of the OIR Phase 1 Decision (D.09-08-029) and thus is not an appropriate 2 

cost for recovery in the FHPMA.  This program would result in safer switch operation for field 3 

personnel, decreased outage times due to switch failures or inoperability, prolonged life of 4 

switch assets, and contribute to fire risk reduction; as such they are appropriate costs for 5 

inclusion in the GRC.  SDG&E/Furgerson, Exh. 61 at 9. 6 

6.1.5 Overhead Connector Program 7 
SDG&E requests $200,000 for the Overhead Connector Program in 2012. Overhead 8 

connectors are mechanical devices used to join overhead wires.  DRA would record costs in the 9 

FHPMA, and claims that SDG&E has provided insufficient evidence to incorporate costs in the 10 

GRC.  This program was not initiated as a result of the D.09-08-029 and thus is not an 11 

appropriate cost for recovery in the FHPMA.  The evidentiary support for this program is solid.  12 

SDG&E Overhead Standards have evolved over the years to revise various connection types 13 

with the latest “best practices” in the industry.  SDG&E/Furgerson, Exh. 61 at 9.  Previously 14 

approved connection methods are typically grandfathered in the system.  SDG&E/Kohls, Exh. 63 15 

at 9.  As witness Kohls testified, this overhead connector program will replace some of 16 

previously approved connection methods with the current industry standard and accordingly 17 

these are appropriate costs for inclusion in the GRC.196   18 

6.1.6 General Order 165 Annual Patrols in Fire Zones – Repairs 19 
SDG&E requests $177,000 for General Order (G.O.) 165 Annual Patrols in Fire Zones- 20 

Repairs.  G.O. 165 establishes the minimum requirements for electric distribution facilities, 21 

regarding inspections, inspection cycles, condition rating, scheduling, and performance of 22 

corrective action, record keeping and reporting.  In D.09-08-029, the patrol frequency was 23 

increased from every two years to annually for facilities located in the Extreme and Very High 24 

Fire Threat Zones. With these increased inspections, comes an increase in the number of repairs 25 

to be completed in compliance with timeframes required by SDG&E’s filed G.O.165 plan. DRA 26 

recommends $0 for this activity citing the FHPMA and insufficient evidence.  However, 27 

SDG&E is mandated to comply with these rule changes and D.12-01-032 instructs SDG&E to 28 

recover these costs in its GRC. 29 

 30 

                                                 
196 Kohls, Tr. Vol. 15 at 1526-28. 
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6.1.7 OII Quality Control Inspections 1 
SDG&E requests $1,376,344 for OII Quality Control Inspections.  D.10-04-047 requires 2 

a three year cycle for Quality Control inspections of distribution poles in High Risk Fire Areas 3 

(HRFA).  DRA claims that SDG&E is supposed to debit expenses related to increased 4 

maintenance and inspection/patrolling requirements into FHPMA, and thus recommends $0 for 5 

OII Quality Control Inspections.  However, DRA is incorrect. The increased inspection 6 

requirements are separate and independent of the requirements for compliance with D.09-08-029 7 

and thus not an appropriate cost for recovery in the FHPMA; they need to be included in the 8 

GRC.  SDG&E/Kohls, Exh. 63 at 11. 9 

6.1.8 Rule 18 Notifications and Repair of Safety Hazards 10 
SDG&E requests $258,000 for Rule 18 Notification and Repair of Safety Hazards. D.09-11 

08-29 requires an auditable maintenance program, a 10-day notification procedure for safety 12 

hazards and a method to prioritize and record corrective actions for G.O. 95 violations. DRA 13 

recommends $0 and to include these costs in the FHPMA. However SDG&E is mandated to 14 

comply with rule changes and D.12-01-032 does not allow FHPMA recovery.  Exh. 63 at 12. 15 

6.1.9 CMP Pathing Increases due to OpEx – Inspections and Repairs 16 
In TY 2012, SDG&E requests funding for its Corrective Maintenance Program (CMP) 17 

Pathing Increases.  “Pathing” refers to the grouping of nearby facilities into the same inspection 18 

year in order to avoid returning to the same area every year.197  As SDG&E’s new system is 19 

implemented, there will be some incremental increase in inspections during the first 5 year cycle 20 

as all poles within a segment are initially inspected.  DRA recommends $0 for CMP Pathing 21 

Increases.  However, SDG&E has explained the reason for the pathing changes.   Exh. 61 at 15.  22 

These costs are not only justified, but there are anticipated savings over time.  Exh. 63 at 12. 23 

6.1.10 Operational Excellence (OpEx) – Ongoing support 24 
DRA disallowed all OpEx ongoing support costs, claiming a lack of detail.  OpEx is a 25 

cost savings program, with long term benefits to the customer; thus disallowing ongoing support 26 

costs would be counterproductive.   DRA did not challenge the program, yet by disallowing the 27 

ongoing costs requested here by SDG&E, DRA is effectively disallowing future savings.  Exh. 28 

                                                 
197 In SDG&E’s old system of inspecting facilities in 1000x2000’ grid sections, if very few poles are up for 
inspection in the next year of a 5-year cycle, a small number of poles may be included in the current year inspection 
in order to avoid returning to that same grid section next year.  SDG&E’s new system does not use grid sections, but 
groups poles in small geographic segments (typically 5-10 poles).  SDG&E/Kohls, Exh. 63 at 11. 
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61 at 14, outlines the drivers behind the requested costs.  These activities have been implemented 1 

and explained in SDG&E witness Phillips’ direct testimony (Exh. 183).  To fully realize the 2 

efficiencies targeted in the field through Supervisor Enablement (which arms supervisors in the 3 

field with mobile data terminals to mange projects and crews more efficiently) and crew 4 

dispatching (which optimizes the deployment of crews in the field), continued training and 5 

necessary equipment upgrades must be provided.  SDG&E therefore requests that its proposal be 6 

adopted. 7 

6.1.11 O&C Labor non-work (Vacation & Sick) 8 
DRA’s disallowance of the vacation and sick (V&S) costs associated with labor activities 9 

in this work group is illogical.   DRA did not disallow V&S costs in any other area of the 10 

company, and V&S are a major component of labor costs, which cannot be unilaterally excluded.   11 

DRA seeks to eliminate this expense, apparently not realizing its relationship to labor costs.  The 12 

Commission should reject this recommendation.  Labor funding is based on Productive and Non-13 

Work hours and dollars.  Productive time covers the time employees are actively working, while 14 

non-work hours are the vacation, sick, holiday hours that are an integral activity associated with 15 

employment.  Exh. 63 at 13.  SDG&E requests that costs for vacation and sick time be approved. 16 

6.1.12 Smart Grid Portfolio 17 
For Smart grid O&M costs, DRA applied proposed adjustments as they appeared in 18 

DRA’s Smart Grid Policy Exhibit.  SDG&E opposes DRA’s approach since it is inconsistent 19 

with California’s energy goals.  SDG&E’s smart grid portfolio of projects is needed in order to 20 

meet the State of California’s ambitious policy goals of promoting increased levels of renewable 21 

resources.  These projects meet four main drivers.  The first driver is the need to mitigate the 22 

impacts of renewable generation development that is planned and occurring in the San Diego 23 

region.  The second driver is the arrival of vehicles such as the Nissan Leaf all-electric car and 24 

Chevy Volt plug in hybrids which increase the immediate need for Smart Grid technologies on 25 

the electric grid in San Diego.   26 

The third driver is SDG&E’s aging infrastructure and the increased complexity of grid 27 

operations that require Smart Grid solutions.  Lastly, the fourth driver is a need for SDG&E to 28 

test the function of new consumer focused technologies on the installed smart meters and 29 

associated systems to enable Smart Grid characteristics.  Exh. 63 at 13.  Details of these drivers 30 

and projects are contained in the testimony of SDG&E witness Tom Bialek (Exh. 125).   31 
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SDG&E also notes that the CPUC staff reviewing Smart Grid deployment plans issued a 1 

workshop report on March 1, 2012 concluding that the SDG&E Smart Grid deployment plan is 2 

in compliance with the CPUC’s requirements and Senate Bill (SB) 17.  DRA’s request to “slow 3 

down” is at odds with State goals and should be rejected. 4 

UCAN uses a two year average for ERO, adjusted for Smart Grid costs and Smart Meter 5 

benefits.  UCAN takes advantage of timing consequences, but overlooks significant historical 6 

activities that continue to be an integral part of this function in providing a safe and reliable 7 

service to the public.  The fact that SDG&E had to re-allocate or re-prioritize some resources and 8 

activities to accommodate current economic and business conditions does not mean that the 9 

Electric Regional Operations no longer needs to maintain its core services. This cost center 10 

represents the primary crew force in the field, responding to outages, repairs, and customer 11 

issues. This is where the maintenance and operations of the system is conducted.  Exh. 63 at 14-12 

15.  SDG&E requests that the Commission reject UCAN’s recommendations and approve full 13 

funding of these crucial fire preparedness, safety and reliability activities. 14 

6.1.13 Fire Hazard Prevention Memorandum Account (FHPMA) 15 
As with DRA, UCAN disallowed fire related costs and claims that recovery should be 16 

through the FHPMA.  SDG&E has addressed this proposal above and will not repeat those points 17 

here.  UCAN also claims that SDG&E has not spent the money it forecast for 2010; however 18 

costs from the FHPMA account are not in the 2010 actuals, so this argument fails.  Exh. 63 at 15. 19 

C. Electric Regional Operation (Troubleshooting) 20 
6.1.14 General Order 165 Annual Patrols in Fire Zones 21 

SDG&E requests $418,000 for G.O. 165 Annual Patrols in Fire Zones.  D.09-08-029 22 

requires electric utilities to increase the frequency of patrol inspections in rural areas from two 23 

years to one year within the “Extreme and Very High Fire Threat Zones” in Southern California. 24 

This decision impacts approximately 4,800 rural patrol maps which will now be patrolled on an 25 

annual basis to further improve safety and reliability.  DRA recommends $0 for these activities 26 

citing the FHPMA and insufficient evidence. SDG&E is mandated to comply with rule changes, 27 

and D.12-01-032 precludes use of the FHPMA; it instructs SDG&E to recover these costs in its 28 

GRC.  Exh. 63 at 16. 29 

6.1.15 Fire Preparedness 30 
SDG&E requests $120,000 for fire preparedness activities that directly impact the 31 

Electric Troubleshooters. During Elevated Wind Conditions and Red Flag Warning Conditions, 32 
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Electric Troubleshooters are positioned in areas of high fire danger (typically substations) to 1 

expedite response to areas of the territory that may experience an interruption of service or other 2 

electrical system problem that is threatened. Electric Troubleshooters will visually patrol all 3 

facilities involved should the power be interrupted in select high risk fire areas. Deployment in 4 

the high fire areas is maintained on a 24 hour basis by rotating personnel.  These patrols require 5 

additional Electric O&M resources and equipment in order for SDG&E to minimize any 6 

potential reliability impacts due to fire and/or wind.  DRA recommends $0 for this activity citing 7 

the FHPMA and insufficient evidence.  The FHPMA will not be available for this purpose.  8 

SDG&E/Kohls, Exh. 63 at 16. 9 

6.1.16 General Order 165 Annual Patrols in Fire Zones 10 
SDG&E requests $418,000 for G.O. 165 Annual Patrols in Fire Zones. D.09-08-029 11 

requires electric utilities to increase the frequency of patrol inspections in rural areas from 2 12 

years to 1 year within the “Extreme and Very High Fire Threat Zones” in Southern California. 13 

This decision impacts approximately 4,800 rural patrol maps which will now be patrolled on an 14 

annual basis to further improve safety and reliability. UCAN recommends $0 for this activity 15 

citing the FHPMA and the reduction in 2010 spend for the overall Troubleshooting/Engineering 16 

account when compared to the 2010 forecast.  SDG&E is mandated to comply with rule changes 17 

and D.12-01-032 instructs SDG&E to recover these costs in its GRC.  With regard to the 18 

reduction in 2010 spend, many factors impact the annual spend for the 19 

Troubleshooting/Engineering account and it would be inaccurate to assume that any reductions 20 

in 2010 spend is solely the result of less fire preparedness spending.  UCAN states that for 21 

G.O.165 Patrols, SDG&E spent less money in 2010 than in 2009. However, there was an 22 

approximately 47%198 increase in patrol inspection costs from 2009 to 2010 and a 147%199 23 

increase from 2009 to 2010 when the FHPMA costs are considered. UCAN also states that 24 

SDG&E has not spent the money it forecast for 2010; but again the costs from the FHPMA 25 

account are not represented in the 2010 actuals.  SDG&E/Kohls, Exh. 63 at 16-17. 26 

6.1.17 Fire Preparedness 27 
SDG&E requests $120,000 for fire preparedness activities that directly impact the 28 

Electric Troubleshooters. During Elevated Wind Conditions and Red Flag Warning Conditions, 29 

                                                 
198 SDG&E/Kohls, Exh. 63 at 17, fn.3.   
199 Id. at fn.4.   
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Electric Troubleshooters are positioned in areas of high fire danger (typically substations) to 1 

expedite response to areas of the territory that may experience an interruption of service or other 2 

electrical system problem that is threatened. Electric Troubleshooters will visually patrol all 3 

facilities involved should the power be interrupted in select high risk fire areas. Deployment in 4 

the high fire areas is maintained on a 24 hour basis by rotating personnel.  These patrols require 5 

additional Electric O&M resources and equipment in order for SDG&E to minimize any 6 

potential reliability impacts due to fire and/or wind.  UCAN recommends $0 for this activity 7 

citing the FHPMA and the reduction in 2010 spend for the overall Troubleshooting account 8 

compared to the 2010 forecast.  Per D.12-01-032 the FHPMA is not the appropriate mechanism, 9 

and SDG&E’s funding should be granted.  With regard to the reduction in 2010 spend, the 10 

number of red flag conditions in a given year can vary dramatically depending on the weather.  11 

Historically there has been an average of six Red Flag Warning Conditions per year.  Exh. 63 at 12 

18.  2010 proved to be an exception with only one Red Flag Warning Condition.  Exh. 63 at 19.  13 

Thus fire preparedness expenses associated with the Electric Troubleshooters were significantly 14 

less in 2010 as that was an abnormally low year for Red Flag events. 15 

6.1.18 System Growth 16 
SDG&E requests $400,000 for additional Electric Troubleshooting staffing.  UCAN 17 

recommends $0 citing 2012 forecasted load growth of less than 1%, and recommends using a 18 

2008-2010 average.  SDG&E’s system growth comes from both additional customers and added 19 

load demand per customer.  Continued conversion of overhead facilities to underground also 20 

adds to the work of Electric Troubleshooters.  The time spent troubleshooting, isolating, and 21 

restoring underground system events is greater than that associated with the overhead 22 

distribution system.  Over the last 10 years SDG&E’s has added 14% more customers, load 23 

demand has increased by 10-20%, and the number of underground facilities has increased by 15-24 

20%.  During this same decade the number of Electric Troubleshooters has remained unchanged.  25 

SDG&E has implemented initiatives, strategies, and new technology over the years to maximize 26 

the efficiency and effectiveness of the Electric Troubleshooters.  However, increased demands 27 

for improved reliability, quicker customer response, increased coverage hours, combined with a 28 

constantly growing customer base and increased load demand require added staffing to keep 29 

pace. 30 
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D. Skills and Compliance Training 1 
DRA’s estimated operational cost for SDG&E’s Skills and Compliance Training is 2 

$3,664,000 which is $674,000 less than SDG&E’s request. Skills and Compliance Training must 3 

train SDG&E’s workforce in a safe environment and prepare employees to recognize hazards, 4 

establish safe work practices, comply with all applicable laws, regulations and company policies, 5 

and to safely work on and maintain a complicated high-voltage system to better serve its 6 

customers. 7 

6.1.19 Work Force Development 8 
DRA takes no issue with SDG&E’s labor forecast, but disallows a number of incremental 9 

costs supporting critical training activities, based on the assertion that they were not part of 10 

SDG&E’s historical spend.  DRA’s disallowance is unreasonable and fails to support a safe 11 

environment for the crews in the field.  Electric crews take on some of the most dangerous tasks 12 

in the field, requiring skills that are not readily available in the employment market.  Recruiting, 13 

training, and graduating crews requires continuous updates and course refreshers. Prior to 2009, 14 

SDG&E was conducting two new Apprentice classes per year to keep up with attrition rates (i.e., 15 

retirements, new job classifications, sickness, illness, or promotion). SDG&E suspended its 16 

training classes when it determined that it was adequately staffed making the classes 17 

unnecessary.  Suspension of training was never intended to be a permanent change, only a 18 

temporary adjustment matching up with business needs at the time. 19 

Regulatory, Environmental, and Legislative rules and regulations, require on-going 20 

employee training programs and tools to support such programs.  Therefore, the need for an 21 

expert such as an Instructional Designer and Performance Support Analysts to enhance and 22 

maintain quality training programs and a multitude of training materials that need to be 23 

developed, and updated, is critical. Training programs include mandated Compliance Training, 24 

Equipment Operations and Commercial Drivers’ Training, Line Assistant Orientation, Hendricks 25 

Cable Training and Working Foreman Development curriculum.  In ratemaking there will 26 

always be some use of estimates, but that is not a sound basis to disallow the entire forecasted 27 

spend of a known activity.  Funding of zero for an entire activity is unreasonable. 28 

DRA argued that SDG&E was unable to provide 5 years of historical costs for these 29 

items because a lot of these items are new.  In fact, SDG&E did provide 5 years of historical data 30 

along with the filed workpapers, as well as a detailed description of all the incremental activities 31 
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requested by SDG&E.  SDG&E/Kohls, Exh. 63 at 22. Over 5 years, a great number of activities 1 

change, as do environmental circumstances.  Disallowing activities solely because they are new 2 

would unjustly limit SDG&E forever to those activities it currently performs and ignores the 3 

merits of and need for those activities. SDG&E’s forecast for these expenses represent 4 

reasonable incremental costs to the historical pattern of expenses. 5 

6.1.20 Aging Infrastructure 6 
Over 90% of the current training infrastructure has been in place for 30 years.  7 

SDG&E/Kohls, Exh. 63 at 22.  High-voltage equipment, underground cable, and the overhead 8 

wiring system need to be replaced and updated.  These tools and systems are used to replicate 9 

activities performed in the field but conducted in a safe environment.  Most of the tools, 10 

equipment, and work methods have surpassed their useful life expectancy and now pose a risk to 11 

employee safety.  Exh. 61 at 24.  With on-going high-voltage electrical system improvement, 12 

Smart Grid technology advancement, and increasing automation, SDG&E training programs 13 

must stay current and provide enhanced training in a controlled environment. 14 

6.1.21 O&C Labor Non-Work Vacation and Sick Leave 15 
DRA did not disallow this cost in any other area of the company and it is illogical to have 16 

it disallowed here. Vacation and Sick Leave (V&S) are an integral component of Labor costs, 17 

which cannot be unilaterally excluded.  The Commission should reject this recommendation.  18 

Labor funding is based on Productive and Non-Work hours and dollars.  Productive time is when 19 

employees are actively working, while non-work hours are the vacation, sick, and holiday hours 20 

that are part of each year.  SDG&E requests that costs for vacation and sick time be approved. 21 

UCAN bases their rationale for support on a construction unit forecast they developed.  22 

Economic conditions do not halt the Regulatory, Environmental, and Legislative rules and 23 

regulations which require continuous employee training programs and tools to support such 24 

programs.  Exh. 63 at 24.  The time required to train new hires and get them ready to be journey 25 

men linemen requires time, materials and tools.  Waiting until the need is there is too late.  Id.  26 

To ensure a work force trained and equipped to provide the highest level of service and maintain 27 

a safe and reliable system, SDG&E requests that its forecast be approved. 28 

E. Project Management 29 

DRA uses only 2009 base year recorded for Labor and Non Labor rather than a 5 year 30 

average, arguing it is most indicative of SDG&E’s current spending.  DRA ignores the fact that 31 
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2009 was the only year in that 5 year average that Project Management did not conduct a 1 

Planner/Designer Training Class.  As stated in Exh. 61, an average was used because two 2 

Planner classes were held in 2005 and one class in each subsequent year, with the exception of 3 

2009.  Planner/Designer Training Classes are charged 100% to O&M.  In any year such a class 4 

takes place there is significant impact on the recorded O&M expenses.  After consistently 5 

conducting Planner/Designer Training Classes year after year in order to overcome the effects of 6 

attrition while still managing its workload, it was prudent to refrain from training additional 7 

individuals in 2009-2010.  That practice cannot continue indefinitely as SDG&E must replenish 8 

its workforce and prepare for more economically robust years.  To use only 2009 as a basis for 9 

future O&M requirements strips away all funding for future Planner/Designer Training Classes.  10 

SDG&E/Kohls, Exh. 63 at 25. 11 

DRA claims SDG&E gives no indication of what the “comprehensive Training Class” 12 

entails.  But Exh. 61 showed that Project Management’s personnel perform the design and 13 

engineering necessary in the development of comprehensive construction orders from which 14 

additions and modifications to both the gas and electric distribution systems are constructed.  15 

This design and engineering work is performed by Planner/Designers and the Training Class in 16 

question teaches them how to do that work.  DRA also misinterpreted a statement in Exh. 61 17 

regarding the disposition of the 16 Planner/Designers Project Management seeks to train in 2012.  18 

The 16 Planner/Designers to be trained in 2012 will all be full-time employees of SDG&E, 19 

although 6 Planner/Designers will be assigned to other areas of SDG&E outside of Project 20 

Management.  Despite DRA’s claim, they will most certainly be useful to the utility.  21 

SDG&E/Kohls, Exh. 63 at 25. 22 

UCAN also used Project Management’s O&M expenses for 2009 as the basis for their 23 

arguments.  But there was no Planner Training Class in 2009, and this training class represents a 24 

very significant O&M expense, so a year during which no class was conducted would have much 25 

lower recorded O&M expenses.  SDG&E/Kohls, Exh. 63 at 26.  Planners design work orders in 26 

support of corrective maintenance, system capacity and reliability, and for SDG&E’s aggressive 27 

overhead to underground conversion program.  Economic conditions have had little impact on 28 

those areas.  To wait until the economy improves, as UCAN suggests, would leave SDG&E 29 

unprepared to meet customer demand as economic conditions begin to improve.  SDG&E 30 

disagrees with UCAN’s statement that much of our staffing will not be needed.  The CPUC 31 



66 
#265001 
   

should adopt SDG&E’s projected O&M requirements for Project Management, including a 1 

Planner Training Class in 2012. 2 

F. Service Order Team 3 
DRA’s forecast for this activity is $258,000, which is $12,000 less than SDG&E’s 4 

forecast.  DRA uses a five year average for labor costs, while SDG&E uses 2009 costs as a base 5 

for its forecast.  DRA overlooks changes in this activity’s structure, such as the expansion of 6 

CPUC General Orders (G.O.s 95, 128, 166), Municipal regulations (storm water management, 7 

traffic control, backfill, paving, markout), and Federal and State Laws related to safety and 8 

environmental concerns.  SDG&E’s forecast is the most representative costs that will be incurred 9 

in TY 2012.  SDG&E/Kohls, Exh. 63 at 27. 10 

G. Regional Public Affairs (RPA) 11 
DRA’s disallowance of the Public Affairs Manager position overlooks the mounting 12 

Environmental regulations, increased customer outreach activities in relation to emergency 13 

preparedness, customer education, and permitting requirements dictating further interface 14 

with local and state agencies, Regional Public Affairs’ proposal to add one Public 15 

Affairs managers will enhance communications between the Utility and its customers, as well as 16 

governmental agencies which will result in a more responsive,  efficient and effective work 17 

environment.  The impact of current economic conditions does not translate into lower customer 18 

expectations on standards of reliability, or lesser outreach and education efforts. RPA educates 19 

officials at the county and city levels about SDG&E issues that may have any impact on its 20 

customers. RPA further serves as the point of contact in the communities that SDG&E serves, 21 

educating stakeholders about SDG&E activities, programs and services, responding to 22 

customers, resolving customer complaints, and working with under-represented communities.  23 

SDG&E’s proposal should be approved. 24 

UCAN mischaracterizes Regional Public Affairs activities as lobbying, and recommends 25 

no funding for this integral activity.  UCAN presents a narrow and inaccurate depiction of the 26 

nature of the work RPA performs.  RPA appears before local governmental bodies regarding 27 

existing or proposed operations.  This is RPA’s primary function, and it does not involve 28 

lobbying.  Working with local government is critical to minimizing cost shifting from 29 

municipalities to ratepayers, and to ensuring system reliability.   Without RPA, operations staff 30 

would be removed from their daily activities and required to spend a significant amount of time, 31 



67 
#265001 
   

effort and expense working with local jurisdictions and stakeholders.  Required maintenance 1 

work would be more costly and take longer to complete, thereby negatively impacting 2 

ratepayers.  DRA recognizes this fact and has recommended full funding.  SDG&E has provided 3 

examples of issues RPA has worked on.  These activities do not constitute lobbying. 4 

• Franchise renewal with the City of Encinitas; 5 
• Franchise compliance with the City of San Diego and City of Chula Vista; 6 
• Energy Efficiency program outreach to cities and customers; 7 
• Smart Grid – outreach with local stakeholders to brief them on the required Smart 8 

Grid Deployment Plan project, and to seek their input for incorporation into that Plan; 9 
• Smart Meter – outreach to community stakeholders seeking input on smart meter 10 

deployment and implementation; 11 
• Wood to Steel Projects – met with local community groups on the project; 12 
• Pipeline Safety – briefed local municipalities to educate them on SDG&E’s pipeline 13 

safety practices; 14 
• Vegetation Management – met with local community groups to brief on the 15 

company’s policies and procedures; 16 
• Substation relocation and enhancement projects; 17 
• 20B Underground projects and City of San Diego Underground surcharge; 18 
• Long Term Resource Plan – met with local community leaders to discuss the Long 19 

Term Resource Plan and to gain their feedback; 20 
• Electric Vehicles - briefed local stakeholders and municipalities on anticipated 21 

penetration in region, impact on municipalities; and 22 
• SONGS Lagoon Restoration.  SDG&E/Kohls, Exh. 63 at 29-30. 23 

RPA plays a crucial role in coordinating emergency planning and response activities between the 24 

utility and the cities and counties in the service territories.  These activities are critical to 25 

maintaining safe and reliable service for our ratepayers.  RPA participates as a member of 26 

various city and county emergency operations centers (EOCs), participating in drills at these 27 

centers, and reporting to these centers during emergencies.  RPA serves as the primary contact 28 

and communicator with public officials and community leaders regarding impact on the system 29 

during an emergency, status of repairs, and projected time of service restoration.  RPA also has 30 

an essential role in the utilities’ own EOCs.  RPA personnel are trained quarterly on emergency 31 

response, and are required to report to the utility EOCs to provide support to operations.  32 

SDG&E/Kohls, Exh. 63 at 30. 33 

This group performs all outreach activities for major construction projects, routinely 34 

providing information to community groups, service organizations and business groups about 35 

installation of or upgrades to utility infrastructure, such as substations and distribution circuits.  36 

RPA also provides community stakeholders with information about customer programs and 37 
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services.  RPA does a similar communications effort when electric use typically peaks.  Summer 1 

efforts focus on conservation, energy efficiency and customer assistance.  By focusing on 2 

conservation and energy efficiency, RPA helps ensure system reliability and the welfare of our 3 

ratepayers.  RPA serves a critical role as a “liaison” between the utility and regional 4 

stakeholders, including elected officials, municipal staff, community organizations, and the 5 

general public.  RPA staff maintains ongoing communication with these stakeholders, and are 6 

usually the first point of contact when stakeholders have questions and concerns about issues 7 

related to SDG&E.  It is because of all these significant functions that SDG&E requests that its 8 

proposal be funded as filed. 9 

H. Grid Operations 10 
DRA’s reduction of $100,000 to this activity’s projected costs in 2012 is based on 11 

incomplete review of SDG&E’s OpEx program.  DRA claims the Supervisory, Control & Data 12 

Acquisition (SCADA) equipment, which interfaces with both the Transmission Energy 13 

Management Systems and Distribution Operations Remote Terminal Units communication 14 

devices, and electronic controllers that provide system totals & major intertie load reads back to 15 

SDG&E and also to CAISO.  DRA contends that this is part to the OpEx program and it did not 16 

receive sufficient details on it. The OpEx program has been described and well documented in 17 

this GRC.  See Exh. 183.  SDG&E’s request for an additional Electronic Control Technician is 18 

reasonable and necessary, and should be funded.  SDG&E/Kohls, Exh. 63 at 32. 19 

UCAN does not oppose the addition of a SCADA system operator, however, their 20 

forecast used a three year average for labor, and a two year average for non labor to derive their 21 

recommended allowances of $160,000.  The arbitrary election of these periods ignores the 22 

activities that occurred previously, and will remain part of this activity’s responsibilities going 23 

forward.   Id.  SDG&E therefore requests that UCAN’s forecast be rejected. 24 

I. Substation Construction and Maintenance 25 
6.1.22 Red Flag, Elevated Wind and Other Fire Related Events 26 

SDG&E has developed an electric operational process for fire prevention and protection 27 

of the electric system under various fire-related conditions.  This process is intended to provide 28 

crew coverage in areas that have high fire risk and position crews and other personnel in strategic 29 

locations to expedite response to any area that is experiencing an interruption of service or other 30 

electrical system problem that is being threatened by extreme weather conditions.  To this end, 31 

SDG&E was driven to expand the fire prevention equipment to provide better isolation and more 32 
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sensitive fault protection.  Following installation of the equipment, Substation Construction & 1 

Maintenance developed an annual maintenance program, which must be completed by the 2 

beginning of each fire season.  When a Red Flag Warning is issued by the National Weather 3 

Service, SDG&E stages crews at an Operating Center, Staging Area or affected Substation to 4 

prevent or respond to potential equipment failure.  In the Substation, crews would provide 5 

emergency switching to isolate the electrical equipment in the event of potential failure.  For 6 

safety reasons, on-site Substation employees isolate and lock out high voltage circuits to allow 7 

distribution line repairs for the purpose of customer service restoration.  This activity is prudent, 8 

does not qualify for inclusion in the FHPMA, and should be funded in GRC rates.  Exh. 63 at 33. 9 

6.1.23 Helicopter Utilization Expense 10 
Prior to 2010, the contract helicopter service was managed by the Fleet Department.  11 

Because the GRC development is cost center based, the budget and function was transferred to 12 

Kearny Maintenance & Operations and credited to the Fleet Department.  The DRA has argued 13 

that this expense should be recorded in the FHPMA. Not only is the FHPMA not the appropriate 14 

application for these costs, but it is even more so given that the fire preparedness and prevention 15 

portion of this expense is small.  The primary expenses cover contracted helicopter service for 16 

overhead line corrective maintenance, restoration of primary outages, and overhead line patrols 17 

and inspections.  Furthermore, there are areas of the service territory where helicopter access is 18 

the only way to perform these essential functions.  SDG&E/Kohls, Exh. 63 at 33-34. 19 

6.1.24 Field Crew Laptop Computers (Mobile Data Terminals) 20 
DRA recommended that Kearny’s field crew laptop computers request be disallowed 21 

because another department requested funding for a similar expense.  The business requirements 22 

of Electric Regional Operations differ widely from those of Kearny Maintenance & Operations.  23 

Kearny’s field employees utilize the Mobile Data Terminals to access the substation maintenance 24 

management program for equipment maintenance records, and to record on-going preventive and 25 

corrective maintenance procedures on substation equipment. SDG&E/Kohls, Exh. 63 at 34. 26 

6.1.25 O&C Labor Non-Work Vacation and Sick Leave 27 
V&S are an integral component of Labor costs, which cannot be unilaterally excluded.  28 

DRA seeks to eliminate this expense without realizing its relationship to fundamental labor costs.  29 

The Commission should deny this recommendation, as it is not reasonable to approve labor costs 30 

but exclude normal amounts of vacation or sick leave. 31 
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6.1.26 Red Flag, Elevated Wind and Other Fire Related Events 1 
As noted above SDG&E has developed an electric operational process for fire prevention 2 

and protection of the electric system under various fire-related conditions.  UCAN based its 3 

forecast on historical average spending. This is inappropriate for fire preparedness related 4 

expenses as many of these activities are new and are thus not reflected in historical spend.  5 

SDG&E/Kohls, Exh. 63 at 35.   6 

DRA also raised some concerns about SDG&E’s fire response, such as possible 7 

duplication of effort.  However, as SDG&E’s witness explained during cross, different skill sets 8 

are needed when employees are pre-deployed in order to work with fire departments in 9 

emergencies: 10 

Q. That is what I'm trying to understand.  So in any fire event you have three people 11 
deployed to the field at the same time literally in the field from different divisions? 12 

A. They are all part of the electric division.  They were in different cost centers, or 13 
workgroups, if you will.  Yes, we deploy the skill sets that are necessary to respond to 14 
these types of situations, (which) includes construction crews to repair damage; 15 
troubleshooters to first respond, isolate, make safe, advise our operation center or 16 
control center on the activities that are going on.  We also have substation experts that 17 
are deployed to respond to relays that may trip or not appear to be operating like we 18 
expect them to, or assist with the outage restoration during a restore mode from the 19 
substation. We also have our fire prevention specialists that -- they are predeployed in 20 
the field to coordinate with any fire departments, should there be a fire, to make sure 21 
the electric crews are not in the way of the fire crews.  Many times the fire 22 
department asks us to de-energize facilities so they are not working around live 23 
electric facilities as part of fire responding.  We put crews out there and people that 24 
can work with that to assist in emergency response. 25 

SDG&E/Kohls, Tr. Vol. 15 at 1516. 26 

SDG&E’s proposed funding level appropriately reflects forecasted spending and should be 27 

approved as requested. 28 

6.1.27 Helicopter Utilization Expense 29 
Prior to 2010, the contract helicopter service was managed by the Fleet Department.  The 30 

budget and function was transferred to Kearny Maintenance & Operations and credited to the 31 

Fleet Department.  For this reason UCAN’s averaging of historical expenses results in a funding 32 

level that does not reflect the current need for helicopter operations. Funding for this cost center 33 

is essential as the special capabilities of a helicopter are being employed more often than ever 34 

before. Averaging expenses across previous years does not best represent future expenses and 35 
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discounts the actual funding levels.  SDG&E/Kohls, Exh. 63 at 36.  SDG&E’s proposed funding 1 

level appropriately reflects future spending and should be approved as requested. 2 

6.1.28 Field Crew Laptop Computers (Mobile Data Terminals) 3 
UCAN relied on averaging historical expenses. Funding for this item is incremental to the 4 

historical spending and should be fully funded.  SDG&E/Kohls, Exh. 63 at 36. 5 

J. System Protection 6 
DRA cuts $107,000 from this activity, using a 4 year average of 2007-2010, as opposed 7 

to SDG&E 4 year average forecast of 2006- 2009.  Unfortunately DRA chose a time period not 8 

representative of the true historical spend, which skews the forecast.  System Protection 9 

Maintenance maintains protective relays and control systems within SDG&E’s substations.  This 10 

involves preventive maintenance on time-based intervals – calibrating and trip-testing protective 11 

relays.  This also involves corrective maintenance, or trouble-shooting, existing systems that 12 

alarm or fail to function properly.  System Protection Maintenance staffing is on-call around the 13 

clock, and provides standby personnel for fire preparedness and responds to system emergencies, 14 

e.g., unscheduled load shedding and earthquakes. This is a technical group that uses computer 15 

driven test equipment.  The aging infrastructure includes old electromechanical relays that are 16 

replaced with microprocessor based relays.  There are 1,044 distribution microprocessor relays in 17 

SDG&E’s system, and this number increases every year.  These new relays have more 18 

functionality than the older discrete single-function electromechanical units, but they also require 19 

a greater degree of technical expertise and skill to maintain.  Computer and logic skills are 20 

essential to work with these devices, where in the past, it was not required.  The new, more 21 

complex, protection schemes are being implemented for these relays which take advantage of the 22 

increased functionality.  As a result, the company has increased training for relay technicians.  23 

SDG&E’s forecast should be adopted. 24 

UCAN three year average forecast does not accurately reflect the proper spend level for 25 

this activity.  System Protection Maintenance maintains protective relays and control systems 26 

within SDG&E’s substations.  This involves routine preventive maintenance and corrective 27 

maintenance.  System Protection Maintenance staffing is on-call around the clock, and provides 28 

standby personnel for emergencies.  SDG&E’s infrastructure is being updated with 29 

microprocessor based relays that require a greater degree of computer and logic skills and, the 30 

company has increased the training it provides to relay technicians.  SDG&E/Kohls, Exh. 63 at 31 
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37.  UCAN’s methodology ignores the longer term history.  UCAN ignores the challenges facing 1 

this cost center and strikes all funding for aging infrastructure and system growth, without any 2 

explanation.  Based on the upward pressures outlined above, SDG&E respectfully requests its 3 

forecast be adopted. 4 

K. Electric Distribution Operations 5 
DRA cuts $1,878,000 from SDG&E’s forecast of $10,475,000 for this activity. SDG&E 6 

used the 5-year average for both labor and non-labor as it best represents all the presented years.  7 

DRA used 2009 base year forecasting for 25 FTEs and 2010 actuals, which is not appropriate for 8 

the steady increase in electric system growth, replacement of aging infrastructure, requirements 9 

to comply with CPUC Standards, including G.O. 165 and G.O. 166, Fire Preparedness and 10 

increasing customer expectations for outage information.  Exh. 63 at 38. 11 

DRA would deny SDG&E’s request for an additional Distribution System Operator 12 

Team Lead.  However, turnover due to attrition, department transfers, or retirements has resulted 13 

in a relatively inexperienced Distribution System Operator workforce.  The Distribution Control 14 

Center is a 24/7 and 365 day/year operation.  The new Team Lead will ensure safe, reliable and 15 

efficient operation of the electric system, and will also ensure that management supervision is 16 

available at all times to support the 24/7, 365 day/year operation.  Id.  DRA also cuts funding for 17 

a second meteorologist.  SDG&E requires 24/7 coverage to support daily operations, all aviation 18 

activities/operations, and resource planning.  This requires the development and dissemination of 19 

morning, afternoon, and weekend weather briefings.  SDG&E meteorologists will support all 20 

storm activities, including winter storms, lightning events, and Santa Ana events 24/7, to support 21 

restoration activities and the safe and reliable operation of the electric system.  Exh. 63 at 39. 22 

DRA opposes SDG&E’s additional support staff to accommodate equipment upgrades 23 

and support of SCADA.  The additional staffing will provide technical and operational assistance 24 

in essential business objectives, which are necessary to operate the electric distribution system 25 

safely, reliably and efficiently.  SCADA is utilized 24/7 and 365 days/year, and the additional 26 

support staff will be responsible for commissioning new sites and maintaining the system around 27 

the clock.  Id.  DRA also opposes SDG&E’s Apprentice Distribution System Operator (ADSO) 28 

training program.  Turnover of Distribution System Operators due to attrition, department 29 

transfers or retirements continues to create upward pressures on training costs and over-time 30 

expenses. The current system operator workforce cannot make up for vacancies due to 31 
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continuous developmental and refresher training, vacations and sick-time, without unreasonable 1 

levels of over-time.  This training program is essential so that SDG&E can operate its electric 2 

system in a safe, reliable manner, 24/7 and 365 days/year.  SDG&E/Kohls, Exh. 63 at 39. 3 

UCAN’s methodology ignores the steady increase in electric system growth, replacement 4 

of aging infrastructure, and requirements to comply with CPUC Standards, including G.O. 165 5 

and G.O. 166, Fire Preparedness and increasing customer expectations for outage information.  6 

UCAN also cites reductions in SDG&E’s 2010 actual costs as justification for their proposed 7 

reduction.  However, it was the reduction in 2010 that was anomalous, as it reflected SDG&E’s 8 

response to exogenous pressures in the economic and business arena.  SDG&E/Kohls, Exh. 63 at 9 

40.  SDG&E must be prepared to meet customer and system demands brought on by economic 10 

recovery.  The Commission should adopt SDG&E’s forecast. 11 

L. Distribution Operations (EGIM) 12 
DRA used a 3-Year average and included 2010 actuals, stating they could not find any 13 

write up or support for the need for EGIM coordinating positions.  DRA recommends $0 for 14 

EGIM coordinating positions due to lack of support.  DRA overlooked the supporting 15 

documentation for the need of EGIM coordinating positions in Exh. 61 under Distribution 16 

Operations/Electric Geographic Information Management (EGIM).   SDG&E used a 5-Year 17 

average for both labor and non-labor as it most represents all presented years and related 18 

volatility which is most appropriate in the forecast calculation.  SDG&E/Kohls, Exh. 63 at 40.  19 

The Commission should approve SDG&E’s request. 20 

M. Equipment Maintenance & Lab (Kearny) 21 
There are five functional work groups in the Kearny Maintenance Shops and Lab: the 22 

Tool Repair Group, the Apparatus Group, the Transformer Repair & High Voltage Testing 23 

Protective Equipment Testing Lab, and the Miramar Material Test Lab.  Labor funding accounts 24 

for the majority of the expense.  The Union Agreement requires that journeyman electrical 25 

employees are utilized for the test repair and inspection activities and that Agreement has 26 

increased wage rates over the past several years which, in turn, have driven operating costs.  27 

DRA’s 5-year average would reduce the Maintenance Shop budget to the 2007 budget level 28 

without taking into account increased work load, material expense, and safety concerns.  29 

UCAN’s use of a 3-year average forecasting methodology also fails to take into account the 30 
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increased work load, material expenses, and safety concerns.   Id. at 41-43.  SDG&E requests the 1 

adoption of its request as filed. 2 

N. Construction Services 3 
DRA and UCAN’s proposed reductions to this activity are again based on their misuse of 4 

the FHPMA, and attempt to achieve the lowest cost through simple averaging, or utilizing 2010 5 

as the base year with a 50% percent increment from SDG&E’s proposed 2012 spend (in DRA’s 6 

case).  Use of the FHPMA by DRA and UCAN should be rejected.  Ignoring costs associated 7 

with new activities for this work group, especially ones that are brought on by upward pressures 8 

related to fire prevention is illogical and should be rejected.  SDG&E’s zero based forecast 9 

addresses such new pressures and accounts for activities that will be in this workgroup’s base 10 

responsibilities going forward, making its methodology reasonable for 2012.  SDG&E/Kohls, 11 

Exh. 63 at 43.  The Commission should adopt SDG&E’s proposed funding for this activity. 12 

O. Vegetation Management - Tree Trim 13 
DRA, UCAN and FEA oppose SDG&E’s request for a two way balancing account for 14 

tree trimming.   SDG&E has a very effective vegetation management program and has been 15 

nationally recognized for its continued customer satisfaction and safe, reliable service to its 16 

customers.  SDG&E managed its tree trim program cost to within approved budget in previous 17 

years, by means of exceptional work practices, contract worker education, and cost savings 18 

secured in contract re-negotiations. However, conditions beyond SDG&E’s control warrant 19 

change.  SDG&E is now held to more stringent environmental and regulatory requirements than 20 

in years past.  Disease and continued tree mortality associated with pests has increased over the 21 

last few years.  These are some of the contributors to ongoing change in the vegetation 22 

management program in San Diego County.    DRA recognizes the uncertainties and fluctuations 23 

in the tree trim program.   These uncertainties regarding the management of tree trimming fully 24 

support SDG&E’s request for two-way treatment of these costs.  SDG&E requests two way 25 

balancing account treatment to adequately fund vegetation management needs in order to remain 26 

in compliance, effectively mitigate hazardous trees, and provide a safe and reliable source of 27 

electricity to its customers.  SDG&E/Kohls, Exh. 63 at 44. 28 

SDG&E’s tree trim costs are fully explained and justified.  SDG&E’s Non Standard 29 

Escalation (NSE) isolated the field costs over and above the current revenue requirement.   These 30 

costs include 1) increased biomass tonnage from tree trimming and removals, and cost to 31 
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properly dispose of debris waste; 2) costs for additional inspections and tree trimming in the 1 

High Risk Fire Areas as required by the CPUC, and 3) costs to comply with regulatory changes 2 

in G.O. 95 Rule 35 to increase clearances in the “Fire Threat Zone” from 18 inches to 4 feet.  3 

Escalators built into contracts averaged 2% annually for the length of contracts (3 to 5 years).  4 

SDG&E’s forecast identified current and future upward pressures related to environmental 5 

requirements and changes in weather conditions that impact the growth and health of trees 6 

managed by SDG&E.   Urban and rural forest health also affect trimming costs in San Diego.  7 

Eucalyptus tree mortality continues to be major problem, and with the infestation of the Golden 8 

Spotted Oak Borer (GSOB), decline in oak trees will have a far reaching effect in San Diego 9 

County for years to come.200  The two way balancing account and the budget requested are 10 

necessary to ensure the tree trim program is sufficiently supported to maintain a safe and 11 

compliant electrical system.  SDG&E/Kohls, Exh. 63 at 45-46. 12 

P. Vegetation Management - Pole Brush 13 
DRA, UCAN and FEA oppose a two way balancing account for Pole Brushing.  DRA 14 

acknowledges the uncertainty surrounding vegetation growth and the amount of tree trimming 15 

required (Exh. 478 at 67).  The purpose of a two way balancing account is precisely to address 16 

this uncertainty, providing enough funding for the utility to administer the appropriate trimming 17 

activities, as needed, to ensure a safe and reliable system, while at the same time ensuring that 18 

rate payers reap the rewards of efficiencies, savings, or favorable weather conditions.  19 

SDG&E/Kohls, Exh. 63 at 46. 20 

SDG&E must comply with California Public Resource Code (P.R. Code) § 4292.  A fire 21 

break needs to be maintained around poles and towers that have specified equipment.  The added 22 

difficulty in maintaining the fire break around poles and towers besides vegetation re-growth 23 

comes during windy conditions, when leaf litter and flammable debris are carried into the 24 

previously brushed area around the poles and towers.  Cal Fire considers these conditions to be 25 

in violation of P.R. Code § 4292, allowing for an ignition source to propagate outside of the fire 26 

break.  SDG&E/Kohls, Exh. 63 at 47. 27 

California experiences storm and rain events, high winds, and in some cases lightning 28 

throughout the year in rural areas.  One condition frequent to San Diego County during October 29 

thru March is Santa Ana winds.  The fast, hot winds cause vegetation to dry out and plant 30 

                                                 
200 See, e.g.,  http://ucanr.org/sites/gsobinfo/. 
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material can be distributed by these winds, increasing the danger of wildfire.  Once fires start, the 1 

winds fan the flames and hasten their spread.  SDG&E’s re-clear activities are an important part 2 

of reducing ignition source and are an added cost to manage. Additional cost related pressures to 3 

the pole brush program are more stringent environmental requirements.  Each activity can 4 

include additional environmental surveys and mitigation measures to be conducted in order to 5 

brush or re-clear a previously brushed area around poles and towers.  SDG&E recently secured 6 

strong, long term contracts with vendors that include fixed rate escalators of 1.75% annually for 7 

the pole brush program.  This is added cost for the next 3 to 5 years (3 years with potential of 8 

extending for 2 more years).  SDG&E/Kohls, Exh. 63 at 47. The Commission should adopt the 9 

funding and the two way balancing account requested to support the pole brush program. 10 

Q. Asset Management 11 
UCAN’s proposal to cut this activity’s projected cost by $107,000 is inappropriate.  This 12 

activity saw reduction of $141,000 that occurred as a result of re-organization and optimization 13 

in the utility, and SDG&E is not asking for any increased funding for this workgroup.  Exh. 63 at 14 

48.  SDG&E urges that its proposed funding level for this activity be adopted as filed. 15 

R. Reliability and Capacity Management 16 
DRA’s disallowance of $343,000 for this activity is based on an incomplete review of 17 

SDG&E’s filing, and incorrect use of the FHPMA.  DRA cuts the Engineering Analyst position, 18 

citing lack of support for the OpEx program.  OpEx was addressed in detail in SDG&E witness 19 

Phillips’ testimony (Exh. 183), and DRA did not oppose the OpEx program (which results in 20 

savings for ratepayers), so it is unreasonable to disallow the support needs for that program.  21 

DRA also disallows three Distribution Planners and recommends their costs be shifted to the 22 

FHPMA.  This is not consistent with D.12-01-032 regarding the use of this account.  23 

SDG&E/Kohls, Exh. 63 at 48-49. SDG&E’s forecast should be approved.  24 

The primary reduction recommended by UCAN for this activity is based on its proposal 25 

to eliminate SDG&E’s sustainable communities program.  SDG&E’s forecast should be adopted 26 

for reasons explained in witness Marcher’s rebuttal testimony on this matter, Exh.70. 27 

S. Compliance and Asset Management 28 
DRA recommends $370,000 for Compliance and Asset Management which is $3,020,000 29 

less than SDG&E’s request for $3,390,000 (more than a 90% reduction in the requested 30 

funding). 31 
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The implementation of new G.O. 95 Rule 18 will result in a work load to SDG&E’s 1 

Compliance Management that could not be handled by the current staffing levels.  The increase 2 

incorporates the processing of incoming CIP G.O. 95 infraction notifications that are the results 3 

of the their inspections of the Extreme and Very High Fire Threat Zones as now required by 4 

G.O. 95 Rule 18 along with continuing to processing CIP G.O. 95 infractions found by SDG&E 5 

Inspectors during our G.O. 165 inspections. A very large amount of SDG&E’s service territory is 6 

located in the Extreme and Very High Fire Threat Zones.  There are also over 26 CIPs that have 7 

facilities attached to SDG&E overhead structures throughout SDG&E’s entire service territory.  8 

If the CIPs have facilities located in the Extreme and Very High Fire Threat Zones, each CIP is 9 

required to develop and implement an auditable maintenance program for their facilities and 10 

lines.  Compliance with new G.O. 95 Rule 18 will require additional Compliance Management 11 

personnel to administer and coordinate SDG&E’s efforts.  SDG&E/Kohls, Exh. 63 at 49-50; 12 

SDG&E/Kohls Tr. Vol. 15 at 1570-72. 13 

The change to G.O. 95 Rule 44 will require SDG&E to develop processes and procedures 14 

to review and provide pole loading data to CIP’s requesting access to SDG&E’s overhead 15 

facilities.  In order to ensure that the pole loading information contained in the Joint Pole 16 

Applications of over 26 CIPs operating in SDG&E’s service territory is accurate, and to provide 17 

the necessary pole loading data to the CIP’s as required by new Rule 44, additional personnel 18 

will be essential for complying with this new rule.  SDG&E/Kohls, Exh. 63 at 50. 19 

DRA argues in Exh. 478 that SDG&E should recover these costs in the FHPMA, but with 20 

a cap.  There is no mention of a cap in any CPUC decision regarding the FHPMA.  DRA’s 21 

recommendation to continue to recover these costs in the FHPMA (or at least some of the costs, 22 

because of their proposed cap) is also in conflict with D.12-01-032. 23 

6.1.29 G.O.165 Wood Pole Inspections 24 

In 2012, SDG&E requests $1,600,000 in NSE for an annual wood pole inspection for 25 

compliance with G.O. 165 inspections.  These inspections are ongoing inspections that have been 26 

mandated by G.O.165 compliance since 1998 and have been represented in all SDG&E rate 27 

cases.  These are not incremental inspections related to FHPMA costs and have no basis for 28 

exclusion based the FHPMA premise as stated by DRA and would not be costs that could be 29 

recovered under the FHPMA as there is no correlation to D.09-08-029.  These inspections are 30 

performed to comply with G.O.165, exclusion of these costs in its entirety would result in non-31 
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compliance with G.O.165. DRA ignores the fact that they have never been excluded in past 1 

GRCs. 2 

6.1.30 Rule 44 Pole Loading Study 3 
In 2012, SDG&E requests $1,000,000 in Non Labor for an annual cost for a 5 year pole 4 

loading study and audit of existing foreign utility attachments in compliance with proposed Rule 5 

44 – Pole Overloading, to addresses public safety issues related to pole overloading and resulting 6 

increased fire hazards.”  DRA recommends $0 for the pole loading study and claims insufficient 7 

evidence.  Not only is this activity mandated by the Commission’s Rule 44, it is also a public 8 

safety issue, i.e. avoiding downed poles.  To comply with Rule 44, as well as the safety of its 9 

customers, SDG&E forecast of the costs associated with this activity should be fully funded. 10 

Unlike DRA, UCAN concurs with SDG&E to include costs for the G.O.165 wood pole 11 

inspection program for the same reasons cited by SDG&E above.  However, UCAN states that 12 

the automatic cost increases for the wood pole inspections each year are unsupported.  The 13 

number of inspections does not fluctuate significantly from year to year, but the cost increases 14 

are supported because the existing contract with the wood pole contractor includes an automatic 15 

increase of approximately 2% each year.  There are also projections for increased written and 16 

photographic data capture and retention associated with the pole loading requirement part of this 17 

program.  The increase of $100,000 per year will cover these changes. SDG&E recommends that 18 

the Commission grant its requested funding for Compliance and Asset Management. 19 

T. Information Management Support for Electric Distribution 20 
SDG&E’s request for 2012 labor and non-labor included two Technical Support 21 

Assistants (TSAs) and eight GIS Analysts. DRA cuts these positions, due to lack of supporting 22 

information.  SDG&E has fully documented the need for these positions in testimony, 23 

workpapers, and rebuttal.201 24 

UCAN alleges that Information Management Support spent only 37 percent of the budget 25 

for this account and a 40 percent drop from 2009 recorded spending.  In 2010, Information 26 

Management Support temporarily transferred positions to capital projects, including OpEx 20/20 27 

and other projects, backfilling relatively few employees with temporary labor, resulting in low 28 

O&M expenditures for that year.  As the capital projects are implemented, support positions will 29 

return to Information Management to support the new systems, as well as supporting the legacy 30 

                                                 
201 Exhs. 61-63; See also, information provided to DRA during discovery, in Attachment A to Exh. 63. 
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systems.  UCAN argues that “SDG&E expects that OpEx 2020 will increase activity on the 1 

computer system, and entail extra labor for implementation…SDG&E is unable to provide detail 2 

on the additional effort that OpEx 2020 will purportedly require.” SDG&E disagrees; 3 

Information Management Support maintained the legacy systems in a system “freeze” during the 4 

OpEx 20/20 implementations.  No new enhancements were added and only critical fixes were 5 

completed.  The project teams used labor charged to the capital projects and many external 6 

consultants to build and implement the projects.  The Information Management Support 7 

workforce to transition and provide ongoing support will be considerably smaller than the 8 

workforce used to develop and implement the projects.  SDG&E/Kohls, Exh. 63 at 54-55.  9 

SDG&E’s forecast is reasonable and should be adopted. 10 

U. Distribution Engineering 11 
UCAN’s reduction of $60,000 to the non labor component of this activity is inappropriate 12 

and shortsighted.  UCAN’s reasoning is based on the fact that the tools (bucket truck harnesses) 13 

are purchased every five years.  UCAN fails to realize that the new five year cycle begins in 14 

2013, requiring SDG&E to purchase the tools in 2012.  SDG&E therefore requests that its 15 

funding be approved.  SDG&E/Kohls, Exh. 63 at 55. 16 

CONCLUSION 17 
The recommendations of DRA and the intervenors are often based on flawed and 18 

incomplete forecasting methodologies, inaccurate assumptions or incomplete understanding of 19 

the operations and maintenance of SDG&E’s electric distribution system, or of the appropriate 20 

cost tracking mechanism in the case of the FHPMA.  SDG&E provided a review by each cost 21 

center group activity and provided the basis of disagreement by that activity.  SDG&E strongly 22 

disagrees with DRA and intervenors’ attempts to apply simple average forecasting for all 23 

activities, thereby ignoring very relevant cost drivers and historic activities.  SDG&E has shown 24 

that DRA’s recommended forecasting methods ignore the needs of the Electric Distribution 25 

system.  Those methods do not provide meaningful analysis of the specific merits of any of the 26 

necessary programs or activities to deliver energy to customers.  DRA provided no substantiated 27 

reason for adopting many of its methodologies other than sometimes conflicting reasons such as 28 

“DRA takes issue with SDG&E’s 5-year average methodology for its base forecast for non 29 

Labor and utilizes a 4-year average instead to help normalize fluctuations from year to year” 30 

(Exh. 478 at 29) and “DRA disagrees with SDG&E’s 2009 Base Year forecasting methodology 31 
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for Labor and utilizes a 5 year average to normalize fluctuations from year to year” (id. at 41). 1 

SDG&E has thoroughly explained its reasons for use of its forecast methodologies and the 2 

specific merits of many of its activities. 3 

DRA and the intervenors failed to consider many of SDG&E’s requested incremental 4 

activities including regulatory requirements and important training activities related to ensure 5 

SDG&E field employees remain safe and in compliance with regulations. 6 

SDG&E has justified its forecast methodologies, and shown that its forecasts for O&M 7 

expenses are reasonably and prudently derived.  In particular, the activities for fire preparedness, 8 

vegetation management, training, and compliance to new environmental regulations are a benefit 9 

to ratepayers, and in the public interest and the interests of safety and reliability.  SDG&E 10 

continues to strongly support its request as set forth in direct testimony (Exh. 61), workpapers 11 

(Exh. 62) and rebuttal (Exh. 63) which together provide a full record, based upon which 12 

Commission should adopt SDG&E’s forecasts. 13 

6.2 Electric Distribution - Capital 14 
SDG&E’s Electric Distribution Capital testimony (Mr. Marcher, Exh. 69) describes and 15 

fully justifies SDG&E’s forecasted activities across 39 Blanket Budgets and 79 project budgets.    16 

SDG&E is faced with major challenges to its construction budgets for Electric Distribution 17 

which include: 18 

 • New fire preparedness efforts 19 
 • OIR-driven safety inspections and resulting repairs 20 
 • Electric vehicles impact on infrastructure 21 
 • Environmental regulation changes 22 
 • Anticipated customer growth due to expected economic recovery202 23 

The drivers of electric distribution capital spending are discussed extensively in SDG&E’s 24 

testimony:  Safety & Regulatory Compliance, Capacity/Reliability, Aging Infrastructure, 25 

Growth, Fire Preparedness, and New Technology.  SDG&E/Marcher, Exh. 69 at 7-23. 26 

6.2.1  Summary of Annual Expenditures by Category 27 
The aggregate summary of forecasted project costs by category is shown in table 28 

SDG&E-ABM-T15 (from SDG&E/Marcher, Exh. 69 at 253, reproduced below). These values 29 

include only the distribution components of these projects (any transmission components have 30 

been excluded) and are in 2009 thousand dollars. 31 

                                                 
202 Exh. 79 at 3. 
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2010   2011   2012 1 
GRC   GRC   GRC 2 

Category    Forecast  Forecast  Forecast  Total 3 
Capacity/Expansion   $19,128  $47,080  $26,802  $93,010 4 
Franchise    $19,060  $19,175  $18,318  $56,553 5 
Mandated    $31,999  $35,987  $34,220  $102,206 6 
New Business    $61,604  $80,981  $89,977  $232,562 7 
Reliability    $55,876  $54,816  $65,634  $176,326 8 
Fire Hardening Specific  $2,656  $8,036  $17,479  $28,171 9 
Total     $190,322  $246,075  $252,430  $688,828 10 

SDG&E’s Fire Preparedness capital costs are increasing from 2010-2012 to harden its 11 

overhead distribution infrastructure in the fire-prone backcountry of SDG&E’s service territory.  12 

SDG&E’s customer growth is forecasted to increase from 2010-2012, as driven by Construction 13 

Unit Forecast, increased expenditures in Sustainable Communities, and in materials.  SDG&E’s 14 

testimony also explains the projects that are needed for Capacity, including three new 15 

substations, and eight new substation banks, as well as 27 new circuit projects.  In support of 16 

SDG&E’s reliability efforts and in response to the issue of aging infrastructure, SDG&E will 17 

rebuild five obsolete substations, and remove from service four 4kV substations.  18 

SDG&E/Marcher, Exh. 70 at 1-3.  These important projects are necessary to maintain reliability. 19 

SDG&E’s Electric Distribution capital forecasts were challenged by DRA, FEA, and 20 

UCAN.  DRA proposed a reduction of $348.1M from SDG&E’s request (Exh. 485 at 9) based 21 

primarily on the argument that SDG&E should receive in TY 2012 the 3-year recorded average 22 

costs.  Contrary to logic, DRA’s approach results in a decreasing revenue requirement in spite of 23 

the strong trend showing otherwise.  DRA’s proposal is short sighted and flawed, and the 24 

Commission should reject this broad-based approach taken by DRA.  Exh. 69 at 2.  FEA takes a 25 

similar broad-based approach suggesting that at 6% annual increase is adequate.  However, FEA 26 

provided no analysis of the merits of any of SDG&E’s individual projects, and provides little 27 

support for its claim.  UCAN also forecasts an increase SDG&E’s New Business requirements, 28 

which is contrary to DRA’s forecasting method (Exh. 558 at 60, Table 36). 29 

6.2.2  SDG&E’s Project by Project Forecasting Methods Are Superior to 30 
Broad- Based Estimates. 31 

SDG&E submitted detailed project summaries for 114 capital projects and 4 pools, and 32 

specified the forecasting method of each project.  The project by project request made by 33 

SDG&E is a result of reviewing the test year estimates with the project managers and evaluating 34 

the work on a case by case basis.  Projects were reviewed individually and each project manager 35 
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was interviewed and challenged a minimum of three times in order to determine the 1 

reasonableness of their estimated costs.  Using this process, SDG&E compiled testimony (and 2 

workpapers) describing the forecasting method used for each project, its labor and non-labor 3 

component, and the reason for changes from history.  Exh. 69 at 4.  SDG&E’s testimony 4 

represents a significant effort by all the project managers involved, and was done at the project 5 

level to identify as accurately as possible the changes in SDG&E’s capital requirements through 6 

2012.  SDG&E’s project by project approach substantiates its request for capital, and SDG&E 7 

believes it is superior to the broad-based methods used by DRA and FEA. 8 

DRA’s forecasting method ignores any changing business needs for the period which, 9 

absent a project by project analysis, cannot deliver an accurate forecast in SDG&E’s current 10 

business environment.  DRA uses a 3-year average, citing it as an established methodology203.  11 

This is not accurate – DRA’s method actually uses averaging of averages rather than a more 12 

customary look at the prior three years.  (DRA proposes to forecast 2012 as the average of the 13 

past 3 recorded years but that 2011 should be the average of that amount and the 2010 14 

expenditures.)  DRA’s unusual forecast methodology results in counter-intuitive and illogical 15 

results, including forecasting reversals of historical spending trends. 16 

SDG&E’s rebuttal demonstrated the erroneous outcomes associated with DRA’s method 17 

of forecasting on two simplified, exemplary budgets (one with an increasing trend and one with a 18 

declining trend).  Exh. 70 at 49-50, see in particular Table ABM-206-T11.  DRA’s cross 19 

examination of SDG&E’s electric distribution capital witness pointed out that this table did not 20 

use DRA’s actual forecasts, but sample numbers.  While this is true, it was intended to 21 

demonstrate an important point – DRA’s forecasts reverse historical trends.  This same point can 22 

be shown just as readily with actual DRA forecasts as with simple round numbers: 23 

As an example, for Budget 230, the chart below illustrates that DRA’s forecast predicts a 24 

declining trend despite an obvious increase over the 2008 to 2010 period.  DRA’s forecast204 25 

would drastically underfund Budget 230 and should be rejected.  SDG&E’s forecast was not 26 

opposed by UCAN, and should be adopted. 27 

                                                 
203 Exh. 485 at 8:14. 
204 Exh. 485 at 15: 8-10, and DRA workpapers (witness Krannawitter) row 182. 
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Project 230 – Replacement of Underground Cable 1 

 2 
As another example, DRA forecasts a declining trend in Project 8253.  The chart below 3 

clearly shows that the project is ramping up (not down) over the historical period, and that 4 

DRA’s forecast205 would greatly underfund spending in this area (installing capacitors at 5 

substations).   6 

Project 8253 – Substation 12kV Capacitor Upgrades 7 

 8 
In the remainder of this section of its Opening Brief, SDG&E’s capital spending is 9 

addressed by category (Franchise, Mandated, New Business, Capacity, Reliability, and Fire 10 

Hardening).  In the interest of brevity and due to the number of projects forecasted, SDG&E will 11 

not brief each and every project or budget.  However, each of them are specifically justified and 12 

                                                 
205 Exh. 485at 15: 8-10, and DRA workpapers (witness Krannawitter) row 80. 
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explained in SDG&E’s capital testimony (Exh. 69) and workpapers (Exh. 71), as well as rebuttal 1 

(Exhs. 70 and 72). 2 

6.2.3  Franchise Category 3 
DRA’s 3 year average forecasting methodology leads to inaccurate results in the 4 

Franchising category.  To demonstrate this fact SDG&E will discuss both Budget 205 5 

(relocations) and 210 (Rule 20 undergrounding).  6 

SDG&E’s Budget 205 covers electric relocations required under our various Franchise 7 

Agreements.  In 2010, SDG&E forecast $4,410,000 however actual expenditures were 8 

$6,493,000.  (Exh. 70 at ABM-F2) This is due to an increase in overall municipal roadway 9 

improvement activities.  SDG&E has seen a large increase in the number of roadway 10 

improvement projects because cities want to take advantage of funds available under the 11 

American Recovery and Reinvestment Act.  This manifests itself in Budget 210’s under-12 

spending for 2010.  SDG&E had seven conversion projects which are being done in conjunction 13 

with roadway improvements (see rebuttal testimony, Exh. 70 at ABM-13, line 13), and SDG&E 14 

delayed the construction at the request of the cities so they could have their contractors do the 15 

work.  Spending on Budget 205 is not discretionary, as SDG&E is required to relocate electric 16 

facilities in conflict with municipal improvements.  This budget was at an all-time high in 2010, 17 

and 2011 spending will be comparable to that level.  DRA’s 3-year averaging method would give 18 

SDG&E $5,557 in 2011. 19 

Year  Expenditures  Forecast DRA Forecast 20 
2005  $4,565 21 
2006  $1,814 22 
2007  $4,366 23 
2008  $3,443 24 
2009  $3,930 25 
2010  $6,493   $4,410  $6,493 26 
2011     $4,410  $5,557 27 
2012     $3,780  $4,612 28 

This is another example of DRA’s flawed methodology and lack of analysis which, in 29 

this case, proposes more funding than SDG&E has requested.  With regard to SDG&E Budget 30 

210 (which is by far the largest Franchise budget), SDG&E grants fully loaded work credits or 31 

“allocations” of approximately $23-24 million annually.  In direct, constant 2009 dollars this 32 

amounts to $14.0-$14.6 million.  2012’s credits will be $14.5 million (in constant 2009 direct $).    33 

DRA’s method would be inadequate to cover SDG&E’s liabilities.  In part, this is because DRA 34 
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failed to include all Rule 20A expenditures which, during years 2009 and 2010, were incurred on 1 

various budgets other than 210.  However, all project expenses are now collected under project 2 

210.  As explained in rebuttal (Exh. 70) and noted above, several municipally-constructed 3 

projects were deferred from 2010 until 2011 but are now underway. 4 

The data for SDG&E’s 20A program related to Budget 210 was stated in Rebuttal, but is 5 

summarized below: 6 

Year  Expenditures  Forecast DRA Forecast 7 
2008  $17,472 8 
2009  $12,466 9 
2010  $11,721  $14,650 $6,749 10 
2011     $14,765 $10,809 11 
2012     $14,538 $14,868 12 

Funding of Franchise projects at the levels suggested by DRA would be inadequate to 13 

meet the obligations under SDG&E’s franchise agreements and still allow the Rule 20A program 14 

to fund projects at a level commensurate with the 20A credits allocated to the various 15 

municipalities.  If adopted, SDG&E would be forced to curtail 20A activities and would incur an 16 

increasing liability for future work.  This is inconsistent with SDG&E’s past practices and CPUC 17 

directives in the PG&E GRC, and would result in complaints to the CPUC from the 18 

municipalities in SDG&E’s service territory. 19 

6.2.4  Mandated Category 20 
In the Mandated category, for Budget 87232, SDG&E’s 2010 forecast was for $12.655 21 

million in 2010, but SDG&E spent $16.842 million.  Work under this budget is NOT 22 

discretionary, as all poles identified as deficient must be replaced within the next year (with 10 23 

months being SDG&E’s practice).  Budget 87232 is by far the largest budget in the Mandated 24 

category. DRA’s methodology fails to reasonably forecast work in this budget, since SDG&E’s 25 

activities have changed.  SDG&E now inspect poles visually more frequently (annually vs. 26 

biennially), and have embarked on a program of structural evaluation of all poles in the next 5 27 

years (rather than the standard 20-year cycle).  SDG&E has also begun inspections with more 28 

highly trained personnel who look for deficiencies.  These increased inspections have resulted in 29 

identifying deficient poles sooner, but this leads to increased project capital requirements.  30 

SDG&E has also changed its construction standards to reflect the installation of steel poles 31 

within the Fire Threat Zone, which results in upward pressure on unit costs.  DRA’s method of 32 
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forecasting assumes business as usual, and that’s not the case for 87232, the largest budget in the 1 

mandated category. 2 

6.2.5  New Business Category 3 
SDG&E’s New Business expenditures are dependent on the local economy.  Notably 4 

both SDG&E and UCAN forecast an economic upturn, but differ on the timing.  Even though 18 5 

months have passed since SDG&E made the initial forecasts used in this GRC, SDG&E can still 6 

predict with relative certainty that an economic upturn is coming.  Recent economic data 7 

supports this prediction. 8 

With regard to SDG&E’s Budget 202 – Electric Meters & Regulators, this is an area 9 

where SDG&E’s business is clearly not what it was even in the last (2008) GRC.  SDG&E no 10 

longer use electromechanical meters in any significant numbers.  The cost per meter for Smart 11 

Meters is substantially higher, and 2010 expenditures of $4.523 million exceeded SDG&E’s 12 

estimate of $3.707 million as well as any of the previous 5 years.  SDG&E do not yet have a 13 

maintenance history on these new meters.  Accordingly, DRA’s averaging method of prior year 14 

expenditures ignores both SDG&E’s current business and all relevant data.  SDG&E’s Budget 15 

202 forecast is reasonable and should be adopted. 16 

Similarly, SDG&E’s Budget 235 expenditures of $5.6 million outstripped SDG&E’s 17 

2010 forecast of $4.255 million as well as SDG&E’s recorded expenditures in four of the 18 

previous five years.  This budget also collects meter-related labor costs, which have changed 19 

significantly since our last GRC. 20 

With regard to project 2264, DRA offers up no suggestions as to how a 50/50 share 21 

between shareholders and ratepayers would work for Sustainable Communities (2264).  Their 22 

idea is incomplete and lacks merit.   23 

The method behind UCAN’s estimate of SDG&E’s New Business request is very similar 24 

to that used by SDG&E.  However, their testimony has several numerical flaws.  Among them is 25 

the incorrect citation of CIAC on budget 225 as being 40.32% of gross expenditures.206  In fact, 26 

the calculation should divide the CIAC payment by the historical expenditures including CIAC.  27 

In other words, UCAN made a simple mathematical error in dividing the CIAC payment by the 28 

actual budget expenditures which has the customer payment (CIAC) netted out.  This amount 29 

should have been added back into the basis (denominator), which would have arrived at a rate of 30 

                                                 
206 TURN/Marcus, Exh. 558 at 61.  
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32.4% which is lower than the 32.6% used in the forecast.  Therefore, UCAN’s recommendation 1 

to reduce the budget 225 request in Table 37 by $785,000 and $805,000, respectively, is 2 

inaccurate and should be ignored. 3 

6.2.6 Capacity Category 4 
DRA states that, in terms of the number of projects, SDG&E’s forty-one capacity 5 

projects are a modest request compared to the 71 capacity projects in Test Year 2004 (Exh. 6 

DRA-11 at 9:25-27).  Despite this fact DRA recommends a 36% ($26.4M) reduction in 7 

SDG&E’s 2011 and 2012 request.  This is illogical, has no analytical basis or merit, and should 8 

be disregarded.  Under-funding of this magnitude in this budget category will hamper SDG&E’s 9 

ability to serve new customers.  For example, in the 41 capacity projects, SDG&E will be 10 

constructing three new substations and rebuilding five others.  Of the 41 projects proposed for 11 

capacity increases, 38 are have a project-specific estimate and only three are ongoing blanket 12 

budgets.  Exh. 70 at 26. 13 

With regard to Mira Sorrento (budget 2252),  DRA did no analysis on a budget-by-14 

budget basis, although DRA introduced Exhs. 74-76 during cross regarding the project.  15 

Nevertheless, the only significant change since the NOI filing is in the date of the project.  DRA 16 

did nothing to discount the merits of the project, and the costs are substantial.  SDG&E’s 17 

testimony listed the bulk of the costs in 2011, but in reality they won’t begin to be seen until later 18 

in 2012.  Again, this is just a timing issue and the merits of the project are unquestioned.   19 

Much like Mira Sorrento, DRA did nothing to analyze any of SDG&E’s specific budget 20 

requests.  SDG&E does have a handful of blanket budgets in this category, and budget 228 is a 21 

good example of where SDG&E spent more in 2010 than was forecast.  These requests all reflect 22 

our current business practices and result from the latest techniques in load forecasting.  SDG&E 23 

was, once again, named the most intelligent utility in the United States (U.S.) for 2010.207 24 

6.2.7. Reliability Category 25 

SDG&E has had changes in its business environment including long span corrective 26 

work, as well as replacement and hardening of over 3,400 miles of overhead circuits in the Fire 27 

Threat Zone.  This hardening includes a portfolio of technologies as described in Mr. Marcher’s 28 

testimony (Exh. 69 at 186-187) and in his capital workpapers (Exh. 71 at ABM-CWP-177-R and 29 

ABM-CWP-181-R).  Also, SDG&E must replace infrastructure that is reaching the end of its 30 
                                                 
207 http://www.intelligentutility.com/article/10/08/sdge-tops-2010-utiliq-rankings 
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useful life at a faster pace (see Exh. 69 at 134-135 and 193, for example).  DRA offered no 1 

analysis of SDG&E’s reliability requests; nothing meaningful is proffered other than a 2 

comparison of this GRC with the prior one.  DRA ignores the fact that SDG&E’s business is 3 

changing in certain areas, including reliability.  In 2009 and 2010, SDG&E focused resources to 4 

develop reliability work associated with fire preparedness.  One of SDG&E’s key reliability 5 

projects is 93240, Distribution Circuit Reliability Construction.  This is an area where our 6 

business is changing and where SDG&E is asking for additional incremental funding.    In 7 

contrast, intervenor proposals would cut funding, but these proposals lack analysis and are 8 

unreasonable.  For example UCAN suggests spending on this project should be $3.6 million, 9 

which is over 40% less than SDG&E has spent on this project in any of the past five years.  Exh. 10 

70 at 29. 11 

Most of the reliability costs requested are project-specific.  However, there are a few 12 

blanket budgets as well in the reliability area.  As mentioned above, Budget 230 should not be 13 

decreased as suggested by DRA.   It’s one of the largest of the blanket (non-project) budgets, and 14 

even UCAN witness Schilberg agreed that SDG&E should continue spending money on 15 

reliability in this area.  In 2010, SDG&E spent $10,606,000 relative to a forecast of $10,076,000.  16 

Of this money, approximately two-thirds was proactive cable replacement.  SDG&E’s history of 17 

expenditures shows an increasing trend, yet DRA proposes the opposite; they would cut this 18 

budget steadily over time. 19 

If the Commission accepted DRA’s recommendations, SDG&E would be left short as 20 

shown below: 21 

Year  Expenditures  Forecast DRA Forecast 22 
2008  $9,016 23 
2009  $9,321 24 
2010  $10,606  $10,076 $10,606 25 
2011     $10,313 $10,127 26 
2012     $11,119 $9,647  27 
 28 
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Project 230 – Replacement of Underground Cable 1 

 2 
The cuts proposed by DRA would all have to come out of the 35% of this budget that represents 3 

proactive cable replacements, since SDG&E is required to do the reactive replacements -- when 4 

cable fails it must be replaced.  DRA’s recommendation would cut SDG&E’s proactive cable 5 

replacement by about 1/3, and this will have a significant impact on our reliability, with negative 6 

effects on customers. 7 

6.2.8 Fire Hardening Category 8 
The majority of these projects have been developed in close collaboration with 9 

stakeholders including the Cleveland National Forest (CNF) leadership to consolidate 10 

approximately 70 expired permits into one blanket permit for all of SDG&E’s facilities in the 11 

CNF.  If adequate funding is not provided to follow through on this significant effort, SDG&E 12 

will not be able to meet its obligation to serve its customers in this area.  These facilities support 13 

key government facilities and critical communications infrastructure used by cell phone 14 

providers and emergency responders.  Allowing these key communications facilities to suffer an 15 

extended outage severely hinders emergency response.   Exh. 70 at 32.  SDG&E continues to 16 

collaborate with key stakeholders in the development of all $26.7 million worth of fire hardening 17 

activities planned for 2012.  SDG&E has worked closely with CNF, who administers much of 18 

this land, to ensure all reasonable alternatives have been considered, and that these projects as 19 

proposed serve the best interest of all parties involved and meet land-use, cultural, and 20 

environmental requirements. 21 

$9,000 

$9,500 

$10,000 

$10,500 

$11,000 

$11,500 

2008 2009 2010 2011 2012
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DRA is recommending that SDG&E’s 2010-2012 request be cut by more than 96%, so 1 

instead of spending $28.2 million, SDG&E would get only $1.0 million during this 3-year 2 

period.  SDG&E already spent more than this total in 2010 alone, so this recommendation clearly 3 

is inadequate despite DRA stating that our request is not “unreasonable” (Exh. 485 at 16).  4 

SDG&E will spend far more than the DRA recommendation just on work ancillary to 5 

transmission.  The distribution portion of the transmission-related work amounts to over $11 6 

million over this 3-year period, and given that SDG&E is recovering over 90% of project costs in 7 

a FERC proceeding it makes absolutely no sense whatsoever not to do the distribution-related 8 

work.  In most cases, industry practice requires that SDG&E do the distribution work anyway 9 

since SDG&E would never leave two adjacent poles in service; one for transmission and one for 10 

distribution.  DRA’s request is patently unworkable. 11 

6.2.9 SDG&E’s Pool Expenses are Reasonable and Should Be Adopted 12 
Pool expenses (sometimes called ‘loaders’) are costs which are collected and spread over 13 

many projects.  They include administrative expenses to manage contractor resources, or for 14 

engineering to perform preliminary and final designs.  SDG&E’s loaders were double-counted in 15 

DRA’s analysis.  The Department Overhead Pool (905) and the Contract Administration Pool 16 

(906) pay for the costs of supervision and support of electric distribution capital construction; 17 

however, electric distribution projects do not receive loaders from both the Department 18 

Overhead Pool and the Contract Administration Pool.   Department Overhead is only loaded onto 19 

work performed by SDG&E’s crews at operating districts (Electric Regional Operations) and 20 

Contract Administration is only loaded onto work performed by outside contractors.  These 21 

pools are never loaded together on the same costs, yet DRA added these together (Exh. 485 at 4, 22 

Table 11-1, “With loadings” row).  The figure in DRA’s Table 11-1 does not represent an actual 23 

loaded cost of construction.208  Exh. 70 at 46.  DRA’s testimony also questioned common 24 

ratemaking terms such as “collectible”209 (which refers to a project for which SDG&E will 25 

collect money from an applicant) and was “left with many questions as to the development of the 26 

loadings”.210  DRA’s analysis is not sound reasoning for disputing SDG&E’s requested costs.  27 

                                                 
208 To arrive at accurate values “with loadings” there are other costs such as exempt material and payroll taxes that 
must be counted.   
209 Exh. 485 at 17-18. 
210 Exh. 485 at 18. 
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DRA’s states that “DRA used a ratio approach to derive its numbers”211 based upon its revised 1 

distribution capital numbers.  This does not substantiate their claim for a reduction in SDG&E’s 2 

request.  Exh. 70 at 47. 3 

Other intervenors were more thorough.  UCAN asked SDG&E to provide the algorithms, 4 

and data for all pools requested in this GRC.  For 3 of the 4 overhead pools, Electric Distribution 5 

Local Engineering (901), Electric Distribution Substation (904) and Electric and Gas Department 6 

Overhead (905) the appropriate historical project base and estimated future project base was used 7 

to calculate the planned change from year to year beginning with recorded 2009 costs for each 8 

pool, and a description of the method used to develop the overhead estimates was provided.  9 

SDG&E believes the estimated pool costs for these three pools are reasonable.  Costs are based 10 

on the 2009 recorded overhead spending plus changes to the appropriate budget base whereupon 11 

the overheads are allocated.  UCAN also asked about the Contract Administration Pool, Project 12 

906.  In reviewing its forecasts, SDG&E found that CA Pool (906) costs were being allocated to 13 

both Electric Distribution CPUC Capital projects as well as Electric Transmission FERC Capital 14 

projects.  Accordingly, SDG&E restated its historical and estimated costs and limited them to the 15 

portion of costs that are historically allocated to Electric Distribution (CPUC) expenditures.  This 16 

removed the portion of the costs historically allocated to Electric Transmission (FERC).   17 

SDG&E corrected its forecast for Project 906 as follows: 18 

CA Pool 906 Estimate (2009 $ Thousands) (CPUC $ Only) 
CA Pool (906) Estimated 2010 Estimated 2011 Estimated 2012 

Labor 3,733 4,032 4,135
Non-Labor 4,311 4,319 4,319
NSE 2,223 2,724 2,962
 Total  $10,267 $11,075  $11,416 
FTE 37 41 42

    Table ABM-206-T9 19 

With this correction (Exh. 70 at 48), all of SDG&E’s pool costs are accurately forecast.  The 20 

CPUC should adopt SDG&E’s forecasted costs for pools 901, 904, 905, and 906. 21 

                                                 
211 Exh. 485 at 19. 
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6.2.10 DRA’s Incorrect Use of Historical Unadjusted Data Does Not Justify 1 
Underfunding 2012  2 

DRA has argued that SDG&E’s recorded 2009 numbers and prior years’ numbers 3 

between the workpapers and the supplemental workpapers did not often match up, and cited six 4 

example projects.   However, SDG&E did provide recorded actual costs through 2009 in Excel 5 

to DRA in October 2010.  The discrepancy arose from DRA’s use of numbers from SDG&E’s 6 

GRID system as the recorded historical costs.  GRID is the SDG&E database used to prepare 7 

forecasts and workpapers for this GRC.  While there is provision to adjust recorded O&M costs 8 

in GRID, there is no such provision to adjust historical capital costs; to do so requires estimating 9 

certain types of costs and reconciling costs from different periods, a process not normally 10 

performed.  The corrections necessary in order to change the numbers provided in SDG&E’s 11 

GRID system to accurately reflect the correct values are primarily due to three causes: 12 

1.  FERC transmission costs which were classified as CPUC distribution costs must be removed. 13 
2.  CPUC distribution costs which were classified as FERC transmission costs must be added. 14 
3.  Contributions In Aid of Construction (CIAC) payments from customers on New Business and 15 
Franchise projects must be corrected to reflect the actual amount of direct costs. Payments from 16 
customers are to offset fully loaded costs, yet they are credited to a project as 100% direct costs. 17 
These payments result in artificially low direct costs, so to offset this error the indirect portion of 18 
the customer payment must be added back to the project. 19 
 20 
Although these changes are complex, SDG&E did discuss these differences with DRA in 21 

October 2010.  However, DRA did not use the corrected figures to give an accurate depiction of 22 

historical costs.  As noted in Exh. 70, SDG&E reviewed this data for the six examples cited by 23 

DRA, and found that the 2009 recorded figures in Exh. 69 (Mr. Marcher’s revised direct 24 

testimony) and workpapers do match the figures provided in the aforementioned Excel workbook 25 

for those example projects.  The result is that the recorded amounts used by DRA were too low.  26 

The Commission should not adopt TY 2012 revenue requirements that are inadequate simply 27 

because DRA used unadjusted historical data. 28 

6.3 Reliability Issues 29 
SDG&E has discussed reliability of its electric distribution system extensively in 30 

Sections 6.1 and 6.2, above as well as in the testimonies of witnesses Marcher and Kohls.212  The 31 

Coalition of California Utility Employees (CCUE) has argued that SDG&E should have a 32 

                                                 
212 Exhs. 61(Marcher direct), 63 (Marcher rebuttal), 69 (Kohls direct), and 70 (Kohls rebuttal). 
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Reliability Investment Incentive Mechanism (RIIM)-type mechanism (Exh. 591 at 18) similar to 1 

the RIIM that CCUE has negotiated with SCE.  This is addressed below. 2 

6.3.1 CCUE’s Proposals Are Not Necessary 3 
SDG&E agrees with CCUE regarding the importance of SDG&E having the proper 4 

resources available to safely and reliably operate and maintain the electric system.  SDG&E has 5 

a historical track record of demonstrating that reliability is one of its most important goals.  It 6 

has, and continues to invest significant amount of its financial and human resources toward this 7 

goal. SDG&E continues to strive to be among the most reliable utilities in the nation.  It is 8 

difficult to maintain high levels of reliability in the face of unpredictable weather and aging 9 

infrastructure. SDG&E recognizes that it has experienced a slight decrease in reliability 10 

performance over the last 3 years even though it devoted significant resources and investment 11 

toward reliability during that period.  However, the expiration of Performance Based Ratemaking 12 

(PBR) incentives in 2007 did not change SDG&E’s strategy and actions toward its effort to 13 

ensure high levels of reliability.  It continued to invest heavily on reliability activities and 14 

programs. SDG&E is in agreement with CCUE as to the importance of ensuring adequate 15 

resources and funding are approved in the GRC in order to ensure that the electric system 16 

remains safe and reliable for its ratepayers and employees alike.  SDG&E has requested and 17 

justified a level of funding for maintenance activities and capital project work that will mitigate 18 

the effects of aging infrastructure and other contributing factors that impact reliability.  Exh. 63 19 

at 56. 20 

Over the years, SDG&E has demonstrated that it has one of the most progressive 21 

reliability programs in the country.  When PBR reliability incentives expired at the end of 2007, 22 

SDG&E did not slow down or discontinue any of its reliability efforts.  Instead, it continued to 23 

look for ways of improving performance.  Exh. 70 at 32.  SDG&E created another group above 24 

and beyond its normal reliability team efforts.  SDG&E’s new team, called the Reliability 25 

Improvements in Rural Areas Team (RIRAT), is concentrating on developing operational 26 

concepts, designs and standards to improve the safety and reliability of circuits in rural locations 27 

and areas where fire risk is a significant concern to all.  Exh. 63 at 57.  While SDG&E has 28 

historically embraced balanced incentive mechanisms and is willing to consider them again in 29 

the future, it does not agree with CCUE’s proposals (Exh. 591 at 12) to adopt the outdated 30 

reliability incentive metrics of the past, or a Reliability Investment Incentive Mechanism (RIIM)-31 
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type mechanism (Exh. 591 at 18) like one that has been negotiated with SCE.  Exh. 63 at 57; 1 

Exh. 70 at 33. A RIIM-mechanism is inappropriate for SDG&E as it attempts to solve problems 2 

that SDG&E does not have.  SDG&E has, and proposes to continue to devote significant 3 

amounts of funding toward reliability as demonstrated by its current actions and by its reliability 4 

related requests in this current GRC.  Reliability incentives are not necessary at this time.  Exh. 5 

63 at 57. 6 

SDG&E agrees with CCUE’s position that maintaining high levels of reliability is very 7 

important and agrees that it will take a significant investment in both human and financial capital 8 

to ensure the electrical system is safe and highly reliable.  Id.  Reliability incentive mechanisms 9 

as proposed by CCUE are not appropriate for SDG&E’s situation.  SDG&E has demonstrated 10 

the need for continued investment in maintaining the reliability of it system and urges the 11 

Commission to fully grant its requested funding in the reliability area. 12 

6.4 Smart Grid 13 
The need for grid modernization is clear and is codified in California law.  California 14 

Public Utilities Code § 8360 states “It is the policy of the state to modernize the state's electrical 15 

transmission and distribution system to maintain safe, reliable, efficient, and secure electrical 16 

service…”.  While parties in this GRC agree with the need to modernize the grid, they disagree 17 

about the timing and suggest that SDG&E slow down.  However, they overlook the data, 18 

analysis, engineering, and reality that show SDG&E customers are leading the way, through their 19 

adoption of distributed renewable generation, electric vehicles, and advanced energy information 20 

technologies and services used in their homes and businesses.  Exh. 117 at 1.  SDG&E customers 21 

are leading the nation in photovoltaic generation; they are not “slowing down.”213  SDG&E 22 

customers are leading the nation in electric vehicle purchases; they are not “too aggressive”214 in 23 

their adoption of an alternative to importing oil that will support energy independence and the 24 

realization of California’s energy policy goals.  SDG&E already offers tariffs to customers that 25 

allow them to save money based on when they use energy; the technology is not “years away.”215  26 

Intervenors agree that there is need for a smarter grid, that it is inevitable, and that it promises to 27 

bring higher quality power and less downtime while simultaneously supporting power from 28 

intermittent power sources and distributed generation.  Customers’ aggressive adoption of new 29 

                                                 
213 Exh. 487 at 5. 
214 Exh. 577 at 40. 
215 Exh. 507at 11. 
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technology, not forecasted, but actual, dictates that SDG&E can’t wait to move forward 1 

deploying smart grid technology.  2 

Summary of SDG&E’s Smart Grid Request 3 
SDG&E’s request regarding smart grid deployment plan (SGDP) projects is shown below. 4 

SDG&E’s Smart Grid Portfolio of Projects (in $000)216 5 
Project 2011 2012 Total 

Renewable Growth - Energy Storage $25,193 $29,790 $54,983
Renewable Growth - Dynamic Line Ratings $1,963 $1,963 $3,926
Renewable Growth -Phasor Measurement Units $1,475 $2,581 $4,056
Renewable Growth - Capacitor SCADA $2,902 $2,902 $5,804
Renewable Growth - SCADA Expansion217  $4,699 $4,699
Electric Vehicle Growth - Plug-In Electric Vehicles   $0
Electric Vehicle Growth - Smart Transformers $2,047 $521 $2,568
Electric Vehicle Growth - Public Access Charging 
Facilities  $5,230 $5,230
Reliability - Wireless Faulted Circuit Indicators $1,302 $2,199 $3,501
Reliability - Phase Identification $1,184 $4,027 $5,211
Reliability - Condition Based Maintenance Expansion  $752 $752
Smart Grid Development - Integrated Test Facility $502 $1,340 $1,842
Total $36,568 $56,004 $92,572
Total w/o CBM Expansion  $55,252 $91,820
   

DRA and UCAN propose funding less than 25% of SDG&E’s smart grid infrastructure projects.   6 

Project SDG&E DRA UCAN 
Renewable Growth - Energy Storage $54,983,000 $10,700,000 $12,136,758
Renewable Growth - Dynamic Line Ratings $3,926,000 $785,200 $0
Renewable Growth -Phasor Measurement Units $4,056,000 $737,464 $1,769,891
Renewable Growth - Capacitor SCADA $5,804,000 $2,902,000 $58,040
Renewable Growth - SCADA Expansion $4,699,000 $2,982,000 $5,964,000
Electric Vehicle Growth - Plug-In Electric Vehicles $0 $0 $0
Electric Vehicle Growth - Smart Transformers $2,568,000 $1,042,000 $0
Electric Vehicle Growth - Public Access Charging 
Facilities $5,230,000 $0 $0
Reliability - Wireless Faulted Circuit Indicators $3,501,000 $0 $0
Reliability - Phase Identification $5,211,000 $0 $0
Reliability - Condition Based Maintenance Expansion $752,000   

                                                 
216 SDG&E withdrew the Condition Based Maintenance (CBM) expansion project during this proceeding after 
further analysis indicated likely costs would exceed benefits. 
217  The SCADA Expansion project request was reduced by $1,265,000 in SDG&E’s February 17, 2012 Updated 
testimony, Exh. (SDG&E/SCG-600) at UP-128. 
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Smart Grid Development - Integrated Test Facility $1,842,000 $1,000,000 $0
Total $92,572,000 $20,148,664 $19,928,689

 1 
SDG&E’s projects meet four main drivers: 1) The need to mitigate the impacts of 2 

renewable generation development that is planned and occurring in the San Diego region; 2) the 3 

arrival of all-electric vehicles which increases the immediate need for Smart Grid technologies 4 

on the grid; 3) SDG&E’s aging infrastructure and the increased complexity of grid operations 5 

that require Smart Grid solutions; and 4) a need for SDG&E to test the function of new consumer 6 

focused technologies on the installed smart meters and associated systems to enable Smart Grid 7 

characteristics. These drivers are described in detail in Exh. 125 and are briefly summarized 8 

below: 9 

Renewable Growth:  There are now approximately 110 megawatts of alternating-current (MWac) 10 

of photovoltaics (PV) installed in San Diego, a change of approximately 69% in less than two 11 

years.  The actual growth of PV in SDG&E’s service territory exceeds the California Energy 12 

Commission (CEC) forecast, with the calculated actual growth exceeding the CEC forecast by 13 

75%.218  No party has disputed the fact that this growth of customer owned PV is occurring.  In 14 

addition to rooftop PV, SB 32 created a feed-in-tariff program for PV unit up to 3 MWac in size, 15 

with SDG&E’s allocation expected to be 60.2 MWac.   D.10-12-048 also approved a renewable 16 

auction mechanism for PV systems sized 1-20 MWac with the total in SDG&E’s service area to 17 

be 80 MWac.  These larger systems will likely be sited in rural areas where SDG&E’s system is 18 

the weakest and trigger the need for infrastructure upgrades to accommodate their 19 

interconnection.  The amount of PV on SDG&E circuits is growing rapidly and this trend is 20 

expected to continue.  The evidence in this case also shows measured data of the impact of a PV 21 

system on SDG&E’s primary distribution circuit voltage.219  These measured changes in voltages 22 

are outside SDG&E’s design tolerance limits with a resultant negative impact on operations and 23 

customers.  Again no party has disputed this data.  Investment in mitigation of intermittent 24 

photovoltaic generation is necessary and the integrating renewable portfolio of projects should be 25 

funded at the requested levels. 26 

Plug-In Electric Vehicle (PEV) Growth:  SDG&E’s testimony regarding PEV deployment 27 

includes 820 approximately 20% of all US sales of Nissan Leafs; 549 Residential Chargers 28 

                                                 
218 Exh. 125 at 4, Figure 1. 
219 Exh. 122 at 10.  
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installed, and 23 Public Chargers installed, with more than an order of magnitude more chargers 1 

in the installation process.  A number of major national chains have already committed to install 2 

EV charging facilities: Best Buy, Macy's, Cracker Barrel, Fred Meyer, Walgreens, CVS, Ace 3 

Parking, IKEA, Kohls, 7-Eleven, Enterprise Rent-a-Car, Hertz, and BP (Arco), among others.  4 

The Mitsubishi "i" and Ford Focus will be coming to San Diego and Car2Go (Daimler) is 5 

bringing 300 all-electric SmartCars to San Diego by 2012.  This increased demand is firm and 6 

will put upward pressure on our service requirements.  It is critical to fund the EV projects at the 7 

level requested to address coming PEV consumer demand and to reduce potential market barriers 8 

to PEV adoption. 9 

Reliability:  SDG&E has an obligation to provide reliable service, but intermittent renewable 10 

resources and electric vehicles will impact that reliability.  SDG&E also has an aging 11 

infrastructure and a need to continue to improve its fire preparedness.  Distributed generation 12 

impacts include power quality, protection, out-of-tolerance voltage, increased O&M costs, 13 

decreased ability to comply with conservation voltage reduction guidelines, customer complaints 14 

and customer claims.  SDG&E needs to avoid transformer overloads when neighbors with PEVs 15 

are served from same side of a service transformer.  PEV loads will also be mobile and, if not 16 

appropriately monitored and controlled, charging of vehicles on peak can result in significant 17 

additional loads and overload of other system equipment resulting in their failure; thus impacting 18 

service to other customers.  Exh. 125 at 8.  SB 17 (2009) along with other recent legislation 19 

regarding conservation, greenhouse gases, renewable energy goals, and electric vehicles, sets 20 

high standards for the delivery and use of electricity.  Therefore, it is necessary to fund the 21 

reliability projects at the level requested meet these challenges and requirements. 22 

Smart Grid Development:  Smart Grid technologies, solutions and standards are rapidly 23 

evolving.  SDG&E needs a Smart Grid test facility to address equipment standards, integration 24 

and interoperability challenges for these technologies.  SDG&E has chosen communication, IT 25 

systems and grid equipment that are specific to its grid, and new products and systems must 26 

integrate with this environment.  Therefore, it is reasonable to fund the Integrated Test Facility 27 

project at the level requested to respond to the changes in the utility environment. 28 

DRA’s SMART GRID PROPOSAL IS UNDERFUNDED 29 
Although DRA has recognized the need for SDG&E’s Smart Grid Portfolio Projects 220 30 

                                                 
220 Exh. 487 at 1.  
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DRA would reduce SDG&E’s incremental request of $71,675,400 based upon a theory of “slow 1 

down and wait”.  SDG&E’s approach is based upon engineering judgment and undisputed facts 2 

as discussed in Exh. 125 at 2-7.  SDG&E urges the Commission to firmly reject DRA’s 3 

argument to ‘slow down’ Smart Grid projects in San Diego.  DRA claims there is no hurry, 4 

pointing to American Recovery and Reinvestment Act (ARRA) stimulus projects.  DRA’s 5 

arguments are flawed given consumer adoption of photovoltaic systems, the State’s aggressive 6 

renewable policy, which projects are actually provided ARRA funding, SDG&E’s alignment 7 

with regards to standards and the direction of the Commission in the Smart Grid Deployment 8 

Plan rulemaking.   SDG&E’s customers are not waiting for ARRA funded projects to be 9 

completed; they are installing distributed energy resources and renewable energy projects at high 10 

rates and are purchasing electric vehicles.  In SDG&E’s service territory over 14,000 customers 11 

have installed photovoltaic generation capability totaling 110 MW at a rate that exceeds CEC 12 

forecasts.  Exh. 125 at 2-4.   The impact of these renewable includes voltage problems such as 13 

higher maintenance costs and decreased equipment life.  Exh. 125 at 11. 14 

California has an aggressive “33% by 2020” Renewable Portfolio Standard (RPS), and 15 

rooftop photovoltaic systems that customers install under net-energy metering tariffs do not 16 

count towards this goal.  Governor Brown has a stated goal of an additional 12,000 MW of 17 

distributed renewables by 2020 which appears to be in addition to the RPS mandate. 18 

DRA proposes that SDG&E should slow down its plans for smart grid investments and 19 

cites $4 billion in ARRA funding for smart grid projects as justification that “California is not 20 

falling behind.”  However, more than half of ARRA funding is going to support smart meter 21 

projects, and SDG&E has recently completed installation of smart meters, so the benefits 22 

SDG&E will receive from ARRA funding of smart meter projects will be very limited. 23 

DRA expresses concern about a lack of standards.  Waiting for consensus standards to be 24 

adopted will impact SDG&E’s ability to maintain a reliable grid in the face of the challenges 25 

presented by implementing California’s energy policy goals.  SDG&E plans to align to existing 26 

and developing standards where it would achieve the greatest benefit for customers.221 27 

DRA recommends waiting until the Smart Grid Deployment Plan proceeding is “further 28 

along… before authorizing the sums of money requested by SDG&E.”222  However, waiting for 29 

                                                 
221 A.11-06-06, Smart Grid Deployment Plan Application of SDG&E, Section 4.11, page 123. 
222 Exh. 487 at 5. 
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this rulemaking has no impact on SDG&E’s GRC application which includes its GRC smart grid 1 

portfolio of projects.  It is also noteworthy that the Commission is moving rapidly to conclude 2 

this rulemaking by July 2012, and that the CPUC staff reviewing Smart Grid deployment plans 3 

issued a workshop report on March 1, 2012 concluding that the SDG&E Smart Grid deployment 4 

plan is in compliance with the CPUC’s requirements and SB 17.  Slowing down is not an option. 5 

DRA asserts that “opt out” customers ought to be considered223 and the pace at which 6 

SDG&E would implement is “much faster than the general public can understand and accept.”224 7 

DRA implies that SDG&E has ignored non-Internet customers, but the opposite is true.  8 

SDG&E maintains a customer service infrastructure that responds to approximately 2.5 million 9 

customer telephone calls and processes approximately 1.3 million walk-in payment transactions 10 

per year.  SDG&E is estimated to spend, in TY 2012, nearly $12 million in customer contact 11 

center operating expenses and $1.9 million in branch office and authorized payment location 12 

expenses.225  A large segment of the customer base is Internet capable and conducting customer 13 

transactions via the Web, mobile technologies and other electronic devices.  To facilitate those 14 

customers, SDG&E has requested additional funds for its Customer Service Information 15 

activities in Exh. 155, to serve the large customer base that uses Internet communications. 16 

SDG&E is not forcing or imposing on-line (Internet) transactions on its customers.  Rather, 17 

SDG&E consumers have chosen to be “on-line” and to use mobile communication technologies. 18 

SDG&E must continue to invest in customer interface technologies because that is what the 19 

customer has chosen.  DRA offers no support for that assertion that SDG&E’s smart grid 20 

implementation pace is “much faster than the general public can understand and accept”. On the 21 

contrary, with the already demonstrated PV installation rates, the PEV growth, and 82% 22 

electronic communication selection in its service territory, SDG&E customers would seem to be 23 

at the leading edge of the adoption curve. 24 

There is also no evidence that SDG&E customers have an “outcry against smart meters”.  25 

SDG&E’s smart meter deployment has been both quiet and efficient, and as DRA states, 26 

“SDG&E is nearly fully deployed”.  SDG&E has received a very small number of customer 27 

complaints regarding smart meter deployment.  The Commission addressed Smart Grid customer 28 

                                                 
223 Exh. 487at 3. 
224 Id. at 20. 
225 Exh. 138 at 28, Table SDG&E-EF-12; Id. at 33, Table SDG&E-EF-16. 
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privacy and security concerns in D.11-07-056, and SDG&E’s proposed smart grid projects 1 

comply with this decision. 2 

SDG&E TY 2012 GRC submittal includes funding for ensuring consumer Home Area 3 

Network (HAN) device compatibility with SDG&E’s AMI network and other IT systems.226   4 

DRA would disallow the very expenditures needed to ensure consumer HAN device 5 

compatibility with SDG&E systems.  The Commission should approve SDG&E’s HAN 6 

infrastructure projects. SDG&E witness Mr. Fong provides detailed rebuttal testimony (Exh. 7 

140) to DRA’s proposed disallowances to SDG&E’s HAN infrastructure capital and O&M 8 

expenditures.227  Not approving the HAN infrastructure would send a clear message to GE, 9 

Whirlpool, and other third party participants that regulators are not ready to implement this 10 

technology and the HAN technology requested by DRA as part of approval of the Smart Meter 11 

Program is no longer a priority.  Exh. 117 at 12.  DRA’s proposal should be rejected. 12 

For electric energy storage projects, SDG&E requested $54,983,000 while DRA 13 

recommends $10,700,000.  Renewable energy growth is higher in SDG&E’s service territory 14 

than most utilities, customer PV growth is occurring at an annual growth rate of 36%.228  SDG&E 15 

needs to invest in energy storage and cannot simply wait for lessons learned by other utilities.  16 

Exh. 125 at 19.  Adverse impacts to the electric grid as a result of high penetration PV have been 17 

shown to exist now as described in Exh. 122 at 9.  It would be unreasonable for SDG&E to delay 18 

until operational problems become widespread before implementing mitigation solutions such as 19 

energy storage.  Exh. 125 at 32. 20 

SDG&E requested $3,926,000 for Dynamic Line Rating (DLR) projects while DRA 21 

recommends $784,000 and UCAN recommends $0.  This project is proposed by SDG&E to 22 

optimize capital investments and operate the grid at higher efficiencies.  This project will install 23 

DLR technologies on critical distribution circuits with renewable energy penetration and energy 24 

storage.  The installed equipment will monitor wind speed, conductor tension, and solar heating 25 

to calculate conductor capability.  DRA recommends approval of only 20% of the proposed 26 

funding of this project with the recommendation that SDG&E leverage its efforts through other 27 

                                                 
226 Exh. 138 at 49-59. 
227 DRA proposes disallowing ratepayer funding for all HAN Initiative and DERMS capital requests ($18.4 mm).  
DRA argues the funding request is premature, and lacks tangible benefits. DRA also proposes to reduce Customer 
Service Operations Other costs by $1.033 million to remove HAN-related and other incremental expenses, 
compared to SDG&E’s 2012 test year request of $2.5 mm for this area. 
228 From 9/1/2010 to 8/31/2011 SDG&E’s customer owned PV grew from 79.8MW to 108.5MW.   Exh. 125 at 18. 
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projects in the nation.  However, other projects will not provide any site specific information that 1 

will support higher conductor ratings in San Diego.  Reducing the funding for this project by 2 

80% will result in a reduction of the number of conductors that SDG&E can dynamically rate.  3 

UCAN acknowledges the use of DLR at the transmission level but claims dynamic line ratings 4 

for distribution lines are unsafe.229   SDG&E adheres to both G.O. 95 and G.O. 128 as minimum 5 

standards for its design and construction practices.  These orders provide the engineering basis 6 

for both the overhead and underground systems, respectively.   Sag of the line conductors is a 7 

function of pole spacing, line tension, conductor size, the current load, the ambient temperature, 8 

wind speed and other atmospheric conditions to name a few.  For underground systems sag is not 9 

an issue (although heat buildup and temperature are).  Dynamic line ratings take these factors 10 

into consideration as compared to the static design case to develop a rating based upon actual 11 

conditions in the field.  The engineering phase of the technology pilot and future deployments 12 

would include field inspection of all spans where DLR technology will be installed to ensure no 13 

clearance violations would occur.  This includes field inspection of other attachments in spans 14 

where DLR technology will be installed.  UCAN’s proposed alternative to DLR would utilize 15 

load profile data based on AMI and SCADA plus weather station reports to evaluate line 16 

capacity issues.230  However, DLR is a much more precise tool for calculating line sag and line 17 

clearance by using actual conductor tension than the suggestion by UCAN.  Exh. 125 at 33. 18 

SDG&E requested $4,056,000 for Synchrophasors while DRA recommends $732,000.  19 

This project will install Synchrophasors (also known as Phase Measurement Units, PMU) on 20 

circuits with high PV penetration in conjunction with energy storage devices in order to mitigate 21 

the intermittency issues associated with distributed renewable resources.  DRA recommends 22 

waiting for transmission PMU projects to complete.  However, this distribution project utilizes 23 

PMUs as a sensor to assist in the dispatch of energy storage units to deal with PV intermittency; 24 

the two efforts complement each other.  Reducing the scope of the proposed distribution project 25 

to one circuit per year as recommended by DRA will restrict the benefits of this project and 26 

impact SDG&E’s ability to mitigate the impact of power output fluctuation as PV penetration 27 

increases and voltage and phase-angle fluctuations also occur at various points on the system. 28 

                                                 
229 Exh. 568 at 17. 
230 Id. at 38.  
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For Capacitor SCADA SDG&E requested $5,804,000, while DRA recommends 1 

$2,900,000.231  This project will install SCADA with remote data-read and switching capability 2 

on all of SDG&E’s 1,404 line capacitors.  This project offers numerous benefits including 3 

improved control of voltage and reactive power in order to mitigate the impact of distributed PV, 4 

as well as remote monitoring of equipment status and early identification of potential system 5 

problems.  The benefits offered by this project in operability and reliability offer compelling 6 

justification.  If the implementation is doubled (spread out) as proposed by DRA, it will also 7 

double the time it takes to realize the benefits from this project. 8 

SDG&E requested $4,699,000 (while DRA recommends $2,980,000) for the SCADA 9 

Expansion project, to install SCADA on line switches and substation circuit breakers.  This 10 

project was facilitates expanded operability of the distribution system as the penetration of 11 

renewable generation sources increases.  This will allow better utilization of circuits with high 12 

PV penetration and energy storage.  This SCADA Expansion project will also support automatic 13 

operation of switches as SDG&E’s new Distribution Management System can interface 14 

automatically with the new SCADA switches.  This self-healing operation will minimize outage 15 

duration for customers fed by the un-faulted section of a circuit that is experiencing an outage. 16 

The benefits offered by this project in operability and reliability offer compelling justification for 17 

the project.  If the implementation time for this project is doubled, as proposed by DRA, it will 18 

also double the time in which the benefits from this project can be realized.   19 

SDG&E requested $2,568,000 for Smart Transformers while DRA recommends 20 

$1,042,000.232  This project will install monitors on distribution transformers that will measure 21 

and report loading on the transformer that is suitable for real-time operations.  This additional 22 

monitoring capability will help SDG&E avoid replacing transformers before necessary.  Each 23 

PEV electric car added to the system more than doubles the existing average load.  PEVs will not 24 

be adopted uniformly throughout the service territory, but will likely be adopted in geographic 25 

                                                 
231 UCAN recommends only $58,040.  However UCAN misunderstands the purpose of this project which is to place 
all capacitors on SCADA control.  This provides numerous benefits not related to PV additions, as clearly stated in 
Exh. SDG&E-122 at 24- 25. 
232 UCAN recommends $0 because it claims SDG&E hasn’t considered the alternative of using AMI data to manage 
transformer loading.  Unfortunately this alternative is not feasible for real-time operational control.  AMI data is 
collected for residential customers on an hourly basis, which will provide a rough approximation of transformer 
loading on a day behind basis.  AMI data will not provide the real-time loading required to allow real-time load 
assessment identifying when a transformer reaches critical load level that could result in failure, upon which load 
curtailment should be implemented.   Exh. 125 at 38.  
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clusters.  Smart transformers will help mitigate the impacts of this added load, by relaying load 1 

and condition data so that it can be acted upon before the transformer fails.    2 

SDG&E requested $5,230,000 for Charging Stations while DRA and UCAN recommend 3 

$0. This project would install publically accessible charging stations in underserved areas.    4 

DRA justifies their position by saying more information is needed.  However, delaying this 5 

project will not provide the needed data.  It is the scope of this project to install charging 6 

infrastructure in underserved areas that would not otherwise have sufficient public access to 7 

electric vehicle charging stations, thus removing barriers to adoption of PEVs.  Constructing this 8 

project would help to provide information about PEV owner behaviors in underserved areas, 9 

which the DRA states is needed.  UCAN’s concerns are a risk of stranded assets, lack of benefit 10 

analysis and analysis where these charges would be installed, low PEV penetration, and few 11 

public chargers currently installed.  With regards to stranded assets, this project will install 12 

publically accessible charging stations ahead of demand, which is essential to support the PEV 13 

market development.  There will be some areas where on-site Electric Vehicle Supply 14 

Equipment (EVSE) is not acceptable.  In such cases, it will be an important sensitivity to test the 15 

need for the development of charging facilities near such locations.  Because the individual 16 

expense per EVSE unit is relatively low, some charging stations can be installed in such 17 

locations to test the demand for the EVSE.  This will minimize the risk of stranded, unneeded 18 

assets.  Exh. 125 at 40.  Site selection will use a multi-stakeholder process to identify 19 

underserved areas.  SDG&E is proposing to own the publically accessible charging stations, and 20 

to contract with third parties to build, operate, and maintain the charging facilities.233  UCAN 21 

argues because SDG&E has not yet defined the processes for payment transactions, branding, 22 

and maintenance, the project should not be implemented.  These project implementation details 23 

will be addressed during the detailed engineering and implementation phase and are not a 24 

sufficient reason to disallow funding for this project.  SDG&E has provided a cost benefit 25 

analysis as part of its Smart Grid Deployment Plan.234  Yet another benefit of this project is to 26 

provide more available access to PHEV’s, which generally have smaller energy storage 27 

capacities than battery electric vehicles.  While PHEV’s may not be completely dependent on 28 

electricity, they will have more availability to use electricity as the chosen fuel source.  This 29 

                                                 
233 Exh. 122 at 29-30.   
234 A.11-06-06, Smart Grid Deployment Plan Application of SDG&E at 264.  
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choice is also in compliance with the state’s environmental goals to reduce GHG through electric 1 

transportation.  Exh. 125 at 41. 2 

SDG&E requested $3,501,000 for Wireless Faulted Circuit Indicators while DRA and 3 

UCAN recommends $0. This project provides substantial benefits to customers, by shortening 4 

outage locating and troubleshooting time, and expediting customer restoration times.  Wireless 5 

communication technology will allow remote and immediate monitoring of distribution lines 6 

without having to dispatch field personnel, wait for them to drive to the location of the fault, and 7 

then visually observe the condition of equipment, often at night during inclement weather 8 

conditions, which further delays outage locating and customer restoration using conventional 9 

non-wireless fault indicators.  UCAN argued that “An operational AMI system coupled with an 10 

OMS and GIS system can be used to achieve the same results”,235 and that outage information 11 

received from a wireless fault indicator will not provide any additional information that a system 12 

dispatcher does not already have to dispatch linemen.  Although SDG&E’s AMI meters will 13 

provide a last-gasp/power outage notification accessible by SDG&E’s new OMS/DMS,  the 14 

notification will only provide a precise location if the outage is a located at a single transformer 15 

or single service.  For any feeder or branch outage all the meters that are capable will send a 16 

notification and the operator will only know that the outage is beyond a sectionalizing device.  If 17 

this sectionalizing device is on SCADA the operator has obtained no additional information.  In 18 

contrast, SDG&E’s proposed wireless fault circuit indicators provide additional information to 19 

system operators which will speed restoration times.  SDG&E’s request is of benefit to 20 

customers and should be funded. 21 

SDG&E requested $5,211,000 for Phase Identification while DRA recommends $0.  The 22 

project will verify the phase to which each single or two-phase piece of equipment, including 23 

meters, is connected.  This is a non-trivial task.  While SDG&E marks or identifies  much of its 24 

equipment in the field, mapping each of the three phases (Phase A, B, C) that exist in most 25 

distribution circuits to the individual pieces of line equipment to which they are connected into a 26 

geographic information system, GIS, has not been accurately completed.   Knowledge of that 27 

phase identification assists in preventing load imbalances, faster service restoration, and future 28 

system load planning. This field-checked data is compiled and inputted into the SDG&E 29 

                                                 
235 Exh. 568 at 73.  
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facilities database, to be used by SDG&E’s geographic information system, and other enterprise 1 

planning and support tools.   2 

SDG&E requested $1,842,000 for the Integrated Test Facility while DRA recommends 3 

$1,000,000. This project will provide the testing and integration of hardware and software for 4 

new smart grid technologies and equipment.  DRA argues that SDG&E already has a test 5 

facility.  However, the scope of the test facility is very different than the scope and capabilities of 6 

the HAN test facility (which is focused exclusively on in-home devices).  SDG&E intends to test 7 

the interoperability of various vendors’ equipment and software with the systems that SDG&E 8 

utilizes to run, operate and plan its grid.  DRA also notes delays in the National Institute of 9 

Standards and Technology, NIST, consensus standards.   However delay in NIST consensus 10 

standards makes it even more important that SDG&E test vendor products to ensure safe 11 

operation prior to deployment.  UCAN proposes a shared test facility with other utilities.  This is 12 

inappropriate because the three California IOU’s have different equipment, different operating 13 

practices, different training procedures and different IT and communication system which would 14 

result in minimal opportunities to share testing and training.   SDG&E has chosen 15 

communication, IT systems and grid equipment that are specific to its grid and new products and 16 

systems must integrate with this system.  Exh. 125 at 45. 17 

POST TEST YEAR SMART GRID PROJECTS 18 
UCAN recommends cutting the vast majority of funding for SDG&E’s PTY smart grid 19 

projects.  UCAN cites limited support for these costs and no supporting calculations as the 20 

reason for denying cost recovery.236  UCAN does note “the Post Test Year projects that are 21 

sponsored by Mr. Bialek are a continuation of the Projects in Mr. Bialek’s testimony.”237 UCAN 22 

also admits that “…The costs were calculated utilizing the same methodologies that were 23 

developed for the years 2011 and 2012.”238  As stated above, no intervener disputed the data 24 

supporting the drivers of SDG&E’s smart grid portfolio of projects.  SDG&E’s project costs 25 

were developed based upon engineering defined quantities and unit costs from vendors or similar 26 

technology deployment costs.  Even though UCAN recognizes the need to be proactive, they are 27 

philosophically opposed to fund anything other than pilots at reduced scope while recommending 28 

‘slow down and wait’.  Given historical customer adoption of technology this is a mistake which 29 

                                                 
236 Exh. 568 at 80.  
237 Id. 
238 Id. at 79.  
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results in even larger SDG&E capital expenditures in the PTYs.  However, UCAN ignore this 1 

reality and also limits the PTY funding. 2 

CONCLUSION 3 
SDG&E’s proposals to modernize its grid are consistent with and support state law and 4 

policies.  The data substantiating its case is not disputed by any intervening party.  The 5 

intervener position of “slow down and wait” is not supported by data nor the alternatives 6 

proffered.  Therefore, SDG&E requests full funding of its Smart Grid Infrastructure portfolio of 7 

project.  Based on the data and forecasts currently available, investment in mitigation of 8 

intermittent photovoltaic generation is necessary and therefore SDG&E’s integrating renewable 9 

portfolio of projects should be funded at the requested levels.   No party disputes that electric 10 

vehicles are here and that the number is predicted to increase.  It is reasonable to fund the EV 11 

growth portfolio of projects at the level requested in order address the coming PEV consumer 12 

demand and to reduce potential market barriers to PEV adoption.  SDG&E has an obligation to 13 

provide reliable service to its customers, and intermittent renewable resources and electric 14 

vehicles will impact reliability.  Therefore, it is necessary to fund the reliability portfolio of 15 

projects at the level requested in order meet these and other ongoing challenges such as aging 16 

infrastructure and fire preparedness.  Finally, Smart Grid technologies, solutions and standards 17 

are rapidly evolving.  SDG&E has proposed a Smart Grid test facility to address standard, 18 

integration and interoperability challenges for new and existing technologies and system.  The 19 

Integrated Test Facility project should be funded at the level requested to respond to the changes 20 

in the utility environment. 21 

7. Gas Distribution 22 
The SDG&E and SCG O&M and capital forecasts were presented in the exhibits of Ms. 23 

Orozco-Mejia (Exhs. 22 to 29).  They provide a detailed and thorough examination of the Gas 24 

Distribution area, including operations, facilities, the major cost drivers, and the challenges 25 

facing Gas Distribution from system expansion, increased regulatory and environmental 26 

requirements, aging infrastructure, maintaining a skilled workforce, and economic conditions.  27 

This section of the brief will just include a very brief description of each work area and its cost 28 

drivers.  Further detail on any given workgroup may be found in Ms. Orozco-Mejia’s direct and 29 

rebuttal testimonies. 30 
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7.1 Common Issues 1 
There were no issues sufficiently common between SCG and SDG&E to include here. 2 

7.2 SCG Issues 3 
SCG requests O&M of $131,182,000 for TY 2012 to fund NSS Gas Distribution 4 

activities necessary to maintain safe and reliable delivery of natural gas to customers.  For USS, 5 

SCG requests O&M for TY 2012 of $1,155,000 (booked expense) benefiting both SCG and 6 

SDG&E customers.  In response to pipeline system needs and external influences, SCG requests 7 

capital funding for 2010, 2011, and 2012 of $187,825,000, $224,217,000, and $212,576,000, 8 

respectively. 9 

SCG opposes the unsupported proposals of DRA and TURN.  Each of the DRA and 10 

TURN proposals would result in reductions of roughly 30% to the O&M NSS funding proposed 11 

by SCG and reductions ranging from 14% to 21% off SCG’s three-year capital forecast.  DRA’s 12 

and TURN’s proposals:  misunderstood SCG’s operations, process, or request altogether; were 13 

incomplete in their analysis; or used inappropriate forecast methods.  Neither DRA nor TURN 14 

recognized the upward cost pressures facing SCG Gas Distribution that are incremental to 15 

historical spending, proposing that the overwhelming majority of these incremental cost 16 

pressures be disallowed.  For example, SCG showed how city/municipality fees, such as those 17 

for permitting and paving, continue a steep rise, along with more stringent work conditions like 18 

restricted work hours, that increase project costs.  SCG also showed how federal stimulus 19 

funding for transportation projects will increase costs in a number of areas, such as main and 20 

service repairs and freeway relocations.  DRA and TURN did not deny the existence of new 21 

city/municipality fees, restricted work conditions, or the expected use of available federal 22 

stimulus funding for transportation projects affecting gas pipelines, but merely ignored them or 23 

noted that actual 2010 O&M costs in areas affected by these upward pressures were less than the 24 

GRC 2010 forecast offered merely for “presentation” purposes.239  The Commission should adopt 25 

SCG’s TY 2012 forecast of incremental O&M costs since there is no doubt that these 26 

incremental cost pressures exist. 27 

Selective Use of Data - As discussed above in Section 3.5, there are several reasons the 28 

Commission should give little or no weight to the use of 2010 actual cost data absent the 29 

                                                 
239 SDG&E/SCG/Orozco-Mejia, Tr. Vol. 13 at 1134.   
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opportunity for a full review of that data.  With respect to SCG Gas Distribution, DRA and 1 

intervenors used cost data selectively to support a lower GRC revenue requirement. 2 

For example, while TURN consistently used 2010 actual capital costs for its 2010 3 

proposal rather than SCG’s 2010 forecast, TURN selectively incorporated 2010 actual capital 4 

costs into its forecast for 2011 and 2012.  There were 12 SCG capital categories where base 5 

forecasts used historical data (Main Replacements, Service Replacements, Franchise 6 

Relocations, Freeway Relocations, Meter Guards, Equipment and Tools, Pressure Betterment, 7 

Supply Line Replacements, Main and Service Abandonments, Other Capital Projects, Cathodic 8 

Protection (CP), and Mobile Home Parks (MHPs)).  Of these 12 categories, in five of them 9 

(Pressure Betterment, Supply Line Replacements, Main and Service Abandonments, Other 10 

Capital Projects and CP), 2010 actual costs were more than $500,000 less than SCG’s 2010 base 11 

forecast and, with one exception,240 TURN rejected SCG’s 2011 and 2012 forecasts and 12 

incorporated the lower 2010 actual costs into its 2011 and 2012 forecast method (three- or 13 

five-year average) to produce a lower 2011 and 2012 base forecast than SCG.  In all four 14 

categories where actual 2010 costs were higher than SCG’s 2010 base forecast (Main 15 

Replacements, Franchise Relocations, Meter Guards, and Equipment and Tools), TURN did not 16 

use actual 2010 cost data for its 2011 and 2012 forecasts, but rather chose to accept SCG’s 2011 17 

and 2012 forecasts, resulting in a total 2011 and 2012 TURN base forecast for these four 18 

categories approximately $9 million lower than if it had included actual 2010 costs in its 2011 19 

and 2012 forecasts.241  TURN did accept SCG’s 2011 and 2012 forecasts in three categories 20 

where 2010 actual costs were less than SCG’s 2010 base forecast (Service Replacements, 21 

Freeway Relocations, and MHP), but in each of these categories the 2010 actual costs were close 22 

to (within $500,000) SCG’s 2010 base forecast, meaning that using actual 2010 data would have 23 

only produced a 2011 and 2012 base forecast $1.2 million242 lower than SCG’s base forecast.  24 

                                                 
240 For Pressure Betterment, TURN still rejected SCG’s 2011 and 2012 forecasts, but used a three-year (2007-09) 
average to produce 2011 and 2012 forecasts lower than SCG’s.   
241 Difference between a 2006-2010 based forecast and the 2005-2009 based forecast for the years 2011 and 2012:  
[Main Replacements: 2006-10 Average ($72.4 Million) - 2005-09 Average ($64.7 Million) = $7.7 Million] + 
[Franchise Relocations: 2006-10 Trend ($20.0 Million) - 2005-09 Trend ($19.4 Million) = $0.6 Million] + [Meter 
Guards: 2006-10 Trend ($2.8 Million) - 2005-09 Trend ($2.3 Million) = $0.5 Million] + [Routine Equipment and 
Tools: 2006-10 Average ($1.2 Million) - 2005-09 Average ($1.0 Million) = $0.2 Million] = $9.0 Million Total.   
242 Difference between a 2006-2010 based forecast and the 2005-2009 based forecast for the years 2011 and 2012:  
[Service Replacements: 2006-10 Average ($23.48 Million) - 2005-09 Average ($23.68 Million) = -$0.20 Million] + 
[Freeway Relocations: 2010 Base Year ($3.48 Million) - 2009 Base Year ($4.44 Million) = -$0.96 Million] + [MHP: 
2006-10 Average ($59,000) - 2005-09 Average ($135,000) = -$0.08 Million] = -$1.2 Million Total.   
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Thus, TURN clearly was selective in its decision whether to use 2010 actual capital costs in its 1 

forecasts for 2011 and 2012.  Had TURN consistently used 2010 data in its 2011 and 2012 2 

forecasts, its total 2011 and 2012 base forecasts would have been $7.8 million higher ($9 3 

million-$1.2 million). 4 

Another example of the selective use of data is DRA’s use of historical O&M data.  In 5 

five O&M work categories (Measurement and Regulation, Cathodic Protection-Field, Main 6 

Maintenance, Service Maintenance and Cathodic Protection-Asset Management) where SCG 7 

used a five-year (2005-2009) average to calculate its base forecast and this number was less than 8 

the recorded 2009 BY cost, DRA accepted SCG’s base forecast.  In comparison, for work 9 

categories (Locate and Mark, Operations Management and Training, and Tools, Fittings and 10 

Materials) where SCG used a method producing a base forecast that was higher than the 11 

recorded 2009 BY cost, DRA did not accept SCG’s base forecast.  DRA was clearly being 12 

selective in its decision whether to accept SCG’s base forecast. 13 

By contrast, SCG and SDG&E selected their forecast methods based on a thorough 14 

analysis of historical data and the underlying cost drivers.  Unlike DRA and intervenors, Ms. 15 

Orozco-Mejia’s testimony and workpapers described why each forecast method was dictated by 16 

the cost drivers for that area.  In fact, in 11 of SCG’s 12 O&M workgroups, it chose the forecast 17 

method that did not produce the highest base forecast.243  Thus, as it reviews the forecasts 18 

presented by the Applicants versus DRA and intervenors, the Commission should be wary of 19 

selective use of data designed to produce a particular outcome. 20 

7.2.1 Non-Shared Services O&M 21 
SCG’s testimony supports a TY 2012 O&M expense of $131.182 million for NSS gas 22 

distribution activities.  DRA proposes a TY 2012 NSS O&M expense of $92.826 million, a 23 

$38.356 million reduction (29%).  TURN proposes a TY 2012 NSS O&M expense of $87.629 24 

million, a $43.553 million reduction (33%).  SCG opposes the great majority of DRA’s and 25 

TURN’s reductions.  Both DRA and TURN failed to understand the required operations and 26 

overlooked or misunderstood relevant data. 27 

7.2.1.1  Field Operations and Maintenance – These costs address the physical 28 

condition of the gas distribution system.  Gas distribution activities are performed at 51 operating 29 

bases located throughout the service territory.  The activities completed at these bases can be 30 

                                                 
243 SCG/Orozco-Mejia, Exh. 29 at 7.   
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described as “preventative,” “corrective,” or “supportive.”  Preventative work is generally 1 

completed on a scheduled basis, including the activities within the workgroups of Locate and 2 

Mark (L&M), Leak Survey, and Measurement and Regulation.  Corrective work is generally 3 

reactive to a situation or facility condition and includes the activities within the workgroups of 4 

CP, Main Maintenance, and Service Maintenance.  Supportive work includes the activities of the 5 

Field Support and Tools, Materials and Fittings workgroups. 6 

7.2.1.1.1  Locate and Mark (L&M) – This work is preventative and required to avert 7 

damage caused by third-party excavators working near underground gas substructures.  The 8 

work is primarily comprised of:  locating and marking SCG’s underground pipelines; conducting 9 

job observations; and performing depth checks.  The common driver for these damage 10 

prevention activities is the level of construction and development activity in the public and 11 

private sectors.  SCG’s forecast uses the five-year average (2005-09), a $179,000 increase over 12 

the 2009 BY.  Added to the base are the following incremental work elements not reflected in the 13 

base forecast: 14 

Federal Stimulus Funding - The American Recovery and Reinvestment Act of 2009 provided 15 

federal funding to local and state agencies to stimulate the economy and allotted funds to 16 

California projects for highways, local streets and roads, freight and passenger rail, port 17 

infrastructure, and transit.  As these projects are constructed in local streets and highways, SCG 18 

will see an increase in L&M requests for those projects and an incremental cost of $83,000.   19 

Los Osos City Sewer System - The City of Los Osos will install a sewer piping system to 20 

replace existing septic tank systems.  SCG will be required to excavate the depth of company 21 

facilities ahead of construction, L&M its facilities before and during construction, and observe 22 

excavations by third parties near SCG facilities.  The additional funding is $181,000.   23 

Removal of Paint Markings - A growing number of municipalities are requiring the removal of 24 

paint markings used to identify substructures during construction.  In the recent past, 25 

approximately 5% of SCG work orders required removal of these markings, but this percentage 26 

has grown to approximately 20%.  The incremental cost is $230,000.   27 

Increased City/Municipality Requirements - Local and state agencies continue to impose new 28 

and more stringent operating conditions that increase costs to maintain the gas distribution 29 

system.  Increasing permit costs and construction requirements, such as engineered traffic control 30 

plans, additional paving requirements, and restricted working hours, will increase SCG’s costs 31 
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when excavating for depth to identify the elevation of SCG facilities prior to construction.  The 1 

additional funding is $197,000. 2 

DRA proposes a $1.1 million reduction to $9.5 million for L&M.  DRA contends that 3 

2010 actual costs are a better indication of base level funding.  As discussed in Section 3.5, 2010 4 

cost data should be given little or no weight absent a complete and thorough review.   5 

SCG cites improving economic conditions to support use of a five-year average, but DRA 6 

has misunderstood SCG’s use of the IHS Global Insight (GI) index as only a general indicator of 7 

economic conditions by instead drawing a one-to-one correlation between employment levels 8 

and L&M spending.  However, even the more recent GI forecast cited by DRA continues to 9 

show positive growth and thus supports SCG’s forecast of an upward economic direction.   10 

Furthermore, DRA’s use of L&M tickets is flawed because the number of tickets is not a 11 

complete indication of the level of work, as a single L&M ticket can range from a sole 12 

excavation to thousands of feet of construction.  DRA notes the recent decline in tickets to 13 

suggest this will continue, but DRA focused only on years of decline while 2005 and 2007 show 14 

higher activity levels.  In addition, the time to complete a ticket is increasing as evidenced by the 15 

increase in the cost per ticket from $12.71 in 2005 to $15.67 in 2009 shown in Ms. Orozco-16 

Mejia’s testimony.244  This variability in the L&M work was captured by SCG’s five-year 17 

average base forecast.   18 

Regarding incremental costs, DRA does not deny the existence of federal stimulus funds, 19 

but states that SCG provided insufficient support of its request.  Historic data was not available 20 

because reporting systems did not track costs by whether they were caused by Federal Stimulus 21 

funding and this is a new work factor for which historic cost data does not exist.  SCG provided 22 

DRA the government web link that stated:  “California has spent approximately 20% of the 23 

potentially available Federal funding as of April 28, 2011.”  In 2011 and 2012, SCG expects 24 

more transportation projects as more of the awarded stimulus funds are spent.   25 

DRA proposes $60,000 for the Los Osos project, a $121,000 reduction, stating that the 26 

project has been delayed and SCG’s TY 2012 request should be “normalized” over future years.  27 

If project costs are to be normalized, they must reflect the full cost for the three-year project, not 28 

just the 2012 cost used by DRA.  More importantly, SCG’s L&M work must begin prior to 29 

construction to prevent potential damage, while job observations and depth checks will continue 30 

                                                 
244 SCG/Orozco-Mejia, Exh. 29 at 18, Table SCG-GOM-R-4.   
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throughout the project.  According to materials available on the San Luis Obispo County website 1 

at the time of SCG’s expense review, construction will start in May 2012.245  SCG’s L&M work 2 

must begin well before that date.   3 

DRA does not deny that increased costs exist to remove paint markings, but claims that, 4 

because SCG could not show historical costs for this task, the entire request should be denied.  5 

Again, SCG cannot track every task in a field activity and it should not be expected to.  The lack 6 

of detailed cost tracking does not mean that these incremental costs do not exist.246   7 

Similarly, DRA does not deny that incremental costs exist from increased 8 

city/municipality requirements, but asserts that any increased requirements will be offset by 9 

decreased units of work (tickets).  The decreased units of work, however, pertain to L&M 10 

tickets, not the depth check activity that is affected by these requirements.  The decline in the 11 

number of tickets has no effect on depth checks.   12 

SCG provided DRA with the 2005-09 average historical number of completed jobs, an 13 

assessment of the number of jobs that would likely be affected by these more restrictive 14 

conditions, and the additional time requirements which determined future costs.247  SCG relied on 15 

field supervisors to identify the jobs that would be affected and the additional time required.   16 

While SCG does not separately track costs for each task within an overall activity, it does 17 

have historical data for permits and paving fees which are related to increased municipal 18 

requirements in total (although not specifically to L&M).  From 2005-09, SCG’s average cost 19 

per paving order increased by 65% and the average cost per permit increased by 33%.248  Ms. 20 

Orozco-Mejia provided the annual data in detail and provided several specific examples where 21 

different cities have dramatically increased their requirements and fees for permits and paving.249  22 

These examples affect all work categories that require permits and paving including the depth 23 

check activity within the L&M work category. 24 

7.2.1.1.2  Leak Survey – This area is for the costs to meet federal pipeline safety 25 

regulations requiring SCG to survey its gas distribution system for leaks.  SCG pipelines are leak 26 

surveyed at intervals of one, three, or five years, depending on the pipe material (plastic or steel), 27 

the operating pressure, whether or not the pipe is under cathodic protection, and the proximity to 28 
                                                 
245 http://www.slocounty.ca.gov/PW/LOWWP/DOCS/Current_Documents.htm 
246 SCG/Orozco-Mejia, Exh. 29 at 22.   
247 SCG/Orozco-Mejia, Exh. 28, at 21-23, lines 4, 8, 12, 16, 20, 27, 31, and 35.   
248 SCG/Orozco-Mejia, Exh. 26 at 6.   
249 SCG/Orozco-Mejia, Exh. 29 at 13-14.   
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various population densities.  Costs are a direct result of the footage to be surveyed.  Survey 1 

requirements will continue to increase as the system grows, and thus the forecast is based on a 2 

five-year trend for 2005-09 which is $414,000 over the 2009 BY. 3 

DRA did not oppose this forecast, but TURN proposes a $97,000 reduction.  While 4 

adopting the SCG trending method, TURN uses a 2005-10 trend.250  As discussed above, the 5 

Commission should give little or no weight to 2010 actual cost data absent more analysis. 6 

7.2.1.1.3  Measurement and Regulation (M&R) – This area is for maintaining and 7 

operating regulator stations, medium and large MSAs, and associated components.  To reflect 8 

periods of higher and lower work, SCG used the five-year (2005-09) average forecast, a decrease 9 

of $332,000 from the BY.  Added to this base are incremental costs for:  Replacement of 10 

Medium and Large MSAs ($122,000); Replacement of Regulators at Regulator Stations 11 

($371,000); G.O. 58-A Compliance ($539,000); Increased City/Municipality Requirements 12 

($162,000); Regulator Station Lid and Vault Maintenance ($22,000); Pedestrian Access at 13 

Construction Sites ($179,000); Incremental Odorization Testing ($58,000); and NERBA 14 

($23,442,000). 15 

DRA proposes a $24.9 million reduction.  While accepting the forecasted base, DRA 16 

opposes all incremental funding of Replacement of Medium and Large MSAs, contending that 17 

this is an acceleration of current meter replacements captured in base spending.251  However, 18 

these medium and large MSAs are aging, requiring more frequent field tests and adjustments to 19 

keep accuracy within Commission-prescribed limits.252  SCG’s request is to replace older, 20 

obsolete, more maintenance-intensive equipment not captured in historical spending.  DRA 21 

states that SCG did not provide evidence that meters must be replaced after 20 years, but SCG 22 

only replaces the meter as it begins to show increased maintenance costs and/or accuracy 23 

problems.  The average age of meters replaced for these reasons ranges from 21.1 to 25.5 years.  24 

SCG reviewed the list of all meters in service, the age of each and, after deducting for some 25 

meters that would be changed early due to functional problems, determined that at a rate of 650 26 

change-outs per year it would still take over 10 years to remove the over 6,600 older meters 27 

                                                 
250 TURN/Marcus, Exh. 545 at 4.   
251 DRA/Phan, Exh. 533 at 18.   
252 SCG/Orozco-Mejia, Exh. 26 at 20.   
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currently in service.253  A proactive and systematic approach will better utilize resources by 1 

scheduling the work instead of reacting to emergency replacements, ensure the integrity of the 2 

equipment by replacing it before it fails, minimize disruption to customers, and ensure 3 

compliance with G.O. 58-A. 4 

DRA also opposes funding for Replacement of Regulators at Regulator Stations, claiming 5 

SCG has not shown sufficient support.254  However, SCG provided DRA with:  the number of 6 

regulators inspected, maintained, replaced; and the annual costs incurred each year from 2005-11 7 

YTD.255  This particular regulator family is obsolete, parts are scarce, and working on them is 8 

difficult.  SCG has identified 1,668 obsolete regulators at regulator stations, yet only replaces an 9 

average of 13 per year.  Without this additional funding, it would take SCG approximately 120 10 

years to replace these older, obsolete regulators, meaning that they would be replaced only when 11 

they fail or experience other problems potentially affecting employee and public safety. 12 

DRA also opposes incremental funding for MSA rebuilds to comply with G.O. 58-A, 13 

claiming SCG’s base forecast already includes them.  While SCG has been completing about 860 14 

rebuilds annually due to load surveys recently (2008-09), the previous three years were at a rate 15 

of approximately 250 per year.  Load surveys now target those customers where usage has 16 

changed; this has resulted in a higher rate of MSA rebuilds.256 17 

DRA also opposes funding for Increased City/Municipality Requirements, using the same 18 

arguments as for L&M discussed in Section 7.2.1.1.1 and SCG’s response is the same. 19 

DRA opposes the use of a two-way balancing account (NERBA) to address 20 

environmental compliance and proposes only $27,000 of incremental funding, a reduction of 21 

$23.4 million.  SCG acknowledges the issuance of a “final” EPA GHG rule, but also notes that 22 

further clarification on definitions within the rule are required before it can assess the operational 23 

impacts of this final rule.  For more information on the scope and timing of the EPA GHG Rules, 24 

please see the testimony of Ms. Haines, Exh. 330, discussed in Section 14.2 of this Brief. 25 

DRA also opposes funding for Regulator Station Lid and Vault Maintenance, stating 26 

SCG has not provided sufficient support.  In her rebuttal testimony, Ms. Orozco-Mejia provided 27 

                                                 
253 SCG/Orozco-Mejia, Exh. 29 at 30-31, citing SCG response to Data Request DRA-SCG-077-DAO, questions 1c, 
1d and 1e.   
254 DRA/Phan, Exh. 533 at 19-20.   
255 SCG/Orozco-Mejia, Exh. 29 at 32-33.   
256 Id. at 34.   
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a table showing the identification numbers of those regulator stations currently needing attention 1 

based on actual examination by field personnel and a sample of their reports.257 2 

DRA opposes SCG’s request for Pedestrian Access at Construction Sites, claiming that:  3 

SCG has been doing this since the last GRC and thus it is captured in the BY; the required ramps 4 

have already been purchased; field training was already conducted; and SCG provided no 5 

historical data.  First, since the last GRC, SCG has been working with DiRA to establish 6 

procedures, develop training materials, and conduct field audits.  It was not until late 2009 that 7 

these were integrated into field operations, so incremental costs for the time to set-up and 8 

dismantle the new equipment were not in the 2005-09 average or the BY.  Second, SCG is not 9 

requesting funding for the purchase of barricades as DRA assumes, but only the set-up and 10 

dismantling of the equipment and annual review training.258  Third, while initial training was 11 

conducted in 2009, the only training cost SCG requests here is the annual review training to field 12 

employees to reinforce the importance of these procedures.  Finally, these are specific tasks 13 

within a larger activity for which SCG cannot track costs and such new data would not exist in 14 

any event.259 15 

DRA does not contest the need for incremental odorization testing, but yet opposes this 16 

request, claiming that:  SCG has not provided previous operating standards for comparison; SCG 17 

could not identify recent recorded annual expenses for this testing; and the testing is already part 18 

of the historical cost to rebuild the MSA.  However, this testing is a newly formalized procedure 19 

and therefore previous standards do not exist.260  Since this is a new activity, historical cost data 20 

would not include any spending for these new procedures. 21 

TURN used incorrect data for its base forecast.  TURN states that:  “SoCal spent only 22 

$9.4 million on measurement and regulation in 2010.  Despite all these rationales for cost 23 

increases, SoCal still spent $184,000 less on labor and a startling $1,218,000 less on non-labor 24 

costs than the baseline five-year average.”261  Had TURN used the correct data, it would have 25 

found the overall difference in SCG’s 2010 actual spending and the historical 2005-09 average is 26 

not $1.4 million ($184,000 plus $1,218,000), but rather $891,000.  The use of incorrect 2010 27 

actual costs also impacts TURN’s 2006-10 average forecast.  The incorrect statement of 2010 28 
                                                 
257 Id. at 38-39, Attachment B.   
258 SCG/Orozco-Mejia, Exh. 26 at 22; Exh. 28 at 48.   
259 SCG/Orozco-Mejia, Exh. 29 at 38-40.   
260 SCG/Orozco-Mejia, Exh. 29 at 41, citing SCG response to Data Request DRA-SCG-077-DAO, question 7.   
261 TURN/Marcus, Exh 545 at 4. 
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actual data presented in this category exemplifies why the Commission should not allow the 1 

introduction of this data. 2 

TURN and DRA agree on their proposed reductions to incremental costs within M&R.262  3 

TURN proposes an added reduction of $226,000 for the installation of additional electronic 4 

pressure monitors (EPMs) to eliminate manual collection of paper pressure charts.  While certain 5 

maintenance costs for paper charts are decreasing, there are also O&M increases, primarily for 6 

data communication that incurs monthly service charges from communication carriers.  The 7 

primary purposes of the EPM network are system safety and compliance through the acquisition 8 

of near real-time data. 9 

7.2.1.1.4  Cathodic Protection (CP) – CP O&M work is generally either due to the 10 

observed condition of the system or in reaction to third-party actions.  Maintenance work is 11 

necessary to replace anodes as they become depleted and no longer provide adequate protection 12 

for the pipeline.  CP maintenance is often reactive to construction work by municipalities, other 13 

utilities, and construction firms requiring SCG to excavate and repair broken anode wires, 14 

replace test stations, or clear interference on the CP system.  Since the need for CP maintenance 15 

is generally outside SCG’s control, to capture variations SCG used the five-year average 16 

(2005-09), resulting in a decrease of $105,000 from the 2009 BY.  Added to this base are 17 

incremental costs for:  Federal Stimulus Funding ($33,000); Pedestrian Access at Construction 18 

Sites ($87,000); and Increased City/Municipality Requirements ($725,000) for a total of $2.9 19 

million. 20 

DRA does not dispute SCG’s use of the five-year average for the base forecast, but 21 

opposes all incremental costs, a reduction of $844,000.  DRA’s arguments are the same, and 22 

SCG’s response is the same, for Pedestrian Access at Construction Sites (Section 7.2.1.1.3), 23 

Federal Stimulus Funding and Increased City/Municipality Requirements (Section 7.2.1.1.1). 24 

7.2.1.1.5  Main Maintenance – This work is generally corrective in nature and is 25 

required to meet state and federal pipeline safety regulations and extend the life of mains and 26 

related infrastructure, primarily comprised of:  leak evaluation, leak repairs, franchise alterations, 27 

compliance maintenance, and miscellaneous maintenance.  Several factors affect main 28 

maintenance costs, including government regulations, public safety, municipality requirements, 29 

material failure, aging infrastructure, and economic conditions.  Given the general variation of 30 

                                                 
262 Id.   
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these factors, a five-year average (2005-09) was used, resulting in a decrease of $25,000 from the 1 

2009 BY.  Added to this base are incremental costs for:  Federal Stimulus Funding ($66,000); 2 

Pedestrian Access at Construction Sites ($33,000); Los Osos City Sewer System ($523,000); and 3 

Increased City/Municipality Requirements ($648,000) for a total of $7.9 million. 4 

DRA accepts SCG’s base forecast, but opposes many of the incremental work elements, 5 

proposing funding of $6.8 million, a reduction of $1.1 million.  With regard to Federal Stimulus 6 

Spending, DRA states that SCG did not provide evidence of an increase in leak survey work, but 7 

SCG explained in a data response why additional surveys and leak repairs must occur ahead of 8 

street improvement projects.263  DRA’s other arguments in this regard are the same as those 9 

discussed in Section 7.2.1.1.1 above and SCG’s response is the same, as is the case for 10 

Pedestrian Access at Construction Sites (Section 7.2.1.1.3), and the Los Osos City Sewer Project 11 

and Increased City/Municipality Requirements (Section 7.2.1.1.1). 12 

7.2.1.1.6 Service Maintenance – This work is generally corrective, required to 13 

meet state and federal pipeline safety regulations, and to extend the life of the service pipeline 14 

system, primarily comprised of:  evaluation and repair of service leaks; service alterations; MSA 15 

alterations and meter guard replacements; and miscellaneous service and MSA maintenance.  16 

Several factors affect costs in this area, including government regulations, public safety, 17 

municipality requirements, material failure, infrastructure condition, and economic conditions.  18 

Given the general variation in these factors, a five-year average (2005-09) was used, resulting in 19 

a decrease of $601,000 from the 2009 BY.  Added to this base are incremental costs for:  Federal 20 

Stimulus Funding ($47,000); Pedestrian Access at Construction Sites ($183,000); Los Osos 21 

Sewer Project ($252,000); Increased City/Municipality Requirements ($675,000); and Replace 22 

Obsolete Regulators ($159,000) for a total forecast of $10.876 million. 23 

DRA proposes a $1.2 million reduction to $9.6 million.  DRA accepts the five-year 24 

average base, but opposes many of the incremental costs.  DRA’s arguments are the same, and 25 

SCG’s response is the same, for Federal Stimulus Funding, Los Osos Sewer Project, and 26 

Increased City/Municipality Requirements (Section 7.2.1.1.1) and Pedestrian Access at 27 

Construction Sites (Section 7.2.1.1.3).   28 

Regarding incremental costs for the Replace Obsolete Regulators activity, in 2010 SCG 29 

identified regulators, excluding those without internal relief, which because of age, performance, 30 

                                                 
263 See, SCG/Orozco-Mejia, Exh. 29 at 53, citing SCG response to DRA-SCG-08-DAO, 1a.   
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or obsolescence should be replaced.  These replacements began in 2011 and are in addition to 1 

existing regulator change-out programs.  DRA contends that SCG provided insufficient 2 

justification, but the cost to replace service regulators is not available as this activity is 3 

performed with other activity at the site.  It is necessary to proactively replace regulators similar 4 

to the program designed to replace aging meters.  Regulators provide the last line of defense to 5 

over-pressurization at homes and businesses. 6 

TURN accepts a five-year average, but uses the 2006-10 average.264  As noted above, the 7 

Commission should give little or no weight to 2010 cost data absent further analysis. 8 

7.2.1.1.7  Field Support – This area is for a variety of support services necessary for 9 

daily O&M activities within Gas Distribution Operations, including:  field supervision; clerical 10 

support; Dispatch Operations; off-production time; and materials support.  Generally, these 11 

services are driven by the amount of field work, the need for contractor support, complexity of 12 

jobs, and the number of employees.  Field experience shows that, as economic conditions 13 

improve, work levels tend to increase, resulting in the need for additional support services.  14 

Therefore, SCG’s forecast is based on projected economic growth.  SCG forecasts TY 2012 costs 15 

to equal the five-year (2005-09) average, which reflects the fluctuation experienced in this area.  16 

This is a $687,000 increase over the 2009 BY.  Added to this base are incremental costs for:  17 

Area Resource Scheduling Organization (ARSO)($459,000); Wireless Fees for Mobile Data 18 

Terminals (MDTs)($290,000); Miscellaneous Increased Support Requirements ($23,000); 19 

Pedestrian Access at Construction Sites ($8,000); and Support Training for New Technology 20 

($2,731,000) for a total of $18.609 million. 21 

DRA proposes a base forecast of $14.4 million using 2009 costs, a reduction of $687,000.  22 

DRA opposes SCG’s base forecast of field support employees which is driven by economic 23 

conditions.  DRA relies on the GI February 2011 forecast of employment and uses a one-to-one 24 

correlation between employment and SCG activity.  SCG used the GI forecast for the general 25 

direction of the economy, not as a strict correlation measure.  The 2005-09 average represents 26 

the range of costs under various economic conditions, but DRA’s proposal uses a single year’s 27 

level of spending - the lowest in recent history - which incorrectly assumes stagnant economic 28 

activity.  For incremental items, DRA’s arguments regarding Pedestrian Access at Construction 29 

sites are the same as those in Section 7.2.1.1.3 and SCG’s response is the same. 30 

                                                 
264 TURN/Marcus, Exh. 545 at 6.   



119 
#265001 
   

DRA opposes all ARSO incremental costs.  Prior to 2010, distribution dispatching 1 

activities were largely a manual and labor-intensive process to schedule, assign, dispatch, and 2 

coordinate resources and work orders.  With the OpEx 20/20 systems and processes, Dispatch 3 

Operations was reorganized to manage scheduling automation and improvements to dispatching 4 

processes.  Additional scheduling advisors and managers are needed to effectuate the use of 5 

these new technical and business process changes in the four operating regions. 6 

DRA asserts that SCG only supported its forecast by discussions with consultants and 7 

management and did not show why the scheduling and dispatch work activities cannot continue 8 

to be done by the same persons as before.  SCG has not had a centralized system to schedule and 9 

dispatch Distribution inspection and maintenance orders.  SCG worked with consultants with 10 

years of experience implementing similar systems for companies of similar size and functional 11 

requirements to estimate the on-going support needed to achieve OpEx 20/20 benefits.  Full 12 

deployment was completed in 2011 and the total number of Scheduling Advisors is currently 13 

projected to be 14.  The scheduling and dispatch work activities cannot continue to be performed 14 

by the same persons as before because the OpEx 20/20 system requires specialized training.  If 15 

SCG continued to rely on the current supervisors to schedule and dispatch work in the new 16 

system, more than 60 supervisors would require extensive training.  Another benefit of this 17 

system is the ability to schedule work to crews across supervisor boundaries, which cannot 18 

happen if every supervisor is scheduling work to their crews within their geographic area.  DRA 19 

generally accepts OpEx 20/20 benefits, but not the necessary incremental costs to support OpEx 20 

20/20 technologies and tools needed to obtain such benefits. 21 

DRA also opposes funding for MDT wireless fees.  Beginning in 2010, maintenance and 22 

inspection work has been dispatched to field crews via MDTs.  In order to utilize the full MDT 23 

capability, it must be in constant contact with the host system through wireless networks.  24 

Remaining online allows work to be dispatched to crews in the field if the pre-assigned tasks are 25 

completed early or to reassign work if an unexpected higher priority is encountered such as a gas 26 

leak to be investigated.  In response to DRA’s request to identify the number of vehicles 27 

equipped with MDTs, SCG replied that, as of May, 2011, there were 893 MDTs, each with a 28 

monthly wireless fee.265  Since SCG provided the number of MDTs but not vehicles, DRA 29 

incorrectly assumed that the MDTs not installed on vehicles were not being used.  MDTs are 30 

                                                 
265 SCG/Orozco-Mejia, Exh. 29 at 73, citing SCG response to Data Request DRA-SCG-082-DAO, question 2(a). 
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assigned to field employees and supervisors and not all are permanently mounted in vehicles, 1 

thus allowing them to be used by employees not assigned to a specific vehicle.   2 

DRA also opposes increases in Miscellaneous Support Requirements.  Increasing work 3 

hour restrictions by municipalities, incremental work from federal stimulus funds, and 4 

requirements to remove paint markings will create more phone calls between Dispatch 5 

Operations and field employees and/or city officials.  DRA states that SCG’s request is 6 

unsupported, but Ms. Orozco-Mejia’s testimony, workpapers, and SCG’s data responses fully 7 

support the increases in work requirements.266  SCG’s workpapers provided the calculations of 8 

the requested level of spending, including the percentage of work requiring additional dispatcher 9 

attention and the time required for each order.267   10 

DRA supports only $277,000 for training Support for New Technologies, a reduction of 11 

$2.5 million.  New technology and processes deployed via the OpEx 20/20 Program will enhance 12 

SCG Gas Distribution work processes.  Throughout 2010-12, Gas Distribution employees will be 13 

trained on those processes.  Since the field staffing level is just adequate now to perform 14 

necessary field work, overtime will be incurred to allow the training of approximately 1,000 15 

employees for the new technology systems.  DRA uses the annualized average actual costs for 16 

January 2010 through May 2011 and normalizes the average over the ratemaking period.  DRA 17 

states that OpEx training has been ongoing for the past few years and is not a new expense item, 18 

but the OpEx 20/20 tools affecting Gas Distribution field personnel rolled out in 2010 when 19 

training on those tools began.  SCG spent $1.4 million in OpEx training for Gas Distribution 20 

employees in 2010.  OpEx 20/20 training costs are based on the specific numbers and types of 21 

employee classifications that will be affected by this new technology.268   22 

TURN proposes a three-year (2008-10) average forecast of $14.6 million, a reduction of 23 

$472,000 from SCG’s base forecast.  TURN and DRA agree on all but one of SCG’s incremental 24 

costs as DRA proposes $277,000 for Support of New Technologies, but TURN did not discuss 25 

this. 26 

7.2.1.1.8  Tools, Fittings, and Materials – This workgroup is for the purchase of small 27 

tools, small pipe fittings, miscellaneous pipe materials, and miscellaneous installation materials 28 

used during construction and maintenance activities and those held in inventory.  The rate of 29 

                                                 
266 SCG/Orozco-Mejia, Exh. 26 at 35.   
267 SCG/Orozco-Mejia, Exh. 28 at 127.   
268 Id. at 129.   
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consumption of these materials is highly influenced by construction activity, which is often 1 

reflective of economic conditions.  Therefore, SCG’s TY 2012 forecast is driven by expectations 2 

of economic growth and uses the five-year average (2005-09) to capture the fluctuation in this 3 

area, resulting in a $1,492,000 increase over the 2009 BY.  Added to this base are incremental 4 

costs for Safety Vest Replacement ($33,000) as a revised national standard requires high 5 

visibility garments be made to different requirements than before. 6 

DRA’s base forecast uses a single year (2010) spending level, which unreasonably 7 

assumes stagnant economic activity at the lowest level of spending in the past six years, whereas 8 

SCG’s use of a five-year average properly captures years with both higher and lower levels of 9 

work.  DRA does not deny the need for the new safety vests, but claims without support that the 10 

2010 expense level should cover their cost.269  For reasons explained by Ms. Orozco-Mejia, the 11 

vests were not purchased until 2011 at an incremental cost of over $110,000.270 12 

7.2.1.2  Asset Management – This area includes the O&M for evaluating distribution 13 

system condition, including maintaining asset records, identifying corrective maintenance 14 

solutions, and coordinating with field personnel on completing and recording activities.  In total, 15 

SCG requests $14.19 million which is a $223,000 increase over the 2009 BY. 16 

7.2.1.2.1  Pipeline Operations and Maintenance Planning – SCG’s Technical Planning 17 

Office (TPO) provides technical and administrative services for the activities in this area:  18 

identifying construction design requirements; evaluating pressure specifications; conducting 19 

pipeline planning; providing project drawings; identifying material selection; preparing work 20 

order estimates; acquiring third-party contract services (e.g. paving, traffic control plan, and 21 

operated equipment); and obtaining permits for construction from city, county, state, and federal 22 

agencies.  The TPO also coordinates emergency response efforts by managing the Gas 23 

Emergency Centers located at each region headquarters.  To maintain the level of services 24 

offered today and meet the projected level of field operations, SCG used the 2009 BY.  Although 25 

work requirements are expected to increase, they can be met by the 2009 BY funding.  Added to 26 

this are four new Field Environmental Compliance Specialists (FECS).  To ensure compliance 27 

with increasing complex environmental regulations, SCG will add four FECS (one per operating 28 

region) to support daily compliance monitoring, recordkeeping, project environmental pre-29 

                                                 
269 DRA/Phan, Exh. 533 at 50.   
270 SCG/Orozco-Mejia, Exh. 29 at 81.   
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screening, reporting, implementation of compliance programs, and training to field personnel and 1 

local management.  The addition of these FECS requires $346,000 over the BY. 2 

DRA proposes a $173,000 reduction, accepting the 2009 BY base forecast, but opposing 3 

two of the four FECS.  The need for four FECS was not simply based on the GHG Rule as DRA 4 

suggests, but also on changing regulations for stormwater discharge and other regulations.  DRA 5 

argues that implementation dates on many of these new environmental regulations have been 6 

extended, but the only rule cited by DRA directly affecting Gas Distribution field activities is the 7 

EPA’s GHG Rule.  SCG explained that GHG reporting requirements were only delayed to 8 

September 30, 2011, so the reporting still remains within the TY 2012 forecast.  The number of 9 

O&M FECS FTEs has ranged over time from 2.21 to 4.34 FTEs as DRA notes, but this has been 10 

increasing over time in response to environmental compliance needs. 11 

Although SCG and DRA agree on the use of the 2009 BY base forecast, TURN uses the 12 

2008-10 average which reduces the base forecast by $238,000.  TURN states that SCG chose to 13 

use 2009 because it was the highest year in a set of costs trending up, but the 2010 data break the 14 

upward trend.  TURN does not explain why a single data point breaks a trend while 2009 was 15 

not the highest year in the data set; 2007 was higher. 16 

7.2.2.2  Cathodic Protection (CP) – This workgroup is for the inspection and evaluation 17 

of the CP system on SCG’s steel distribution pipelines to ensure integrity in compliance with 18 

state and federal regulations.  Over 2005-09, costs for this workgroup have remained fairly 19 

stable.  Although capital spending is projected to increase in the near term, the increase will not 20 

result in a need to add resources in this O&M area.  SCG’s forecast uses the five-year average 21 

(2005-09), a $123,000 decrease from the 2009 BY.  DRA and TURN did not oppose this 22 

forecast. 23 

7.2.3 Operations Management and Training 24 

This area is a single workgroup including operations leadership, field management, 25 

operations support, and field technical skills training.  For labor costs, the 2009 BY reflects the 26 

base level of personnel needed to maintain current operations.  The type of service provided in 27 

this area fluctuates yearly – e.g. the number of training classes and materials - so a historic 28 

average (2005-09) of non-labor costs was used, resulting in an increase of $231,000 over the 29 

2009 BY.  Added to this base are incremental costs for:  Gas Operations Services (GOS) 30 

Traditional Support Resource Base ($1,093,000); GOS Support of New Technologies 31 
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($1,474,000); Engineering Rotation Program ($390,000); Technical Services Field Management 1 

($93,000); Formal Field Instructional Materials ($536,000); Educational Aids and Equipment for 2 

Field Technical Skills Training ($62,000); and Video Embedded System Instruction 3 

(VESI)($500,000). 4 

DRA proposes a $3.2 million reduction.  DRA and SCG agree on the base labor forecast, 5 

but DRA uses the 2009 BY for non-labor.  DRA states that non-labor costs have been on the 6 

decline from 2006-09 and total costs have remained relatively stable the past four years 7 

(2007-10).  The five-year (2005-09) average of non-labor costs used by SCG does in fact 8 

fluctuate, as can be seen in SCG’s workpapers.271  DRA was only able to show a decline in non-9 

labor costs by selectively excluding 2005 costs without explanation.  DRA is correct that non-10 

labor costs have declined in more recent years, but this decline is partially from certain GOS 11 

employees dedicating their time to OpEx 20/20 starting in 2007.272  As these employees move 12 

back to the traditional GOS staff role and incremental employees are hired into other 13 

departments within Operations Management and Training to meet incremental work elements, 14 

non-labor costs will exceed the lower levels seen in recent years. 15 

Regarding GOS Traditional Support Resource Base, beginning in 2007 support activities 16 

not critical to operational safety were temporarily reprioritized as a number of GOS subject 17 

matter experts dedicated their time to various OpEx 20/20 activities.  The funding here reflects 18 

the reassignment of many of these persons back to their traditional functions as phases of OpEx 19 

20/20 are completed.  By TY 2012, this base will again reflect the 2006 historical spending level, 20 

resulting in a $1,093,000 increase over the 2009 BY. 21 

DRA proposes no increase in funding over the 2009 BY, stating that this would amount 22 

to double-counting of these employees.  It appears DRA misunderstood SCG’s data response 23 

regarding the employees redeployed to the OpEx 20/20 Program.  The FTEs and costs DRA 24 

cites273 are actually the FTEs and costs remaining in GOS, not those redeployed to the OpEx 25 

20/20 Program.  An estimated 29.5 FTEs and $2.5 million were redeployed from GOS to OpEx 26 

20/20 between 2006 and 2010, not 37.3 FTEs and $3.5 million as stated by DRA.  The costs of 27 

GOS employees redeployed to OpEx 20/20 since 2007 have been charged to OpEx 20/20 and 28 

thus do not appear in the historic cost data for Operations Management and Training.  While they 29 

                                                 
271 SCG/Orozco-Mejia, Exh. 28 at 158.   
272 SCG/Orozco-Mejia, Exh. 26 at 45.   
273 DRA/Phan, Exh. 533 at 57.   
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do appear in the historic data for OpEx 20/20, they were not used to create the OpEx 20/20 1 

forecast, which was not based on historic data but was zero-based, reflecting only the employees 2 

required to continue building the remaining OpEx 20/20 tools, and excluding employees 3 

returning to GOS.274  These employees and associated costs are therefore not double counted. 4 

With regard to GOS Support of New Technologies, OpEx 20/20 introduces new work 5 

procedures, new processes for communicating information, new technology for recording and 6 

extracting information, and access to data never available before to support management.  GOS 7 

undertakes a new responsibility for the longer-term success of integrating three key OpEx 20/20 8 

solutions – Maintenance and Inspection, Construction Management, and Geographic Information 9 

System – affecting nearly 1,600 Gas Distribution employees in daily operations.  To support 10 

these new technologies and processes, SCG will need 1 to 2 analysts, advisors and/or project 11 

managers on average per region per application, an increase of $1,474,000. 12 

DRA extrapolates the recorded May 2011 expense to a full year of $919,000,275 a 13 

reduction of $555,000.  2010 cost data should be given little or no weight and the same applies to 14 

2011 data.  DRA’s extrapolation does not account for the additional employees GOS will add in 15 

2011 and 2012 as more OpEx 20/20 tools are implemented.  Without the 16 incremental FTEs, 16 

GOS would not be able to fully support the OpEx 20/20 tools, technologies, and processes.  17 

DRA states that SCG did not justify its FTE forecast, but SCG based its forecast on 18 

recommendations from staff managers and directors who had the best understanding of OpEx 19 

20/20 support needs.  There were no extensive calculations to support the 16 FTEs, but there 20 

were calculations showing how the forecasted expenses were determined in workpapers.276  21 

DRA’s statement that SCG did not explain how the requested FTEs will be utilized is not correct 22 

as SCG provided a description of the work activities.277  While some of the OpEx 20/20 phases 23 

may be completed prior to TY 2012, that does not affect the funding requirements for the GOS 24 

Support of New Technologies as it is not building the OpEx 20/20 tools, but will be integrating 25 

them into gas standards, policies, procedures, forms, and operations.278 26 

                                                 
274 SCG/Orozco-Mejia, Exh. 29 at 91, citing SCG response to Data Request DRA-SCG-088-DAO, question 3.   
275 DRA/Phan, Exh. 533 at 59.  As Ms. Orozco-Mejia noted in Exh. 29 at 92, fn.118, there is a discrepancy in 
DRA’s proposal.  On page 56, line 12 and page 60, line 1, DRA proposes $382,800, but in Table 44-15A and page 
59, lines 23-26, DRA proposes $919,000, based on an extrapolation of the May 2011 partial amount of $382,800.  
SCG believes DRA intended its recommendation to be $919,000. 
276 SCG/Orozco-Mejia, Exh. 28 at 173.   
277 SCG/Orozco-Mejia, Exh. 26 at 45-46.   
278 Id.   
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DRA opposes funding to hire new engineers that will begin their careers in the 1 

Engineering Development Program,279 where new engineers perform engineering in each of their 2 

rotational assignments.  As SCG explained in a data response, additional engineers are needed 3 

due to:  retirements and/or other related position changes; growing local, state, and federal 4 

oversight of pipeline safety; customer needs such as additional pressure or transportation service; 5 

and project managers for the many new projects SCG takes on each year.  DRA states that this 6 

request was not supported and that costs are embedded in historical data, but this is for 7 

incremental engineers so it is not embedded in historical costs.  Indeed, SCG has already hired or 8 

extended offers to 12 new engineers,280 so the forecast of six engineers is already much too low. 9 

An additional manager position is required in Technical Services Field Management and 10 

a vacant Technical Services administrative position was filled in October 2009, resulting in an 11 

increase of $93,000 over the 2009 BY which was not opposed by DRA or TURN. 12 

In the area of Formal Field Instructional Materials, field maintenance and construction 13 

policies and procedures (Gas Standards) are often changed to reflect new regulatory 14 

requirements, changes in local laws, work process changes, and introduction of new equipment 15 

and technology for field activities.  In late 2009, a process began to formally track revisions to 16 

the numerous gas maintenance and construction field procedures so that they can be included in 17 

training materials.  In addition, instructional design services will be needed to develop new 18 

training modules requested by field management or required to address new regulatory 19 

requirements.  These additional design services result in an increase of $536,000.   20 

DRA uses the 2010 actual cost of $82,500, a reduction of $454,000.  While DRA is 21 

correct that SCG did not identify the number of training modules developed prior to 2011 and 22 

had to estimate them, this historic data is irrelevant.  The forecast of new modules used the actual 23 

backlog of 36 modules.281  DRA’s contention that SCG is just continuing historic work levels is 24 

not correct, since SCG is not requesting incremental costs to revise 300 gas standards, but only 25 

the instructional design work resulting from these revisions as training materials are updated to 26 

reflect the changes.  Prior to late 2009, this work was only performed informally, so the cost is 27 

for a formal process to track and modify training documents. 28 

                                                 
279 Id. at 47.   
280 SCG/Orozco-Mejia, Exh. 29 at 97, citing SCG response to Data Request DRA-SCG-090-DAO, question 1c.   
281 SCG/Orozco-Mejia, Exh. 26 at 48. 



126 
#265001 
   

For Educational Aids and Equipment for Field Technical Skills Training, props and 1 

equipment are needed to teach employees to operate, maintain, and troubleshoot systems and for 2 

training on new field tools and equipment.  Neither DRA nor TURN opposed the forecast. 3 

Regarding VESI, using MDTs allows additional computer-based training.  In situations 4 

where field employees are performing pipeline operations not common in everyday tasks, they 5 

historically have relied on their memory and written manuals.  When a field employee is not 6 

comfortable with such a task, he/she will typically contact the field supervisor and wait for 7 

assistance, often resulting in work delays.  VESIs will supplement field binders by refreshing 8 

training and reinforcing safe practices.  Field employees will use MDTs to access the system 9 

instruction to review the proper, safe method to perform the task with a visual demonstration and 10 

narration.  As many experienced technicians retire and/or move to other positions, SCG’s newer 11 

workforce and supervisors will benefit from VESI.  SCG expects to complete an average of 125 12 

videos per year starting in 2012, at a cost of approximately $500,000 per year. 13 

DRA opposes this funding, claiming that SCG provided insufficient justification, and 14 

instead proposes a pilot study.  As explained in a data response, the four-year time for the first 15 

500 videos was based on SCG’s internal resources, the vendor’s capability to produce the videos, 16 

and the desire to deploy the VESIs on a timely basis to promote customer and employee safety.  17 

Video enhanced training is becoming an industry standard, and educators across the country are 18 

using it to enhance classroom and other training.282  As MDTs are being deployed to field crews, 19 

the potential safety benefits justify the cost of this training supplement. 20 

7.2.1.4  Regional Public Affairs (RPA) – RPA’s primary focus is supporting field 21 

operations by working with local governments on proposed regulations, permitting, franchises, 22 

and emergency preparedness and response.  RPA also informs officials at the city and county 23 

levels about SCG issues that could affect customers.  To a lesser degree, RPA serves as a point 24 

of contact in the communities SCG serves, educating civic leaders, elected officials, and other 25 

stakeholders about SCG construction activities, customer programs and services offerings, 26 

responding to customer and media inquiries, and resolving customer complaints.  RPA is 27 

involved in these activities because other departments within SCG do not specifically address 28 

operational issues or the information needs of elected officials and community groups.  SCG 29 

requests zero increase over the 2009 BY. 30 

                                                 
282 SCG/Orozco-Mejia, Exh. 29 at 103, citing:  http://www.thirteen.org/edonline/ntti/resources/video1.html 
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DRA accepts full funding for RPA, but TURN proposes zero funding, not based on any 1 

analysis of RPA’s activities but rather a mistaken interpretation of D.08-07-046 in the last 2 

SDG&E/SCG GRC.  TURN notes that the Commission directed SCG in D.08-07-046 to 3 

“…document and justify public affairs costs” and argues that SCG did not do so.283  D.08-07-046 4 

did require SCG to provide information on community outreach activities that might enhance 5 

corporate image, but was not clear as to the definition of “public affairs.”  In fact, the record that 6 

led to this decision makes no mention of SCG’s RPA department engaging in outreach to 7 

enhance corporate image, but was limited to the Community Relations department, and SCG 8 

therefore interpreted “public affairs” to mean Community Relations.  Based on this 9 

interpretation, SCG complied with the Commission’s directive by providing information on 10 

outreach activities as part of SCG witness Shepherd’s workpapers.284  Moreover, even if this 11 

directive were interpreted as applying to RPA, it does not require SCG to document and justify 12 

each and every RPA expense because it was strictly within the context of “Corporate Image 13 

Enhancement,” and was limited to providing information on general outreach activities only so 14 

the Commission could assess whether such activities “…demonstrate genuine customer benefit 15 

that outweighs any incidental corporate image enhancement.”285  Even if TURN’s mistaken 16 

interpretation of D.08-07-046 were correct, there is no indication in that decision that insufficient 17 

documentation would result in a complete disallowance of RPA costs. 18 

In case there is any doubt, Ms. Orozco-Mejia’s rebuttal testimony provided a detailed 19 

examination of RPA’s activities showing how they benefit ratepayers.286  As she explained, 20 

RPA’s focus is on supporting regional field operations, not outreach for corporate image 21 

enhancement.  She cited many specific recent examples of work that has been performed by RPA 22 

and the resulting cost avoidance to ratepayers, including negotiations with city and county 23 

officials on ordinances designed to increase permit fees and disputing invoices for repairs not 24 

caused by SCG activities which, in just recent months, resulted in cost avoidances for our 25 

ratepayers of over $1 million and $75,000 per year.287  While counsel for TURN suggested in 26 

cross-examination that RPA’s interaction with local governments is “lobbying” and thus should 27 

                                                 
283 TURN/Marcus, Exh. 545 at  9.   
284 SCG/Shepherd, Exh. 231 at 29. 
285 D.08-07-046 at 74.   
286 See, SCG/Orozco-Mejia, Exh. 29 at 109-16.   
287 SCG/Orozco-Mejia, Exh. 29 at 109-112.   
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not be borne by ratepayers,288 TURN should instead be fully supportive of such efforts as they 1 

reduce fees paid to local governments ultimately borne by ratepayers.  Working with local 2 

government is critical to SCG’s operating needs as it minimizes cost shifting from municipalities 3 

to ratepayers and helps ensure system reliability.  These activities also represent RPA’s primary 4 

function and cannot be construed as general outreach or corporate image enhancement.  In the 5 

absence of RPA, operations staff would need to spend a significant amount of time, effort, and 6 

expense working with local jurisdictions. 7 

Ms. Orozco-Mejia also provided recent examples of RPA’s work with counties following 8 

emergencies from flooding and earthquakes.289  In the event of an emergency that could impact 9 

SCG’s system, RPA reports to the utility emergency operations centers to provide support to 10 

operations.  Ms. Orozco-Mejia noted several recent examples of this activity as well.  These 11 

activities are critical to maintaining safe and reliable service to ratepayers, particularly in light of 12 

recent natural gas pipeline incidents in other areas of the country. 13 

RPA also provides information to government officials and others about operational 14 

matters, rates and program offerings, responds to local media inquiries, and handles customer 15 

complaints in support of operations.  Specifically, RPA conducts federally mandated meetings on 16 

pipeline safety in High-Consequence Areas and provides information to public officials and 17 

others regarding Commission-approved assistance and energy efficiency programs to promote 18 

awareness.  RPA sometimes must be SCG’s spokesperson when a media representative is not 19 

immediately available and newsworthy events occur.  Thus, the activities performed by RPA – 20 

appearing before local governmental bodies regarding existing or proposed operations, 21 

participating on joint-utility councils, coordinating emergency preparedness activities, providing 22 

information to government officials and others, responding to local media inquiries, and 23 

resolving customer complaints in support of Operations – provide direct and significant benefits 24 

to ratepayers.  These activities are vital to mitigating operational costs, which would otherwise 25 

put upward pressure on customer rates. 26 

SCG readily concedes that its corporate image might be enhanced with local governments 27 

as a result of the work performed by RPA employees.  As Ms. Orozco-Mejia testified, however, 28 

                                                 
288 SDG&E/SCG/Orozco-Mejia, Tr. Vol. 12 at 1190.   
289 SCG/Orozco-Mejia, Exh. 29 at 112-14.   
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there is always an incidental benefit to corporate image if employees with outside contacts do 1 

their jobs well: 2 

The purpose of these activities [is] to strengthen the relationships with these 3 
agencies which then support operations and ultimately support our goal of 4 
maintaining a safe and reliable system which is in the benefit of the ratepayer.  So 5 
if there are any corporate image benefits from that, those would be ancillary 6 
benefits, but that would not be the purpose of this.   7 

And that would be no different than, for example, when our field technician does 8 
an outstanding job for the customer and that provides also a good corporate image 9 
for our company, but that is not the purpose of the field employees, and it’s not 10 
the purpose of the public affairs organization.290 11 

No doubt recognizing the weakness of its proposal to completely disallow RPA costs, 12 

TURN presents an alternate proposal to reduce RPA funding by $122,000 by using the three-13 

year (2008-10) average.  TURN inaccurately states that, “2009 was a peak spending year…” for 14 

RPA,291 but it was not.  2005 and 2006 were peak spending years, with 2009 spending 15 

significantly lower than both of those years.292  SCG did not use 2005 and 2006 in its forecasting 16 

method for RPA, as those years did not accurately reflect expected operating requirements for 17 

this group.  In addition, during 2010, RPA had labor vacancies, resulting in lower-than-forecast 18 

labor and non-labor spending.  Had RPA been fully staffed, TURN’s forecast would be 19 

insufficient to cover actual RPA labor and non-labor expenses.   20 

7.2.2 SCG O&M Shared Services 21 
SCG requests total booked expense of $1,155,000, an increase of $34,000 over the 2009 22 

BY due to a minor change in the allocation method.293  Table SCG-GOM-22294 in Exh. 26 23 

summarizes the costs and allocations to SDG&E.  No party directly opposed the amount or 24 

allocation of these costs. 25 

7.2.3 SCG Capital Spending 26 
SCG installs new pipeline mains, service lines, and MSAs to meet the needs of the 27 

growing population in its service territory.  To ensure reliability and safety, SCG makes other 28 

capital improvements including pressure betterment projects for areas of low pressure, pipeline 29 

renewals to replace deteriorated pipelines or obsolete equipment, installations and replacements 30 

                                                 
290 SDG&E/SCG/Orozco-Mejia, Tr. Vol. 12 at 1187.   
291 TURN/Marcus, Exh. 545 at 9, fn.8.   
292 SCG/Orozco-Mejia, Exh. 28 at 176.   
293 See, SCG/Orozco-Mejia, Exh. 26 at 55, Table SCG-GOM-22.   
294 SCG/Orozco-Mejia, Exh. 26 at 55.   
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of CP systems, the purchase of electronic pressure monitoring devices, pipeline relocations for 1 

public works such as street and highway widening, and relocations for new water, sewer, and 2 

electric facilities.  In preparing the capital forecast, SCG reviewed historic (2005-09) spending 3 

and underlying cost drivers to determine if a spending pattern is expected to continue and also 4 

evaluated future work requirements incremental to historical spending.  Thus, the forecasting 5 

methods varied depending on the type of activity and expectations of future needs.  In his 6 

prepared direct testimony, Exh. 186, Mr. Phillips describes the introduction of new OpEx 20/20 7 

systems and processes into the field organizations to improve efficiency in the Gas Distribution 8 

capital construction process for construction planning, estimating and reconciliation activities not 9 

reflected in historical spending.  In certain cases, the base forecast for a capital category has been 10 

reduced to reflect the efficiencies obtained by the new technology and processes.  The benefits 11 

were spread proportionally and are summarized in the table below.  From the ratepayer 12 

perspective, capital costs might remain at historical levels; however, new work elements are 13 

being addressed within an overall expenditure. 14 

Gas Distribution Capital 15 
Capital Expenditure Reductions for OpEx 20/20 Technology 16 

(Shown in Thousands 2009 Dollars) 17 
 Capital Categories 2010 2011 2012 
New Business (411) (794) (1,332) 
Pressure Betterment (56) (128) (234) 
Supply Lines (13) (29) (53) 
Main Replacement (263) (453) (728) 
Service Replacement (202) (312) (433) 
Regulator Stations (36) (77) (141) 
Freeway (12) (22) (40) 
Franchise (55) (105) (187) 
Field Capital Support - - (1,230) 

Total (1,048) (1,920) (4,378) 
 18 
In total, SCG requests capital expenditures of $187,825,000, $224,217,000 and $212,576,000 in 19 

2010, 2011 and 2012, respectively, for its capital Budget Codes (BCs).   20 

7.2.3.1  New Business (BCs 151-161, 165, 166) - This area is for changes and additions 21 

to the gas distribution system to connect new residential, commercial and industrial customers, 22 

including installation of gas mains and services, MSAs, and the associated regulator stations 23 
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necessary to provide service.295  New Business expenditures were based on the projected new 1 

MSAs added to the gas distribution system.  Although declining in absolute terms, SCG still 2 

continues to experience new meter growth.  Based on GI’s projections of improved economic 3 

conditions, SCG forecasts an increase in the rate for meter installations.296  The base forecast 4 

used the projected number of new meter sets times the cost per meter set.  Given the numerous 5 

factors affecting the cost per meter set, SCG used the five-year average cost per meter (2005–6 

09).  The forecast is $28,082,000, $33,941,000, and $39,226,000 in 2010, 2011, and 2012, 7 

respectively.  In addition to this base, the forecast includes the following:   8 

• The introduction of new information systems technology and associated changes in 9 
business processes are expected to improve operational efficiencies of $411,000, 10 
$794,000, and $1,332,000 in 2010, 2011, and 2012, respectively.   11 

• Under Commission Rules, new customers providing their own trench receive 12 
reimbursement.  The forecast includes reimbursements using the five-year average 13 
(2005-09) as a percentage of total new business construction costs:  $3,313,000, 14 
$4,004,000, and $4,628,000 in 2010, 2011, and 2012, respectively. 15 

• A large project to install main and services to the Marine Corp Air Ground Combat 16 
Center (MCAGCC) in Twenty-nine Palms.  A total of $17,800,000 is forecasted 17 
($2,800,000, $10,200,000, and $4,800,000 in 2010, 2011, and 2012, respectively).  18 
$11,500,000 of this will be collected from the customer. 19 

DRA proposes reductions of $22,767,000 and $26,308,000 in 2011 and 2012, 20 

respectively, using a single scaling factor equaling the relationship of 2010 actual costs to SCG’s 21 

2010 cost forecast.  DRA provides no evidence why SCG’s forecasts should be scaled to match 22 

the 2010 ratio.  SCG’s estimates are consistent with the forecasts of customer growth presented 23 

by SCG witness Mr. Wilder (Exh. 251) and DRA’s own witness, Mr. Renaghan (Exh. 495).  24 

SCG’s forecast is based on a point estimate for growth while DRA’s unsupported proposal uses a 25 

simple ratio of 2010 actual costs to forecast costs. 26 

TURN proposes reductions of $19,045,000, $26,110,000, and $27,225,000 in 2010, 2011, 27 

and 2012, respectively.  Using the same method as SCG, TURN provides its own forecast for 28 

new business construction costs in 2011 and 2012 based on more recent information.  While 29 

growth in the new housing market has been less than anticipated, the Commission should not 30 

reduce funding in this area because other areas of spending within this application may have 31 

increased and yet SCG cannot update its forecasts.  If new business costs were now expected to 32 

                                                 
295 The materials cost of meters and regulators is addressed in Section 7.2.3.13 under “Meters and Regulators.”   
296 For additional details on the forecast of customer meter sets please see the prepared direct testimony of 

SCG Customers witness Mr. Wilder, Exh. 251.   
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be higher than SCG forecasted, any attempt by SCG to update its forecast would be strongly 1 

opposed by DRA and TURN.  Intervenors should likewise be precluded from providing forecasts 2 

based on new or updated information.  In addition, TURN’s projection of unit cost for 2011 and 3 

2012 is based on the 2008-10 average cost per meter, but this was a period when new business 4 

activity was at its lowest.  For the trench reimbursement component, TURN similarly relies on 5 

the three lowest years to project requirements in 2011 and 2012.  Regarding the MCAGCC 6 

project, based on the most recent construction schedule, SCG would not oppose TURN’s 7 

proposed reduction of $2,400,000, $5,600,000, and $4,800,000 in 2010, 2011, and 2012, 8 

respectively. 9 

7.2.3.2  Pressure Betterment Projects (BC 251) - This BC is for gas distribution 10 

pressure betterment projects performed continually to maintain system reliability and service.  11 

These projects take place in areas where there is insufficient capacity or pressure to meet load 12 

growth and typically involve installing new mains and/or regulator stations or upgrading mains 13 

to higher pressure.  For 2010, SCG identified some of the necessary system requirements and 14 

determined there would be no incremental increases to the 2009 BY.  For 2011-12, the forecast is 15 

based on the five-year average (2005-09) capturing the yearly variations in system pressure 16 

betterment requirements.  Added to this base forecast was $777,000 for significant changes to the 17 

State Water Resources Control Board's General Permit for Storm Water Discharges Associated 18 

with Construction Activity,297 requiring SCG to perform additional monitoring and reporting 19 

while increasing permit, material, and contractor costs for construction.  The request for 2010, 20 

2011 and 2012 is $10,936,000, $13,306,000 and $13,200,000, respectively, including new 21 

operating efficiencies of $56,000, $128,000, and $234,000, respectively. 22 

While DRA accepts SCG’s forecast, TURN proposes reductions of $1,595,000, 23 

$1,586,000 and $1,564,000 in 2010, 2011 and 2012, respectively, because recent spending has 24 

been lower than 2005 and 2006 levels.  TURN mistakenly assumes that Pressure Betterment 25 

projects are needed only for load growth so, for 2011 and 2012, it proposes a three-year average 26 

(2007-09).  While it is true that these projects can be necessary when new load is added, the 27 

number of projects and cost is much more dependent on where the load is being added.  Ms. 28 

Orozco-Mejia provided graphs showing pressure betterment is not directly related to customer 29 

                                                 
297 2009-0008-DWQ (adopted as Order No. 2009-0009-DWQ, effective July 1, 2010).   
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growth.298  Even though New Business spending and new meter sets were declining between 1 

2006 and 2009, Pressure Betterment spending was not. 2 

7.2.3.3  Supply Line Replacements (BC 267) - This BC is for costs to replace high-3 

pressure distribution pipelines, known at SCG as supply lines, normally operating at pressures 4 

higher than 60 psig.  When deteriorating conditions are found, an engineering evaluation is 5 

conducted to see if replacement or abandonment is needed, based on several factors:  pipe 6 

condition, leak history, operating history, construction methods, system demands, proximity to 7 

potential geologic hazards, and consequence of failure.  SCG identified eight projects totaling 8 

approximately $13.4 million to replace deteriorating supply lines over the GRC cycle, but timing 9 

of these projects depends on detailed planning requirements, acquiring permits, and coordinating 10 

scheduling.  SCG therefore used a historic average (2005-09) to capture fluctuations in this area.  11 

The request for 2010, 2011 and 2012 is $3,180,000, $3,164,000 and $3,139,000, respectively, 12 

including new operating efficiencies of $13,000, $29,000, and $53,000, respectively.   13 

While DRA accepts SCG’s forecast, TURN proposes reductions of $1,943,000, 14 

$552,000, and $547,000 in 2010, 2011, and 2012, respectively, based on actual costs for 2010 15 

and a five-year average (2006-10) for 2011 and 2012.  While SCG spent less than forecasted in 16 

2010, the 2010-12 forecast is still valid as SCG expects to spend at least as much as was 17 

forecasted for these years, with spending in 2011 and 2012 expected to exceed the original 18 

forecast.  In June of 2011, SCG provided TURN an updated list of projects showing the 19 

remaining cost to be approximately $13.8 million, exceeding SCG’s original 2010-12 forecast.299 20 

7.2.3.4  Main Replacements (BCs 252, 253, 255) - This area is for routine capital 21 

pipeline replacements critical to sustained operational reliability and public safety, including:  22 

installation of new mains to replace existing mains; service line replacements associated with 23 

main replacements; existing service line “tie-overs” to newly installed replacement main; meter 24 

set re-builds for newly installed replacement main; and main replacements in advance of public 25 

infrastructure projects.  Since the spending level is highly dependent on the condition of the pipe 26 

as observed during maintenance activities, SCG used a five-year average (2005-09), resulting in 27 

a forecast of $32,063,000, $31,873,000, and $31,598,000 in 2010, 2011, and 2012, respectively, 28 

including new operating efficiencies of $263,000, $453,000, and $728,000, respectively.   29 

                                                 
298 SCG/Orozco-Mejia, Exh. 29 at127-28.   
299 SCG/Orozco-Mejia, Exh. 29 at 130, citing SCG response to Data Request TURN-SCG-DR-12, question 20(b).   
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DRA accepted SCG’s forecast while TURN used actual 2010 costs for 2010 and accepted 1 

SCG’s forecast for 2011-12.  2010 actual costs were higher than forecast, but SCG opposes the 2 

use of actual 2010 data for the reasons detailed in Section 3.5. 3 

7.2.3.5  Service Replacements (BCs 256, 257, 258, 260) – This area is for routine 4 

replacement of isolated distribution service pipelines to maintain system reliability and ensure 5 

customer safety.  Service replacements completed as part of main pipeline projects are captured 6 

in the main replacement category.  Historic data (2005-09) shows this category has remained 7 

fairly constant over time, so SCG used this five-year average to forecast $11,639,000, 8 

$11,529,000, and $11,408,000 in 2010, 2011 and 2012, respectively, including new operating 9 

efficiencies of $202,000, $312,000, and $433,000, respectively.  DRA accepted SCG’s forecast 10 

while TURN used 2010 actual costs for 2010 and accepted SCG’s forecast for 2011-12.  As 11 

discussed in Section 3.5, 2010 actual costs should not be used for 2010. 12 

7.2.3.6  Main & Service Abandonments Capital (BCs 254, 259) - This area is for the 13 

abandonment of distribution mains and services without installing a replacement line, primarily 14 

when the pipeline is no longer needed for current system operations and not expected to be 15 

needed in the foreseeable future.  SCG used the five-year (2005-09) average due to the 16 

unscheduled and unpredictable nature of this work which is $4,022,000 for each of 2010, 2011 17 

and 2012. 18 

DRA accepts this forecast, but TURN proposes reductions of $1,507,000, $1,069,000 and 19 

$1,069,000 in 2010, 2011, and 2012, respectively.  TURN uses actual costs for 2010 and a 20 

three-year average (2008-10) for 2011 and 2012.  The only apparent justification for the use of 21 

this period is TURN’s unsupported claim that higher spending in the earlier years “would 22 

suggest the use of more expensive staff and contractor labor.”300  Spending is driven by timing of 23 

projects, other field construction requirements, job skills requirements, job complexity, and job 24 

location.  These costs do vary and thus the longer-term average is appropriate. 25 

7.2.3.7  Regulator Station Projects (BC 265) - This BC includes costs to upgrade, 26 

relocate, and replace regulator stations.  The average life expectancy of a regulator station is 27 

about 35 years.  Approximately 700 stations are over 35 years old, so it is prudent to replace 28 

them prior to failure.  SCG is targeting those stations with known maintenance, reliability, or 29 

design obsolescence before operational and safety issues arise.  Historically, SCG has replaced 30 

                                                 
300 TURN/Marcus, Exh. 545 at 27.   
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between 11 and 24 stations in any one year.  SCG is proposing to address 21, 24, and 25 units in 1 

2010, 2011, and 2012, respectively.  Costs were based on the five-year (2005-09) average cost 2 

per project applied to the number of replacements.  The cost is forecasted to be $6,319,000, 3 

$7,186,000, and $7,424,000 in 2010, 2011, and 2012, respectively, including new operating 4 

efficiencies of $36,000, $77,000, and $141,000, respectively. 5 

DRA accepts this forecast, but TURN proposes reductions of $2,488,000, $1,186,000, 6 

and $1,174,000 in 2010, 2011, and 2012, respectively.  TURN uses 2010 actual costs for 2010 7 

and its 2011 and 2012 forecast adopts SCG’s number of replacements, but proposes using the 8 

six-year (2005-10) unit cost per station.  TURN appears to justify the use of the six-year period 9 

because the 2010 actual cost per unit was below SCG’s original estimate.  This is not proper 10 

because the type of regulators installed per year vary in size and complexity, which causes the 11 

unit cost per regulator station to vary in any give year.  For this reason, SCG determined that the 12 

five-year average was the best approach for calculating the unit cost.  SCG would not object to 13 

using TURN’s method to calculate the 2005-09 unit cost of $278,000 as clarified by Ms. Orozco-14 

Mejia on the witness stand.301  In addition, TURN made an error in calculating its proposed 15 

average unit cost; had TURN calculated the six-year average unit cost per station properly, it 16 

would have been $264,000 per station instead of $250,000.302 17 

7.2.3.8  Cathodic Protection (CP) (BCs 173, 263, 273) – State and federal regulations 18 

set forth the standards for pipeline corrosion control.  This category includes costs for new 19 

installation and replacement of CP systems and equipment.  The forecast used the five-year trend 20 

of spending from 2005-09 to best capture the expected continued increase in contractor expenses 21 

and the replacement requirements of an aging infrastructure: 22 

• SCG has seen a 17% real increase in contractor costs for deep well drilling over 2005-09.  23 
This trend is expected to continue as the demand for deep well drillers increases based on 24 
a limited number of service providers. 25 

• The life expectancy of the anode beds is approximately 20 to 25 years.  Many of these 26 
beds were installed in the 1970s, therefore SCG will need to complete more replacements 27 
as the materials effectiveness declines. 28 

The forecast is $4,192,000, $4,328,000 and $4,464,000 in 2010, 2011, and 2012, 29 

respectively. 30 

                                                 
301 SDG&E/SCG/Orozco-Mejia, Tr. Vol. 13 at 1249.   
302 SCG/Orozco-Mejia, Exh. 29 at 134-35.   
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DRA proposes reductions of $546,000 and $682,000 in 2011 and 2012, respectively.  1 

DRA uses the 2005-09 average for those years, stating that it saw no upward trend in the data, 2 

but did not challenge the driving factors of contractor rates and infrastructure age.   3 

TURN proposes reductions of $830,000, $540,000, and $676,000 in 2010, 2011, and 4 

2012, respectively, using actual costs for 2010 and the five-year (2006-10) average for 2011-12.  5 

TURN disregards higher contractor costs because the 2010 cost was lower than in previous 6 

years, but the lower spending in 2010 could have been due to fewer jobs and/or less complexity.  7 

Trending was not chosen because of a statistical regression of the data points, but to best capture 8 

the expected continued increase in contractor expenses and the requirements of an aging 9 

infrastructure.303  As SCG has noted, 2010 cost data can be misleading without a complete 10 

analysis of all related operational considerations which was not possible in the short time for 11 

rebuttal testimony. 12 

7.2.3.9  Pipeline Relocations – Freeway (BCs 261, 268) - Freeway work is driven by 13 

external agencies, such as the California Department of Transportation (CalTrans) that request 14 

SCG to relocate pipe that will interfere with freeway projects.  In 2009, SCG saw an increase 15 

over previous years in the number and cost of projects and expects access to federal stimulus 16 

funding to increase these activities.  SCG identified 48 pipelines that are in conflict with known 17 

freeway projects that must be relocated, amounting to approximately $8.9 million.  A historic 18 

average would be inadequate to complete these projects.  SCG expects costs to equal the 2009 19 

BY, which for 2010, 2011 and 2012 is $2,207,000, $2,196,000 and $2,179,000, respectively, 20 

including efficiencies of $12,000, $22,000, and $40,000, respectively.   21 

DRA accepts this forecast while TURN used 2010 actual costs for 2010 and accepted 22 

SCG’s forecast for 2011-12.  As discussed in Section 3.5, 2010 actual costs should not be used 23 

for 2010. 24 

7.2.3.10  Pipeline Relocations – Franchise (BCs 262, 269, 271, 272) - This work is 25 

driven by external agencies, such as cities, counties, or the state which, under the terms of 26 

franchise agreements, require SCG to relocate at its cost pipe that would interfere with road or 27 

railway construction.  The forecast uses the five-year trend of 2005-09 spending.  Continuing 28 

growth in requests for the relocation and/or alteration of SCG facilities is based on the following 29 

factors:  improving economic conditions; availability of federal funding to municipalities; 30 

                                                 
303 SCG/Orozco-Mejia, Exh. 26 at  73.   
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population growth and density; and age of infrastructure.  The capital forecast for 2010, 2011 1 

and 2012 is $9,260,000, $9,477,000 and $9,660,000, respectively, including new operating 2 

efficiencies of $55,000, $105,000, and $187,000, respectively. 3 

TURN again improperly uses actual 2010 costs for 2010 but accepts the 2011-12 forecast 4 

while DRA proposes reductions of $961,000 and $1,144,000 in 2011 and 2012, respectively, 5 

based on the five-year (2005-09) average, which is not appropriate given known projects, 6 

improving economic conditions, availability of federal stimulus funding to municipalities, 7 

population growth and density, and age of infrastructure.304 8 

7.2.3.11  Mobile Home Parks (MHPs) (BC 906) - This BC is for purchasing existing 9 

MHP gas distribution systems.  SCG used the five-year (2005-09) average of $67,000 for each of 10 

2010, 2011, and 2012 due to the unpredictable external MHP-driven frequency and timing of 11 

system purchases.  Neither DRA nor TURN opposed this request for 2011 or 2012. 12 

7.2.3.12  Meter Guards (BC 264) – Meter guards are installed to protect the MSA at 13 

existing customer location from vehicular traffic in accordance with state and federal regulations.  14 

Based on the upward trend in meter guard spending, SCG used the five-year (2005-09) trend to 15 

forecast this replacement activity:  $984,000, $1,097,000 and $1,210,000 in 2010, 2011 and 16 

2012, respectively.  DRA accepts this forecast while TURN used 2010 actual costs for 2010 and 17 

accepted SCG’s forecast for 2011-12. 18 

7.2.3.13  Other Distribution Capital Projects (BCs 270, 274, 275, 901) - This area is 19 

for capital costs not included in other BCs.  To forecast these other BCs, SCG used the five-year 20 

(2005-09) average of $3,448,000 for each of 2010, 2011, and 2012. 21 

DRA accepts this overall forecast, but TURN proposes reductions to other BC work 22 

elements (prior to collection of CIAC) of $795,000, $375,000, and $375,000 in 2010, 2011, and 23 

2012, respectively.  TURN uses actual costs for 2010 and the three-year average (2008-2010) for 24 

2011-12.  The five-year average should be used due to two factors ignored by TURN:  improved 25 

economic conditions and the variability of the heterogeneous activities recorded to this 26 

category.305 27 

7.2.3.14  Meters and Regulators (BCs 163, 164, 180, 181, 280, 281) - This area is to 28 

purchase meters, regulators, electronic pressure and temperature correction equipment, and 29 

                                                 
304 Id. at 75.   
305 Id. at 78.   
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electronic pressure monitors (EPMs) necessary to promote public safety, comply with applicable 1 

rules and regulations governing gas metering, and meet SCG’s obligation to accurately measure 2 

gas use and serve new customers.  Meters are purchased for two primary purposes:  new business 3 

installations and meter replacements.  Labor costs for meter purchases used the 2009 average 4 

labor cost per unit for warehouse handling, technical evaluations, and quality assurance 5 

multiplied by the number of forecasted meters purchased.  Non-labor costs used a blended rate of 6 

the meter contract prices multiplied by new business installation and replacement requirements 7 

for a total meter cost of $19,351,000, $19,431,000, and $20,198,000 in 2010, 2011, and 2012, 8 

respectively.  The regulator forecast was based on a blended rate of the regulator contract prices 9 

multiplied by the new business installation and replacement requirements:  $3,535,000, 10 

$4,894,000, and $7,047,000, for 2010, 2011, and 2012, respectively.  Based on projected units 11 

and average prices, the volumetric and pressure recording instrument forecast in 2010, 2011 and 12 

2012 is $960,000, $894,000, and $1,624,000, respectively.   13 

EPMs remotely monitor distribution pipeline pressures for system capacity analysis and 14 

for alarming over- or under-pressure events.  SCG has approximately 1,700 mechanical chart 15 

devices without remote pressure monitoring.  Given the risks from the continued use of older 16 

obsolete equipment, SCG has undertaken a program to systematically replace these mechanical 17 

devices that ramped up in 2010 and will continue through the end of 2015.  The forecast in 2010, 18 

2011, and 2012 is $951,000, $1,000,000, and $2,147,000, respectively.   19 

DRA proposes reductions of $3,428,000 and $3,555,000 in 2011 and 2012, respectively.  20 

DRA accepts SCG’s forecasts with the exception of meter purchases where it proposes the 2011 21 

and 2012 forecasts each be reduced by the ratio of 2010 actual costs to SCG’s 2010 cost forecast 22 

similar to its capital forecast for New Business.  SCG’s response is the same here as there (see 23 

Section 7.2.3.1).  In addition, DRA’s method does not account for inventory requirements.  Over 24 

10,000 meters were drawn from inventory during 2010 which reduced new meter purchases in 25 

that year.  This is not sustainable as meter inventories must remain at a level to support 26 

operational logistics and minor supply chain interruptions.   27 

TURN proposes reductions of $4,296,000, $3,404,000, and $6,319,000 in 2010, 2011, 28 

and 2012, respectively, based on lower expectations for new business activity.  Using the SCG 29 

method – projected units multiplied by average cost – TURN developed its own forecast of 30 

meter purchases in 2011 and 2012 using a lower level of new meter sets as used in TURN’s 31 
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forecast of New Business.  SCG’s response is the same here as there.  TURN also claims that if 1 

new business activity were to “experience slightly more rapid growth”306 than it expects, SCG’s 2 

inventory could meet the increased need.  TURN does not appreciate that SCG must keep a 3 

reserve inventory of meters in case of interruptions in supplier deliveries or rejection of 4 

shipments after quality inspection.  SCG has reached an optimum operating inventory at this 5 

time.   6 

TURN proposes reductions to regulator purchases to reflect TURN’s lower forecast for 7 

new business growth, and excludes the purchase of regulators for systematic replacement.  SCG 8 

opposes TURN’s forecast for the same reasons it opposes other TURN forecasts based on lower 9 

economic activity.  Also, TURN’s 2010 actual regulator cost is in error.  TURN’s Table 16 10 

shows a cost of $3,190,000, but the actual cost was $3,731,000.  As compared to SCG’s 2010 11 

forecast of $3,535,000, the actual cost was $196,000 higher, reinforcing the problems with using 12 

2010 data.  It is true that Mr. Fong did not mention field services labor requirements to replace 13 

regulators in his testimony as TURN notes, but SCG purposely did not identify incremental labor 14 

requirements as this work will generally be performed with meter changes through the normal 15 

course of business and/or with module installations scheduled for the AMI program.  The 16 

systematic approach to replacing regulators will avoid an unplanned surge in replacements and 17 

will efficiently use the service technician’s time when visiting the MSA for other scheduled 18 

work.307  When a meter is being changed, the incremental labor to replace an aging regulator 19 

ranges from five to ten minutes.  It is the more effective use of resources if SCG replaces aging 20 

regulators along with the initial installation of the AMI module than to make a return visit at a 21 

later date.  TURN also incorrectly states that every unit purchased in 2012 should be installed in 22 

that year with no inventory carry-over, but such an approach for working stock would leave SCG 23 

at considerable risk of supply chain interruption. 24 

It appears that TURN derived the reduction in pressure correctors in 2011 and 2012 by 25 

applying the ratio of SCG’s forecasted new correctors to SCG’s forecasted new business meters 26 

(0.17%) to TURN’s projections of new meter sets, multiplied by the average cost per pressure 27 

corrector implied within SCG’s forecast.  Again, SCG opposes use of TURN’s forecast of new 28 

meter sets and the 2010 actual data for reasons discussed above. 29 

                                                 
306 TURN/Marcus, Exh. 545 at 22.   
307 SCG/Orozco-Mejia, Exh. 26 at 81.   
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7.2.3.15  Equipment / Tools (BCs 713, 714, 715, 725, 727, 729) - This area is to 1 

purchase capital tools and equipment used by distribution field personnel for the maintenance 2 

and repair of gas pipeline systems.  The main cost drivers include the need to replace existing 3 

tools that are broken, outdated, or have outlived their useful lives.  This category is separated 4 

into routine purchases and incremental costs for multi-gas detector replacements, remote laser 5 

leak detectors, and optical scanning equipment.  The forecast of routine purchases uses the five-6 

year (2005-09) average which is $493,000 for 2010, 2011, and 2012.  The forecast for 7 

replacement of multi-gas detectors in 2010 and 2011 is $1,700,000 and $860,000, respectively.  8 

The forecast for remote laser leak detectors is $900,000 in each of 2011 and 2012.  The cost to 9 

achieve compliance under Subpart W of the GHG Rule is estimated to be $15,700,000 in 2011 to 10 

purchase optical scanning equipment.  As discussed by Ms. Haines (Exh. 330), since there 11 

remains uncertainty about the compliance requirements, SCG is proposing a two-way balancing 12 

account.  The overall capital funding request for the tools and equipment category for 2010, 13 

2011, and 2012 is $2,193,000, $17,953,000, and $1,393,000, respectively. 14 

DRA proposes a reduction of $10,700,000 in 2011 for the purchase of the specialized 15 

optical scanning equipment on the basis that the final GHG Rule is less stringent on the types 16 

and number of sites that require monitoring.  SCG acknowledged the issuance of a final rule, but 17 

notes that further clarification on definitions within the rules is needed before SCG can assess the 18 

final operational impact, thus supporting the need for a two-way balancing account. 19 

TURN proposes an increase of $208,000 to SCG’s 2010 forecast by using 2010 actual 20 

costs and a reduction of $105,000 in 2011 due to SCG’s most recent expectation on replacing the 21 

multi-gas leak detector as noted in response to a TURN data request.308  While SCG generally 22 

opposes the use of actual 2010 data, it would not oppose TURN’s proposed 2011 reduction. 23 

7.2.3.16  Field Support (BC 903) - This BC is for labor and non-labor for a broad range 24 

of services to support field capital asset construction, including project planning, local 25 

engineering, clerical support and field dispatch, field management and supervision, and off-26 

production time for support personnel and field crews.  Collectively, the level of support 27 

activities fluctuates with the level of capital construction activity.  The forecast therefore used 28 

historical costs as a percentage of construction costs.  Added to this base forecast was an increase 29 

related to ARSO of $255,000, $306,000, and $306,000 in 2010, 2011, and 2012, respectively.  30 

                                                 
308 TURN/Marcus, Exh. 545 at 31.   
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The total capital forecast is $38,323,000, $40,207,000, and $39,694,000 in 2010, 2011, and 2012, 1 

respectively, including new operating efficiencies of $1,230,000 in 2012. 2 

DRA accepts SCG’s forecast method, but proposes reductions for 2011 and 2012 by 3 

applying this method to DRA’s proposed capital construction spending, a reduction of 4 

$9,106,000 and $10,225,000 in 2011 and 2012, respectively.  Due to a calculation error, DRA’s 5 

reductions for 2011 and 2012 should be $6.9 million and $7.9 million, respectively.309  Part of the 6 

error is due to DRA’s treatment of the New Business Trench Payments, which should be 7 

excluded from the initial calculations.  SCG was not able to reconcile the remaining difference.  8 

Since spending in this area is due to overall construction spending, SCG’s capital construction 9 

forecasts and thus its forecast for Field Capital Support should be adopted. 10 

TURN proposes reductions of $3,674,000, $9,467,000, and $9,328,000 in 2010, 2011, 11 

and 2012, respectively, using 2010 actual costs for 2010 and SCG’s method for 2011-12, but 12 

with TURN’s forecast of construction.  As discussed in this Capital Section, SCG’s construction 13 

estimates should be adopted over TURN’s and thus so should SCG’s forecast for this BC. 14 

7.3 SDG&E Issues 15 
SDG&E requests $19,900,000 for Gas Distribution O&M, comprised of $19,812,000 for 16 

NSS and $88,000 (booked expense) USS to maintain safe and reliable delivery of gas to 17 

customers.  This is an increase of $4,313,000 over the 2009 BY.  SDG&E also requests capital 18 

for 2010, 2011, and 2012 of $75,072,000, $42,176,000 and $30,657,000, respectively.  The 19 

SDG&E gas distribution system and the specific activities behind these requests are detailed in 20 

the testimony of Ms. Orozco-Mejia.310 21 

7.3.1 SDG&E Non-Shared Services O&M 22 

7.3.1.1  Field Operations and Maintenance 23 

7.3.1.1.1  Field Operation and Maintenance – Other Services - This workgroup is for 24 

miscellaneous costs of field operations not captured in other major workgroups.  These activities 25 

include leak investigations of customers’ house lines, leak surveys of transmission mains, paving 26 

and street repair, and support of the installation of cathodic test stations for high-pressure main 27 

evaluation.  The forecast used the five-year average (2005-09) spending ($38,000 decrease 28 

compared to 2009) plus additional costs resulting from new work requirements, specifically the 29 

                                                 
309 SCG/Orozco-Mejia, Exh. 29 at 151-52.   
310 SDG&E/Orozco-Mejia, Exh. 22 at 1-2.   
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additional labor required for the new reporting contained in the EPA GHG Mandatory Reporting 1 

Rule ($2,136,000).  In total, SDG&E requests $2,344,000. 2 

DRA proposes a reduction of $2,154,000, using a five-year average (2006-10).  As 3 

discussed in Section 3.5, 2010 data should be given little or no weight for many reasons.  The 4 

costs of new environmental regulations is discussed above for SCG Gas Distribution. 5 

UCAN proposes a reduction of $2,179,000 based on a three-year average (2008-10).  As 6 

Ms. Orozco-Mejia stated,311 the variability of costs in this area is precisely the reason that a five-7 

year average was used.  Costs in 2005-09 ranged from a high of $315,000 in 2006 to a low of 8 

$99,000 in 2008.  The 2005-09 average thus provides a more appropriate forecast method than 9 

using only three years of data and provides a better correlation to the average in the data set.312 10 

7.3.1.1.2  Field Operation and Maintenance – Leak Survey - Leak survey activities are 11 

conducted in compliance with federal pipeline safety regulation.  These surveys are performed at 12 

various time intervals depending on the pipe material involved, the operating pressure, and the 13 

proximity of the facilities to various population densities.  The forecast ($1,259,000 in total) was 14 

based on the 2009 BY ($1,181,000) plus incremental costs for wireless fees for MDTs ($4,000), 15 

increased leak surveys due to system growth ($24,000), and weed abatement ($50,000).313  The 16 

use of the 2009 BY for the base level forecast was due to the fact that the workforce in this area 17 

has grown over time to meet the demand for increased leak survey activity such as business 18 

district surveys.  Additional leak survey personnel have been hired and are now in place to 19 

complete incremental business district annual surveys. 20 

DRA proposes $1,025,000, a reduction of $234,000, using the five-year average 21 

(2006-10).  DRA ignores the changes affecting the Leak Survey group over the past five years.  22 

DRA also does not address the new work requirements in this area as SDG&E faces 23 

communications costs for field MDTs, and survey requirements on a growing system. 24 

UCAN proposes $1,084,000, a reduction of $175,000, using a three-year average 25 

(2008-10) it claims is consistent with square miles surveyed in recent years per system maps.  In 26 

data supplied to UCAN,314 SDG&E explained that the footage of mains and services surveyed, 27 

which equates to actual work, can vary significantly from map to map and a forecast based on 28 
                                                 
311 Id. at 28.   
312 As noted by Ms. Orozco-Mejia in Exh. 25 at 10:  $209 K ± $77K for SDG&E’s forecast vs. $165K ± $84K for 
UCAN using a 95% confidence level.   
313 SDG&E/Orozco-Mejia, Exh. 22 at 15-16.   
314 SDG&E/Orozco-Mejia, Exh. 25 at 13, citing SDG&E’s response to UCAN-SDG&E-DR-14 Q 4(a)&(b).   



143 
#265001 
   

UCAN’s method would thus be inaccurate, whereas 2009 BY spending captures the actual 1 

footage to be surveyed.  UCAN also proposes that incremental requirements for customer growth 2 

and wireless communication fees be rejected as “granular,” but growth in this area has been 3 

experienced by SDG&E as demonstrated in DOT annual report mileage data315 and UCAN does 4 

not deny the existence of new wireless fees.  SDG&E provided UCAN additional information for 5 

weed abatement costs and would not object to a reduction of $50,000 for this activity. 6 

7.3.1.1.3  Field Operation and Maintenance – Locate and Mark (L&M) - L&M for 7 

SDG&E is similar to SCG’s (see Section 7.2.1.1.1).  The forecast ($2,775,000 in total) was based 8 

on 2009 costs ($2,372,000) plus incremental costs for improved economic conditions ($343,000) 9 

and to reflect the promotion of three technicians to supervisors ($60,000).  L&M costs have 10 

declined since 2006, likely due to the general slowdown in the economy, but improved economic 11 

conditions will lead to increased L&M activities.316  SDG&E therefore requests incremental 12 

funding equal to the five-year (2005-09) average spending. 13 

DRA proposes $2,290,000, a reduction of $485,000 based on a two-year (2009-10) 14 

average, the two lowest recent years, ignoring economic recovery or the additional supervisors.  15 

DRA’s own witness Mr. Renaghan presents a forecast of residential building permits that is 16 

continuously increasing through TY 2012,317 thus supporting SDG&E’s L&M forecast. 17 

UCAN made its own assessment of future L&M tickets and used the two-year (2009-10) 18 

average cost per ticket.  UCAN used a regression analysis to project tickets that relies on a 19 

forecast of construction units, but UCAN’s ticket projection is flawed.  Tickets are typically not 20 

generated for new construction, but rather general construction activity in developed areas where 21 

existing underground structures are found, and thus the premise of UCAN’s forecast is incorrect.  22 

Also, as discussed in Section 7.2.1.1.1 for SCG, the number of tickets is not a complete indicator 23 

of the level of work.  While UCAN used the last two years of historical data showing a decline in 24 

tickets, all years from 2005 through 2008 show greater L&M activity.  UCAN opposes funding 25 

for new supervisors, claiming that they must not be needed since the 2010 headcount data does 26 

not reflect them, but there was no added headcount; rather, three existing field employees were 27 

promoted to supervisor.  The funding is for the salary differential for these employees.  These 28 

promotions provided a more effective way to manage safety, training, and workload for 29 

                                                 
315 SDG&E/Orozco-Mejia, Exh. 24 at 14.   
316 SDG&E/Orozco-Mejia, Exh. 22 at 18.   
317 DRA/Renaghan, Exh. 491 at 5, Table 03-2.   
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Locators.  This is another example why 2010 data should not be used without an overall 1 

evaluation of operating conditions. 2 

7.3.1.1.4  Field Operation and Maintenance – Main Maintenance - This area is for the 3 

costs of investigating and repairing leaks in distribution mains and moving, lowering, and raising 4 

short sections of mains, vaults, and related structures.  SDG&E’s forecast ($1,175,000 in total) is 5 

based on 2009 costs ($1,065,000) plus incremental additions for new construction recovery 6 

($20,000) and bridge and span pipe support maintenance ($90,000). 7 

DRA proposes $1,083,000, a reduction of $92,000, using the five-year average 8 

(2006-10).  As discussed above, the appropriate historical period is 2005-09.  DRA also ignores 9 

the incremental cost to maintain bridge and span pipe supports fully described in Ms. Orozco-10 

Mejia’s testimony.318  Without this funding, safety and reliability would be compromised. 11 

UCAN agrees with SDG&E’s base forecast but opposes the increase for new construction 12 

recovery and the upgrade of bridge and span supports.  UCAN again argues that the incremental 13 

addition of $20,000 for new construction recovery is too “granular,” but it is necessary as cities 14 

and counties continue to improve aging infrastructure and use Federal stimulus funds for projects 15 

requiring SDG&E to alter its pipelines.  UCAN is correct that there were three bridges repaired 16 

in 2009, but the request here is for two incremental bridges in 2012 above the 2009 BY. 17 

7.3.1.1.5  Field Operation and Maintenance – Service Maintenance - This area is for 18 

investigating and repairing leaks in distribution services and moving, lowering, and raising 19 

shorter sections of services, vaults, and related structures.  The forecast of $1,399,000 uses the 20 

2009 BY ($1,369,000) plus $30,000 for system growth. 21 

DRA accepts this forecast but UCAN proposes a three-year (2008-10) average of 22 

$1,196,000 and opposes incremental costs for system growth.  As the economy improves, 23 

increased alterations in customer buildings or grounds will require SDG&E to move, lower, or 24 

raise distribution services,319 as supported by DRA’s forecast of customer growth.320 25 

7.3.1.1.6  Field Operation and Maintenance – Supervision and Training - This area is 26 

for employee field skills training, field supervision and management, and related miscellaneous 27 

expenses.  Costs have grown in response to field support needs such as more formal training in 28 

environmental compliance, increased municipality requirements (traffic, street repair), and 29 

                                                 
318 SDG&E/Orozco-Mejia, Exh. 22 at  20.   
319 Id. at 21.   
320 DRA/Renaghan, Exh. 491 at 5, Table 03-2.   
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employee workplace conduct.  To reflect the most current operating conditions, the 2009 BY 1 

($2,262,000) was used plus incremental costs for:  leak survey training ($3,000), new hire 2 

training ($115,000), Working Foreman development ($81,000), training of employees on the 3 

new GIS system ($35,000), new technologies training ($124,000), and pressure control training 4 

($12,000).  In total, SDG&E requests $2,632,000 for this area. 5 

DRA uses a five-year average (2006-10), resulting in a $527,000 reduction to 6 

$2,105,000.  DRA’s forecast should be rejected because it uses 2010 data and ignores new 7 

training needed to provide knowledge and skills to enhance worker effectiveness and safety.321 8 

UCAN combines the groups Supervision and Training and Operations Management and 9 

Training.  UCAN uses the 2009 BY combined figure of $3,455,000 for 2011 with no increase for 10 

2012, a reduction of $691,000 for the combined two groups.  Like DRA, UCAN ignores all 11 

incremental training costs.  UCAN’s combined group method assumes that these two groups’ 12 

expenses were all training costs, but only 25% were historically for training; the remainder is 13 

management and supervision expense.  UCAN states that “some” training expenses are 14 

contained in “other operating accounts,” but nearly 30% of SDG&E’s forecasted incremental 15 

costs for training is contained in “other operating accounts” and therefore were ignored by 16 

UCAN.  UCAN’s method also contains mathematical errors.  In Table 31, page 55, of its 17 

testimony,322 UCAN attempts to derive a “training % of labor” value for each historical and 18 

forecast year by dividing the total “training” expense for the two groups by the total labor from 19 

all other groups.  For a correct “percentage of training” calculation for all O&M labor costs, the 20 

denominator of this percentage calculation would also include the labor for these two groups, but 21 

UCAN omitted this.  UCAN’s percent of training labor calculation for the 2009 BY was 36.3%.  22 

The correct calculation would be 27.7% which would yield an unreasonable combined total cost.  23 

By combining these groups which contain only 25% training, UCAN incorrectly concludes that 24 

SDG&E proposes increases in training costs back to the 2006 levels as a percent of total cost.  In 25 

reality, the training portion of the incremental costs equates to only 11.4% of the 2009 base 26 

expense for these combined groups, not 20% as UCAN claims. 27 

7.3.1.1.7  Field Operation and Maintenance – Tools – This area is for small tools, 28 

equipment, and supplies to support Pipeline Operations and costs for tool repair and 29 

                                                 
321 SDG&E/Orozco-Mejia, Exh. 22 at 23-26.   
322 UCAN/Marcus, Exh. 543 at 55, Table 31.    
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maintenance.  SDG&E used the 2009 BY ($502,000) as it best reflects anticipated tool needs of 1 

the field organization. 2 

DRA accepts SDG&E’s forecast and UCAN accepts SDG&E’s labor forecast, but 3 

proposes a three-year average (2008-10) for non-labor.  The BY forecast method best reflects 4 

anticipated non-labor costs for 2012 and therefore SDG&E’s forecast should be adopted. 5 

7.3.1.1.8  Field Operation and Maintenance – Electric Support - Gas Distribution 6 

provides support to Electric Distribution including traffic control.  SDG&E forecasts $588,000 7 

for this area and neither DRA nor UCAN oppose this forecast. 8 

7.3.1.1.9  Field Operation and Maintenance – Measurement and Regulation (M&R) 9 

– This area is for inspection and maintenance of distribution regulator stations, valve 10 

maintenance, meter set inspections, electronic instrumentation maintenance, and meter removals 11 

for accuracy checks to maintain compliance with G.O. 58-A.  SDG&E’s forecast of $2,898,000 12 

used the 2009 BY ($2,486,000) plus costs for new or incremental training and safety activities 13 

($412,000). 14 

DRA proposes $2,262,000 using a five-year average (2006-10) resulting in a 22% 15 

reduction.  DRA’s forecast improperly ignores incremental safety enhancements and training 16 

activities such as replacement of additional deteriorated regulator station vault lids that, if not 17 

maintained, could pose a threat to the public or SDG&E personnel performing maintenance.  18 

Also, formalized training for Regulator Technician personnel is critical to prepare for a possible 19 

loss of 20% of this workgroup’s employees due to retirements and to prepare for new 20 

maintenance requirements from the 2010 deployment of the new Smart Meter technology.323   21 

UCAN proposes $2,536,000 based on a highly selective three-year average for labor and 22 

a two-year average for non-labor clearly designed to reduce the TY 2012 forecast and opposes 23 

most incremental additions.  The main reason UCAN offers for opposing incremental costs is the 24 

drop in 2010 costs.  This is a good example of why 2010 data should not be considered without 25 

an overall evaluation of operating conditions.  In the short time SDG&E had to prepare rebuttal 26 

testimony, it identified $126,000 of 2010 recorded expenses from the partial-year impact of labor 27 

costs charged to a group outside Gas Distribution.  As this example shows, 2010 recorded data 28 

can be misleading because it does not capture the redeployment of resources among workgroups. 29 

                                                 
323 SDG&E/Orozco-Mejia, Exh. 22 at 30-36.   
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7.3.1.2  Asset Management 1 
7.3.1.2.1  Asset Management – Pipeline Operations and Maintenance Planning – 2 

This area is for pipeline maintenance technical planning office personnel, regional engineering, 3 

pipeline mapping personnel, various analytical and administrative support positions, and 4 

associated supervision.  The forecast of $1,828,000 was based on the 2009 BY ($1,516,000) plus 5 

added costs for GIS training ($22,000), additional engineers ($100,000), pipeline drafting 6 

($110,000), and construction design ($80,000).  The 2009 BY reflects the current base level of 7 

work. 8 

DRA proposes $1,473,000, a reduction of $355,000, using a two-year (2009-10) average.  9 

DRA ignores necessary costs for:  training employees in the new GIS system; the pressing need 10 

for new engineers to provide engineering support for new requirements such as increased 11 

pipeline safety oversight; additional staffing requirements to support the rollout of OpEx 20/20 12 

Graphic Work Design for construction cost estimating; and the full year’s effect of two vacancies 13 

that were filled in 2009, all of which are discussed fully in Ms. Orozco-Mejia’s testimony.324   14 

UCAN proposes a three-year average for labor (2008-10) and a two-year average for 15 

non-labor (2009-10) which is $65,000 more than the 2009 BY, but opposes incremental work 16 

elements because 2010 recorded data was less than forecast.  A review of 2010 data in the short 17 

time allowed for rebuttal testimony showed that staffing in the mapping organization decreased 18 

temporarily in 2010 due to internal transfers of staff, loaned labor to OpEx 20/20, and hiring 19 

delays to identify quality candidates.  Indeed, if SDG&E were given the opportunity to reforecast 20 

based on 2010 recorded costs, it would request incremental funding to adequately staff the 21 

mapping operations to reduce the facility posting backlog, and thus provide current maps to the 22 

field organization faster.  This is yet another example of how 2010 data can be misleading. 23 

7.3.1.2.2  Asset Management – CP – This area is for the inspection and evaluation of 24 

cathodic protection (CP) on SDG&E’s steel distribution pipelines to ensure compliance with 25 

state and federal regulations and maintain the longevity and performance of these pipelines.  26 

SDG&E’s forecast of $898,000 used a three-year (2007-09) average.  Due to an organizational 27 

change affecting how CP costs are recorded to cost centers, and due to employee retirements, the 28 

costs for CP prior to 2007 were not representative of the current workgroup structure and thus 29 

the 2007-09 average best reflects costs in this area.  In addition to this base are incremental costs 30 

                                                 
324 Id. at 38-40.   



148 
#265001 
   

of $54,000 primarily for new training activities as fully described in Ms. Orozco-Mejia’s 1 

testimony.325 2 

DRA proposes $824,000, a reduction of $74,000, using a five-year average (2006-10).  3 

The use of 2006 data is inappropriate because of the organizational changes noted above.326  4 

DRA also ignores incremental work required to ensure a knowledgeable and effective workforce. 5 

UCAN proposes $848,000, a reduction of $50,000, using a four-year average (2007-10) 6 

and opposing the incremental cost of $54,000.  UCAN’s forecast should be rejected because it 7 

uses 2010 data and it ignores necessary incremental work elements. 8 

7.3.1.3  Operations Management and Training – This area is for:  developing and 9 

maintaining distribution construction standards; evaluating new field technologies; assisting field 10 

training; training distribution welders; code-required welder testing; welding inspection; 11 

managing the Welding School; and Gas Technical Services Miramar management, 12 

administrative, and support positions.  The forecast of $1,514,000 used the 2009 BY 13 

($1,193,000), with a staffing adjustment for vacancies ($45,000).  Added to the BY are 14 

incremental costs ($321,000) described in Ms. Orozco-Mejia’s revised direct testimony for 15 

welder training materials, training to support new technologies, and for an instructional 16 

designer.327 17 

DRA proposes $1,099,000, a reduction of $415,000.  DRA states that “a five-year 18 

average provides a more reliable TY forecast due to its reliance on historical data,”328 but then 19 

inexplicably used a two-year (2009-10) average for its forecast.  DRA’s method improperly 20 

relies on 2010 data and ignores incremental costs.  Without additional staffing and course 21 

materials, this group would not be adequately equipped to provide necessary training to 22 

employees and take full advantage of OpEx 20/20 technologies.  As for UCAN, see the response 23 

under Field Operations and Maintenance, Supervision and Training, Section 7.3.1.1.6. 24 

7.3.2 SDG&E Shared Services 25 
The majority of O&M in direct support of SDG&E’s gas distribution operations is 26 

discussed in NSS in Section 7.3.1.  However, there are a few activities for which costs are 27 

incurred on behalf of both SCG and SDG&E, and are therefore considered “Shared Services” 28 

                                                 
325 Id. at 41-43.   
326 Id. at 41.   
327 Id. at 44-46.   
328 DRA/Ezekwo, Exh. 503 at 16.   



149 
#265001 
   

under the categories of Operations Leadership and Operations Technical Support.  SDG&E 1 

requests $88,000 for total booked expense for Shared Services. 2 

While DRA accepts SDG&E’s forecast, UCAN proposes a $45,000 reduction, citing 3 

reduced shared service expenses in 2010.  Costs for a position staffed under shared service in 4 

2009 moved to non-shared service in 2010, resulting in a lower 2010 shared service expense.  5 

These costs would not be included in the non-shared service forecast based on the 2005-09 6 

historical data for non-shared service.  Using UCAN’s assumption, the position would be 7 

unfunded in 2012.  This is yet another example of why 2010 data should be given little or no 8 

weight without an overall evaluation of operating conditions. 9 

7.3.3 SDG&E Capital 10 
SDG&E’s Gas Distribution capital forecast is $75.1 million for 2010, $42.2 million for 11 

2011, and $30.7 million for 2012.  DRA proposes $65.0 million for 2010, $34.1 million for 2011 12 

and $20.0 million for 2012, reductions of $10.1 million for 2010 (13.4%), $8.0 million for 2011 13 

(19.1%), and $10.7 million for 2012 (34.8%).  UCAN proposes reductions of 2.3%, 10.7% and 14 

17.1% for 2010, 2011, and 2012, respectively. 15 

7.3.3.1  New Business (BC 500) – This area is for changes and additions to the existing 16 

gas distribution system to connect new residential, commercial, and industrial customers.  This 17 

includes installing gas mains and services, MSAs, and regulator stations.329  SDG&E’s forecast is 18 

based on the projected growth rate of construction units added to the gas distribution system.  19 

2010 was a transitional period representing the bottom of the economic downturn where most 20 

likely the expenditures and new meter set count would be at its lowest.  As the economy 21 

rebounds, SDG&E anticipates a return in new construction activity resulting in an increased rate 22 

of activity.  SDG&E requests funding of $2,085,000, $3,514,000, and $4,898,000 for 2010, 2011 23 

and 2012, respectively, representing separate point estimates for each year. 24 

DRA uses the 2010 actual cost of $2,011,000 for 2010 and a simple three-year (2008-10) 25 

average of $2,499,000 for each of 2011 and 2012.  By this method, DRA implies that new 26 

business activity will remain stagnant at the lowest spending level in the last five years.  Yet 27 

                                                 
329 The material cost of meters and regulators is addressed under BC 502, “Meter and Regulator Materials” in 
Section 7.3.3.3.   
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DRA accepts SDG&E’s forecast of construction units that are consistent with the customer 1 

growth forecasts of SDG&E witness Mr. Wilder330 and DRA’s Mr. Renaghan.331 2 

UCAN also improperly uses 2010 recorded costs but its value of $2,623,000 includes the 3 

direct portion of CIAC credits.  For 2011 and 2012, UCAN used the percentage reduction 4 

between UCAN’s and SDG&E’s construction unit forecasts, then reduced SDG&E’s 2011 and 5 

2012 forecast by this percentage.  In total, UCAN proposes actual costs of $2,623,000 for 2010, 6 

$2,138,000332 for 2011, and $3,144,000333 for 2012.  In addition to its improper use of actual 7 

2010 costs, UCAN’s approach is flawed in other respects.  UCAN’s forecast for 2011 is 8 

$455,000334 less than 2010 recorded expenditures, yet UCAN’s forecast of construction units is 9 

29% higher in 2011 than for 2010.  Even if this were to be ignored and 2010 recorded data (with 10 

CIAC credits) were to be used as a proxy to determine a cost per construction unit, as shown in 11 

the following table,335 the appropriate derivation of the 2010 average construction unit cost using 12 

UCAN’s own forecast of construction units is $1,386.   13 

New Business (Budget Code 500) History Using UCAN’s CUs 14 
($000 in 2009$) 15 

 16 
 17 
 18 
 19 
 20 
 21 
 22 
 23 
 24 
 25 
1/ As Ms. Orozco-Mejia noted in Exh. 25 at 47, recorded non-labor expenses have been adjusted 26 

to align with the presentation of capital spending in the operational witness’ testimony.  The 27 
non-labor shown has credits removed.   28 

2/ As Ms. Orozco-Mejia noted in Exh. 25 at 48, recorded credits have been adjusted to align with 29 
the presentation of capital spending in the operational witness’ testimony.  The amounts shown 30 
reflect only the direct portion of the job cost at 45% of total recorded value.   31 

3/ As Ms. Orozco-Mejia noted in Exh. 25 at 48, UCAN’s CU number from Table 36, Exh. 32 
UCAN-7. 33 

                                                 
330 SDG&E/Wilder, Exh. 246.   
331 DRA/Renaghan, Exh. 491.   
332 $3,514,000 x (1 - .39) = $2,143,000 (≈ $2,138,000 assumed to be rounding on UCAN’s part). 
333 $4,898,000 x (1 - .36) = $3,135,000 (≈ $3,144,000 assumed to be rounding on UCAN’s part). 
334 From Exh. UCAN-7 Table 38: $2,593,000 - $2,138,000 = $455,000 (UCAN uses $2,623,000 as 2010 recorded 
expense but should be $2,593,000). 
335 SDG&E/Orozco-Mejia, Exh. 25 at 47.   

 Ln 2009 2010 
Total Labor w/ V&S 1 $1,288 $1,073    

Gross Non-labor 1/ 2 $1,747 $1,995   
Total Direct Capital (=1+2) 3 $3,035 $3,068   

Direct CIAC Credits 2/ 4 ($217) ($475)  
Adjust Net Capital (=1+2+4) 5 $2,818 $2,593   

Historical Construction Unit (CU) 7 1,668 2,2143  
Average Annual Cost per CU (=3/7) 8 $1.82 $1.386  
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Applying the 2010 cost per construction unit to UCAN’s construction unit forecast yields 1 

$3,558,000 for 2011 and $5,294,000 for 2012, which are both higher than SDG&E’s forecast of 2 

$3,514,000 and $4,898,000 for 2011 and 2012, respectively, as shown below.336 3 

New Business (Budget Code 500) Forecast Using UCAN’s CUs and 2010 Cost per Unit 4 
($000 in 2009$) 5 

 Ln 2011 2012 
Forecast CU 9 2,852 4,244 

2010 Cost per CU 10 $1.386 $1.386 
Forecast Total Direct Capital (=9 x 10) 11 $3,953 $5,882  

Forecasted CIAC (≈-10%) 12 ($395) ($588) 
Forecasted Capital using UCAN’s CU(=11 + 12) 13 $3,558 $5,294 

SDG&E Forecast  $3,514 $4,898 
7.3.3.2  System Minor Additions/Relocations/Retirements (BC 501) - This BC 6 

captures costs not covered in other work categories required to maintain the integrity of 7 

SDG&E’s gas distribution system.  Examples include main and service abandonment and service 8 

relocations due to customer requests.  Due to the fluctuation in this area, SDG&E used a five-9 

year average (2005-09) of $754,000 for each year 2010, 2011, and 2012. 10 

UCAN does not oppose SDG&E’s forecast, and DRA accepts the 2011 and 2012 11 

forecast, but uses the actual 2010 cost of $313,000.  DRA’s 2010 proposal erroneously included 12 

portions of collectible monies from customers that should have been excluded.  Had they been 13 

included, 2010 recorded expenditures would be $604,000.  Ms. Orozco-Mejia’s workpapers337 14 

and testimony338 detail the appropriate treatment of the customer credits.  Furthermore, as 15 

explained before, SDG&E opposes the use of  2010 recorded data. 16 

7.3.3.3  Meters and Regulators (BC 502) - This area is for the capital material costs to 17 

purchase new residential, commercial, and industrial gas meters and pressure regulators.  Meters 18 

and regulators installed or replaced are grouped in three general categories:  new business 19 

installations; routine replacements; and planned meter and regulator replacements.  In 2012, 20 

costs for all new meters purchased along with Smart Meter (SM) modules will be under this BC.  21 

The majority of the approximately $2 million increase in costs from 2009 to 2010 is due to the 22 

addition of the SM module to the total meter cost.  SDG&E requests funding in 2010, 2011, and 23 

2012 of $6,349,000, $6,631,000 and $7,526,000, respectively. 24 

                                                 
336 Id. at 48.   
337 SDG&E/Orozco-Mejia, Exh. 23 at GOM-CWP-4-R.  
338 SDG&E/Orozco-Mejia, Exh. 22 at 58.   
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DRA proposes the actual cost of $6,083,000 for 2010, $4,665,000 for 2011 and 1 

$4,665,000 for 2012 based on a five-year (2006-10) average.  DRA provides no justification for 2 

using a five-year average, and ignores the incremental cost to comply with D.07-04-043 3 

mandating the installation of SMs.  SDG&E provided DRA a step-by-step description of the 4 

forecast method,339 justification, and purchase quantities for each meter type, including quantities 5 

and costs of SM modules.340  This is a much more accurate forecast method than a simple five-6 

year average that excludes the mandated installation of SMs. 7 

UCAN’s forecast uses the same method as it did for New Business.  UCAN states that 8 

the percentage reduction from SDG&E’s construction unit forecast should be 35.88% for 2011 9 

and 32.35% for 2012,341 but these figures are erroneous and appear to be inconsistent with the 10 

figures UCAN used in its New Business forecast.  Applying a percentage reduction globally to 11 

the forecasted costs is not appropriate as UCAN mistakenly assumes that all meters and 12 

regulators in this area are forecasted at the same cost.  The new business meters associated with 13 

construction units are forecasted as small residential meters (size 250-275).  Other residential 14 

meter sizes can cost from two to eleven times the cost of the size 250-275 meter.  Commercial 15 

meters costs vary from the small residential meters costs by 16 to 120 times.  The application of 16 

ratios of UCAN’s construction units to SDG&E’s construction units is therefore inappropriate 17 

without adjusting for the varying costs of different-sized meters. 18 

7.3.3.4  System Reinforcement or Pressure Betterment (BCs 503, 545) - These BCs 19 

include costs for gas distribution pressure betterment projects performed on an on-going basis to 20 

maintain system reliability and service to all customers.  (See discussion above in Section 7.2.3.2 21 

for SCG.)  SDG&E requests funding of $2,209,000 for 2010, $3,121,000 for 2011, and 22 

$3,704,000 for 2012 for both BCs 503 and 545. 23 

While UCAN does not oppose SDG&E’s forecast, DRA proposes using the recorded 24 

2010 cost for BC 503 (omitting BC 545) for 2010 and five-year averages of BC 503 (omitting 25 

BC 545) for years 2011 and 2012, resulting in a forecast of $852,000 in 2010 and $1,700,000 26 

each for 2011 and 2012.  As SDG&E’s workpapers explained,342 the costs in BC 545 beginning 27 

in 2010 are pressure betterment work assigned to this same grouping.  DRA apparently 28 

                                                 
339 SDG&E/Orozco-Mejia, Exh. 25 at 45, citing SDG&E response to DEF-SDG&E-06-GIE at 5-9.   
340 See, SDG&E/Orozco-Mejia, Exh. 25, Appendix C at GOM C-5.    
341 UCAN/Marcus, Exh. 543 at 57-58.   
342 SDG&E/Orozco-Mejia, Exh. 23 at GOM-CWP-10-R.   
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overlooked the recorded expenses in BC 545 for 2010.  The correct amount is $1,972,000, not 1 

$852,000 as DRA assumes.  This is a $1,120,000 oversight in 2010 and causes further reductions 2 

of $1,421,000 and $2,004,000 in 2011 and 2012, respectively.  In addition, DRA’s use of 3 

average historical costs is inadequate because it ignores that SDG&E’s forecast was based on 4 

specifically identified projects necessary to maintain system pressure.343  Detailed engineering 5 

analysis was used for this forecast of 34 specific projects, the list of which was provided in 6 

September of 2010 to DRA in a data response.344 7 

7.3.3.5  Distribution Easements (BC 504) - This area is for gas distribution easements, 8 

including completing survey and mapping functions, document research, document preparation, 9 

and negotiations to acquire easements on private or public property.  The forecast uses the 10 

2005-09 five-year average of $30,000 for 2010, 2011, and 2012.   11 

UCAN does not oppose SDG&E’s forecast and DRA accepts SDG&E’s 2011 and 2012 12 

forecasts, but uses 2010 recorded costs for 2010.  Again, 2010 recorded data should not be used. 13 

7.3.3.6  Franchise and Freeway (BC 505) - This work generally involves a change in 14 

alignment or elevation of existing gas pipelines and associated facilities and is driven by local 15 

and state agency requirements.  Franchise agreements require that gas facilities be moved at 16 

SDG&E’s expense if they conflict with city or county projects.  The forecast is based on specific 17 

projects identified for 2010 by cities, San Diego County, and CalTrans.  SDG&E requests 18 

$4,047,000, $3,970,000 and $3,825,000 for 2010, 2011, and 2012, respectively. 19 

DRA uses the 2010 recorded cost of $3,652,000 for 2010 and $2,398,000 for 2011 and 20 

2012, each based on a five-year (2006-10) average.  DRA provided no justification for using a 21 

five-year average method for this BC and ignores the specific and detailed project information 22 

provided to DRA in a data response. 23 

UCAN incorrectly assumes that the projects included in SDG&E’s forecast have not 24 

materialized.  UCAN proposes a two-year (2009-10) average, but mistakenly used an incorrect 25 

2010 recorded cost of $2,753,000 rather than the actual cost of $3,652,000 which just supports 26 

SDG&E’s forecast for 2011 and 2012 that costs in this area are increasing. 27 

7.3.3.7  Equipment/Tools (BC 506, 506.1) - These BCs are for new tools and equipment 28 

to construct, operate, and maintain the gas distribution system.  Tools and equipment are 29 

                                                 
343 Id. at GOM-CWP-37-R to GOM-CWP-38-R.   
344 SDG&E/Orozco-Mejia, Exh. 25 at 55 citing SDG&E response to DEF-SDG&E-06-GIE at 10-11.   
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replaced due to failure, age, advances in technology, and to improve safety.  SDG&E requests 1 

$313,000, $1,846,000 and $446,000 for 2010, 2011, and 2012, respectively.  The base forecast is 2 

the five-year average (2005-09) of routine costs plus incremental costs for a new Distribution 3 

Operations training facility ($133,000 for 2011 and 2012) and purchase of optical methane 4 

scanners ($1,400,000 in 2011) in compliance with the EPA GHG Mandatory Reporting Rule. 5 

UCAN does not oppose SDG&E’s forecast.  DRA uses the 2010 recorded cost of 6 

$143,000 for 2010, a five-year average (2006-10) of $398,000 for 2011 and 2012 plus 7 

$1,400,000 for new tools in 2011.  The five-year average (2005-09) is the appropriate period to 8 

forecast the base level costs, not the 2006-10 average.  DRA’s forecast includes the purchase of 9 

the optical methane scanners, but ignores the incremental cost of $133,000 in 2011 and 2012 for 10 

the training facility needed to provide enhanced training to gas distribution personnel. 11 

7.3.3.8  Code Compliance (BC 507) – This BC is for upgrades or additions to facilities 12 

to ensure compliance with state and federal safety standards.  These costs generally fall into five 13 

components:  planned and incremental K-Regulator replacements; regulator replacement 14 

program; installation of meter barriers; installation of electronic pressure monitoring devices 15 

(EPMs); and installation of isolation valves.  SDG&E requests $547,000, $349,000, and 16 

$441,000 for 2010, 2011, and 2012, respectively, using the 2009 BY for the continued 17 

replacement of K-Regulators and meter barricades and incremental costs for replacing regulators 18 

without overpressure protection, EPM installations, and isolation valve installations. 19 

UCAN accepts SDG&E’s forecast.  DRA improperly used the five-year average 20 

(2006-10), and DRA used only a partial component of this BC, the K-Regulators and meter 21 

barricades.  Thus, DRA’s five-year average only reflects a fraction of the historic costs for this 22 

area, overlooking this data in Ms. Orozco-Mejia’s workpapers.345  Even if the 2006-10 average 23 

had been calculated correctly, this is not a reasonable forecast method for this BC as historical 24 

costs were evaluated separately by SDG&E for each of the five principal parts of this BC.  25 

DRA’s method ignores necessary incremental spending for the replacement of additional 26 

regulators without overpressure protection, EPM installations, and isolation valve installations. 27 

7.3.3.9  Replacement of Mains and Services (BC 508) - This BC is for the elimination 28 

of potentially hazardous conditions caused by leaking or deteriorated gas system piping.  The 29 

                                                 
345 SDG&E/Orozco-Mejia, Exh. 23 at GOM-CWP-18-R.   
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forecast uses the 2005-09 five-year average:  $1,549,000, $1,528, 000, and $1,487,000 for 2010, 1 

2011, and 2012, respectively, including OpEx 20/20 capital efficiencies. 2 

UCAN accepts SDG&E’s forecast.  DRA improperly uses the $1,233,000 actual 2010 3 

cost for 2010 but does not oppose SDG&E’s capital forecast for 2011 and 2012. 4 

7.3.3.10  Cathodic Protection (BC 509) – This area includes costs for the installation of 5 

new and replacement CP systems and equipment in accordance with state and federal pipeline 6 

corrosion control standards.  SDG&E requests $581,000, $646,000, and $711,000 for 2010, 7 

2011, and 2012, respectively, based on a five-year (2005-09) linear cost trend as spending 8 

continues to increase due to:  the age of the CP infrastructure; increasing permitting and drilling 9 

costs; and the increased need for new or renewed CP stations.  The number of new or renewed 10 

stations has increased from 14 in 2005 to 20 in 2009. 11 

DRA uses the 2010 recorded cost of $364,000 for 2010, and proposes $412,000 for each 12 

of 2011 and 2012 based on a five-year (2006-10) average.  DRA provides no justification or 13 

reason why an average is appropriate given the clear upward cost trend. 14 

UCAN also uses the actual 2010 cost, and a three-year (2008-10) average of $458,000 for 15 

2011 and 2012 each.  As with DRA, 2010 recorded costs should not be used and a trend is a 16 

more appropriate forecast method for this particular BC. 17 

7.3.3.11  Regulator Station Improvements and Other (BC 510) - This BC is for small 18 

capital projects not captured in other BCs to improve safety, ensure code compliance, and 19 

improve gas system performance or reliability by replacing aging operating equipment.  The 20 

forecast used the five-year (2005-09) average plus the Compressed Natural Gas (CNG) 21 

infrastructure project.  SDG&E requests $614,000, $1,332,000, and $721,000 for 2010, 2011, 22 

and 2012, respectively. 23 

UCAN accepts SDG&E’s forecast.  DRA uses $461,000 actual recorded costs for 2010, 24 

and $484,000 for each of 2011 and 2012 based on a five-year (2006-10) average.  For the 25 

reasons previously explained, actual 2010 capital costs should not be used.   Furthermore, DRA 26 

ignores the incremental costs of the CNG Project. 27 

7.3.3.12  Local Engineering (BC 902) - This area is for the direct costs of the Gas 28 

Distribution Local Engineering Pool (LEP).  Recorded into the LEP are costs for a broad range 29 

of services related to technical planning and engineering activities incurred as part of the general 30 

development of any capital project and are distributed to capital projects as an indirect charge.  31 
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The forecast was developed by evaluating the historic direct capital costs of labor and non-labor 1 

across all BCs except Meter and Regulator Materials (502) and the Tools and Equipment (506) 2 

because these two areas do not use LEP services.  The lowest ratio of LEP direct labor and non-3 

labor to total capital costs in 2005-09 was applied to SDG&E’s forecasted total capital costs to 4 

determine the 2010, 2011 and 2012 forecast346 of $5,083,000, $5,742,000, and $6,114,000 in 5 

2010, 2011, and 2012, respectively. 6 

DRA accepts the 2010 forecast and proposes $4,902,000 to fund each year 2011 and 7 

2012 based on a five-year average (2006-10).  DRA improperly ignores the clear relationship of 8 

LEP costs to construction activity. 9 

UCAN did not object to SDG&E’s forecast method or ratio of LEP work to construction 10 

activity, but uses its own forecast of construction costs and uses actual data for 2010.  This 11 

produces a forecast of $4,560,000, $4,497,000 and $4,687,000 for 2010, 2011 and 2012, 12 

respectively.  2010 actual costs should not be used and UCAN’s forecast of other construction-13 

related BCs should not be adopted as discussed for those BCs. 14 

7.3.3.13  Camp Pendleton – San Onofre I (BC 8544) - SDG&E will install, own and 15 

operate a gas distribution system, replacing the Marine Corps Base Camp Pendleton system 16 

pursuant to SDG&E’s meter relocation tariffs.  SDG&E requests $439,000 for 2010, $0 for 2011 17 

and $0 for 2012.  Neither DRA nor UCAN oppose this forecast. 18 

7.3.3.14  Smart Meter Project (BC 5542) - As noted above, the Smart Meter (SM) 19 

project was approved by the Commission to install SM modules on SDG&E’s entire existing gas 20 

meter population.  This BC includes the cost to purchase and install the SM modules, replace 21 

meters due to SM module incompatibility, and related equipment required to program these 22 

modules.  SDG&E requests $50,472,000 for 2010, $12,713,000 for 2011 and $0 for 2012. 23 

UCAN accepts SDG&E’s forecast, but DRA uses the recorded cost of $43,890,000 for 24 

2010 and accepts the forecast for 2011 and 2012.  This is another good example where recorded 25 

2010 capital costs should not be used.  The total SM project estimate of $63,185,000 has not 26 

changed; only the timing of costs has changed.  DRA’s proposal ignores this fact and would 27 

leave SDG&E underfunded for completing this project. 28 

                                                 
346 See, SDG&E/Orozco-Mejia, Exh. 23 at GOM-CWP-26-R.   
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8. Gas Transmission 1 

The SDG&E and SCG Gas Transmission O&M forecasts were presented in the exhibits 2 

of Mr. Dagg (Exhs. 87-93).347/  They provide a detailed and thorough examination of the Gas 3 

Transmission area, including operations, facilities, the major cost drivers, and the many 4 

challenges facing Gas Transmission, particularly in the area of environmental regulations.348/  In 5 

total, SCG requests $28,205,000 of NSS O&M and $4,152,000 of USS O&M.  SDG&E requests 6 

$3,303,000 of NSS O&M and $613,000 of USS O&M.   7 

For SCG, DRA proposed a reduction of $2,505,000 for NSS O&M while TURN 8 

proposed a reduction of $545,000 for NSS O&M.  For SDG&E, DRA proposed a reduction of 9 

$106,000 for NSS O&M.349/  The proposals of DRA and TURN used inappropriate forecast 10 

methods and did not recognize many of the upward cost pressures facing Gas Transmission that 11 

are incremental to historical spending, particularly in the area of new environmental regulations.   12 

8.1 Common Issues 13 
There were no issues sufficiently common to be discussed together. 14 

8.2 SCG Issues 15 
8.2.1 SCG NSS O&M 16 

8.2.1.1  Pipeline Operations - This area includes the O&M for:  DOT Safety Fee 17 

Assessment ($1,354,000); Long Beach Lease Line ($4,717,000); Removal of Previously 18 

Abandoned Pipelines ($659,000); Electric System Pole Inspections ($17,000); and Pipeline 19 

Operations Maintenance Base Forecast (2009 BY) ($10,889,000) for a total of $17,727,000, an 20 

increase of $1,372,000 over the BY.350/ 21 

DRA accepted SCG’s base forecast, but TURN proposes a base forecast of $10,911,000 22 

using the six-year average (2005-2010), a $22,000 increase.  The five-year average (2005-2009) 23 

was $10,943,000, which was $54,000 greater than SCG’s base forecast.  The 2009 BY is the 24 

most reasonable indicator of future costs as reflecting recent and representative operational 25 

conditions.  As discussed in Section 3.5, 2010 data should not be used absent the opportunity for 26 

a complete review of all related operating conditions. 27 

                                                 
347/ Mr. Stanford presented the SDG&E and SCG Gas Transmission capital forecasts (Exhs.  51 to 59).   
348/ See, SDG&E/Dagg, Exh. 87 at 2-6, and SCG/Dagg, Exh. 90 at 2-7 for a complete discussion of Gas 
Transmission cost drivers and challenges.   
349/ No party opposed the USS O&M forecasts of SCG and SDG&E.   
350/ No party opposed full funding for DOT Safety Fee Assessment or Long Beach Lease Line so they will not be 
discussed further.   
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DRA opposes full funding for Removal of Previously Abandoned Pipeline, proposing 1 

$250,000, a reduction of $409,000, or nearly two-thirds, while TURN proposes a nearly 70% 2 

reduction of $368,000.  SCG provided detailed information used to develop the TY 2012 forecast 3 

for this activity, including specific line items for locations and lengths of pipelines to be 4 

removed.  DRA acknowledges SCG’s justification for the request as due to an increase in the 5 

number of requests for the removal of pipelines, and noted SCG’s increase in the number of 6 

landowner requests for pipeline removal between 2005 and 2010.  The 2009 cost of only $91,087 7 

was for a limited length of pipeline removal (440 feet), but SCG spent $493,000 in 2010 to 8 

remove 6,000 feet of pipe, so DRA’s proposal would find only about half the 2010 actual cost.  9 

SCG generally opposes the use of actual 2010 cost data, but if the Commission nevertheless uses 10 

2010 cost data in this proceeding, it should recognize here that 2010 cost data supports SCG’s 11 

TY 2012 forecast as it shows that these costs are increasing annually. 12 

DRA accepted SCG’s forecast for electric pole inspection, but TURN proposes zero 13 

funding, stating that the cost of $17,000 is “trivial” and should be subsumed in the base forecast.  14 

While some incremental costs are larger than others, TURN does not deny that this is a new 15 

activity not included in the 2009 BY or even TURN’s six-year (2005-10) average.  SCG Gas 16 

Transmission operates many electric lines and these costs result from the Commission’s issuance 17 

of D.09-08-029 on August 20, 2009, which made SCG’s own electric lines and poles subject to 18 

G.O. 95.  Since this decision was issued in late August, 2009, SCG has been ramping up its 19 

G.O. 95 compliance activities.  The additional electric pole inspections required by G.O. 95 20 

began in late 2010 and therefore these costs are not reflected in historical data. 21 

8.2.1.2  Gas Compression – This area includes:  CARB AB 32 Compliance ($229,000); 22 

RICE/NESHAPS Mojave Desert Air Quality Management District (MDAQMD) Rule 1160 23 

($114,000); CARB AB 10X Fee ($179,000); Odorant Policy Change ($400,000); and the base 24 

forecast of Gas Compression O&M (2009 BY) of $7,176,600 for a total of $8,099,000, an 25 

increase of $806,000 over the BY.351/   26 

DRA proposes zero funding for the CARB AB 32 compliance activities, claiming that 27 

implementation of AB 32 has been delayed and SCG is not part of the first wave of entities 28 

required to comply when the proposed regulation takes effect.  With regard to the status and 29 

                                                 
351/ No party opposed full funding for the base forecast or the Odorant Policy Change so they will not be discussed 
further. 
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timing of AB 32 as it applies to SCG, Ms. Haines provided additional background, clarification 1 

of compliance standards, and requirements SCG must meet to comply with AB 32.352/ 2 

DRA proposes zero funding for compliance with National Emissions Standards for 3 

Hazardous Air Pollution for Reciprocating Internal Combustion Engines (RICE/NESHAPS) and 4 

MDAQMD Rule 1160, stating that the regulations will not affect compliance costs during the 5 

GRC period.  Ms. Haines’ testimony describes how these costs will in fact occur during the GRC 6 

period.353/ 7 

DRA proposes $117,000 for CARB AB 10X annual fee assessments, a reduction of 8 

$62,000.  These fee assessments are based on recorded nonattainment pollutants or their 9 

precursors of volatile organic compounds (VOCs) occurring at three of SCG’s compressor 10 

stations, and are collected by CARB for the purpose of funding California’s Stationary Source 11 

enforcement program.  DRA’s position is based on the fact that actual fees paid annually for 12 

years 2004 – 2009 have not exceeded $118,051, fee assessments for fiscal year (FY) 08/09 13 

totaled $114,562, the average fee amounts for FY06/07 and FY08/09 was $116,273, and its 14 

proposal is based on the latest fee schedule published by CARB on its website for 15 

FY2008/2009.354/ 16 

Mr. Dagg’s workpapers did not show any fee assessment amounts in the 2009 BY for two 17 

of the three stations due to the stations operating within allowable emission limits in the year for 18 

which the 2009 assessments were calculated.355/  Mr. Dagg’s workpapers showed the annual 19 

additional fee assessments for these two stations in the calculation of the TY 2012 forecast 20 

because one of the stations would be assessed starting in 2010 and the other starting in 2011.  21 

SCG included copies of the 2010 and 2011 recorded fee assessments (Exh. 92, Attachment A) 22 

for all three of the stations that are now subject to the fee assessment which shows that the 2010 23 

invoiced total for two of the three stations was $144,260 and the 2011 invoiced total for all three 24 

stations was $222,238 which was well in excess of the TY 2012 forecast of $179,000.  SCG 25 

generally opposes the use of 2010 and 2011 cost data, but if the Commission uses such data in 26 

this proceeding it should recognize that the actual 2010 and 2011 fee assessments support SCG’s 27 

TY 2012 forecast as reasonable. 28 
                                                 
352/  See, SCG/Haines, Exh. 330 at 8, discussing applicability of AB 32 to Transmission and Storage.   
353/  SCG/Haines, Exh. 330 at 16-20.   
354/ DRA did not acknowledge that a portion of the annual fee assessments equaling 2.5% of the CARB assessed fee 
imposed by the MDAQMD as authorized by CARB is a supplemental assessment fee.   
355/ SCG/Dagg, Exh. 91 at 56-63.   
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8.2.1.3  Technical Services – This area includes Right-of-Way (ROW) Management 1 

($1,185,000); Additional Support Staff ($205,000); and the base forecast (2009 BY) of 2 

$989,000, for a total of $2,379,000, a $705,000 increase over the BY.356/ 3 

DRA proposes $185,000 for ROW Management, a reduction of $500,000, using the 2009 4 

TY.  While DRA states that costs have recently been declining in this area, 2010 actual costs 5 

were $879,111, almost $200,000 higher than 2009.  Moreover, Mr. Dagg’s workpapers provided 6 

a list of already identified ROW maintenance work activities awaiting scheduling which total in 7 

excess of $4,000,000 (in 2009 $).  The lower forecast amount for TY 2012 is because 100% of 8 

this work cannot be completed within any single year and therefore is prorated over a period of 9 

years.  In addition, SCG provided a detailed overview of the various legislative/regulatory 10 

influences on expenses within this work activity in response to data request TURN-SCG-003 11 

(Exh. 92, Attachment B), in which the following topics and their influence on work performance 12 

and costing were covered:  Bureau of Land Management and California Dept of Fish and Game - 13 

Desert Region Habitat Compensations; California Department of Fish and Game – Santa Barbara 14 

County, Mitigation for Impacts to Riparian Vegetation; and U.S. Fish and Wildlife Service and 15 

State of California Wildlife requirements for increased biological monitoring.  In addition, Ms. 16 

Haines provided rebuttal testimony (Exh. 330 at 13) showing additional quantitative background 17 

and clarification of the standards and requirements SCG reasonably expects regarding land 18 

management/right-of-way maintenance activities.   19 

8.3 SDG&E Issues 20 
8.3.1 SDG&E NSS O&M 21 

8.3.1.1  Pipeline O&M – This area includes:  DOT Safety Fee Assessments ($83,000); 22 

and the base forecast using the 2009 BY ($886,000) for a total of $969,000.  No party opposed 23 

these forecasts. 24 

8.3.1.2  Gas Compression – This area includes:  CARB AB 32 Compliance ($57,000); 25 

RICE/NESHAPS Compliance ($19,000); CARB Rule 317 Non-Attainment Fees ($55,000); and 26 

the base forecast using the 2009 BY ($2,095,000) for a total of $2,226,000. 27 

DRA proposes the five-year (2006-10) average of $2,120,000, a reduction of $106,000.  28 

As discussed in Section 3.5, the Commission should not use actual 2010 cost data absent 29 

opportunity for a thorough analysis of all related operating conditions.  Moreover, DRA provided 30 
                                                 
356/ No party opposes full funding for Additional Support Staff or the base forecast so they will not be discussed 
further.   
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no discussion or analysis of the three categories of incremental environmental compliance costs 1 

noted above.  Using the 2006-10 average does not capture these costs. 2 

For CARB AB 32 compliance costs, and RICE/NESHAPS compliance costs, see Mr. 3 

Dagg’s direct testimony and workpapers357/ for a full discussion of these new requirements and 4 

also the discussion above for SCG in Section 8.2.1.2. 5 

For CARB Rule 317, Non-Attainment Fees, CARB has proposed amendment of its Rule 6 

317 that will result in stricter requirements for air basins located within the South Coast Air 7 

Quality Management District (SCAQMD), resulting in the assessment of annual fees to the 8 

owners of internal combustion engines operating in the SCAQMD.  SDG&E’s Moreno 9 

compressor station is located within the district and will be subject to such fees.  For additional 10 

information, please see Mr. Dagg’s direct testimony and workpapers and Ms. Haines’ rebuttal 11 

testimony.358/ 12 

8.3.1.3  Technical Services – This area includes only the base forecast of $108,000 using 13 

the 2009 BY of $108,000 that was accepted by DRA. 14 

9. Gas Storage and Engineering 15 
9.1 Gas Storage (SCG-Only) 16 
The Gas Storage O&M and capital were presented in the exhibits of Mr. Mansdorfer 17 

(Exhs. 466-70).  Mr. Mansdorfer provided a thorough description of Gas Storage facilities, cost 18 

drivers, and challenges, including increased costs to comply with new environmental 19 

regulations.359/  SCG requests TY 2012 O&M of $28,939,000360/ and capital of $27,660,000, 20 

$31,605,000, and $30,596,000 for 2010, 2011, and 2012, respectively. 21 

DRA proposes reductions of $ 2,112,000 for O&M and $2,809,000, and $1,800,000 for 22 

2011 and 2012 capital, respectively.  DRA’s testimony used an inappropriate forecast method for 23 

base costs and improperly ignored incremental costs for environmental regulations, the need to 24 

replace or overhaul aging facilities, and the applicability of G.O. 95 requirement to SCG’s 25 

electric system that are not reflected in historical spending. 26 

9.1.1 Gas Storage O&M 27 
9.1.1.1  Base Forecast – SCG requests $28,939,000 using the 2009 BY for labor costs and the 28 

five-year (2005-09) average for non-labor costs.  DRA proposes $26,997,000, a reduction of $1,942,000, 29 
                                                 
357/ See, SDG&E/Dagg, Exh. 87 at 9-10; Exh. 88 at 27-29, 32-33.   
358/ See, SDG&E/Dagg, Exh. 87 at 11; Exh. 88 at 32-33; SDG&E/SCG/Haines, Exh. 330 at 21-22.   
359/ See, SCG/Mansdorfer, Exh. 465 at 2-7, for a complete discussion of these subjects.   
360/ There are no “shared services” between SCG and SDG&E for Gas Storage.  
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using the 2009 BY for both labor and non-labor.361/  DRA’s forecast discounts the fact that the labor and 1 
non-labor expenses for Gas Storage have historically trended differently and therefore it is appropriate to 2 
forecast each differently.  The graph below presents the historical labor and non-labor data points.362/ 3 

Underground Storage 2005-2009 Recorded O&M Expenses 4 
(In Thousands of 2009 Dollars) 5 

 6 

Over the last few years labor costs (lower line) have been trending up due to additional 7 

FTE requirements.  Barring incremental upward pressures, the current Gas Storage staffing level 8 

is appropriate for the current, ongoing, routine activities.  As such, the 2009 BY is the 9 

appropriate level for base labor costs.  In addressing labor costs, DRA takes conflicting stances.  10 

In one instance it states:  “DRA also disagrees with SCG’s choice of the 2009 recorded labor 11 

cost because it represents the highest labor expenses during the period from 2005-2009.”363  12 

Two paragraphs later, DRA agrees with using the 2009 BY:  “DRA recommends basing the 2012 13 

Test Year on the 2009 recorded labor and non-labor expenses.” 364 14 

Regarding non-labor costs, the graph above shows that these costs do fluctuate.  This 15 

variability is largely due to these costs being highly dependent on gas throughput within the 16 

storage fields which in turn depends on local, regional, and national weather and gas markets.  17 

Since these factors routinely fluctuate, the most appropriate forecasting method is averaging out 18 

the highs and lows of the historical data.  DRA’s proposal to use the 2009 BY, by contrast, is a 19 

snapshot-in-time for costs that are proven to fluctuate yearly. 20 

                                                 
361/ DRA’s testimony (Exh. 533) used the 2009 BY labor and non-labor from Mr. Mansdorfer’s original testimony 
and workpapers of $26,595,000 rather than the revised figure of $26,997,000 as Mr. Mansdorfer noted in his rebuttal 
testimony (Exh. 470) at 4.   
362/ SCG/Mansdorfer, Exh. 490 at 5.   
363 DRA/Phan, Exh. 533 at 104.   
364 Id. at 105.   
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9.1.1.2  Greenhouse Gas (GHG) Regulations - The requirements of the new GHG 1 

regulations will require changes to existing practices for fugitive leak detection, monitoring, and 2 

repairing, as well as additional reporting and record-keeping requirements.  These new 3 

regulations will generate additional work scheduling and tracking requirements, along with an 4 

increased volume of data to be collected, analyzed, reported, and stored.  To manage this 5 

increased workload, SCG proposes adding four FTEs at a total cost of $304,000.  DRA accepts 6 

two of the four FTEs for a total of $152,000 based on the status and timing of new environmental 7 

regulations.  As Ms. Haines explained, these regulations will in fact affect Gas Storage costs.365/ 8 

9.1.1.3  SCAQMD Rule 317: Clean-Air Act Non-Attainment Fees - SCG requests 9 

$754,000 for the incremental costs of meeting the requirements of SCAQMD Rule 317.  DRA 10 

did not challenge SCG’s fee calculations, but disputes the ongoing applicability of this Rule to 11 

SCG.  In her rebuttal testimony,366 Ms. Haines discusses the details and intricacies of this Rule to 12 

the conclusion that SCG is still subject to these fees. 13 

9.1.1.4  CPUC General Order (G.O.) 95: Overhead Electrical Lines367/ - SCG 14 

requests $245,000 in incremental costs for G.O. 95 compliance activities.  SCG owns over 500 15 

electric poles and associated wire and transformers that are used for its own Gas Storage 16 

operation.  By the issuance of D.09-08-029 on August 20, 2009, these SCG systems are now 17 

required to be constructed and maintained in compliance with G.O. 95. 18 

DRA opposes any funding for the G.O. 95 request even though prior to August 20, 2009, 19 

the requirements of G.O. 95 did not apply to SCG.  DRA first points out an inconsistency in 20 

SCG’s data where a workpaper suggested that the 2009 actual cost was $200,000, but a 21 

subsequent data response stated it was $325,000.  The original workpaper was based on an 22 

incomplete set of invoices for the Compliance Inspection activity, but the data response reflected 23 

all actual costs.  While SCG should have corrected this in its revised workpapers, the fact 24 

remains that SCG spent $325,000 in 2009 and the data oversight is no basis for a complete 25 

disallowance of these costs.  Additionally, due to anticipated efficiencies, the TY 2012 forecast 26 

for Compliance Inspection is only $100,000.   27 

As with Gas Transmission, DRA opposes here the request for $50,000 for Engineering 28 

Support for G.O. 95 activities, stating that there were no historical costs for this activity in either 29 

                                                 
365/ See, SCG/Haines, Exh. 330 at 6-22.   
366 SCG/Haines, Exh. 330 at 21-22.   
367/ SCG/Mansdorfer, Exh. 470 at 8-12.   
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the workpapers or data responses.  Since SCG was not affected by this requirement until the 1 

issuance of D.09-08-029 on August 20, 2009, there was no reason for SCG to perform this 2 

specific activity in the past.  Because SCG does have an electrical system that it must operate and 3 

maintain, it was able to estimate incremental costs from prior similar engineering work, and 4 

apply those estimates to incremental G.O. 95 work elements.  The new G.O. 95 requirements 5 

include, but are not limited to:  pole wind loading calculations, conductor sizing, conductor sag 6 

and tension calculations, long span vibration analysis, voltage drop calculations, power factor 7 

evaluation, protective device coordination studies, design and drafting services, and switching 8 

procedures for taking parts of the system out of service for maintenance.  Engineering Support 9 

consists primarily of labor, calculated using man-hours required for the engineering studies or 10 

tasks to be performed.  Engineering studies before G.O. 95 applied to SCG were studies and 11 

projects conducted both in-house and by contract engineers on prior projects.  Some of these 12 

studies included similar enough tasks to allow for their applicability in forecasting the cost to 13 

meet G.O. 95 requirements.  SCG does not have licensed electrical engineers on staff 14 

experienced in overhead electrical design and construction, and therefore this new work must be 15 

performed by licensed contract engineers.  Contract engineering support for G.O. 95 compliance 16 

was not initiated until 2010.  Based on the effort involved in past work of a similar nature, and 17 

estimating the type and amount of new G.O. 95 activities in the future, the following estimates 18 

were made:  in 2010, 1000 man-hours at an average cost of $100/hr ($100,000 total); in 2011, 19 

500 man-hours at an average cost of $100/hr ($50,000 total); and in 2012, 500 man-hours at an 20 

average cost of $100/hr ($50,000 total).  DRA does not challenge the estimated number of hours, 21 

the cost per hour to perform this work, or whether this work is necessary. 22 

DRA also opposes SCG’s request of $75,000 for G.O. 95 costs by disputing the number 23 

of “Red Flag” events that cause SCG to incur additional costs.  When the conditions dictate, 24 

SCG must be prepared to shut down its electrical system to prevent accidental fire ignition and to 25 

re-energize its electrical system to resume storage operations as soon as the Red Flag event is 26 

complete.  The estimate of five Red Flag events per year is based on data provided by Los 27 

Angeles County Fire Department which states that, from its experience, the maximum number of 28 

Red Flag days in any given year is 12.368  Using this information and with the assumption that 29 

each Red Flag event would last for two days, a maximum of six Red Flag events per year would 30 

                                                 
368 SCG/Mansdorfer, Exh. 470 at 11, citing:  http://lafd.org/redflag/ 



165 
#265001 
   

be reasonable to forecast, but SCG conservatively forecasted only five events per year for this 1 

activity.  While DRA notes that there were only four events in 2009 and none in 2010, this is no 2 

indicator of future weather conditions and is certainly no reason to disallow these costs entirely. 3 

DRA did not discuss two additional items associated with G.O. 95:  1) Additional 4 

vegetation management at the Aliso Canyon Storage field, and 2) Wood pole inspections.  5 

G.O. 95’s requirements include keeping wider clearance areas beneath and around the overhead 6 

electrical systems.  At Aliso Canyon, this will require additional vegetation management, or 7 

brush clearing, from under and around these facilities.  Bids of $15,000 have been received for 8 

this activity.  Additionally, G.O. 95 requires a prescribed testing regimen for wooden poles used 9 

in overhead electrical systems.  Based on these requirements, SCG is estimating the need to 10 

inspect 100 poles per year at a cost of $50 per pole for a total annual cost of $5,000. 11 

9.1.1.4  Santa Barbara Air Pollution Control District (SBAPCD) Rule 333369/ - SCG 12 

requests $100,000 for the incremental costs of meeting the requirements of SBAPCD Rule 333.  13 

DRA did not challenge the method by which the additional costs were calculated, but disputes 14 

whether the new revision of this rule requires the additional activities forecasted by SCG.  Ms. 15 

Haines explained the impact of this Rule on SCG’s ongoing O&M activities.370  The change to 16 

Rule 333 is of concern to Gas Storage because the monitoring activity is more complicated than 17 

a cursory reading of the rule implies due to the addition of Title V permit constraints and the age 18 

of the affected compressor units.  Title V Compliance Assurance Monitoring (CAM) requires 19 

SCG to assure that the engine’s air fuel ratio controller is within 5% of its set point and within a 20 

range determined from historical operations.  Quarterly testing, and monthly testing where an 21 

exceedance has already occurred, may include extensive tuning activities to optimize 22 

performance of the engine, catalyst, and air fuel ratio controller to assure operations stay within 23 

the prescribed range.  Portable analyzers can be damaged when left sampling for long periods of 24 

time, and therefore the Rule 333 testing and related tuning activities are best supported by SCG’s 25 

mobile emission laboratory, which uses traditional emission testing analyzers that can be used 26 

for extended test durations.  This adds to the cost and complexity of the periodic testing.  SCG’s 27 

plan for addressing this issue is a more frequent replacement of the required non-selective 28 

catalytic reduction (NSCR) equipment for each engine.  Experience has shown that newer 29 

                                                 
369/ SCG/Mansdorfer, Exh. 470 at 12-14.   
370 SCG/Haines, Exh. 330 at 23.   
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catalysts work better over a wider range of normal engine operating variation.  This will simplify 1 

the tuning process, and will also minimize the probability of exceedance and avoid the costly and 2 

time-consuming processes of retesting and engine re-qualification. 3 

9.1.1.5  SCG Requests Not Addressed By DRA371/ - DRA apparently overlooked 4 

several O&M items that were neither included in DRA’s RO model nor discussed in testimony. 5 

Operation Support for New Playa del Rey (PDR) Dehydration Plant - Additional operational 6 

support personnel are required at SCG’s PDR storage facility at a cost of $80,000.  A new 7 

dehydration plant has been built and is now progressing through start-up processes to ensure that 8 

liquids entrained in the gas that is being withdrawn from the field are removed prior to flowing 9 

back into SCG’s piping system.  This is a substantial addition to the facility that has been under 10 

construction for several years.  Its components and operation are quite complex, requiring 11 

specially trained personnel for its operation. 12 

Storage Operations Staff - Storage Operations has aging data management applications.  13 

Recent upgrades to some of these applications have been made to meet updated management 14 

requirements and take advantage of newer enterprise-wide systems.  To support these new 15 

applications, an additional project manager ($95,000) is required to coordinate the ongoing 16 

Storage Operations activities with the integration of the newly developed enterprise-wide data 17 

management systems.  The OpEx 20/20 applications to be reviewed include GIS, Work 18 

Management, Forecast and Scheduling, and Supervisor Enablement.  This person will evaluate 19 

the new applications to determine how Storage Operations can most effectively leverage new 20 

technology and procedures.  Additionally, this person will evaluate current organizational 21 

practices and procedures to determine if modifications are necessary to more-readily integrate 22 

the new business solutions opportunities and create greater efficiency gains.   23 

Increased Vegetation Management – Goleta - Santa Barbara County, California Coastal 24 

Commission, California Department of Fish and Game, and other agency permits are now being 25 

required for routine vegetation management activities at the La Goleta Storage facility that were 26 

previously deemed exempt.  These activities now require environmental review, permitting, and 27 

onsite biological/environmental monitoring prior to, during, and after performing the work.  In 28 

addition, special work practices are required to ensure protection of the environment.  Based on 29 

                                                 
371/ SCG/Mansdorfer, Exh. 470 at 14-15.   
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historical costs and the incremental activities the new requirements will affect, the Commission 1 

should approve the incremental cost of $50,000 for these new activities.   2 

9.1.2 Gas Storage Capital 3 
SCG requests $27,660,000, $31,605,000, and $30,596,000 for 2010, 2011, and 2012, 4 

respectively.  DRA accepted SCG’s 2010 forecast, but proposed reductions of $5.465 million for 5 

2011 and $4.456 million for 2012.372/ 6 

9.1.3.1  Compressor Stations (BCs 401, 411, 421, 431)373/ - These BCs are for capital 7 

maintenance, replacements, overhauls, and upgrades at the various storage field compressor 8 

stations to ensure safety, maintain or improve reliability, and meet the required capacities of the 9 

main compressor units.  The forecasts for 2011 and 2012 used the five-year average (2005-09) to 10 

which was added $1,438,000 in each year for two turbine-driven compressor (TDC) overhauls 11 

that are incremental because such overhauls are infrequent, are very costly, and did not occur 12 

during the five years used for averaging.  The Aliso Canyon TDC project is due to a delay in the 13 

issuance of the Aliso Canyon Turbine Replacement Amended Certificate of Public Convenience 14 

& Necessity (CPCN), as compared to the previously anticipated issuance date.  This delay 15 

necessitates additional capital to keep the TDCs in service until ultimate replacement. 16 

DRA proposes zero funding because “the historical expenditures for each of the years 17 

used in calculating the annual average have already captured any addition of new projects and 18 

subtraction of expired projects.”374/  It would appear that the size and infrequency of TDC 19 

overhauls is misunderstood by DRA.  These overhauls are incremental because such overhauls 20 

are infrequent and none took place during the five recorded years used for averaging.  Simply 21 

because a necessary capital expenditure does not take place in any given period does not make it 22 

any less necessary.  If the overhauls were to be disallowed, it could have a serious effect on 23 

SCG’s ability to meet customer demand in a reliable manner. 24 

9.1.3.2  Pipelines (BCs 403, 413, 423, 433) - These BCs include costs for gas pipelines 25 

used to convey gas from transmission or field lines to storage wells for injection, and from 26 

storage withdrawal wells to the transmission or distribution system.  For 2011 and 2012, SCG 27 

used the five-year average (2005-09) to which was added $1,218,000 in each year to replace a 28 

badly eroded pipe span at Aliso Canyon. 29 

                                                 
372/ DRA accepted full funding for wells and purification so these BCs will not be discussed further.   
373/ SCG/Mansdorfer, Exh. 470 at 16-17.   
374/ DRA/Lee, Exh. 535 at 13.   



168 
#265001 
   

DRA proposes zero funding, again claiming that these costs are captured in the five-year 1 

average.  The span support replacement is truly incremental in both its nature and its scope.  No 2 

such span replacements of any kind were performed during the recorded years 2005-09.  The 3 

span support at Aliso Canyon had been steadily eroded by heavy rains and an active landslide 4 

during the recorded years.375/  Five-year average funding in this BC would not even come close to 5 

funding the span replacement.  That the SCG forecasts for 2011 and 2012 are conservative (even 6 

while including the span replacement as an incremental cost) is evidenced by the fact that the 7 

2009 BY recorded amount was $4,303,000, which exceeds each of the 2011 and 2012 base 8 

forecasts by nearly $1,200,000.  In addition, the 2010 forecast exceeds the 2011 and 2012 9 

forecasts by nearly the same amount and, additionally, the 2010 recorded amount exceeded the 10 

forecast by approximately $700,000.376  SCG notes that DRA has no quarrel with adopting 11 

SCG’s forecast for 2010 which is lower that the recorded cost by $700,000 as noted above. 12 

9.1.3.3  Auxiliary Equipment (BCs 409, 419, 429, 439) - These BCs include work on 13 

various types of field equipment not captured in other BCs such as instrumentation, 14 

measurement, controls, electrical, drainage, infrastructure, transportation, safety, and 15 

communications systems.  The forecasts for 2011 and 2012 used the five-year average (2005-09) 16 

to which was added the cost to comply with new G.O. 95 requirements including extensive 17 

modification to the power supply grid in the storage fields for fire prevention purposes.  The 18 

incremental amounts are $1,800,000 for each year.  Also added incrementally to the 2011 19 

forecast is $1,009,000 for the Aliso Canyon plant power system upgrades.  Both of these projects 20 

are necessary, very costly, and nothing like them is represented in the five years used for 21 

averaging. 22 

DRA proposes zero funding, again asserting that these costs are captured in the five-year 23 

average.  DRA ignores, however, that G.O. 95 was not in effect during the five-year period used 24 

for averaging, and no power system upgrade took place in the storage system during that time.  25 

Extensive detail on the Aliso Canyon Electrical System Upgrade was provided in Mr. 26 

Mansdorfer’s testimony and workpapers.377/  G.O. 95 now makes private utility electrical 27 

distribution systems subject to the same standards as those placed on electric public utilities 28 
                                                 
375/ SCG/Mansdorfer, Exh. 468 at 12.   
376 SCG generally objects to the use of 2010 actual cost data for GRC forecasting but, if the Commission 
nevertheless decides to use such data, it should be aware of cases where actual 2010 costs exceeded the 2010 
forecast.   
377/ SCG/Mansdorfer, Exh. 466 at 25; Exh. 468 at 16-17.   
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regulated by the Commission starting in August 2009.  The electric system upgrades mandated 1 

by G.O. 95 were therefore certainly not a part of operations conducted during 2005-09.  This 2 

Commission-mandated project is therefore an appropriate increment to the five-year average. 3 

Regarding the Aliso Canyon Plant Power System Upgrades, this project incrementally 4 

adds to the five-year average $1,009,000 in 2011 only and provides for replacement of three 5 

Motor Control Centers (MCCs) that are decades old as explained in Mr. Mansdorfer’s testimony 6 

and workpapers.378/  Smaller power system upgrade projects took place in the storage fields 7 

during this time, but not one that included replacement of three MCCs.  As such, this project is 8 

incremental because of its unique size and scope.  Further evidence that SCG’s forecasts for 9 

2011 and 2012 are appropriate is that 2010 recorded costs in this BC were $8,103,000, which 10 

was $2,200,000 higher than the 2010 forecasted amount of $5,923,000.  Again, DRA has no 11 

quarrel with accepting SCG’s forecast for 2010 which is $2.2 million lower that the recorded 12 

cost. 13 

9.2 Gas Engineering 14 
The SDG&E and SCG Gas Engineering O&M and capital forecasts were presented in the 15 

exhibits of Mr. Stanford (Exhs. 51 to 58).  They provide a detailed and thorough examination of 16 

the Gas Engineering area, including operations, facilities, the major cost drivers, and the many 17 

challenges facing Gas Engineering, including:  the Transmission Integrity Management Program 18 

(TIMP) to assess, reassess, and maintain transmission pipeline integrity; the Distribution 19 

Integrity Management Program (DIMP) to continuously improve distribution pipeline integrity; 20 

and new environmental mandates in areas like GHG emissions and new air emissions 21 

requirements.379/  The Gas Engineering area in this GRC includes the O&M and capital spending 22 

for the SDG&E/SCG Gas Engineering function, capital spending for SDG&E/SCG Gas 23 

Transmission Operations,380/ and the capital and O&M costs for DIMP.  In total, SCG requests 24 

$78.399 million of O&M for TY 2012 NSS, $16.053 million (booked expense) for USS, and 25 

capital of $94,790,000, $114,333,000, and $158,306,000, for 2010, 2011, and 2012, respectively.  26 

SDG&E requests TY 2012 NSS O&M of $11.869 million, USS O&M of $1.881 million (booked 27 

expense), and capital of $10,216,000, $12,281,000, and $12,406,000 for 2010, 2011, and 2012, 28 

respectively. 29 

                                                 
378/ SCG/Mansdorfer, Exh. 466 at 25; Exh. 468 at 18. 
379/ See, SCG/Stanford, Exh. 55 at 4-9, for a complete description of the challenges facing Gas Engineering. 
380/ Mr. Dagg sponsored the O&M forecast for SDG&E and SCG Gas Transmission (Exhs. 87-93). 
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For SCG, DRA proposed reductions of $49,530,000 to NSS O&M and $42,782,000 to 1 

capital.381/  For SDG&E, DRA proposed reductions of $7,787,000 for NSS O&M and $1,336,000 2 

for capital.382/  DRA’s proposals:  misunderstood SDG&E/SCG operations, processes, or request 3 

altogether; were incomplete in their analysis; or used inappropriate forecast methods.  DRA did 4 

not recognize the upward cost pressures facing SDG&E/SCG Gas Engineering that are 5 

incremental to historical spending, including critical areas like TIMP and DIMP. 6 

9.2.1 Common Issues 7 
There were no issues sufficiently common to discuss here.   8 

9.2.2 SCG Issues 9 

9.2.2.1  SCG Non-Shared Services O&M 10 

9.2.2.1.1  General Engineering - Under the broad category of General Engineering, 11 

many engineering activities are performed for safe and reliable operations.383/  Gas Engineering is 12 

a mature organization with a well-defined set of roles and responsibilities and its routine work 13 

primarily supporting Gas Transmission, Gas Storage, and Gas Distribution is relatively stable 14 

with natural variations from year to year.  SCG therefore used the five-year (2005-09) average of 15 

$10,417,000.  Added to this base are incremental costs for:  Asset Data Management 16 

($700,000);384/ Engineering Analysis Center (EAC)($180,000); Planning and Analysis 17 

($9,500,000), and Sustainable SoCal ($606,000) for a total General Engineering O&M forecast 18 

of $21,383,000. 19 

DRA used the 2009 BY for its base forecast of $10,189,000, a $228,000 reduction, 20 

stating that costs have been slightly decreasing from 2006-09, but ignores that the 2009 BY is 21 

less than 1% different than the 2005 value absent from DRA’s analysis.  DRA chose the lowest 22 

value from the 2005-09 dataset (2009), while including 2005 would contradict DRA’s assertion 23 

that costs were trending down.  DRA used 2010 actual costs in many cases, but not here as it 24 

would have supported SCG’s forecast.  It is therefore apparent that DRA improperly chose the 25 

base forecast method designed to produce the lowest level of funding. 26 

Regarding the EAC, SCG requests $180,000 primarily to support the impacts of 27 

increased environmental regulations (Mojave Desert Air Quality Management District 28 

                                                 
381/ DRA did not oppose SCG’s USS forecast.   
382/ DRA did not oppose SDG&E’s USS forecast.   
383/ See, SCG/Stanford, Exh. 55, at 13–25 for a discussion of General Gas Engineering.   
384/ DRA accepts full funding for Asset Data Management, so it will not be discussed further in this brief.   
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(MDAQMD) Rule 1160 and AB 32) causing various monitoring, sampling, analyzing, reporting, 1 

and recordkeeping requirements.  DRA proposes zero funding, claiming that the revisions to 2 

these rules will be effective after 2012.385  DRA does not dispute the cost to comply with these 3 

rules, only their status and timing.  SCG’s Environmental witness, Ms. Haines, Exh. 330, 4 

explains the timing and status of Rule 1160 and AB 32 supporting SCG’s cost forecast.386/ 5 

Regarding Planning and Analysis, SCG requests $9.5 million to comply with two parts of 6 

AB 32:  $4.5 million for the AB 32 Administrative Fees to fund California’s AB 32 7 

implementation; and $5.0 million for the emissions credit/offset Cap and Trade program.  DRA 8 

proposes zero funding, claiming that the rules are not yet final and will not apply to SCG until 9 

the next GRC cycle.  DRA again does not dispute the cost to comply with the new rules, but only 10 

their timing and Ms. Haines’ testimony showed that the timing of these regulations will in fact 11 

require the forecasted funding.  Indeed, SCG was invoiced and has remitted payments for the AB 12 

32 Administrative Fee of over $5.8 million for 2010 and has received the 2011 invoice of over 13 

$5.6 million, thus proving that the $4.5 million forecast was too low. 14 

With regard to Sustainable SoCal, SCG requests $606,000 for the O&M to operate and 15 

maintain four biogas conditioning systems to help reduce the amount of GHGs emitted to the 16 

atmosphere by capturing raw biogas and upgrading it to pipeline quality biomethane.  DRA did 17 

not challenge the cost amount,387 but only the policy of this program addressed by Ms. Wright.388 18 

9.2.2.1.2  Transmission Pipeline Integrity (TIMP)389 - SCG requests $24,760,000 for 19 

its TIMP.  This is a zero-based forecast, developed from a finite set of projects and support 20 

activities to complete remaining federally mandated transmission pipeline baseline assessments 21 

and also perform mandated re-assessments.390 22 

DRA proposes a drastic reduction of $13.7 million based on a misunderstanding of the 23 

data provided by SCG.  If DRA’s request is adopted, SCG would fall well short of the resources 24 

needed to complete the baseline assessments and reassessments required by federal law.  DRA’s 25 

                                                 
385 DRA/Phan, Exh. 533 at 70.   
386/ See Section 14.2 of this brief.   
387 DRA used the figure of $1.272 million, but this was updated in Mr. Stanford’s revised direct testimony (Exh. 55 
at 25).   
388 See, SCG/Wright, Exh. 417 at 89-93 and Section 10.9 of this brief.   
389 See, SCG/Stanford, Exh. 55 at 5 and 25-31 for a complete discussion of TIMP and Exh. 58 at 13-26 for the 
complete rebuttal to DRA.   
390 See, SCG/Stanford, Exh. 55 at 4-5 and 25-31 for a full discussion of TIMP requirements.   
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apparent belief that SCG has already completed the required baseline assessments391 is mistaken.  1 

SCG will not complete the required baseline assessments until December, 2012, as detailed in its 2 

baseline assessment plan (BAP) which lists all projects remaining to be completed.  Many of the 3 

remaining assessments will be more costly than previously because they are more complex and 4 

the ability to use traditional “smart pigging” technology is limited.  SCG has also started to 5 

reassess pipelines that were baseline assessed early in the TIMP because the baseline assessment 6 

phase must be completed within 10 years, but pipelines must be re-assessed within seven years 7 

of their prior assessment.  Pipelines that were baseline assessed in 2003, 2004, and 2005 require 8 

a re-assessment no later than 2010, 2011, and 2012, respectively. 9 

DRA’s conclusion that SCG has already completed baseline assessments seems to come 10 

from the fact that SCG has assessed both High Consequence Area (HCA) pipe segments as 11 

mandated by TIMP and non-HCA segments not mandated by TIMP.  SCG has inspected more 12 

miles than required because the launch point for the pigging tool is often upstream of the HCA 13 

segment and the receiving point downstream of the HCA segment based on physical pipeline 14 

characteristics and, when possible, launching and receiving the tool within company facilities 15 

and/or away from public roads and intersections.  Once the inspection tool is inside the pipeline, 16 

the incremental cost of running it for additional miles is minimal, achieving the goal of assessing 17 

as many pipeline miles as possible.  SCG has achieved a higher percentage of HCA miles 18 

assessed compared to non-HCA miles than the industry in general. 19 

DRA states that historical costs are the best indicator of what needs to be completed392 20 

but, based on the projects remaining to be completed as shown in the BAP, historical costs are 21 

clearly not the best indicator of how much more work needs to be done and at what cost.  The 22 

BAP is the only gauge of how much of the system has been assessed and what remains to be 23 

done and it shows specific projects that must be completed by December 17, 2012. 24 

9.2.2.1.3  Distribution Pipeline Integrity (DIMP)393/ - SCG requests $31,097,000 for 25 

DIMP.  As mandated by 49 C.F.R. § 192.1005, SCG has implemented its DIMP programs:  26 

Geographic Information System (GIS)($4,285,000); DIMP-Driven Monitoring 27 

(DDM)($574,000); Anodeless (AL) Riser Program ($15,033,000); Vehicular Damage 28 

Associated With Aboveground Facilities (now called “Gas Infrastructure Protection Program” or 29 

                                                 
391 DRA/Phan, Exh. 533 at 77-78.   
392 DRA/Phan, Exh. 533 at 77.   
393/ See, SCG/Stanford, Exh. 55 at 32-48, for a full discussion of all DIMP activities.   
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“GIPP”)($2,252,000); Sewer Lateral Inspection Program (SLIP)($7,503,000); and Damage 1 

Prevention and DIMP Activities ($1,455,000).  DRA’s DIMP proposal was self-contradictory by 2 

proposing significant O&M reductions while accepting the capital forecast for the same DIMP 3 

activity.394/  DRA accepts full O&M funding for GIS and DDM,395/ proposes partial funding for 4 

the AL Riser Program ($515,000), SLIP ($622,000), Damage Prevention and DIMP Activities 5 

($1,155,000), and zero funding for GIPP, for a total of $7,151,000, a $23,949,000 reduction. 6 

9.2.2.1.3.1  AL Riser Program – This program mitigates a known leak threat near 7 

customer homes and businesses.  The funding requested for this seven-year program is for a 8 

proactive investigation and repair/replacement of AL risers incremental to work during routine 9 

visits to the MSA captured in the Gas Distribution spending sponsored by Ms. Orozco-Mejia. 10 

DRA acknowledges the AL riser threat,396/ but opposes full funding based on a perceived 11 

lack of study and the absence of certain historic cost data.  SCG provided DRA, and Mr. 12 

Stanford attached to his rebuttal testimony (Attachment B), a thorough engineering study 13 

providing:  the history of the AL riser threat; a statistical study of the failure rate and a projection 14 

of activity based on that rate; data showing AL riser leaks are 25% of all hazardous leaks and 15 

30% of all system leaks; and a cost/benefit analysis of the incremental AL riser activity vs. 16 

routine repair/replacement showing that, “while there will be an increased cost of the seven years 17 

of the DIMP-driven AL riser program, those costs will be offset by savings in later years and 18 

thus the DIMP-driven AL riser program breaks even in 9.4 years and then reduces costs 19 

thereafter, without even considering the potential avoidance of damage to persons and property 20 

by repairing hazardous leaks earlier than otherwise.”397/  The absence of the unit cost to 21 

repair/replace during routine work until 2009 is not part of the program justification.   22 

DRA supports funding of $515,000 (the 2010 recorded cost), but historical data is not 23 

relevant to future costs since this is an incremental activity (based on units of work) above 24 

historic levels.  DRA notes that 2010 spending was less than forecast, but this is another good 25 

example where using actual 2010 data can be misleading since, in the case of the DIMP AL riser 26 

program, SCG was ramping up the activity in 2010.  The table below shows the significant 27 

                                                 
394/ Compare DRA/Phan, Exh. 533 at 80, Table 44-21A with DRA/Lee, Exh. 535 at 16-17.   
395/ See, SCG/Stanford, Exh. 55, for a discussion of GIS (at 36–39) and DDM (at 41).   
396/ DRA/Phan, Exh. 533 at 83 (“DRA is cognizant of the potential threats that AL risers pose as described by 
SCG.”)   
397/ SCG/Stanford, Exh. 58 at 32.   
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increase in DIMP AL riser activity in 2011 just through September 21, 2011 compared to 1 

2010.398/ 2 

Anodeless Riser Inspection, repair, replacement 3 

  2010 2011 % increase 
# Risers Inspected 5,944 31,574 531% 
# Trenton Coating Applied 5,277 27,445 520% 
# Risers Replacement 
Orders 636 5,990 942% 

 4 
Thus, DRA’s forecast is much too low even based on the most recent historical data. 5 

9.2.2.1.3.2  Gas Infrastructure Protection Program (GIPP) - SCG requests $2,252,000 6 

for this incremental activity to mitigate high-speed vehicular damage to above-ground facilities.  7 

The forecast is zero-based due to the well-defined objectives of the program, because it is 8 

incremental, and because it has a specific start and stop date.  DRA does not deny the safety 9 

benefits from GIPP, but proposes zero funding because SCG’s forecast was based on an early 10 

study and SCG already protects certain facilities as part of its core activity. 11 

Since the initial assessment, SCG undertook a more comprehensive and analytical study 12 

to better develop the project scope, validate earlier concerns, and identify those facilities 13 

potentially at risk from higher-speed vehicular collisions.  While this program was in an initial 14 

stage of development when the GRC application was filed, it is no longer preliminary and fully 15 

supports SCG’s requested funding.  SCG now has a complete foundational study and predictive 16 

model for at-risk facilities based upon eight years of actual Claims Department data, and the 17 

GIPP implementation plan is set forth in Attachment C to Mr. Stanford’s rebuttal testimony.399/  18 

This study more accurately identifies the estimated quantity of at-risk facilities and prioritizes 19 

them.  The original assessment was based on MSAs and other at-risk facilities located within 50 20 

feet of an intersection.  The GIPP study provides a more rigorous and analytical examination 21 

based upon many other risk factors.  The table below summarizes the differences between the 22 

initial assessment and the subsequent detailed GIPP risk analysis study.400/ 23 

                                                 
398/ Id. at 34, Table RKS-5.   
399/ SCG/Stanford, Exh. 58.   
400/ Id. at 37, Table RKS-7.   
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Comparison of Original Assessment and the GIPP study 1 

Component  
Description 

Assessment Study  
(facilities within 50-ft of an 

intersection) 
Detailed Risk Analysis Study (GIPP) 

MSAs requiring 
inspection 145,000 352,000 

High Risk MSAs 10,492 26,500 

Mitigation 
Solution 8,430 EFVs 

6,700 (Relocation of HP FSRs or HP 
EFV) 

19,700 (EFV’s, Relocations, Protective 
Barrier) 

Mitigation cost 
per facility 

$1,000 EFVs: $4,500 (Relocating HP FSRs) 

$1,500 
(Protective Barriers) 

$1,800 (HP EFV on HP FSRs) 
$1,500  

(Relocations, Protective Barriers, EFVs)
 2 
Based on the detailed study, the costs are now forecasted to be $4.7 million per year over 3 

five years, well in excess of the original forecast of $2.25 million per year. 4 

DRA is correct that SCG has been protecting MSAs from vehicle impacts in compliance 5 

with state and federal law.  These standards protect gas facilities from the most common events 6 

and impact forces caused by slow-moving passenger vehicles and light trucks primarily in 7 

alleyways, driveways, and parking lots.  These designs address the more frequent threats, but not 8 

the less frequent ones involving higher vehicle speeds or heavy commercial vehicles covered by 9 

GIPP.  The new Claims-based study showed that facilities within ten feet of vehicles in operation 10 

should also be protected from these threats that account for 94% of incidents.  Thus, the 11 

expanded protection distance increases the number of high-risk facilities requiring mitigation. 12 

9.2.2.1.3.3  Sewer Lateral Inspection Program (SLIP) - SCG requests $7,503,700 to 13 

address where a trenchless pipeline installation accidentally penetrates a sewer lateral, eventually 14 

causing a blockage from root intrusions or other materials in the sewer line.  Plumbers or 15 

property owners may pierce and damage the gas line when trying to clean the blockage, causing 16 

gas to leak into the sewer line or elsewhere, creating significant risk to both persons and 17 

property.  A review of Claims Department data from 2000-2010 revealed 175 claims from 18 

damage to sewer laterals.  While the claims resulted in relatively minor damage with no 19 
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explosions, fires, or injuries, the potential for tragic incidents exists as underscored by such 1 

events in other states.401/ 2 

DRA supports SLIP generally, but proposes only $622,000 based on 2010 recorded costs, 3 

claiming that SCG’s estimate of sewer lateral conflicts was overstated as it was based on 4 

Southwest Gas data.402  This is another good example of why 2010 cost data can be misleading.  5 

SCG undertook a pilot program in 2010 to develop its own data on conflicts and costs using its 6 

own records and by performing thousands of field and video inspections.  Based on data from the 7 

2010 pilot program, SCG now projects over 3,400 conflicts compared to the original estimate of 8 

410.  The five-year program cost is now forecast to be $88.18 million as compared to the original 9 

forecast of $35.93 million;403/ thus, the original forecast is much too low based on actual field 10 

data.  Under DRA’s proposal, it would take nearly 60 years to mitigate this safety threat. 11 

9.2.2.1.3.4  Damage Prevention and DIMP Activities - SCG requests $1,455,000 to 12 

enhance its DIMP-driven Damage Prevention activities.  Six incremental FTEs will be added to 13 

focus exclusively on damage prevention, including third-party damage, that is not now addressed 14 

on a centralized basis.  This will include additional/accelerated leakage survey activities, 15 

enhanced pipe locating equipment, and pipeline marking materials. 16 

DRA is generally supportive of these activities, but proposes that only four FTEs be 17 

authorized, a reduction of $300,000.  In order to reach the goals set forth in this Damage 18 

Prevention enhancement program, SCG determined that the minimum number of FTEs is six 19 

given its large and diverse service territory and therefore the full request should be adopted. 20 

9.2.2.1.4  Public Awareness (PA) - SCG requests $1,159,000 to enhance its federally 21 

mandated PA program, using the 2009 BY ($307,000) plus incremental costs for a planned 22 

schedule of communications and analysis of the effectiveness of these communications. 23 

DRA opposed incremental funding, noting that federal PA rules have not changed 24 

recently and thus claiming that 2009 BY funding should be adequate.  While it is true that the 25 

federal PA regulations have not changed, the Commission should support SCG’s effort to 26 

improve public awareness of pipeline safety issues by targeting safety messages more precisely 27 

and by assessing the effectiveness of communications more frequently than once every four 28 

                                                 
401/ Id. at 40-41.   
402 DRA/Phan, Exh. 533 at 88.   
403/ See, SCG/Stanford, Exh. 58 at 43, for a table (RKS-8) comparing the scope of the original SLIP vs. the revised 
SLIP.   
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years.  For example, SCG will target the agricultural segment, which is currently part of the 1 

“excavator” segment, but it is more appropriate to break it out as a separate audience and create 2 

tailored outreach.  To launch this effort will require $70,000 plus additional follow-up and 3 

measurement specific to this segment.  Another example is to enhance outreach to schools, 4 

which is an important audience requiring its own tailored outreach and analysis of effectiveness.  5 

SCG measures PA effectiveness every four years as prescribed by federal law, but this is a key 6 

opportunity to improve the PA program so SCG intends to measure effectiveness annually, as 7 

recommended by SCG’s Customer Communications department given the “noise” in the media 8 

marketplace.  The area of Public Awareness is a focus by regulators, and SCG seeks additional 9 

funding to make the necessary enhancements to meet the continuous improvement requirement 10 

of the regulations. 11 

9.2.2.2  SCG Shared Services O&M - No party opposed the SCG shared services 12 

forecast of $16,053,000 (booked expense) for Gas Engineering. 13 

9.2.2.3  SCG Capital – This section covers capital spending for Gas Engineering, Gas 14 

Transmission, and the DIMP part of Gas Distribution.  The capital cost drivers are similar as for 15 

O&M:  TIMP, DIMP, and increased environmental regulations.  SCG requests $94,790,000, 16 

$114,333,000, and $158,306,000 for 2010, 2011, and 2012, respectively.  DRA proposes 17 

significant reductions to several critical BCs for 2011 and 2012.404/ 18 

9.2.2.3.1  New Additions (BCs 301, 311, 321, 331) - These BCs are for the design and 19 

installation of transmission pipelines to serve new customer loads and/or move gas to points of 20 

critical need at adequate pressure.  The 2010 forecast of $9,519,000 was zero-based as the sum 21 

of six known projects although the five-year average (2005-09) was $19,292,000 and the 2010 22 

recorded cost was $12,727,000.  DRA accepts the lower 2010 forecast although it uses the 2010 23 

recorded cost in other areas405/ when the recorded cost is lower than forecasted. 24 

The 2011 forecast was also zero-based and conservative, using the sum of three projects 25 

expected for 2011 costing $11,191,000, much lower than the five-year average.  For 2012, SCG 26 

used the five-year average.  DRA proposes zero funding in 2011 and only $5,928,000 in 2012.  27 

DRA’s proposal for 2011 relies on a data response stating that all three of the original 2011 28 

projects were delayed.  DRA concluded that zero funds in 2011 would be needed, but it is 29 

                                                 
404/ DRA accepted SCG’s 2010 capital forecast of $94,790,000.   
405/ See, e.g., Section 9.2.3.6.1 regarding SDG&E New Construction.   
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common for projects to be delayed and others to arise as project lists and priorities are reviewed 1 

and adjusted monthly.  Projects now expected in 2011 are:  Mandalay Peaker Plant, Pt. Loma 2 

Waste Water Plant, Anaheim Peaker Plant, and North/South System Interconnect.  Projects 3 

expected for 2012 are:  City of Palmdale UEG, Mandalay Peaker Plant, North/South System 4 

Interconnect, Apex Pio Pico Peaker Plant, Quail Brush Peaker Plant, and CPV Sentinel – North 5 

Palm Springs.  During 2005-09, SCG’s annual spending varied from a maximum of $31,682,000 6 

in 2005 to a minimum of $5,565,000 in 2006, while 2009 BY spending was $25,768,000.  SCG’s 7 

forecasts for 2011 and 2012 are therefore eminently reasonable but DRA’s are not. 8 

9.2.2.3.2  Replacement and Pipeline Integrity (BCs 302, 312, 322, 332) - These BCs 9 

are for replacing transmission pipelines or pipeline sections found to have reached the end of 10 

their effective service lives due to age, condition, or external threat such as landslides and/or 11 

natural disaster, as well as federally-mandated pipeline integrity.  SCG requests $42,766,000, 12 

$35,227,000, and $25,917,000, for 2010, 2011, and 2012, respectively. 13 

DRA proposes reductions of only $1,480,000 (4.39%) in 2011 and $370,000 (1.45%) in 14 

2012 by changing how many pig launcher/receiver assemblies will be temporary vs. permanent, 15 

but SCG’s forecast should be adopted as it is based on site-specific reviews of project conditions 16 

and gas operations requirements dictating which sites use temporary vs. permanent 17 

launchers/receivers.  SCG is well-positioned to make these decisions, but DRA is not. 18 

9.2.2.3.3  Compressor Stations (BCs 305, 315, 325, 335) - These BCs are for installing 19 

and replacing compressor station equipment.  SCG requests $2,303,000, $5,407,000, and 20 

$19,257,000, for 2010, 2011, and 2012, respectively. 21 

DRA proposes $4,460,000 and $9,781,000 for 2011 and 2012, respectively, which are 22 

reductions of $947,000 and $9,476,000, respectively.  DRA’s proposal relates to two new air 23 

emissions rules, federal RICE/NESHAP and MDAQMD Rule 1160.  Regarding RICE/NESHAP, 24 

SCG does not oppose DRA’s reduction from $3,588,000 to $1,707,000 based on SCG’s latest 25 

estimate provided to DRA.  With regard to MDAQMD’s proposed Rule 1160, DRA does not 26 

challenge SCG’s cost to comply but rather the rule’s timeline.  The testimony of Ms. Haines 27 

explains how the timing of the revised rule does not affect the cost forecast.406/ 28 

9.2.2.3.4  Pipeline Land Rights - This area is for the acquisition of land and land rights 29 

necessary to conduct gas transmission activities.  SCG’s forecasts are zero-based as the costs of 30 

                                                 
406/ See, Section 14.2 of this brief.   



179 
#265001 
   

two separate but necessary land purchases:  “buffer lands” at three remote compressor stations of 1 

$6,000,000 over two years; and “mitigation lands” related to compliance with Section 10 of the 2 

Federal Endangered Species Act (ESA) and Section 2081 of the California State Fish and Game 3 

(F&G) Code at an estimated cost of $6,300,000 in 2012.  DRA opposes both purchases. 4 

Regarding “buffer land,” DRA claims that the need to buy this land is speculative, but the 5 

Federal Clean Air Act and AB 2588 indisputably apply to SCG’s North Needles, Newberry 6 

Springs, and Blythe compressor stations.  These purchases would avoid the very real possibility 7 

of otherwise spending much greater sums for EPA-ordered emissions mitigation.  When people 8 

(called “sensitive receptors” in the rules) take residence adjacent to these compressor stations, 9 

the Air Quality Boards can issue mitigation orders that, in a worst case, could require the sites to 10 

be converted to electric compressors.  SCG prudently proposes to spend $6 million now for 11 

adjacent land while prices are low or face the possibility of spending up to $33 million per site 12 

($99 million in total) upon arrival of one or more “sensitive receptors.” 13 

“Mitigation lands” are needed to comply with Section 10 of the ESA and Section 2081 of 14 

the F&G Code.  DRA does not dispute the cost to buy these lands, but whether such mitigation is 15 

needed.  Ms. Haines explained why purchasing these lands is necessary.407/ 16 

9.2.2.3.5  Laboratory Equipment (BC 730) - SCG requests incremental funding of 17 

$670,000 in 2011 for four optical imaging devices and nine high-volume samplers required by 18 

the EPA GHG Mandatory Reporting Rule for Transmission and Storage.  DRA proposes one 19 

optical imaging device and three high-volume samplers, a reduction for 2011 of $480,000.  DRA 20 

states that the final GHG Rule is less stringent on the types and number of sites requiring 21 

monitoring, but the rules still apply to “Custody Transfer Gate Stations” which are Transmission 22 

facilities as explained by Ms. Haines,408/ and therefore these tools should remain in the 2011 23 

forecast. 24 

9.2.2.3.6  Sustainable SoCal Program (BC 0399) - SCG requests $11,272,000 for this 25 

program to promote the market development of pipeline-quality biogas from waste-water 26 

treatment facilities.  DRA proposes zero funding, not challenging the implementation costs 27 

                                                 
407/ SCG/Haines, Exh. 327 at 13-16 and Section 14.2 of this brief.   
408/ Id. at 8-10 and Section 14.2 of this brief.   
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presented by Mr. Stanford, but rather the policy behind this program sponsored by Ms. 1 

Wright.409/ 2 

9.2.3 SDG&E Issues  3 
The Gas Engineering area for SDG&E is similar to that of SCG with similar functions 4 

and challenges.410/  SDG&E requests NSS O&M of $11,869,000, USS O&M of $1,881,000, and 5 

capital of $10,216,000, $12,281,000, and $12,406,000 for 2010, 2011, and 2012, respectively. 6 

9.2.3.1.  SDG&E Non-Shared O&M 7 
9.2.3.1.1  General Gas Engineering – The activities of SDG&E’s Gas Engineering are 8 

generally similar to those of SCG and will not be repeated.  While SCG Gas Engineering 9 

provides support to Gas Storage, the SDG&E Gas Engineering function supports only SDG&E 10 

Gas Distribution and Transmission.  DRA accepts SDG&E’s forecast of $700,000. 11 

9.2.3.1.2  Transmission Pipeline Integrity (TIMP) - SDG&E requests $7,339,000 for 12 

TIMP.  This is a zero-based forecast, developed from a finite set of projects and associated 13 

support activities as detailed in SDG&E’s BAP.  As is the case for SCG, this will provide 14 

SDG&E the necessary funding to complete the remaining federally mandated baseline 15 

assessments by December 17, 2012, as well as all necessary re-assessments. 16 

DRA entirely ignores SDG&E’s proposed TIMP funding analysis, instead using the 2010 17 

recorded cost plus a system growth rate of 0.7% per year,411 for a total of $1,082,000, a reduction 18 

of $6,257,000.  DRA provides no analysis of any of the necessary activities in this critical area of 19 

Transmission pipeline integrity.  SDG&E received no data requests from DRA to understand its 20 

forecast, whereas Mr. Stanford’s direct testimony and workpapers contain over 14 pages 21 

justifying the need for additional TIMP funding.  DRA’s proposal is implausible given the TIMP 22 

scope and requirements that have nothing to do with the system growth rate.  It is evident that 23 

DRA did not understand, nor take the time to try to understand via data requests, the TIMP 24 

program requirements and how the forecasted costs were derived and scheduled.  Mr. Stanford’s 25 

rebuttal testimony detailed why costs for 2011 and 2012 would be greater than historical costs as 26 

the remaining TIMP baseline assessments would be more complex and because of the overlap 27 

between baseline assessments and reassessments.412/ 28 

                                                 
409/ SCG/Wright, Exh. 417 at 89-93 and Section 10.9 of this brief.   
410/ See, SDG&E/Stanford, Exh. 51 at 2-8 for a discussion of SDG&E’s Gas Engineering activities and challenges.   
411 DRA/Ezekwo, Exh. 505 at 4.   
412/ See, SDG&E/Stanford, Exh. 54 at 5-7.   
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9.2.3.3  Distribution Integrity Management Program (DIMP) –SDG&E’s DIMP is 1 

similar to SCG’s as discussed in detail in Mr. Stanford’s direct testimony (Exh. 51 at 32-49).  As 2 

in a number of other areas, DRA proposes DIMP funding be set at the 2010 recorded level plus a 3 

system growth rate of 0.7% having nothing to do with SDG&E’s specific proposed DIMP 4 

activities fully justified in Mr. Stanford’s testimony. 5 

9.2.3.4  Public Awareness (PA) - SDG&E requests $457,000 for incremental funding to 6 

enhance its federally mandated PA program in a manner similar to SCG.  While DRA’s PA 7 

forecast for SCG used the 2009 BY, its proposal for SDG&E used the 2010 recorded cost.  As is 8 

the case for SCG, the Commission should reject the use of historic costs for PA and should 9 

authorize the funds requested by SDG&E to enhance public awareness of pipeline safety. 10 

9.2.3.5  Shared Services O&M - DRA accepts SDG&E’s forecast for Shared Services 11 

(booked expenses) activities of $1,881,000. 12 

9.2.3.6  SDG&E Capital - DRA proposes a substantial reduction in SDG&E’s forecast 13 

for new construction projects, but proposes no other reductions in 2011 and 2012 Transmission 14 

Capital BCs.413/  DRA proposes using actual 2010 costs when they are lower than 2010 15 

forecasted costs and 2010 forecasted costs when they are lower than 2010 actual costs.  SDG&E 16 

generally opposes the use of actual 2010 costs rather than forecasted costs, but DRA’s approach 17 

of selecting the value that is lower is arbitrary and should be rejected. 18 

9.2.3.6.1  New Construction (BC 411) - This BC is for the design and installation of 19 

new transmission pipelines to serve new customer loads and/or to improve the ability to move 20 

gas to points of critical need at adequate pressure.  SDG&E requests $1,267,000 in each of 2010, 21 

2011, and 2012.  All three years are based on the five-year average (2005-2009) for this BC. 22 

DRA mistakenly states that SDG&E’s forecasts for Account 411 are $190,000 each for 23 

2010, 2011, and 2012.414/  DRA used the 2010 recorded cost of $56,000 for each year, a reduction 24 

of $1,211,000 each.  DRA ignores that SDG&E’s recorded costs for New Construction in 2005 25 

were $3,026,000 and SDG&E’s forecasts for 2010, 2011, and 2012 are based on the five-year 26 

average.  While DRA uses the five-year average for forecasting costs for 2011 and 2012 in every 27 

other SDG&E Transmission Capital BC, it only opposes, without explanation, the five-year 28 

                                                 
413/ These other Transmission BCs are discussed in Mr. Stanford’s Exh. 51 at 34-42, and will not be discussed 
further in this brief.   
414/ DRA/Ezekwo, Exh. 504 at 6.  The amounts used by DRA appear to be from the “Net Capital” row on RSK-
CWP-1 (Exh. 52) rather than from the “Total Direct Capital” row.   
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average for New Construction.  In no other SDG&E Transmission Capital BC does DRA use 1 

2010 recorded costs for 2011 and 2012.  DRA’s proposal for New Construction is therefore 2 

inconsistent with its proposals for every other Transmission Capital BC.  This BC is customer-3 

driven and thus varies considerably from year to year, so the five-year average is particularly 4 

appropriate for this BC. 5 

9.2.3.6.2  Compressor Station Addition/Replacement (BCs 415, 425, 435) - These 6 

BCs are for installing and replacing compressor station equipment used in connection with 7 

SDG&E’s transmission system operations.  DRA proposes $3,288,000 for 2010 which it states is 8 

the recorded cost and does not dispute SDG&E’s estimates for 2011 and 2012.  In an e-mail 9 

referenced by DRA, SDG&E showed costs for BCs 415, 425, and 435 of $4,048,000.  DRA 10 

should have added these three amounts for the recorded 2010 costs for this area.  However, since 11 

SDG&E omitted reference to BC 425 in Mr. Stanford’s testimony, SDG&E would accept the 12 

2010 actual costs for BC 415 and 435 of $3,988,000. 13 

9.2.3.6.3  Meter & Regulator Station Additions/Replacements - (BC 418) - This BC is 14 

for installing and rebuilding large MSAs for transmission-served customers including 15 

instrumentation and control systems.  DRA proposes using SDG&E’s 2010 forecast of $60,000 16 

and accepts SDG&E’s forecast for 2011 and 2012.  For BCs 411, 412, 413, 415, and 416, DRA 17 

proposes using the recorded costs which are lower than forecast.  Here, for BC 418, however, 18 

DRA proposes using SDG&E’s forecast cost of $60,000 rather than its recorded cost of 19 

$579,000.  DRA offers no explanation for this inconsistency with previous SDG&E 20 

Transmission Capital BCs and thus it would appear DRA is selectively choosing the lower value 21 

every time.  SDG&E generally objects to the use of actual 2010 data for 2010, but the 22 

Commission certainly must reject DRA’s approach of using the lower of the 2010 forecast or the 23 

2010 actual cost. 24 

9.3 Gas Pipeline Safety:  Balancing Accounts and Expenditure Tracking 25 
9.3.1 TIMP Balancing Account 26 

DRA and TURN/UCAN have proposed a one-way balancing account for SDG&E and 27 

SCG TIMP costs while SB 879 directs the Commission to establish either a one-way or two-way 28 

balancing account for TIMP costs: 29 

In any ratemaking proceeding in which the commission authorizes a gas 30 
corporation to recover expenses for the gas corporation’s transmission pipeline 31 
integrity management program … or related capital expenditures for the 32 
maintenance and repair of transmission pipelines, the commission shall require 33 
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the gas corporation to establish and maintain a balancing account for the recovery 1 
of those expenses.  Any unspent moneys in the balancing account in the form of 2 
an accumulated account balance at the end of each rate case cycle, plus interest, 3 
shall be returned to ratepayers through a true-up filing.  Nothing in this section is 4 
intended to interfere with the commission’s discretion to establish a two-way 5 
balancing account. 6 

Given these facts, Mr. Stanford proposed that TIMP costs be subject to a two-way balancing 7 

account over this rate case cycle for both SDG&E and SCG.  Any under-spending would be 8 

returned to ratepayers, but if SDG&E/SCG find it necessary to incur additional costs for pipeline 9 

safety, it is reasonable to expect recovery in rates.  Under regular balancing account treatment, 10 

the costs are reported in the Annual Regulatory Account Balance Update to the Commission, 11 

during which parties may review the costs.  Mr. Stanford noted that SDG&E/SCG would 12 

consider reasonable procedures to allow parties meaningful review of any costs above authorized 13 

levels.415/  Two-way balancing for TIMP costs will not guarantee rate recovery, but merely 14 

provide the opportunity for recovery if the Commission finds that the costs were prudently 15 

incurred.  Such accounting treatment will also remove any disincentive to such spending.416/  Mr. 16 

Stanford testified that spending on safety programs like TIMP will always be SDG&E/SCG’s 17 

highest priority,417/ but they cannot continually re-prioritize costs from other budgets for pipeline 18 

safety.418/ 19 

Two-way balancing would also recognize the great uncertainty over pipeline safety costs.  20 

The pipeline safety landscape continues to change at a rapid rate at both the state and federal 21 

levels.  Mr. Stanford listed and discussed many legislative and regulatory efforts addressing 22 

pipeline safety that could increase SDG&E/SCG’s costs in this area.419/   23 

9.3.2 TIMP Reporting 24 
SDG&E/SCG oppose TURN/UCAN’s proposal to impose reporting measures on 25 

SDG&E/SCG similar to those adopted in the PG&E Gas Accord.  SDG&E/SCG do not oppose 26 

reporting in general, but such requirements should be meaningful, suited for the purpose 27 

intended, and not duplicative.  As Mr. Stanford noted, SDG&E/SCG will comply with the 28 
                                                 
415/ SDG&E/SCG/Stanford, Tr. Vol. 14 at 1432-33.   
416/ Mr. Stanford noted that the Commission’s Independent Review Panel created to review the San Bruno incident 
found that one-way balancing creates a “perverse incentive” to spend only to authorized levels.  SCG/Stanford, 
Exh. 58 at 23.  
417/ Mr. Stanford noted that SCG would spend in excess of its TIMP budget for 2011 due to problems found on Line 
3000.  SDG&E/SCG/Stanford, Tr. Vol. 14 at 1417.   
418/ SDG&E/SCG/Stanford, Tr. Vol. 14 at 1422.   
419/ SCG/Stanford, Exh. 58 at 23-24.   
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reporting requirements set forth in AB 56, so requiring a separate report based on the Gas 1 

Accord would be duplicative.420/ 2 

9.3.3 DIMP Balancing Account 3 
As with TIMP, TURN/UCAN propose one-way balancing for SDG&E/SCG DIMP costs, 4 

and SDG&E/SCG propose two-way balancing over the GRC cycle.  As discussed above 5 

regarding TIMP, one-way balancing creates incentives that are contrary to a maximum focus on 6 

pipeline safety.  Each DIMP activity will indisputably improve the safety of SDG&E/SCG’s gas 7 

distribution system.  As with TIMP, the Commission should ensure SDG&E/SCG have every 8 

incentive to invest in distribution pipeline safety where it makes sense to do so.  Regulatory 9 

uncertainty over pipeline integrity applies equally to DIMP as it does for TIMP.  For example, 10 

the recent state inquiries into Aldyl-A pipe will likely add safety measures related to the 11 

distribution pipeline system. 12 

9.3.4 DIMP Reporting 13 
SDG&E/SCG oppose TURN/UCAN’s proposal to impose reporting measures similar to 14 

PG&E for the same reasons discussed in Section 9.3.2 regarding TIMP. 15 

10. Customer Service 16 
10.1 Smart Meter Policy, AMO and MDO – SDG&E Issues 17 
SDG&E has justified approval of its reasonable TY 2012 O&M and capital expense 18 

forecasts for the Smart Meter program.421  SDG&E’s estimated total Advanced Metering 19 

Operations (AMO) and Measurement Data Operations (MDO) expenses are required to provide 20 

reliable and safe customer service to approximately 1.4 million electric customers422 and 860,000 21 

gas customers.423  SDG&E witness Paul Pruschki testified regarding the Smart Meter program’s 22 

significant impact on the AMO and MDO organizations.424  TY 2012 is the first full year 23 

recognizing that impact. 24 

                                                 
420/ SDG&E/SCG/Stanford, Tr. Vol. 14 at 1446. 
421 SDG&E/Pruschki, Exhs. 94-96.  Mr. Pruschki’s testimony also explained and provided a business rationale for 
two AMO and MDO capital projects, for which expense cost forecasts are provided in the testimony of witness Alan 
B. Marcher (Exhs. 71-72) and witness Jeffrey C. Nichols (Exhs. 175-177). 
422 SDG&E/Schiermeyer, Exh. 266 at Table KS-1; SDG&E/Pruschki, Exh. 94 at PCP-1. 
423 SDG&E/Pruschki, Exh. 94 at PCP-1. 
424 Id. at PCP-4. Mr. Pruschki also provided a road map showing each GRC witness with testimony impacted by the 
Smart Meter program, listing the particular area that each witness sponsored, as well as relevant TY 2012 capital 
and O&M costs and benefits related to the Smart Meter program.  SDG&E/Pruschki, Exh. 94 at PCP-12-16, 
including Table PCP-4. 
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Only DRA has contested SDG&E’s request, providing speculative and incorrect 1 

assumptions in a weak attempt to contest accurate Smart Meter forecasts.  DRA witness Max 2 

Gomberg’s recommendations425 are unwarranted.426  DRA offered no methodology for proposed 3 

reductions and disallowances and provided no facts or analyses to support their reduction 4 

proposals.  DRA provided only generalized reasons for O&M efficiency gains and overstated 5 

staffing assertions. 6 

SDG&E’s smart meter operational experience and actual data have confirmed SDG&E’s 7 

GRC TY 2012 testimony and forecasts.  The record supports rejecting DRA’s proposals and 8 

approving SDG&E’s O&M and capital costs requests. 9 

 10 

10.1.1 Smart Meter Policy 11 
The Commission ordered implementation of the SDG&E Smart Meter program on April 12 

12, 2007, by approving (in a 5-0 vote) an all-party joint settlement of SDG&E’s Advanced 13 

Metering Infrastructure (AMI) application A.05-03-015.427  The Commission approved 14 

deployment-related O&M and capital costs described in the AMI business case,428 which detailed 15 

annual Smart Meter costs and benefits for the 17-year expected life429 of the system.  The AMI 16 

business case detailed O&M costs and benefits for the post-deployment period, which for 17 

purposes of this GRC began in TY 2012.430 18 

DRA was part of the all-party settlement agreement approved in D.07-04-043.  Yet 19 

DRA’s testimony essentially disputes the need for the same cost levels and resources that were 20 

presented in SDG&E’s AMI business case, agreed to by all of the settling parties (including 21 

DRA), and approved by the Commission.  Mr. Pruschki demonstrated the connection between 22 

the AMI business case and the GRC O&M forecasts in response to an informal DRA data 23 

                                                 
425 DRA/Gomberg, Exh. 506.   
426 This section will not address Section VI of Mr. Gomberg’s testimony, “Cost Recovery for Legacy Electric 
Meters.”  Various aspects of that subject were addressed in the rebuttal testimony of SDG&E witnesses Ed Fong, 
Gary Hayes, and Mike Foster. 
427 D.07-04-043. 
428 An Advanced Metering Infrastructure Balancing Account (“AMIBA”) was established through Advice Letter 
1897-E/1693-G, on May 14, 2007, under the authority of D.07-04-043 and the settlement agreement, to record 
O&M and capital-related deployment costs associated with the electric and gas program accounts.   
429 Application 05-03-015, Exh. Chapter 11, July 14, 2006 Amendment at PP-7:22-24 (included in SDG&E/Pruschki 
Exh. 96 as Attachment A). 
430 SDG&E/Pruschki, Exh. 94 at PCP-1.    
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request prior to DRA’s testimony filing (included as Attachment C to Mr. Pruschki’s rebuttal).431  1 

Despite this showing, Mr. Gomberg’s report on behalf of DRA ignored key facts in responses to 2 

data requests and in Mr. Pruschki’s prepared direct testimony (as well as DRA’s obligations in 3 

the AMI settlement agreement).  Specifically:   4 

• DRA forecasted post-test year productivity gains unsupported by evidence and 5 

proposed a revenue requirement reduction based on that speculative forecast. 6 

• DRA recommended cost reductions that would directly lessen projected smart meter 7 

benefits – contrary to the AMI settlement agreement terms. 8 

• DRA mistakenly presumed that post-deployment costs were related to a delay in 9 

deployment,432 rather than the necessary AMO and MDO costs of operating on an 10 

ongoing basis, which were anticipated and planned for in AMI application A.05-03-11 

015 (and incorporated in the AMI settlement agreement).433 12 

The A.05-03-015 record and supporting testimony provides detailed and explicit forecasts on 13 

operating and maintaining the smart meter system.434  SDG&E has shown that its GRC forecasts 14 

are in line with the AMI business case forecasts.  Mr. Pruschki testified that “SDG&E is not 15 

proposing ‘significant new expenses435’ as alleged by DRA, but rather TY 2012 O&M expenses 16 

that are within 3.4% of the O&M expenses forecasted in 2006 in the AMI business case.”436  In 17 

addition, smart meter benefits were provided to ratepayers by reducing SDG&E’s GRC funding 18 

requests.437  And all of the settling parties – including DRA – supported SDG&E’s AMI 19 

deployment and cost recovery proposal (i.e., including its business case forecasts) as part of the 20 

terms of the settlement: 21 

The Settling Parties believe that the record is sufficient to meet the burden of 22 
proof and to allow the Commission to make a reasoned decision. . . ..[438] In 23 
summary, the Settling Parties agree that SDG&E’s AMI deployment and cost 24 

                                                 
431 Mr. Pruschki also provided comparison Tables PCP-3a, -3b, -3c, and 3d in his rebuttal testimony, showing smart 
meter program projected costs and benefits in both the AMI and GRC proceedings (for both O&M and capital 
expenses).  SDG&E/Pruschki, Exh. 96 at PCP-8, PCP-9. These tables demonstrate a minimal difference in overall 
forecasts for both cases.   
432 DRA/Gomberg, Exh. 506 at 3. 
433 SDG&E/Pruschki, Exh. 96 at PCP-4. 
434 SDG&E/Pruschki, Exh. 96 at PCP-5 – PCP-7.   
435 DRA/Gomberg, Exh. 506 at 3:20. 
436 SDG&E/Pruschki, Exh. 96 at PCP-10; See also id. at PCP-8-11.   
437 Id. at PCP-11 (“Table PCP-3b shows that SDG&E has included in this GRC for the 2012 test year dollar for 
dollar reductions amounting to $17.880 million associated in O&M benefits alone.”). 
438 Settlement Agreement regarding SDG&E's AMI Application, A.05-03-015, Section I., p. 1. 
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recovery proposal as set forth in SDG&E’s Application 05-03-015, including the 1 
supporting testimony,439 is reasonable and should be adopted by the 2 
Commission…[440] 3 

Moreover, the Settling Parties agreed to “perform diligently, and in good faith, all actions 4 

required or implied” in the Settlement Agreement, stating:  “No Settling Party will contest in this 5 

proceeding, or in any other forum, or in any manner before this Commission, the 6 

recommendations contained in this Settlement Agreement.”441 7 

Despite agreeing to these terms, DRA now challenges the smart meter program’s 8 

necessary costs and recommends reductions and disallowances for essential activities – now that 9 

the system is operational and requires costs to run it.  For example, DRA states that “the 10 

proposed staff increases make it seem as if Advanced Metering Infrastructure, particularly Smart 11 

Meters cannot provide benefits without a large number of human handlers to ensure they 12 

function as planned,” 442 while disregarding  the AMI business case testimony where this so-13 

called “large number of human handlers” was accounted for.443  These and other costs were 14 

described as necessary in order to achieve the benefits that DRA also subscribed to in the joint 15 

settlement agreement.444  The smart meter system cannot run by itself.  The costs requested here 16 

have been shown to be necessary to fund AMO and MDO activities in order to achieve the 17 

anticipated benefits of the smart meter program. 18 

10.1.2 Smart Meter Operations and Maintenance 19 
The smart meter system will be fully operational as part of SDG&E’s normal course of 20 

business by TY 2012.445  TY 2012 is the first complete year SDG&E will recognize the 21 

program’s full impact.  AMO and MDO O&M costs will increase due to the additional workload 22 

and staff required to operate and maintain the smart meter system,446 in the following operations: 23 

Smart Meter System Engineering & Operations; 24 

Field investigation/remediation for failed meters; 25 

                                                 
439 SDG&E’s case-in-chief comprises SDG&E’s March 28, 2006 submission as revised and superseded by the July 
14, 2006, and September 7, 2006 updates. 
440 Settlement Agreement regarding SDG&E's AMI Application, A.05-03-015, Section I., p. 2 (emphasis added). 
441 Settlement Agreement regarding SDG&E's AMI Application, A.05-03-015, Section III.A, p. 9 (emphasis added). 
442 DRA/Gomberg, Exh. 506 at 3 (emphasis in original). 
443 SDG&E's AMI Application, A.05-03-015, Exh. Chapter 10, March 28, 2006 Amendment at DW-12:24-26; Exh. 
Chapter 11, July 14, 2006 Amendment at PP-10; and Exh. Chapter 12, July 14, 2006 Amendment at  JLC-4:14-16. 
444 Mr. Pruschki excerpted AMI business case testimony demonstrating examples of such cost descriptions in his 
rebuttal testimony.  SDG&E/Pruschki, Exh. 96 at PCP-6, PCP-7.   
445 SDG&E/Pruschki, Exh. 94, Section II.D. 
446 Id. at PCP-16. 
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Return material authorization process; 1 

Increased quality assurance activities; 2 

Meter data management activities.447 3 

SDG&E needs adequate funding to support its reasonable AMO and MDO O&M costs going 4 

forward, as was described in the AMI business case and incorporated into the Commission-5 

Approved Settlement Agreement.  SDG&E is requesting a total 2012 test year funding level of 6 

$9.082 million for AMO and MDO.  The AMO and MDO non-shared service net increase is 7 

$3.583 million over 2009 base year levels.  SDG&E’s requested O&M increase was forecasted 8 

reasonably and reliably, using:  (1) field investigations showing a forecasted 0.5% Smart Meter 9 

communication failure rate (equivalent to 11,500 meters – gas & electric); (2) historic electric 10 

meter service orders, including a forecasted 1% annual failure rate448 for Smart 11 

Meters(equivalent to 14,000 electric meters); and (3) an increase in forecasted quality assurance 12 

activities related to the 1% annual failure rate and expanded meter accuracy testing.449   13 

SDG&E’s Customer Services’ estimated total AMO and MDO expenses are reflected below in 14 

Table PCP-1,450 separated into Meter Reading and AMO and MDO cost centers (non-shared 15 

services). 16 

Table 1451 17 
Customer Services - Electric Metering - Summary of O&M Non-Shared Services Expenses 18 

(Thousands 2009 dollars) 19 

Categories of Management 
2009 

Adjusted-
Recorded 

TY 2012 
Estimated Change 

1. Meter Reading 8,901 0 -8,901 

2. Advanced Metering Operations 4,453 7,483 3,030 

3. Measurement Data Operations 1,046 1,599 553 

Total 14,400 9,082 -5,318 

                                                 
447 Id. at PCP-18. 
448 Contractual agreements with Itron provide warranty coverage for defective meters, including labor costs to 
replace.  To the extent that such reimbursements may occur under warranty, the utility proposes to offset the Smart 
Meter revenue requirement by crediting such reimbursements for the benefit of customers.  SDG&E/Pruschki, Exh. 
94 at PCP-17, fn.11.    
449 SDG&E/Pruschki, Exh. 94 at PCP-17.    
450 SDG&E/Wilder, Exh. 246 at Table SDG&E-SRW-1; SDG&E/Pruschki, Exh. 94 at PCP-1. 
451 Table 1 is found in SDG&E/Pruschki, Exh. 94 at PCP-3 (as “Table PCP-2”).   
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DRA has recommended a disallowance in these areas452 but has provided no facts and no analysis 1 

to support its reduction proposals.  DRA offers only speculative, unsupported claims alleging 2 

overstated staffing and hypothetical O&M efficiency gains.  For example, Mr. Gomberg makes 3 

the following unsupported assertions in speculating that benefits should be achieved above and 4 

beyond what was forecasted in the testimony underlying the AMI settlement:  5 

While some additional staff may be necessary to complete an effective Smart 6 
Meter system, efficiencies should be generated by the learning curve so that the 7 
resources necessary for meter reliability and data flow decrease.  For example, 8 
field investigation expense may decrease after the most frequent causes of field 9 
investigations (e.g., types of meter failures) are known and remedies are 10 
developed.  Quality assurance expenses may also decrease after protocols for 11 
tasks such as checking meter installation work are implemented.453   12 

These speculative assertions have no basis in reality and do not constitute evidence.  DRA’s 13 

arguments should be rejected as baseless and unsupported.  Moreover, they run counter to 14 

DRA’s negotiated settlement position in the AMI case.  In contrast, SDG&E has provided ample 15 

evidence that its smart meter operational experience and actual data have confirmed SDG&E’s 16 

Exh. SDG&E-12-R testimony and forecasts.  The Commission should reject DRA’s vague 17 

rationalizations behind its recommendation to disallow nearly 27% of the proposed AMO and 18 

MDO O&M increases. 19 

10.1.3 Smart Meter Capital Expenditures 20 
Similarly, DRA offered nothing but weak, unsubstantiated arguments in recommending 21 

to disallow all of SDG&E’s requested AMO and MDO capital expenditures for Smart Meter 22 

Enhancements ($2.055M), claiming:  23 

SDG&E seems to be requesting capital dollars for to-be-determined 24 
projects based upon experience with smart meter projects to date.  It 25 
should not be Commission policy to preemptively approve budgets for 26 
unspecified projects. SDG&E should be able to identify specific IT capital 27 
upgrades in its GRC, even for new technologies like smart meters.”454 28 

                                                 
452 The following is a summary of DRA’s recommended disallowances addressed in SDG&E/Pruschki, Exh. 96: 

• Reduce AMO expense by $873,000 (11.7% below SDG&E’s request of $7.483 million), based on: 
• Reduction for estimated efficiencies ($381,000); 
• Reduction for staffing needs ($300,000); 
• Reduction for vacancies ($192,000) 

• Reduce MDO expense by $83,000 (5.2% below SDG&E’s request of $1.599 million), based on: 
• Reduction for estimated efficiencies ($83,000). 
• Disallow Smart Meter Enhancements Capital Project ($2.055 million). 

 
453 DRA/Gomberg, Exh. 506 at 4 (emphasis added).   
454 Id. at  9. 
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But Mr. Pruschki’s rebuttal testimony explained that improvements and upgrades early in the life 1 

cycle of a major system implementation, like the smart meter program, are routine.  He provided 2 

several examples of actual smart meter enhancement projects that occurred in 2010 and 2011.455  3 

A majority of those projects involved new “to-be-determined” projects, and were not scoped 4 

when the smart meter IT systems project was being designed and developed in 2008, but were 5 

reasonably expected given the nature and history of implementations of large IT-related systems 6 

at SDG&E.  Mr. Pruschki further described several of the now-determined projects for 2012, 7 

shown below:  8 

Meter Data Management System –  9 
• Smart Meter Release 2.4 will enhance the MDMS to use program-based configuration 10 

and Service Pack 4 in 2011.  In 2012, the MDMS production support team will 11 
enhance the current system capacity with server memory upgrades and additional 12 
Storage Area Network (SAN) to support database growth.  These MDMS upgrades 13 
are estimated at $950,000. 14 

OpenWay Collection Engine –  15 
• The Smart Meter program will upgrade the OWCE to System Release 3.7 in 2011.  In 16 

2012, the OWCE production support team will upgrade the OWCE to System Release 17 
3.9 to stay current with the vendor’s product release, and will also upgrade to Oracle 18 
11g and Windows Server 2008.  These OWCE upgrades are estimated at $1.1 million. 19 

Operational Reporting System (ORS) –  20 
• The Smart Meter program will upgrade the ORS to 4.0 in 2011.  In 2012, no major 21 

capital upgrades are planned for the ORS application.456 22 

These above systems will require upgrades as new product releases are provided by the vendor to 23 

resolve system issues, maintain system stability and adhere to the vendor’s support requirements.  24 

Additionally, technical upgrades (operating system, database versions and hardware) will 25 

continue to be required as these technologies become obsolete and vendor support for them 26 

expires.457 27 

In sum, the record evidence shows DRA’s recommendations are unwarranted.  The 28 

Commission should approve SDG&E’s requested O&M and capital costs for its AMO and MDO 29 

operational organizations. 30 

 31 

                                                 
455 SDG&E/Pruschki, Exh. 96 at PCP-26-27, Tables PCP-5, PCP-6.   
456 Id. at PCP-27-28.   
457 Id. at PCP-28. 
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10.2 Field, Call Center & Branch Offices – Common Issues 1 

BACKGROUND 2 

Both SDG&E and SCG requested funding for Customer Services Field (CSF) and 3 

Customer Contact (CC) shared and non-shared O&M expenses, including costs for their Branch 4 

Offices (BOs) and Authorized Payment Locations (APLs).  CSF provides services at customer 5 

sites and generally consists of field technicians who perform turn-ons, appliance inspections and 6 

tune-ups, safety service checks and meter change-outs.  The SCG Customer Contact Center 7 

(CCC) is a call center operation handling over 7 million CSR calls and the SDG&E CCC 8 

operations handles over 2.5 million customer service representative (CSR) calls per year.  SCG 9 

also requested O&M expenses for Meter Reading.  Additionally, both SDG&E and SCG 10 

requested funding for Customer Services-related capital expenditures.  For example, SDG&E 11 

sought capital funding for further development of its Home Area Network (HAN), infrastructure 12 

that would enable smart appliances and devices that communicate with one another via a 13 

communications network at a customer’s premise.  Another example is SCG’s capital funding 14 

request to upgrade its obsolete handheld meter reading devices.  Finally, both SDG&E and SCG 15 

requested approval of their forecast of TY 2012 Customer Services-related miscellaneous 16 

revenues.  Support for all of these requests was provided in the testimony and workpapers of 17 

SDG&E/SCG witness Ed Fong.  Specifically Exhs. 138-142 support SDG&E’s requests and 18 

Exhs. 143-147 support SCG’s requests. 19 

Details summarizing the individual requests of both SDG&E and SCG are provided 20 

below in Sections 10.3 and 10.4.  With respect to common issues to be addressed in this 21 

Section10.2, there exists one such issue justifying a single response by both SDG&E and SCG.  22 

This common issue concerns SDG&E’s and SCG’s use of a five-year average forecasting 23 

methodology and intervenors inconsistent approach of using whatever forecasting methodology 24 

produced the lowest revenue requirement. 25 

SDG&E’s And SCG’s Approach Of Using A Five-Year Average Forecasting Methodology 26 
Was Reasonable And Generally Consistent 27 

SDG&E’s and SCG’s CSF and CC TY 2012 forecast was based primarily on a five-year 28 

average of 2005-2009 costs and activities (CSF order volume and CCC CSR answered calls).  29 

Use of this methodology provided a consistent representation of costs and activities for each cost 30 

center over a sufficient span of time to include a variety of business cycle conditions, including 31 

fluctuations in the state of the economy, customer turnover, energy/gas prices, weather 32 
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conditions, regulations and appliance technologies.458  Moreover, the five-year span from 2005-1 

2009 was the most current five-year range available at the time the forecasts were being prepared 2 

for filing in this proceeding (i.e., in time for the NOI filing in August 2010 and Application filing 3 

in December 2010).459  Where it was appropriate to deviate from use of a five-year average, Mr. 4 

Fong identified legitimate reasons for using another forecasting method.460 5 

Intervenors (e.g., UCAN and TURN), on the other hand, proposed several alternative and 6 

inconsistent forecasting methodologies for CSF and CC costs and activities.  Indeed, even where 7 

UCAN and TURN used the same witness (William Marcus, Exhs. 558 and 545) regarding CSF 8 

and CC TY 2012 estimated expenses for SDG&E and SCG, respectively, this witness used 9 

different forecasting methodologies for the identical CSF and CC workgroups or cost centers.  10 

Through the use of two Tables (one for SDG&E and one for SCG), Mr. Fong’s Rebuttal 11 

Testimony highlighted this blatant inconsistency.  The two Tables compare Mr. Marcus’ 12 

forecasts for TURN regarding SCG and his forecasts for UCAN regarding SDG&E.461  For 13 

illustrative purposes, the table from Mr. Fong’s Errata to SCG Rebuttal (Exh. 147) is copied 14 

below: 15 

Table SCG-EF-2 16 

Comparison of TURN and UCAN Forecasting Methodologies for CSF and CC 17 
Workpaper 
Workgroup 

Or USS Cost 
Center 

TURN / SCG UCAN / SDG&E 

CS Field 
Operations 

2010 recorded expense 
without escalation & 
growth 

1)1% reduction across the board on all other orders in SDG&E’s order 
forecast except- 
2)Seasonal turn-on for single family dwelling orders set to decline at the 
same rate of decline in 2008-2010, and 
3)Seasonal turn-off orders set at 2010 recorded levels 
4)Non-labor uses a 6 year average from 2005-2010 as a % of total labor 

CS Field 
Dispatch 

2010 recorded expense 
without escalation & 
growth 

5 year average of 2005-2009 reduced by 10% 

CS Field 
Supervision 

2010 recorded expense 
without escalation & 
growth 

2 year average of 2009-2010 minus SDG&E’s forecasted 2010-2012 
incremental reduction 

CS Field 
Support Staff 

2010 recorded expense 
without escalation & 

5 year average of 2005-2009 reduced by 10% 

                                                 
458 SDG&E/Fong, Exh. 138 at 8-9; SCG/Fong, Exh. 143 at 6-7. 
459 For a discussion of the inappropriateness of considering 2010 data in this proceedings, see Section 3.4. 
460 SDG&E/Fong, Exh. 138 at 9-10; SCG/Fong, Exh. 143 at 7-8. 
461 SDG&E/Fong, Exh. 140 at 9, Table SDG&E-EF-2; SCG/Fong Exh. 147 at 8, Table SCG-EF-2. 
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growth 

CCC 
Operations 

Labor – 
“judgmentally” uses 
1.35 calls per meter 
TURN computes: 
> 2005-09 calls per 
meter of 1.4223 
> 2006-10 calls per 
meter (adjusting 2009) 
of 1.3915 
> 2009-10 average 
calls per meter of 
1.3200 
 
Non-labor – 6 year 
2005-2010 percent of 
non-labor to labor costs 
applied to labor 

Labor – 2 year average of 2009-2010 (UCAN adj’d 2009) cost per CSR 
call with no growth in CSR calls 
 
Non-labor – 5 year average of 2006-2010 

CCC Support Accepted SCG’s 5 year 
average of expense 
forecast; 
adjusted 
telecommunications 
expense due to lower 
call 
 volume forecast 

Accepted SDG&E’s 5 year average of 2005-2009 expense forecast; 
adjusted telecommunications expense due to lower call volume forecast 
and lower rate per call based on 3 year average of 2008-2010 

Branch Office 
& APLs 

2010 recorded expense 2 year average of 2009-2010 

2200-0345 
CSF Training 
Manager 

5 year average of 2006-
10 expense 

n/a 

2200-0942 
CSF Staff 
Manager 

5 year average of 2006-
10 expense 

n/a 

Residential & 
Commercial 
Parts 
Miscellaneous 
Revenue 

2 year average of 
dollars per customer 
multiplied by TURN’s 
2012 active meter 
forecast 

n/a 

TURN’s and UCAN’s lack of forecasting consistency across similar CSF and CC 1 

workgroups or cost centers reflected in this Table is inexplicable and reveals their consultants’ 2 

predisposed goal of reducing estimated expenses regardless of the facts set forth in Mr. Fong’s 3 

testimony.  In contrast, and as shown in more detail below, Mr. Fong demonstrated the 4 

appropriateness of using a five-year average for most areas and where it was appropriate to 5 

deviate from the five-year average for other areas. 6 
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10.3 Field, Call Center & Branch Offices - SoCalGas Issues 1 

SUMMARY REGARDING SCG’S CSF AND CC REQUESTS 2 

“SCG CSF personnel completed over 4.3 million CSF orders in 2009.  SCG is forecasted 3 

to serve approximately 5.6 million gas customers in 2012 in a service territory covering 4 

approximately 20,000 square miles and 500 different communities with a population of 20.5 5 

million.  CSF operations are located at 51 SCG bases dispersed throughout SCG service 6 

territory.”462  “SCG has two call centers with approximately 600 CSRs.”463  SCG’s BOs and 7 

APLs “provide in-person bill payment services in 47 different BO locations and over 200 8 

contracted APLs.  SCG BOs and APLs processed approximately 7 million bill payments in 9 

2009.”464  SCG also “completes approximately 5.6 million meter reads per month or 67 million 10 

meter reads annually.  Meter readers are dispersed across 46 base locations.”465 11 

SCG is requesting TY 2012 total shared and non-shared O&M estimated expenses of 12 

$230,306,000 or $18,334,000 more than 2009 base year adjusted recorded expenses.466  As noted 13 

above, SCG’s TY 2012 forecast is generally based on five-year averages, where appropriate.  14 

Moreover, SCG’s CSF and CC TY 2012 expenses are consistent with the operating benefits 15 

adopted in SCG’s AMI decision (D.10-04-027).  That is, SCG’s AMI business case assumed the 16 

same level of meter reading expenses authorized in SCG’s TY 2008 GRC.  SCG’s meter reading 17 

function is eliminated as AMI is deployed over a 5 year period.  These benefits are reflected in 18 

reductions to SCG’s AMI balancing account and reduced revenue requirements.  “Estimated 19 

expenses for TY 2012 CSF and CC are based on a continuation of current customer service 20 

operations without AMI deployment at SCG.”467  Specifically, “[e]xplicit assumptions of meter 21 

reading management and staff costs that are recognized as benefits in the SCG AMI case reflect 22 

2008 GRC authorized expense levels for meter reading.”468  “If the Commission authorizes 23 

operating expenses that are different than that assumed in SCG’s AMI operating benefits, then 24 

the differences will be reconciled in an updated advice letter to ensure that AMI operating 25 

                                                 
462 SCG/Fong, Exh. 143 at 1. 
463 Id. at 2. 
464 Id. 
465 Id. 
466 SCG/Fong, Exh. 147 at 4, Table SCG-EF-1. 
467 SCG/Fong, Exh. 143 at 3. 
468 Id. 
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benefits are consistent with and no more or no less than what is authorized in SCG’s TY 2012 1 

GRC.”469 2 

SCG’s request for CSF and CC TY 2012 expenses also includes operational benefits 3 

from SCG’s OpEx project.  OpEx benefits or cost reductions total approximately $7.0 million 4 

annually, with $5.6 million attributed to reductions in the CCC area because of increased self-5 

service transactions and $1.4 million in CSF productivity gains.  In addition, the CSF cost 6 

centers are expected to reduce O&M expenditures of an additional $990,000 from increased 7 

efficiencies due to improvements in forecasting and scheduling and operating automation.470  8 

Therefore, SCG’s TY 2012 request for CSF and CC cost centers will have effectively reduced 9 

total operating and maintenance expenses by $8.0 million annually from 2009 base year adjusted 10 

recorded expense. 11 

SCG’s TY 2012 request for CSF and CC funding was addressed in testimony from DRA, 12 

TURN and UWUA.471  DRA and TURN made a number of recommendations to deny funding for 13 

a variety of CSF and CC costs.  As shown below, however, these recommendations lack factual 14 

support, are inconsistent, are contrary to Commission decisions and policy, and suffer from a 15 

single-minded focus on rate reduction, without reasonable consideration of the realities of 16 

changing customer needs and increased regulation.  UWUA’s recommendations focused on 17 

reducing response times to customer service requests and emergency orders.  SCG appreciates 18 

UWUA’s insight and its continuing emphasis on providing safe, comprehensive and high level 19 

service to SCG’s customers (unlike TURN or DRA, who are essentially silent as to how their 20 

proposed disallowances will impact SCG’s level of service and safety).  However, UWUA’s 21 

proposals need to be balanced with the additional expenses required to meet higher requirements 22 

for service and safety response. 23 

CUSTOMER SERVICES FIELD (CSF) 24 

SCG requested an increase of $9.9 million or approximately 7.9% in TY 2012 estimated 25 

expenses for CSF services from a 2009 adjusted recorded level of $124.6 million.472  After 26 

reductions of approximately $1.4 million from OpEx, SCG’s requested increase in estimated 27 

expenses for CSF non-shared services is approximately $8.5 million or 6.8% from 2009 adjusted 28 

                                                 
469 Id. at 3-4. 
470 Id. at 12; SCG/Phillips, Exh. 188 at 20. 
471 SCG/Fong, Exh. 145 at 2, Table SCG-EF-1. 
472 SCG/Fong, Exh. 147 at 15, Table SCG-EF-6. 
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recorded levels.  As noted above, SCG generally utilized a five-year average forecasting 1 

methodology, using historical CSF order volumes by order type for years 2005-2009.  2 

Incremental CSF activities from forecasted meter growth and other new customer and company 3 

requirements were added to the TY 2012 baseline forecast.473  Both DRA and TURN proposed 4 

disallowances to SCG’s requested estimated expenses for CSF.  UWUA, on the other hand, 5 

proposed increased service levels with respect to CSF emergency orders and all other customer 6 

generated orders, which effectively results in increased staff requirements.  SCG and intervener 7 

proposed funding levels are summarized in Exh. 145 at EF-11, Table SCG-EF-3. 8 

DRA’s Disallowance Requests Are Without Merit 9 

DRA recommended that SCG’s incremental request of $10,004,000 non-shared and 10 

shared services (labor and non-labor combined) be reduced by $3,148,000.  DRA did not dispute 11 

SCG’s five-year average forecasting methodology, customer growth and forecast for planned 12 

meter change-outs.  But DRA disallowed all incremental estimated expenses related to assumed 13 

increases in average drive time, industrial service technician activities and associated supervisory 14 

resources. 15 

CSF Drive Time 16 

SCG proposed an annual 1% increase in average drive time per CSF order, resulting in an 17 

increase of $1,245,000 in TY 2012 estimated expenses.474  DRA’s proposed disallowance is 18 

arbitrary, since DRA provides no specific analysis to justify their proposed reduction.475  Instead, 19 

DRA generally argues that the economic slowdown and high unemployment should lead to 20 

lower traffic congestion.  In fact, traffic congestion in SCG’s service territory has increased.476  21 

Furthermore, as shown in Mr. Fong’s SCG Rebuttal Testimony (including the following Tables), 22 

actual SCG CSF drive time increased in 2010 compared to 2009, far in excess of the 1% 23 

assumed annual increase.477 24 

  25 

                                                 
473 Id. at 19, Table SCG-EF-7. 
474 SCG/Fong, Exh. 147 at 19, Table SCG-EF-7; SCG/Fong Exh. 143 at 21. 
475 DRA/Gomberg, Exh. 537 at 4. 
476 SCG/Fong, Exh. 145 at 13. 
477 Id. at 14. 
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Exhibit 145 1 
Table SCG-EF-4 2 

Traffic Congestion in Major SCG Metropolitan Areas 3 

National 
Congestion Rank 

Metropolitan
Area 

2009 to 
2010 

Absolute 
Change 

2009 to 
2010 

Percent 
Change 

2010 2009 2008 2007 2006

1 Los Angeles 1% 3% 35% 34% 32% 45% 44% 
17 Riverside 2% 22% 11% 9% 8% 20% 20% 
55 Oxnard 4% 50% 12% 8% 9% 18% 14% 
77 Bakersfield 1% 100% 2% 1% 1% 3% 2% 
 National 1% 11% 10% 9% 9% 13% 11% 

*Travel Time Tax is the percentage of extra travel time (vs. “free flow”) a random trip takes in 4 
the specific region and time period analyzed.  A 10% tax time means 10% additional trip time 5 
due to congestion. 6 

Exhibit 145 7 
Table SCG-EF-5 8 

SCG Average Drive Time 9 

(Minutes)Year Average Drive Time 

2005 9.7 
2006 10.8 
2007 11.1 

2008 10.5 

2009 10.4 

2010 11.1 
Accordingly, DRA’s proposed disallowance of SCG’s increased 1% of drive time should 10 

be rejected. 11 

Industrial Service Activities 12 

SCG proposed to increase funding of incremental Industrial Service Technicians (ISTs) 13 

by $1,753,000 in TY 2012 because of anticipated increases in Industrial Service Orders (ISOs) 14 

resulting from changing SCAQMD emission rules.478  DRA’s objection to these increases claims 15 

that SCG is subsidizing large customer air quality compliance costs by performing equipment 16 

inspections and tune-ups for large customers.479  In fact, SCG provides similar gas equipment 17 

inspection and tune-up services for residential and small business customers.  To exclude larger 18 
                                                 
478 SCG/Fong, Exh. 147 at 19, Table SCG-EF-7; SCG/Fong, Exh. 143 at 25-26. 
479 DRA/Gomberg, Exh. 537 at 4-5. 
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industrial customers from these services would be inequitable.  Indeed, SCG has performed these 1 

services for all customers as a long established service.480  Moreover, IST flue gas analysis has 2 

increased within the SCAQMD territory by approximately 100% in 2011 over 2010 (since the 3 

inception of the new SCAQMD rules) and ISOs have increased by more than 50% in 2010 over 4 

2007.481  Obviously, SCG is not responsible for monitoring and assessing customer compliance 5 

with SCAQMD emission rules and standards.  “However, since SCAQMD’s new emission rules 6 

and standards were established and enforced, SCG has experienced an increase in industrial 7 

service requests requiring inspection, assessment, tune-up and maintenance of gas engines, 8 

boilers and other C&I equipment.”482 9 

TURN’s Disallowance Requests Are Based On Flawed Forecasting And A Failure To 10 
Understand How CSF Represented Employees Wages Are Set 11 

TURN’s disallowance request overlaps that of DRA and proposes that SCG’s request be 12 

reduced by $8.993 million overall (compared to DRA’s overall requested reduction of $3.148 13 

million). 14 

TURN selectively applied recorded 2010 expenses for CSF TY 2012 estimated expenses 15 
TURN’s forecasting methodology appears to be based on the selective application of 16 

different forecasting methods to different CSF and CC activities, including (as noted above) 17 

different methods for similar type orders between SCG and SDG&E.  TURN also argues that 18 

SCG’s five-year average methodology over forecast CSF activities.  However, as explained 19 

below and in more detail in Mr. Fong’s SCG Rebuttal Testimony (Exh. 145), TURN distorts the 20 

purpose and forecasting accuracy of SCG’s methodology. 21 

SCG’s TY 2012 CSF forecast of activity levels represents the average year for all CSF 22 

order types.  In fact, using the five-year average of 2005-2009 produces a lower forecast of total 23 

orders in TY 2012 than SCG’s forecast in TY 2008.483  Chart SCG-EF-1 in Exh. 145 at EF-24 24 

shows that the five-year average forecast with meter growth results in a lower forecasted order 25 

level than the TY 2008 forecast.  SCG also points out that the five-year average (2005-2009) is 26 

very similar to the ten year average (2001-2010) for total orders per meter as shown in Table 27 

SCG-EF-9 of Exh. 145.  Clearly, during the cyclical economic downturn beginning in 2007, the 28 

orders per meter declined, but still hovered slightly below the five-year average (0.77 vs. 0.78).  29 
                                                 
480 SCG/Fong, Exh. 145 at 16-17 and 18, Table SCG-EF-6. 
481 Id. at 19-20, Table SCG-EF-7 and Table SCG-EF-8. 
482 Id. at 19. 
483 SCG/Fong, Exh. 145 at 23. 
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TURN ignores these facts and chooses the recorded 2010 expenses as the basis for their TY 2012 1 

forecast.  Table SCG-EF-9 in Exh. 145, however, shows that 2010 is one of the lowest activity 2 

years on record and is not representative of the average expected activity levels from the 3 

previous years.  Moreover, TURN does not include any factor for customer growth.  SCG, on the 4 

other hand, demonstrates that several CSF order types have cyclical economic and growth 5 

drivers.484 6 

TURN proposal that incremental IST orders be funded through lower wages or “lower 7 
costs elsewhere” ignores how wages are set and is incomplete 8 
Although it does not argue against increased IST orders, TURN suggests that increased 9 

ISTs should be funded with cost reductions in other areas of CSF.  TURN provides no specific 10 

proposals that would reduce expenses from 2010 levels, except to reduce wages.  Wages for CSF 11 

represented employees, however, have been established in a Collective Bargaining Agreement 12 

(CBA) and therefore cannot by unilaterally decreased by SCG.  Reducing wages of the 13 

represented workforce is not feasible without violating the CBA.  Moreover, 2011 IST orders in 14 

SCAQMD’s service territory are almost twice the level of 2010 orders.485  TURN presents no 15 

credible evidence as to where cost reductions should be generated.  Total orders for 2010 are 16 

already lower than 2009.  Apparently, TURN is forecasting even lower total order volumes in 17 

TY 2012 over 2010.  In any event, SCG’s TY 2012 forecasted order volumes represent the 18 

“average” year, not just the latest “down” year in 2010. 19 

TURN’s recommendation to use 2010 recorded expenses to forecast CSF dispatch, 20 
supervision and support functions is inconsistent with SCG’s more accurate and 21 
reasonable approach of using a five-year average 22 
Consistent with its approach in other operational areas, SCG used a five-year average to 23 

forecast TY 2012 CSF Dispatch, Supervision and Support.486  Specifically, “[t]he CSF 24 

supervision forecast was based on maintaining the field employee to supervisor ratio of twelve-25 

to-one, and was applied to the CSF workforce forecast derived from the five-year average 26 

forecast methodology.”  Ignoring these facts, TURN used recorded 2010 expenses for TY 2012 27 

CSF Dispatch, Supervision and Support Functions.487 28 

                                                 
484 Id. at 26-28. 
485 Id. at 20, Table SCG-EF-8. 
486 SCG/Fong, Exh. 145 at 31. 
487 TURN/Marcus, Exh. 545 at 39. 
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CUSTOMER CONTACT CENTERS (CCC) 1 
SCG is requesting a TY 2012 increase of $5,727,000 in CCC non-shared services 2 

estimated expenses over 2009 adjusted recorded levels.488  SCG OpEx benefits lead to a 3 

reduction of $5,628,000 in CCC TY 2012 estimated expenses.489  Therefore, SCG is requesting a 4 

net increase of $99,000 for CCC expenses or approximately less than 0.3% over 2009 levels. 5 

DRA’s Proposed Reductions Ignore The Costs Of OpEx Benefits And Are Without Merit 6 
DRA recommended that SCG’s incremental request of $5,727,000 or CCC estimated 7 

expenses be reduced by $801,000.490  In making this recommendation, DRA ignored the fact that 8 

SCG included a reduction in revenue requirements from OpEx (these benefits were identified in 9 

SDG&E witness Mr. Phillips’ testimony [SCG/Phillips, Exh. 186, SCG-13 at RP-10]).  10 

Therefore, DRA has effectively accepted a reduction of $5.6 million in SCG estimated expenses 11 

from OpEx benefits, but ignores the on-going labor and non-labor expenses needed to achieve 12 

these annual CCC OpEx benefits.491  This approach is nonsensical and only points to a selective 13 

bias of proposing reductions in expenses without understanding the impact on eliminating $5.6 14 

million of self-service benefits.  Specifically, DRA proposed disallowing $106,000 for an OpEx 15 

Analyst that has already been hired and $695,000 for OpEx software/hardware license and 16 

maintenance fees.  The OpEx analyst and the software/hardware license and maintenance fees 17 

are part of the continuing costs of OpEx.492 18 

TURN’s Additional Reductions Are Based On A Flawed And Inconsistent Analysis 19 
TURN concurs with DRA’s recommended disallowances, but also recommends 20 

additional reductions in CSR and telecommunications estimated expenses of $4,151,000.493  As 21 

shown below, TURN’s recommendation suffers from a number of flaws. 22 

The first problem with TURN’s recommendation is that it is based on a comparison of 23 

SCG’s CSR wage rates to that of SDG&E.  This comparison is problematic because it ignores 24 

the fact that SCG’s CSR employees are represented union members whose wages are governed 25 

by the terms of a Collective Bargaining Agreement.  SDG&E’s CSR employees are not 26 

                                                 
488 SCG/Fong, Exh. 143 at 32, Table SCG-EF-13. 
489 Id. at 12. 
490 DRA/Gomberg, Exh. 537 at 6. 
491 SCG/Fong, Exh. 145 at 34-35. 
492 Id. at 33-34 and 35-38. 
493 TURN/Marcus, Exh. 545 at 40 and 47 
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“represented.”  Thus, contrary to TURN’s suggestion, SCG cannot unilaterally reduce SCG’s 1 

CSR employee wages to match those paid to SDG&E’s non-union employees.494 2 

The next problem with TURN’s approach is that it uses 2009-2010 call volumes and 3 

“judgmentally” assumed “1.35 calls per meter” for its volume forecast.495  TURN’s methodology 4 

is flawed because recorded 2010 CSR answered calls already include substantial OpEx 5 

reductions in CSR answered calls.496  In other words, TURN’s “1.35 calls per meter” includes 6 

OpEx reductions in CSR answered call volume from OpEx self-service and TURN accepts 7 

another $5.6 million of CCC self-service benefits.  TURN cannot accept both SCG’s proposed 8 

reduction of $5,628,000 in CCC estimated expenses from OpEx benefits and include a 2010 9 

level of recorded expenses in its “judgmental” forecast that also includes OpEx benefits.  10 

TURN’s argument for a 1.35 calls per meter ratio is a judgment call at best and is a clear 11 

indication that TURN is simply searching for a low number.  In addition, TURN’s Mr. Marcus 12 

applies a completely different methodology to estimate SDG&E’s CCC CSR answered call 13 

volume.497 14 

Finally, TURN’s suggestion that SCG used substandard call center performance in 2009-15 

2010 as assumptions or as a basis for SCG’s CCC estimated expenses for TY 2012 is false.  16 

Contrary to TURN’s assertion, SCG assumed higher productivity assumptions than that 17 

experienced in late 2009 and 2010.  Specifically, SCG incorporated “pre-October 2009 CSR 18 

AHT, Level of Service (LOS), CSR occupancy, and abandoned call rate in developing TY 2012 19 

CCC CSR FTE requirements.”498 20 

BRANCH OFFICES (BOs) AND AUTHORIZED PAYMENT LOCATIONS (APLs) 21 

SCG requested TY 2012 estimated non-shared expenses of $11,135,000 for BO and APL 22 

operations, reflecting a $998,000 increase from 2009 adjusted recorded expenditures.499  DRA’s 23 

recommendation is to maintain the 2009 recorded expense level of $10.137 million for TY 24 

2012.500  TURN recommended a funding level of $10.4 million for TY 2012.  UWUA, on the 25 

other hand, recommended a funding increase to $13.635 million for TY 2012. 26 

                                                 
494 SCG/Fong, Exh. 145 at 39. 
495 TURN/Marcus, Exh. 545 at 45. 
496 SCG/Fong, Exh. 145 at 42. 
497 Id. at 40-42. 
498 SCG/Fong, Exh. 145 at 43; SCG/Fong, Tr. Vol. 20 at 2347-2349. 
499 SCG/Fong, Exh. 143 at 39, Table SCG-EF-17. 
500 DRA/Gomberg, Exh. 537 at 6. 
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DRA’s Recommendation Ignores The Fact That The Commission Has Yet To Authorize 1 
The Closure Of A Single Branch Office 2 

The effect of DRA’s recommendation is that it would prevent SCG from increasing 3 

expenses for additional security guards and FACTA compliance in branch offices.  Specifically, 4 

SCG has added six security guards in 2010 and its FACTA implementation activities “are in 5 

accordance with FTC’s timetable, rulings and guidelines”.501  Moreover, since “[t]he full-year 6 

effect of branch office resources was not captured in adjusted recorded 2009 branch office 7 

expenses, both security and FACTA activities are incremental to base year 2009 branch office 8 

activities.”502 9 

DRA’s recommendation is based on the flawed argument that since SCG is planning to 10 

reduce the number of branch offices, no additional expenditures are required for SCG’s BOs and 11 

APLs.  503  Although it is accurate to state that SCG anticipates filing an application to propose 12 

closure of selected branch offices, this is not a valid basis upon which to disallow SCG’s request 13 

for additional funding to cover on-going branch office and APL expenses beginning in TY 2012.  14 

Indeed, SCG has expanded its APL network and therefore is already incurring additional APL 15 

expenses.  More importantly, the Commission has not authorized SCG to close a single branch 16 

office.  If and when the Commission provides such authorization, the appropriate and related net 17 

branch office cost reductions will be taken from SCG’s authorized revenue requirement.  Until 18 

then, all of SCG’s branch offices remain fully operational and will continue to incur on-going 19 

staffing expenses.504  In addition, new APLs were added in 2011 and APL transactions are 20 

increasing.505  Also, it should be noted that the Commission has rejected prior proposals to close 21 

BOs.506  Accordingly, just because SCG currently plans to file another application seeking the 22 

closure of certain BOs, this fact is by no means any guarantee that the Commission will approve 23 

the closure of any BOs. 24 

                                                 
501 SCG/Fong, Exh. 145 at 47. 
502 Id. 
503 DRA/Gomberg, Exh. 537 at 7. 
504 SCG/Fong, Exh. 145 at 48-49. 
505 Id. at 50. 
506 Id. at 47; D.92-08-038 ordered SCG to reopen branch offices closed in May 1991 and not to close any branch 
office or materially diminish services in a branch office without prior Commission authority 
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TURN’s Recommendation Is Based On A Flawed Understanding Of SCG’s FACTA 1 
Implementation 2 

TURN’s proposed disallowance regarding branch offices appears to be based on the 3 

belief that implementation of FACTA at APLs has been postponed indefinitely.  Although SCG 4 

has decided to not implement FACTA screening in APLs because of customer privacy concerns, 5 

as explained in Mr. Fong’s SCG Rebuttal Testimony, SCG is proceeding with alternative 6 

solutions to satisfy FACTA customer verification requirements.507  Specifically, the incremental 7 

expenses for APL FACTA implementation are being redirected to the alternative “challenge” 8 

questions solution.508 9 

METER READING 10 
SCG requested an increase of $866,000 in TY 2012 estimated non-shared and shared 11 

services meter reading expenses over adjusted recorded 2009 expenses.509  DRA proposed a 12 

disallowance of $1,076,000 of SCG’s TY 2012 request.  Neither TURN nor UWUA disputed 13 

SCG’s meter reading expenses. 14 

SCG is properly accounting for SCG’s AMI meter reading operational benefits by 15 
requesting authorized TY 2008 GRC meter reading expenses in this TY 2012 GRC 16 

DRA’s disallowance argument asserts that “SCG not be able to hide behind its AMI 17 

business case in order to receive double recovery for positions it chose not to fill.”510  “In fact, the 18 

exact opposite is true.  If the Commission does not authorize meter reading expenses that were 19 

authorized in SCG’s TY 2008 GRC, then DRA’s proposal is undeniably reducing SCG revenue 20 

requirements twice for the same SCG AMI meter reading benefits.  In other words, if DRA’s 21 

disallowance request is approved, SCG would have reduced revenue requirements pursuant to 22 

D.10-04-027 in SCG’s Advanced Metering Infrastructure Balancing Account (AMIBA) with 23 

meter reading benefits, and then again reduce the same meter reading revenue requirements in 24 

this TY 2012 GRC.”511  Thus, DRA has either ignored or misunderstood SCG’s testimony 25 

explaining the necessary reconciliation between SCG AMI benefits and TY 2012 estimated 26 

expenses. 27 

                                                 
507 SCG/Fong, Exh. 145 at 51-52. 
508 Id. at 52. 
509 Id. at 52, Table SCG-EF-16. 
510 DRA/Gomberg, Exh. 537 at 8. 
511 SCG/Fong, Exh. 145 at 53. 
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CAPITAL PROJECTS 1 

DRA objects to the following CSF and CC capital projects:  (1) CSF Mobile Data 2 

Terminals (MDTs); (2) Meter Reading Handheld System Replacement; and (3) PACER Mobile 3 

Data Terminal Refresh.  These three capital projects total $11,740,000 over the 2010-2012 4 

period.512 5 

CSF Mobile Data Terminals (MDTs) 6 

As explained in Mr. Fong’s SCG Rebuttal Testimony, the additional requested capital 7 

expenditure of $915,000 is consistent with the additional CSF workforce projected for 2010 8 

through 2012. 513  If the request for additional CSF IST positions is not approved by the 9 

Commission, then only $137,000 of the MDT capital should be removed.  However, because 10 

DRA did not dispute SCG’s TY 2012 CSF order volume forecast (based on a five-year average 11 

and customer growth), the remaining $778,000 for additional MDTs required by the increased 12 

CSF field personnel should be allowed if the Commission disallows SCG’s proposed increase in 13 

ISTs. 14 

Meter Reading Handheld System Replacement 15 

DRA claims that SCG has failed to present sufficient evidence of a need for new meter 16 

reading handheld computers.  However, as explained in Mr. Fong’s SCG Rebuttal Testimony, 17 

“the median age of SCG meter reading handheld computers is fifteen years, long past their 18 

depreciable book life.”514  Moreover, since the meter reading handheld vendor will no longer 19 

support the current handhelds, replacing the old handhelds with similar models is no longer 20 

possible.515  Indeed, SCG meter reading handheld computers are failing or requiring repair 21 

maintenance at 350-400 per year.516  Since SCG has 1,000 meter readers517, this is a significant 22 

rate of failure.  In light of these facts, DRA has provided no credible justification for rejecting 23 

SCG’s Meter Reading Handheld replacement project. 24 

PACER Mobile Data Terminal Upgrade 25 

SCG’s CSF personnel use MDTs in their vehicles.  “These MDTs have two-way wireless 26 

communications that allow CSF orders to be routed and scheduled to specific individual CSF 27 

                                                 
512 Id. at 55. 
513 Id. at 57. 
514 Id. at 58. 
515 Id. at 57. 
516 Id. at 58. 
517 Id. at 59. 
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personnel.  The MDT includes several applications (programs) that allow field personnel to 1 

view, open and close their assigned service orders.  Generally, MDTs are critical tools to SCG’s 2 

field personnel.”518  The MDT upgrade is required because both SCG and SDG&E are converting 3 

to Microsoft’s Windows 7 desktop operating system from Windows XP.  This operating system 4 

conversion is necessary because Microsoft will no longer provide support or upgrades to 5 

Windows XP.519  The existing SCG MDTs were installed in the 2004-2006 time period and do 6 

not have the capacity to run Windows 7.520  The 2004-2006 MDTs “have shown an increasing 7 

need for repair in recent years (hardware failure).”521  In comparison to these facts, DRA provides 8 

no credible evidence to support its claim that MDTs are not “mission critical.”522  In fact, MDTs 9 

are critical tools and “[w]ithout secured and reliable MDTs for SCG’s PACER system, SCG 10 

would experience difficulty in providing daily schedules and routes to approximately 1,200 CSF 11 

field personnel.  Even more important, CSF field personnel are dispatched to respond to 12 

emergency orders on a near-real time basis.  Without operational, secured and reliable MDTs, 13 

SCG field personnel would not be able to receive same day emergency dispatched orders.”523  14 

For all these reasons, DRA’s proposed disallowance for PACER MDT upgrade must be rejected. 15 

UWUA Issues 16 

SCG believes that its TY 2012 estimated expense request for CSF, CCC and BO/APL 17 

operations is sufficient and adequate to meet the reasonable service expectations of customers 18 

and the Commission.  UWUA, on the other hand, asserts that SCG should make changes in the 19 

areas of “service policies regarding A1 leak orders, completion of CSF orders, inspection of gas 20 

appliance connectors, CCC CSR response time, Branch Office job classifications, and CSF work 21 

standards.”524  Generally, UWUA has proposed increased staffing levels in CSF, CCC and BO 22 

operations to provide increased levels of customer service.  SCG’s analysis estimates that 23 

UWUA’s proposal will add at least $45 million of direct costs to SCG’s CSF TY 2012 estimated 24 

expenses (see Exh. 145 at EF-69:7-11), another $6.6 million in direct costs to SCG’s CCC TY 25 

2012 estimated expenses (see Exh. 145 at EF-73:20 to EF-74:3), and an additional $2.0-2.5 26 

                                                 
518 Id. 
519 SDG&E/Fong, Exh. 140 at 71-73. 
520 SCG/Fong, Exh. 145 at 60-61. 
521 Id. at 62 and Table SCG-EF-19. 
522 DRA/Gomberg, Exh. 537 at 10. 
523 SCG/Fong, Exh. 145 at 62-63. 
524 Id. at 63. 



206 
#265001 
   

million for Branch Office job reclassification. (see Exh. 145 at EF-76:1-3).  Moreover, as 1 

detailed below, UWUA’s proposals suffer from a number of specific errors. 2 

A1 (Emergency) Leak Response Time 3 

As demonstrated in Mr. Fong’s SCG Rebuttal Testimony, average A1 leak response time 4 

has consistently been in the range of 20-22 minutes.525  The 20-22 minute average A1 response is 5 

well within the guidelines and target set for A1 response.  Specifically, SCG has established that 6 

during normal business hours, SCG’s target is to respond to A1 leaks within 30 minutes of the 7 

customer notification and 45 minutes during non-business hours.526  UWUA proposes that 100% 8 

of all A1 leak orders meet the 30 and 45 minute target response windows.  The 100% response 9 

goal is virtually impossible because of logistic, geographic and random circumstances, even if 10 

CSF staffing was increased in a significant manner.527 11 

Order Completion Schedule of Two Days 12 

UWUA proposed that SCG’s CSF order completion schedule be shortened to an 13 

unprecedented two days for all non-A (non-emergency) type customer orders.  UWUA provides 14 

a “best guess” estimate of increased CSF staffing requirements of 120 FTEs and $14.1 million.528  15 

UWUA presented no evidence that a two day order completion will substantially increase 16 

customer safety and that 120 FTEs and $14.1 million would be sufficient to achieve the two day 17 

goal.  UWUA’s “best guess” estimates were based on “the judgment of three Union represented 18 

employees who have many years of CSF experience, but no formal background in forecasting, 19 

optimum staffing, routing and scheduling methods”.529 20 

In contrast to UWUA’s “best guess” approach, SCG conducted a more rigorous analysis 21 

of 2010 recorded daily data and estimated that an additional 539 FTEs would be required to meet 22 

the two day order completion schedule window and approximately $45 million of direct costs for 23 

additional Energy Technician Residential (ETR) and supervision.530  Moreover, SCG knows of 24 

no documented customer health or safety issues with SCG’s current order completion 25 

schedule.531 26 

                                                 
525 Id. at 64-65, Table SCG-EF-20. 
526 Id. at 64; SCG/Fong, Tr. Vol. 20 at 2359-2361. 
527 SCG/Fong, Exh. 145 at 66-67. 
528 UWUA, Exh. 586 at 2-3 and 9; UWUA, Exh. 583 at 8. 
529 SCG/Fong, Exh. 145 at 68. 
530 Id. at 69. 
531 Id. at 78-79. 
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Brass and Two Piece Connectors 1 

UWUA proposed that SCG inspect all gas appliances for two piece and brass connectors 2 

when a qualified SCG representative is working on a customer’s premises.  UWUA provided no 3 

estimates of the incremental cost impact.532  SCG believes current policy and practices are 4 

sufficient for customer safety, since SCG representatives are already required to complete 5 

inspection of all appliances once an “unacceptable” connector is discovered.533 6 

Increasing Customer Contact Center Level of Service (LOS) to 90/60 7 

UWUA proposed that SCG increase the CCC LOS from the current 76% of the calls 8 

answered within 60 seconds to 90%.534  SCG has never achieved a 90% LOS.  The highest LOS 9 

achieved was 83.2% in 2007. 535  In addition, UWUA proposes to increase CSR average handle 10 

time (AHT) per call from the assumed TY 2012 level of 231 seconds to 270 seconds.  In both 11 

cases, UWUA is proposing to reduce CSR productivity and increase staffing inefficiencies.  12 

UWUA presented no evidence as to how customers would benefit from longer CSR call handle 13 

times.  Staffing CSRs to achieve a 90% LOS would mean that over 100 FTEs would need to be 14 

added to the CCC.  In addition, many CSRs would be idle and waiting on calls to achieve this 15 

unprecedented high level of service.536 16 

Branch Offices 17 

As shown above, SCG branch offices are adequately staffed for the level and type of 18 

customer transactions.  No intervening party has disputed that branch office transactions are 19 

declining or that only 1-3% are non-payment type of transactions.  Only the non-payment branch 20 

office transactions require a Customer Contact Representative (CCR) skill level.  Even if a CCR 21 

is not available, a customer can contact the SCG CCC with a ring down phone that is available at 22 

all SCG branch offices.  The CCC can then respond to a customer’s non-payment transaction 23 

request.  SCG has 47 branch offices with 62 CCRs and 14 Lead CCRs.537  In other words, for 47 24 

branch offices, 76 individuals are qualified to complete the relatively small number of non-25 

payment transactions.  Based on these facts, UWUA’s request to convert all branch office lower 26 

level cashier positions to the higher level CCR classification is not justified.  In addition, 27 

                                                 
532 Id. at 70. 
533 Id. at 70-71; SCG/Fong, Tr. Vol. 20 at 2395-2399. 
534 SCG/Fong, Exh. 145 at 72; SCG/Fong, Tr. Vol. 20 at 2342-2343. 
535 SCG/Fong, Exh. 145 at 72. 
536 Id. at 72-74. 
537 Id. at 75. 
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UWUA’s assertion or claim of customer safety issues that may arise from the current mix of 1 

branch office job classifications is nonsensical.538 2 

Other UWUA Issues 3 

“UWUA raised several other non-GRC issues or made statements in their submitted 4 

testimony that warrants clarification.”539  Mr. Fong provided such clarifications in his SCG 5 

Rebuttal Testimony.540  Since SCG’s clarifications do not have a direct or material impact on 6 

SCG’s TY 2012 estimated expenses, they are not specifically addressed in this Opening Brief. 7 

10.4 Field, Call Center & Branch Offices – SDG&E Issues 8 
SUMMARY REGARDING SDG&E’S CSF AND CC REQUESTS 9 

SDG&E’s CSF personnel completed over 1.1 million orders in 2009 and are dispatched 10 

from five base locations covering San Diego County and south Orange County.541  SDG&E’s 11 

CCC operations handle over 3 million telephone customer contacts per year.542  SDG&E has two 12 

call centers with approximately 200 customer service representatives.543  SDG&E’s BOs and 13 

APLs provide in-person bill payment services at seven different BO locations and over seventy 14 

contracted APLs.  SDG&E’s BOs and APLs processed over 1.2 million bill payments in 2009.544 15 

Over the five-year forecasting period (2005-2009), SDG&E’s CSF and CCC activities 16 

have been impacted by customer growth, customer turnover, meter and regulator replacements 17 

and the integration of its AMI (a.k.a Smart Meter) and evolving HAN services.  Smart meters 18 

provide remote meter reads several times a day via a communications network to SDG&E data 19 

centers and Measurement Data Operations (see SDG&E/Pruschki, Exh. 94).  Smart Meter 20 

deployment is nearly complete, and TY 2012 is the first full year of AMI implementation.545  As 21 

noted above, HAN consist of smart appliances and devices that communicate with one another 22 

via a communications network on a customer’s premise.  SDG&E is developing and establishing 23 

the necessary HAN infrastructure and systems that recognize, register (i.e., paired devices) and 24 

                                                 
538 Id. at 75-76; SCG/Fong, Tr. Vol. 20 at 2327-2328, 2329-2330 and 2331-2332. 
539 SCG/Fong, Exh. 145 at 76. 
540 Id. at 76-80. 
541 SDG&E/Fong, Exh. 138 at 1. 
542 Id. 
543 Id. 
544 Id. and Exh. 140 at 41. 
545 Id. at 2-3. 
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communicate with customer HANs and their associated devices via SDG&E’s Smart Meter 1 

network.546 2 

SDG&E’s CSF and CC request for TY 2012 total shared and non-shared O&M estimated 3 

expenses is $35,361,000 or $2,669,000 less than 2009 base year adjusted recorded expenses.547  4 

SDG&E’s request for CSF and CC TY 2012 expenses includes operational benefits from 5 

SDG&E’s AMI implementation, with a net reduction of approximately 23% of CSF orders and 6 

reductions in CCC bill inquiries.548  In addition, the CSF and CC cost centers are expected to 7 

reduce O&M expenditures by an additional $865,000 from implementation of OpEx projects.549  8 

Therefore, the TY 2012 request for CSF and CC cost centers will have effectively reduced total 9 

O&M expenses by over $3.5 million ($2.669 million + $0.865 million) annually from 2009 base 10 

year adjusted recorded expense of approximately $38 million or approximately 9.3%. 11 

SDG&E’s TY 2012 request for CSF and CC funding was addressed in testimony from 12 

DRA, UCAN and CCUE.  DRA and UCAN made a number of recommendations to deny 13 

funding for a variety of CSF and CC costs.  As shown below, however, these recommendations 14 

lack factual support, are inconsistent, are contrary to Commission decisions and policy, and 15 

suffer from a single-minded focus on rate reduction, without reasonable consideration of the 16 

realities of changing customer needs and increased regulation.  CCUE’s recommendations 17 

focused on the number of gas employees available to work in the field in the event of a natural 18 

disaster.  As explained below, SDG&E used workforce estimates and associated expenses 19 

required to meet the needs of a “normal” year of CSF activities, including expected incremental 20 

activities.  Since CSF activities related to natural disasters (e.g., earthquakes) are not “normal,” 21 

SDG&E has prepared for these catastrophic events through the establishment of “Mutual 22 

Assistance” agreements with a network of gas and electric utilities. 23 

CUSTOMER SERVICES FIELD (CSF) 24 
SDG&E requested a net reduction of $3,219,000 or approximately 13.6%, in TY 2012 25 

estimated expenses for CSF, from a 2009 adjusted recorded level of $23,608,000.550  SDG&E 26 

utilized a five-year average forecasting methodology using historical CSF order volumes by 27 

order type for years 2005-2009.  This methodology was thoroughly explained and identified 28 
                                                 
546 Id. 
547 SDG&E/Fong, Exh. 142 at 5, Table SDG&E-EF-1. 
548 SDG&E/Fong, Exh. 138 at 2. 
549 SDG&E/Phillips, Exh. 183 at 10; SDG&E/Phillips, Exh. 185, Workpapers at 22. 
550 SDG&E/Fong, Exh. 138 at 15, Table SDG&E-EF-6. 
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(including exceptions) in Mr. Fong’s SDG&E Direct Testimony.551  The five-year average 1 

established a TY 2012 baseline forecast for CSF order volume by order type.  Smart Meter 2 

benefits (reductions) were then applied to the five-year average TY 2012 forecast.  Benefits 3 

attributed to SDG&E’s Smart Meter implementation are identified by line item in each 4 

applicable cost center and supporting workpaper.552  Similarly, incremental on-going TY 2012 5 

O&M costs attributed to Smart Meter are also identified by line item.  Incremental TY 2012 CSF 6 

Smart Meter benefits total $5,257,000, offset by incremental CSF costs of $646,000.  Similarly, 7 

incremental CSF activities from forecasted meter growth and other new customer CSF and 8 

company requirements were added to the TY 2012 baseline forecast.553 9 

DRA’s and UCAN’s CSF Disallowance Requests Are Without Merit 10 
Both DRA and UCAN proposed disallowances to SDG&E’s requested estimated 11 

expenses for CSF non-shared services.554  DRA has recommended that SDG&E’s estimated 12 

expense decrease of $3,219,000 (labor and non-labor combined) be further reduced by $250,000.  13 

UCAN concurs with DRA’s recommendation, but also proposes a further reduction of 14 

$1,212,000555.  The total DRA and UCAN proposed SDG&E reduction amount is $1,462,000 or 15 

a 7.2% reduction from SDG&E’s TY 2012 estimated expenses of $20,389,000.  DRA did not 16 

dispute SDG&E’s five-year average forecasting methodology that incorporates customer growth 17 

and specific targets for planned meter and regulator change-outs. 18 

SDG&E’s increased drive time is reasonable 19 
SDG&E proposed an annual 1% increase in average drive per CSF order, resulting in an 20 

increase of $150,000 in TY 2012 estimated expenses.556  DRA’s and UCAN’s proposed 21 

disallowance of $150,000 is arbitrary as DRA and UCAN provide no analysis to justify their 22 

proposed reduction.557  DRA argues that the economic slowdown and high unemployment should 23 

lead to lower traffic congestion.  In fact, the San Diego area is expected to experience higher 24 

levels of employment in 2012 over base year 2009.558  SDG&E showed that average drive time 25 

                                                 
551 Id. at 16-17. 
552 Id. at 8. 
553 Id. at 19, Table SDG&E-EF-7. 
554 SDG&E and intervener proposed funding levels are summarized in Exh. 140 at 11, Table SDG&E-EF-3.   
555 See UCAN/Marcus, Exh. 558 at 67.  Table 43 cites numbers from SDG&E’s original Application dated 
December 2010 and should have used the SDG&E numbers from SDG&E’s July 2011 errata. 
556 SDG&E/Fong, Exh. 138 at 23. 
557 See DRA/Gomberg, Exh. 507 at 4; UCAN/Marcus, Exh. 558 at 68. 
558 SDG&E/Fong, Exh. 140, at 13, Table SDG&E-EF-4. 
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had, in fact, increased by more than 1% in 2010 and 2011 over 2009 levels.559  SDG&E also 1 

experienced an increase of 12.4% in average drive time in 2010 over 2009 (10.63 minutes in 2 

2010 vs. 9.46 minutes in 2009).  As shown in the following table from Mr. Fong’s SDG&E 3 

Rebuttal Testimony, drive time in 2011 has increased another 18.4% over 2010, thereby directly 4 

disproving DRA’s assertion. 5 

Table SDG&E-EF-5560 6 
Customer Service Field Annual Average Drive Time (minutes) 7 

 8 

Year 

Annual 
Average 

Drive Time 
2005 9.60 
2006 9.88 
2007 10.13 
2008 9.67 
2009 9.46 
2010 10.63 

YTD 2011 12.59 

Accordingly, DRA’s and UCAN’s proposed disallowance for SDG&E’s increased 1% of 9 

drive time should be rejected. 10 

SDG&E’s forecasted increase in Carbon Monoxide (CO) alarm orders is justified 11 
SDG&E requested an increase of $138,000 in CSF estimated TY 2012 expenses to 12 

respond to an estimated increase of 3,000 CO alarms over 2009 levels.  SDG&E responded to 13 

2,174 CO alarms in 2009 when CO detectors were not required in homes and other dwellings.561  14 

SDG&E is expected to have approximately 1.4 million customers by TY 2012.  Thus, a modest 15 

increase of 3,000 alarms from mandated installation of CO detectors is reasonable. 16 

DRA and UCAN proposed to disallow $100,000 for increased CO detector alarm orders.  17 

DRA attempts to justify their proposed disallowance by using CO alarm order growth from the 18 

June 1 through May 31, 2011 period.562  The historical period DRA used to extrapolate CO alarm 19 

growth is irrelevant and nonsensical because this period is prior to the effective date of SB 183.563  20 

UCAN also supports DRA’s recommendation of reducing $100,000 from SDG&E’s forecasted 21 

                                                 
559 Id. at 13-14. 
560 Id. at 14, Table SDG&E-EF-5. 
561 SDG&E/Fong, Exh. 138 at 25-26. 
562 DRA/Gomberg, Exh. 507 at 4. 
563 SDG&E/Fong, Exh. 140 at 16. 
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TY 2012 request of $138,000.564  In sum, DRA’s and UCAN’s proposal to disallow the 1 

overwhelming majority of incremental CSF expenses due to SB 183 CO detector requirements 2 

relies on flawed and unjustified estimates based on historical data prior to SB 183’s 3 

implementation. 4 

UCAN’s CSF proposed forecast for selective order types and 1% reduction in overall 5 
orders suffers from a number of flaws 6 
Unlike UCAN, SDG&E did not selectively apply different forecasting methods to 7 

different CSF and CC activities, including different methods for similar type orders between 8 

SDG&E and SCG.  For example, UCAN points out that CSF seasonal turn-ons and turn-offs for 9 

single family residences decreased from 2005-09 and then arbitrarily decreased the TY 2012 10 

forecast for those 2 order types.565  At the same time, UCAN completely ignores or is 11 

conveniently silent when CSF turn-ons for multiple family residences almost double from 2005-12 

2009.566  A further example of UCAN’s bias to reduce order volumes is its arbitrary across the 13 

board reduction of 1% in total order volumes when UCAN’s own testimony proposed meter 14 

growth at approximately 0.5% less than SDG&E’s forecast.567  Essentially, UCAN has reduced 15 

order volumes due to growth by double the level of their own reduced meter growth forecast.  16 

UCAN provides no rationale or analysis for this arbitrary 1% reduction.568  Even if the 17 

Commission adopts UCAN’s lower meter growth forecast, the reduction in overall SDG&E CSF 18 

TY 2012 estimated expenses is $42,148, not the $1,462,000 that UCAN recommended.569 19 

UCAN’s use of 2010 recorded data is improper because SDG&E AMI/Smart Meter 20 
benefits are embedded in 2010 activity levels and therefore would be double counted 21 
CSF operational benefits from a reduction in CSF AMI /Smart Meter-related order 22 

volume is already included in 2010 recorded historical expenditures.  UCAN used recorded 2010 23 

CSF expenditures to estimate TY 2012 CSF non-labor expenses and supervision expenses.570  24 

However, CSF operations non-labor expenses and supervision expenses have already been 25 

reduced as result of estimated reductions in CSF order volume from AMI/Smart Meter 26 

                                                 
564 UCAN/Marcus, Exh. 558 at 68. 
565 UCAN/Marcus, Exh. 558 at 67-68. 
566 SDG&E/Fong, Exh. 140 at 23. 
567 UCAN/Marcus, Exh. 558 at 68. 
568 SDG&E/Fong, Exh. 140 at 23-24. 
569 Id. 
570 UCAN/Marcus, Exh. 558 at 68-69 and 71-72. 
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implementation.571  The reductions in AMI-related CSF order volume effectively reduce 1 

associated TY 2012 estimated CSF labor FTEs, non-labor expenses and supervision expenses, 2 

and therefore 2010 recorded data will have embedded AMI reductions.  UCAN is effectively 3 

double counting the AMI related reductions from 2009 base year by starting with 2010 recorded 4 

data and then accepting SDG&E’s estimated AMI related reductions.572 5 

CSF dispatch and staff support function expenses are not proportionally related to 6 
CSF orders 7 
UCAN proposes to disallow a total of $651,000 in SDG&E CSF dispatch, staff support 8 

and management expenses.573  CSF dispatch activities are essentially independent of the reduced 9 

orders related to AMI/Smart Meter deployment.  Dispatch personnel are required to dispatch 10 

CSF personnel during the day for emergency/hazardous leak orders and exception orders.  The 11 

reduction in CSF estimated TY 2012 activity (order volumes) is due to the elimination of CSF 12 

meter reads and non-entered turn-on orders resulting from AMI automation.  These orders do not 13 

require dispatch personnel, but are automatically scheduled and routed to the appropriate CSF 14 

personnel.  Upper management and support staff are independent of CSF order volume.  Support 15 

staff required for Field Collection activities is essentially independent of AMI/Smart Meter 16 

automation.574  Therefore, UCAN’s proposed reduction of $651,000 for CSF dispatch, staff 17 

support and management expenses is logically and operationally flawed. 18 

CUSTOMER CONTACT CENTERS (CCC) 19 

SDG&E is requesting a TY 2012 increase of $1,207,000 in CCC estimated expenses over 20 

2009 adjusted recorded levels.575  SDG&E’s CCC operations include $82,000 of incremental 21 

benefits attributed to Smart Meter implementation.576  SDG&E OpEx benefits lead to a reduction 22 

of $653,000 in CCC TY 2012 estimated expenses.577  In sum, SDG&E is requesting a net 23 

increase of $554,000 for CCC expenses or approximately 5% over 2009 levels. 24 

DRA’s and UCAN’s CCC Disallowance Requests Are Without Merit 25 

                                                 
571 SDG&E/Fong, Exh. 138 at 22, Table SDG&E-EF-9. 
572 SDG&E/Fong, Exh. 140 at 25-26. 
573 UCAN/Marcus, Exh. 558 at 69-74. 
574 SDG&E/Fong, Exh. 140 at 26-27. 
575 SDG&E/Fong, Exh. 142 at 28, Table SDG&E-EF-12. 
576 SDG&E/Fong, Exh. 138 at 19, Table SDG&E-EF-7 and at SDG&E/Fong, Exh. 142 at 31, Table SDG&E-EF-15; 
SDG&E/Fong, Tr. Vol. 19 at 2237:18-2238:5. 
577 SDG&E/Fong, Exh. 138 at 13. 
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DRA has recommended that SDG&E’s incremental request of $1,207,000 for CCC 1 

estimated expenses be reduced by $883,000.578  DRA accepted SDG&E’s five-year average 2 

forecasting methodology with customer growth and the resulting CSR call volume forecast.  3 

However, DRA is incorrect when it asserts or implies that SDG&E has not included OpEx 4 

benefits in CCC estimated expenses.579  SDG&E has, in fact, included a reduction in revenue 5 

requirements from OpEx, and DRA has not opposed these benefits, which were identified in 6 

SDG&E witness Mr. Phillips’ workpapers (see Exh. 185 at 22).  Therefore, DRA has effectively 7 

proposed a double reduction in SDG&E’s estimated expenses from OpEx.  With respect to 8 

UCAN, Mr. Marcus recommends reductions in estimated expenses for CSRs of $638,000. 580   In 9 

addition, UCAN witness Mr. Marcus adds another $1,096,000 of reductions attributable to 10 

UCAN witness Mr. Shames’ recommendation581.  As shown below, these reductions are not 11 

valid. 12 

CCC 2005-2009 five year average for CSR answered calls provides a reasonable and 13 
untainted basis for TY 2102 CCC call volume 14 
SDG&E has consistently estimated TY 2012 activity levels using a 2005-2009 five-year 15 

average.  Operational benefits and reductions of estimated expense from OpEx are then netted 16 

(or subtracted) from the TY 2012 estimated expenses.  DRA and UCAN have not rejected 17 

reductions or operational benefits from OpEx.  However, UCAN has proposed the 2009-2010 18 

two-year average to estimate CSR answered calls.582  UCAN’s methodology is flawed because 19 

recorded 2010 CSR answered calls “already include substantial OpEx reductions in CSR 20 

answered calls.”583  UCAN cannot accept SDG&E’s proposed reduction of $653,000 in CCC 21 

estimated expenses from OpEx self-service benefits from a 2010 level of recorded expenses 22 

since 2010 already has embedded OpEx self-service benefits.  23 

UCAN has no support for its arbitrary CCC expense reductions 24 
UCAN proposed a 10% (or $1,096,000) reduction in CCC TY 2012 estimated 25 

expenses.584  SDG&E could not find any analysis, discussion or documentation in Mr. Shames’ 26 

                                                 
578 DRA/Gomberg, Exh. 508 at i ($856,000 was changed to $883,000 with the correction of $181,000 to $208,000 in 
Mr. Gomberg’s November errata). 
579 DRA/Gomberg, Exh. 507 at 6. 
580 SDG&E/Fong, Exh. 140 at 29. 
581 Id. 
582 UCAN/Marcus, Exh. 558 at 76-77. 
583 SDG&E/Fong, Exh. 140 at 36-37. 
584 UCAN/Marcus, Exh. 558 at 74. 
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testimony regarding this 10% reduction in CCC estimated expenses.585  Accordingly, this 10% 1 

reduction is lacking in factual support, completely arbitrary and should be rejected.  2 

CCC support labor and non-labor estimated expenses include increases for an OpEx 3 
Analyst and related CCC OpEx software and hardware maintenance costs 4 
SDG&E included expenses for an OpEx Analyst, increased telecommunications expenses 5 

and increased software and hardware maintenance costs.586  DRA proposed to disallow OpEx 6 

related expenses, but does not reject CCC OpEx related benefits.587  However, SDG&E and 7 

SoCalGas documented and explained that OpEx software, hardware and the additional OpEx 8 

Analyst are the basis for OpEx benefits.588 9 

BRANCH OFFICES (BOs) AND AUTHORIZED PAYMENT LOCATIONS (APLs) 10 
SDG&E requested TY 2012 estimated expenses of $1,900,000 for BO and APL 11 

operations, reflecting a $107,000 increase from 2009 adjusted recorded expenditures.589  DRA 12 

proposed 2009 recorded expenses for TY 2012.590  DRA argues that since SoCalGas is planning 13 

to reduce the number of BOs, no additional expenditures are required for SDG&E’s BOs and 14 

APLs591.  UCAN proposed a two year average (2009-2010) for estimating TY 2012 BO and APL 15 

expenses.592  DRA’s and UCAN’s arguments suffer from a number of flaws. 16 

First, SDG&E is not proposing to change BO operations for TY 2012.593  Indeed, 17 

SDG&E has expanded its APL network from 49 locations in 2009 to 76 in 2011.594  Second, 18 

UCAN has no rationale for its arbitrary choice of a two year average to estimate SDG&E branch 19 

office and APL expenses.  SDG&E eliminated three branch offices in the 2005-2006 timeframe.  20 

Accordingly, SDG&E based its TY 2012 estimated expenses on a three year average from 2007-21 

2009.595 22 

                                                 
585 SDG&E/Fong, Exh. 140 at 36. 
586 SDG&E/Fong, Exh. 138 at 32. 
587 DRA/Gomberg, Exh. 507 at 6-7. 
588 SDG&E/Fong, Exh. 140 at 32-36. 
589 SDG&E/Fong, Exh. 138 at 33. 
590 DRA/Gomberg, Exh. 507 at 7. 
591 Id. 
592 UCAN/Marcus, Exh. 558 at 79-80. 
593 SDG&E/Fong, Exh. 138 at 33. 
594 SDG&E/Fong, Exh. 140 at 41. 
595 SDG&E/Fong, Exh. 138 at 33-34; SDG&E/Fong, Exh. 140 at 42. 
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OPERATING & MAINTENANCE EXPENSES FOR SHARED SERVICES (100% 1 
INCURRED EXPENSES) 2 

SDG&E is requesting a reduction of $30,000 in CSF and CC 100% incurred shared 3 

services expenses and a reduction of $764,000 in SDG&E booked shared service expenses.596  4 

No intervening party disputed SDG&E’s proposed reductions in CSF and CC shared service TY 5 

2012 estimated expenses. 6 

CUSTOMER SERVICE AND CUSTOMER SATISFACTION 7 
UCAN asserts that SDG&E has not leveraged web services to transform the CCC 8 

customer experience to the “Next Generation Customer Service” and further asserts that SDG&E 9 

“assumes no cost savings.”597  Specifically, UCAN asserted the following: 10 

SDG&E’s proposed expenditure is also undermined by SDG&E’s failure to identify 11 
operational efficiencies.  It assumes a $2.143 million expenditure on these functionalities 12 
for both utilities but then offers no potential offsetting costs (e.g. fewer CSR hours spent).  13 
UCAN concurs with DRA that some operational efficiencies are expected.598 14 
Contrary to Mr. Shames’ testimony, SDG&E has included $653,000 of direct CCC self-15 

service annual benefits and $212,000 of CSF benefits as result of OpEx investments.  In addition, 16 

SoCalGas has explicitly provided $5.6 million of CCC self-service annual benefits and $1.4 17 

million of CSF benefits.599  Therefore, the $2.1 million referenced in UCAN’s testimony directly 18 

or indirectly generates approximately $7.9 million of annual OpEx benefits between SDG&E 19 

and SoCalGas.  Embedded in SDG&E TY 2012 estimated expenses is almost $1.4 of annual 20 

postage savings from a 35.4% adoption rate for paperless billing.600  Moreover, SDG&E and 21 

SoCalGas have included cost savings from OpEx self-service as a result of web services 22 

development and the continuing improvement in Electronic Bill Presentment and Payment 23 

functionality.  Thus, UCAN’s claim of “no potential offsetting costs” is just plain false. 24 

SDG&E is currently pursuing an expansion of web services 25 
UCAN recommends that SDG&E pursue the following: 26 

• Live Web chat with artificial intelligence and virtual agents 27 

• E-mail with artificial intelligence 28 

• Rate Finder tool 29 

                                                 
596 SDG&E/Fong, Exh. 138 at 38-39, Table SDG&E-EF-19. 
597UCAN/Shames, Exh. 555 at 31. 
598 UCAN/Shames, Exh. 555 at 37. 
599 SDG&E/Fong, Exh. 140 at 43; SCG/Fong, Exh. 143 at 12. 
600 SDG&E/Fong, Exh. 140 at 44. 
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• Customer Feedback via a Web Survey601 1 

In fact, SDG&E is pursuing, in one form or another, each of the above strategies recommended 2 

by UCAN.602  UCAN, however, has not endorsed nor supported incremental funding for any of 3 

these initiatives. 4 

SDG&E customer satisfaction has been relatively stable and SDG&E addresses each 5 
and every customer complaint 6 
UCAN asserts that SDG&E customer complaints are extraordinarily high and implies 7 

that SDG&E in not addressing customer complaints.603  These assertions fail to consider a 8 

number of significant facts. 9 

First, SDG&E has a formal customer complaint tracking system that requires all 10 

customer complaints be assigned “to the appropriate in-line supervisor for disposition and 11 

follow-up with the customer.”604  Second, the total number of SDG&E customer complaints is 12 

small, representing less than 1% of the residential customer base and less than 0.01% of total 13 

customer transactions605.  Third, SDG&E conducts formal customer satisfaction surveys (CSSs) 14 

with statistically significant random samples of customers who have had a recent 15 

interaction/transaction with an SDG&E representative.  CSS results of the customer experience 16 

with SDG&E CSRs and CSF Energy Technicians have shown a 2009-2010 improvement over 17 

2005-2008 levels.606  Fourth, SDG&E’s JD Power ranking in overall customer satisfaction from 18 

2009-2010 was in the top quartile for the comparable peer set of large utilities.607  The 2009-2010 19 

JD Power customer survey also showed that SDG&E’s interactive voice response ranked higher 20 

than its peer set of utilities.  Finally, despite UCAN’s proposal that SDG&E should be 21 

effectively penalized for “missed field appointments,” SDG&E has, in fact, reduced the number 22 

of missed appointments every year since 2003.608  The percentage of missed appointments, given 23 

the large number of orders scheduled, is less than 0.1%.609 24 

                                                 
601 UCAN/Shames, Exh. 555 at 41-43. 
602 SDG&E/Fong, Exh. 140 at 55-59. 
603 UCAN/Shames, Exh. 555 at 57-64. 
604 SDG&E/Fong, Exh. 140 at 60. 
605 Id. at 60-61. 
606 Id. at 62-63, Tables SDG&E-EF-15 and SDG&E-EF-16. 
607 Id. at 64; JD Power Survey, Exh. 152; SDG&E/Fong, Tr. Vol. 19 at 2300-2301. 
608 Id. at 68, Table SDG&E-17. 
609 SDG&E/Fong, Exh. 140 at 68, Table SDG&E-17. 
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CAPITAL PROJECTS 1 
CSR Online Customer Helpdesk Support 2 

SDG&E requested $1.551 million to implement an on-line tool to assist CSRs responding 3 

to SDG&E web navigation issues on sdge.com and My Account.610  UCAN was the only 4 

intervener to object to this request.  Although UCAN admitted that it “strongly supports the 5 

concept,” it goes on to oppose the request based on the belief that it is “limited to only those 6 

customers with My Account and other web-based services, whereas UCAN would expect chat 7 

and e-mail functions should be available to all SDG&E customers.”611 UCAN’s objection is 8 

inconsistent with the facts.  As explained by Mr. Fong: 9 

SDG&E’s proposal to implement a CSR On-line Help Co-browsing tool will 10 
provide CSRs with capabilities to assist customers in navigating and using various 11 
SDG&E Web applications as well as help troubleshoot basic connectivity issues 12 
and software issues (e.g., operating system compatibility, security requirements, 13 
etc.).  These capabilities are widely known in Help Desk support functions/centers 14 
as “you see, I see” functionality. 15 

The co-browsing functionality is not limited to SDG&E My Account users.  16 
Furthermore, SDG&E is designing most on-line applications for non-My Account 17 
users (SDGE.com).  SDG&E eServices Phase 8 will provide 18 
Start/Stop/Transfer/Move services to non-My Account, as well as, My Account 19 
customers.612 20 

Thus, the co-browsing capability allows a SDG&E CSR to see what the customer sees on 21 

sdge.com or SDG&E’s My Account.  “These tools are used by companies with a significant 22 

online customer base and are increasingly becoming necessary to ensuring effective and efficient 23 

support for the growing number of online customers . . . .”613 24 

Service Order Routing Technology (SORT) Upgrade 25 

SORT is SDG&E’s major software application for scheduling, routing and dispatching 26 

orders to over 450 CSF personnel.  SORT is a critical application that supports daily activities 27 

such as emergency response to gas leaks, electric outages, high bill investigations, customer’s 28 

requests for appliance inspections, and adjustments, service activations, and account closures, 29 

advanced meter maintenance and collections.614  SDG&E is seeking $4.289 million for an 30 

upgrade to the SORT software. 31 

                                                 
610 SDG&E/Fong, Exh. 138 at 44, Table SDG&E-EF-23. 
611 UCAN/Shames, Exh. 555 at 36.  
612 SDG&E/Fong, Exh. 140 at 48-49. 
613 SDG&E/Fong, Exh. 138 at 45. 
614 Id. at 45-46. 
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This upgrade is required because SDG&E and SoCalGas are converting to the Microsoft 1 

Windows 7 desktop operating system from the Windows XP operating system.  This operating 2 

system conversion is necessary because Microsoft will no longer provide support or upgrades to 3 

Windows XP.615  SORT is a vendor provided software product, and SORT’s vendor has 4 

explicitly stated that SDG&E’s current version of SORT will not be supported on Windows 7.616  5 

Accordingly, without this upgrade, one of SDG&E’s critical software programs will be subject to 6 

failure and/or inefficiencies caused by the vendor’s inability to support the now obsolete 7 

Windows XP-based SORT.  DRA was the only intervener to object to this upgrade, but in doing 8 

so, failed to suggest any alternative approach. 9 

Home Area Network (HAN) 10 

SDG&E’s HAN infrastructure estimated capital expenditure (totaling $13.3 million) and 11 

TY 2012 O&M expenses are necessary to support, operate, maintain, administer and enable 12 

customer HAN device adoption and usage.617  As explained by Mr. Fong during hearings and in 13 

his SDG&E Rebuttal Testimony, SDG&E’s HAN enabled communication in Smart Meter/AMI 14 

implementation was authorized in D.07-04-043.618  Furthermore, the Commission’s more recent 15 

Smart Grid Customer Privacy Decision (D.11-07-056) finds that near real-time customer usage 16 

and price data via HAN are essential to Smart Meter benefits.619  In addition, D.11-07-056 directs 17 

SDG&E to implement, up to 5,000 HAN devices even as HAN technology and industry 18 

standards and protocols are being finalized.620  The Commission has already authorized several 19 

HAN deployment programs, but has left utility IT infrastructure funding to general GRC capital 20 

funding.621 21 

In light of these facts, DRA’s opposition to SDG&E’s HAN infrastructure expenditure is 22 

without merit and contrary to Commission policy and direction.  It is also a complete about face 23 

from DRA’s advocacy of HAN in SDG&E’s AMI proceeding (A.05-03-015).622 24 

 25 

 26 

                                                 
615 SDG&E/Fong, Exh. 140 at 71-73. 
616 Id. at 72:7-12 and Attachment D (Letter from Ventyx – SDG&E’s SORT Vendor). 
617 See SDG&E/Fong, Exh. 138 at 49-59. 
618 SDG&E/Fong, Exh. 140 at 77-83 and Table SDG&E-EF-20 at 82; SDG&E/Fong, Tr. Vol. 19 at 2205:18-2208:7. 
619 SDG&E/Fong, Exh. 140 at 79. 
620 Id. at 80. 
621 Id. at 82-84; SDG&E/Fong, Tr. Vol. 19 at 2208-2211. 
622 SDG&E/Fong, Exh. 140 at 85-86. 
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Distributed Energy Management System (DERMS) 1 

Mr. Fong’s SDG&E Direct Testimony describes the DERMS functionality and long term 2 

development schedule as follows: 3 

DERMS is an advanced software application that will optimize resource 4 
utilization in response to system operational events, environmental and 5 
equipment conditions (collectively reliability events), and market price 6 
conditions. DERMS is expected to have a forecast planning horizon of 24-48 7 
hours for developing optimal resource allocation within its planning horizon.   8 

DERMS includes several different, but integrated, software components 9 
that incorporates advanced optimization algorithms to dispatch demand and 10 
supply side resources.  For example, DERMS could dispatch or send signals to 11 
HAN devices to initiate PCT changes, customer energy battery storage units, 12 
reduce plug-in electrical vehicle charging and other controls of distributed 13 
demand and supply resources.  DERMS will be integrated with HAN DRCA 14 
software, Distribution Outage Management Systems and market price signals.  15 
Specifically, DERMS is expected to identify location specific demand and 16 
supply resources and transmit corresponding control signals to balance local and 17 
global system energy demand and supply. 18 

DERMS will also support utility operational controls via an interface into 19 
the Outage Management/Distribution Management System that will facilitate 20 
situational awareness of the grid as distributed dynamic resources become more 21 
prevalent.  In addition, DERMS will communicate with company and 3rd party 22 
systems and services (e.g., virtual load groups, demand response aggregators) to 23 
optimize both company-operated and third party operated resources and demand.   24 

DERMS total estimated expenditures over the 2012-2016 timeframe is 25 
approximately $57.4 million.  Total estimated capital expenses over this 5 year 26 
period for DERMS development is approximately $51.3 million.  Total estimated 27 
O&M expenses are approximately $5.6 million over the same 5 year period.  28 
SDG&E will initiate the DERMS project in 2012 with estimated capital expenses 29 
of approximately $5.1 million and estimated O&M expenses of approximately 30 
$0.5 million in 2012.623 31 

Without a DERMS mathematical modeling tool, optimally balancing system 32 

supplies and demand becomes more difficult.  This is especially true in light of fact that 33 

there is increased availability of distributed renewable energy sources, the pending 34 

implementation of dynamic pricing, the availability of storage technologies and rise in 35 

the use of plug-in vehicles.624  In its proposal to disallow funding for DERMS, DRA did 36 

                                                 
623 SDG&E/Fong, Exh. 138 at 59-60. 
624 SDG&E/Fong, Exh. 140 at 95; see also SDG&E/Krevat, Exh. 117 at 7-10. 
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not explain its reasons in light of these facts and should be rejected.  No intervener, other 1 

than DRA, objected to DERMS. 2 

Coalition of California Utility Employees (CCUE) 3 

It is true that SDG&E is reducing field operations workforce as a result of SDG&E’s 4 

Smart Meter/AMI implementation.  With respect to CCUE’s concern that this reduction in 5 

workforce puts operations at risk in the event of a natural disaster, SDG&E has reasonably 6 

accounted for this low frequency (low probability, high impact) risk by maintaining “mutual 7 

assistance” agreements with other gas utilities, including the SoCalGas, PG&E, Southwest Gas 8 

and NV Energy.  According to these agreements, SDG&E can request additional resources from 9 

these organizations to remove the potential backlog of outstanding customer restoration orders 10 

that may arise in the aftermath of a natural disaster.  In light of these facts, CCUE’s suggested 11 

approach of establishing a dedicated workforce to address natural disaster issues regarding utility 12 

services would be costly and is unnecessary.625  That said, SDG&E appreciates CCUE’s safety 13 

concern. 14 

10.5 Office Operations – Common Issues 15 
BACKGROUND 16 

Both SDG&E and SCG requested funding for Customer Service Office Operations 17 

(Office Operations) non-shared and shared estimated expenses, including funding for cost 18 

centers within Billing Services, Office Credit and Collections, Remittance Processing, Customer 19 

Service Technology Support, and customer service staff organizations.  Examples of the types of 20 

services offered by these cost centers include the resolution of billing exceptions, investigation of 21 

delinquent accounts, printing of customer bills, processing of customer payments, and the 22 

implementation of system changes to the customer information system.  The estimated operating 23 

expenses and capital expenditures support the Office Operations’ fundamental goal of 24 

maintaining operational excellence and are required to provide basic, convenient, responsive, 25 

efficient, reliable and safe customer service.  Support for SDG&E’s and SCG’s Office 26 

Operations-related requests was provided in the testimony and workpapers of SDG&E witness 27 

Steve Rahon (Exhs. 131-136) and SCG witness Michael Baldwin (Exhs. 413-416). 28 

Details summarizing the individual requests of both SDG&E and SCG are provided 29 

below in Sections 10.6 and 10.7.  With respect to common issues, they are discussed in this 30 

section.  One common issue concerns the use of a five-year average forecasting methodology.  31 
                                                 
625 Id. at 95-97. 
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Another common issue concerns the various challenges faced by both SDG&E and SCG in the 1 

area of Office Operations. 2 

SDG&E’s And SCG’s Approach Of Using A Five-Year Average Forecasting Methodology 3 
Was Reasonable And Generally Consistent 4 

In almost all cases where specific historical expense data was available and was 5 

comparable for a given five year period (2005-2009), both SDG&E and SCG calculated the five 6 

year average of recorded expenses.626  Adjustments were performed as necessary to account for 7 

partial year staffing and for incremental requirements not reflected by using the five-year 8 

average methodology to estimate 2010-2012 expenses.627  This approach was used due to the 9 

work and staffing nature of Customer Service Office Operations which have a typical pattern that 10 

fluctuates year to year, but is for the most part consistent over a five year timeframe.628 11 

The only exception to the five year average expense level estimation methodology was 12 

the postage expense.  The 2009 base year was used to estimate 2010-2012 expenses adjusted by 13 

projected meter growth and the paperless adoption rates.629  Since paperless adoption rates 14 

continue to increase, a five year average does not adequately represent future expenses.630 15 

The five-year average methodology is also consistently applied for the 2010-2012 16 

estimates of customer service related miscellaneous revenues.631 The office operations related 17 

miscellaneous revenues forecasts for TY 2012 for both SDG&E and SCG were not opposed.  18 

SDG&E And SCG Face Common Challenges 19 
Compliance Activities with Regulatory or Government Agencies 20 

Compliance activities associated with Commission proceedings and other regulatory 21 

agency directives impact several areas of Office Operations.  For example, as part of their 22 

normal course of business, SDG&E and SCG implements new Commission, legislative and other 23 

government agency directives, rules or orders.632  Specifically, normal rate changes and 24 

modification of customer programs are typically within the base workload of Office Operation 25 

staff groups and functional departments.  However, in the case of significant new program 26 

obligations or specific Commission orders to address modifications or new program proposals in 27 

                                                 
626 SDG&E/Rahon, Exh. 131 at 3; SCG/Baldwin, Exh. 413 at 3. 
627 SDG&E/Rahon, Exh. 131 at 3-4; SCG/Baldwin, Exh. 413 at 3. 
628 Id. 
629 Id. 
630 Id. 
631 Id. 
632 SDG&E/Rahon, Exh. 131 at 4-5; SCG/Baldwin, Exh 413 at 4. 
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the next GRC, SDG&E’s and SCG’s forecasted incremental costs have been included in the TY 1 

2012 expenses. 2 

Areas impacted as a result of compliance with new safety, regulatory or other 3 

government agency directives for SDG&E are633: 4 

• Limited Re-Opening of Direct Access (D.10-03-022); 5 
• Bill Redesign (D.05-11-009); 6 
• Smart Meter (D.07-04-043); 7 
• Local Government Renewable Energy Self Generation Program (Schedule RES-8 

BCT); 9 
• Solar and Wind Distributed Generation (Schedule NEM, NEM BIO); 10 
• California Solar Initiative-Solar Water Heating (D.10-01-022); 11 
• Virtual Net Metering “MASH” (Schedule VNM-A); 12 
• New World Generation Non-bypassable Charges (NBC) (D.08-09-012); 13 
• SDG&E’s 2009 Electric Cost Allocation and Rate Design; and 14 
• SDG&E’s Gas Biennial Cost Allocation Proceeding (BCAP). 15 

Similarly, SCG was impacted by the following regulatory directives634: 16 

• Bill Redesign (D.05-11-009); 17 
• Fair and Accurate Credit Transactions Act (FACTA); and 18 
• Biennial Cost Allocation Proceeding (BCAP). 19 

Increasing Support Services for Critical Billing and Customer Information Systems, Project 20 
Management, and Process Improvement Activities 21 

In addition to the compliance activities identified above, other programs and initiatives 22 

have impacted the base workload of Office Operations staff groups and functional departments at 23 

SDG&E and SCG.  These include:  24 

• Customer Self Service – eService applications that allow customers to perform tasks 25 
on-line or through the Interactive Voice Response (IVR) system, normally performed 26 
by the Customer Contact Center (e.g., pay agreement requests); 27 

• Customer Relationship Management System – this system manages and tracks 28 
performance of SDG&E’s energy efficiency and demand response programs; and 29 

• Customer Privacy – Data Encryption – allows for the encryption of data on mobile 30 
data terminals (MDTs).635 31 

SDG&E’s Office Operations were additionally impacted by the following programs: 32 

                                                 
633 SDG&E/Rahon, Exh. 131 at 4-5 (and see fn.1-11). 
634 SCG/Baldwin, Exh 413 at 4 (and see fn.1-3) 
635 SDG&E/Rahon, Exh. 131 at 6; SCG/Balwin, Exh. 413 at 5. 
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• Home Area Network (HAN) – infrastructure that manages the enablement of two-1 
way communication inside the home to achieve demand response objectives; and 2 

• Positive Energy – a way to provide usage data to customers and allows them to 3 
compare their usage with peer groups.636 4 

Customer Growth 5 
At SDG&E, customer growth results in increased activities for Office Credit and 6 

Collections and an increase in items mailed.637  At SCG, customer growth similarly impacted 7 

Office Credit and Collections and postage and also impacted Billing Services and Remittance 8 

Processing.638  In some cases, an increasing customer base will increase the estimated expense 9 

above the amount initially derived from using the five-year average methodology.  For example, 10 

with respect to Office Credit and Collections, more customers equate to more final bill accounts 11 

and an increase in staff needed to process them. 12 

Continuous Improvement 13 
Continuous improvements have provided productivity improvements reflected in TY 14 

2012 expenses at both SDG&E and SCG.639  Increasing the number of customer self-service 15 

channels will reduce the increases in remittance processing resulting from continuing customer 16 

growth.  Self service options offered through eServices at both SDG&E and SCG reduces growth 17 

in postage costs.  The implementation of the Smart Meter project at SDG&E has also resulted in 18 

productivity enhancements in Billing Services by eliminating exceptions resulting from meter 19 

reader errors.  At SCG, the replacement of envelope extraction machines in remittance 20 

processing has also resulted in productivity enhancements. 21 

Changing Nature of Bill Payment Channels 22 
Self-service options are available through the SDG&E and SCG websites, including 23 

electronic bill presentation and payment (EBPP), and bill and usage history.640  Since its 24 

inception in 2005, customer adoption of paperless billing has exceeded expectations.  The 25 

current residential paperless adoption rate at SDG&E for 2009 is 30.6% and 19.7% at SCG.641  26 

Current adoption rates continue to grow, however, at a diminishing rate.  Projected growth rates 27 

at both SDG&E and SCG are aggressive, in that they assume 100% adoption by all new 28 

                                                 
636 SDG&E/Rahon, Exh. 131 at 6. 
637 Id. 
638 SCG/Baldwin, Exh. 413 at 5. 
639 SDG&E/Rahon, Exh. 131 at 6-7; SCG/Baldwin, Exh. 413 at 6. 
640 SDG&E/Rahon, Exh. 131 at 7; SCG/Baldwin, Exh. 413 at 6-7. 
641 Id. 
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customers and inroads continue with the existing customer base.  Mr. Rahon’s SDG&E Direct 1 

Testimony shows the 2006–2009 paperless adoption rates and the 2010–2012 forecasted 2 

paperless adoption rates (see Exh. 131, Table SDG&E-JSR-2).  Mr. Baldwin’s SCG Direct 3 

Testimony similarly shows the 2007-2009 paperless adoption rates and the 2010-2012 forecasted 4 

paperless adoption rate (see Exh. 413, Table SCG-MHB-2).  The 2010 – 2012 forecasts for both 5 

SDG&E and SCG were based on the current trending of the adoption rate. 6 

Customer Services and Information Activities and Technology. 7 
The level of activity within payment processing, including postage expenses, depends on 8 

the overall effectiveness of SDG&E’s and SCG’s customer communications and outreach.  9 

Kathleen H. Cordova (Exhs. 155-158 for SDG&E) and Gillian Wright (Exhs. 417-420 for SCG) 10 

provided testimony on customer services and information activities.  These activities focus on 11 

customer research, development of customer information and education materials, eServices 12 

outreach and other outreach activities that are vital communications with customers.  Moreover, 13 

the increased use of customer self-service or electronic delivery channels depends on the ability 14 

of SDG&E and SCG to communicate and highlight these new and growing delivery channels. 15 

With respect to information technology expenses, including maintenance and 16 

enhancement of Office Operations systems and software applications supporting Office 17 

Operations, they are covered in Jeffrey C. Nichols’ testimony (Exhs. 175-178 for SDG&E and 18 

Exhs. 179-182 for SCG).  The daily support, maintenance and enhancement of a myriad of 19 

Office Operations technology applications is a critical component of the functions and activities 20 

performed in billing, remittance processing, and credit and collection operations.  Without these 21 

information systems and applications, Customer Service Office Operations would be severely 22 

hindered in serving customers and providing timely responses to customer inquiries. 23 

10.6 Office Operations – SoCalGas Issues 24 
SUMMARY OF OFFICE OPERATIONS REQUEST 25 

SCG’s total TY 2012 estimated O&M non-shared and shared services Office Operations 26 

expense request is $52.677 million or $2.568 million more than 2009 adjusted recorded expenses 27 

of $50.109 million (a 5.12% increase).642  SCG is also requesting funding for capital expenditures 28 

of $1.061 million.643 29 

 30 
                                                 
642 SCG/Baldwin, Exh. 413 at 8-9, Table SCG-MHB-3 and Table SCG-MHB-4. 
643 Id. at 10, Table SCG-MHB-6. 
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NON-SHARED OFFICE OPERATIONS SERVICES 1 

SCG’s total TY 2012 estimated O&M non-shared Office Operations expense request is 2 

$45.884 million or $2.451 million more than 2009 adjusted recorded expenses of $43.433 3 

million.644  As shown in Mr. Baldwin’s SCG Direct Testimony, O&M non-shared Office 4 

Operations expenses are comprised of a number of functional groups of costs that support a 5 

specific business function.  Each of these groups is discussed in more detail below, including a 6 

discussion of the flaws in DRA’s and TURN’s objections to a number of costs associated with 7 

these groups. 8 

Billing Services 9 
Customer billing expenses cover the cost of calculating customers’ bills and maintaining 10 

accurate customer account information.  The customer billing function at SCG has two distinct 11 

organizations: (1) residential and small commercial and industrial customers; and (2) large 12 

commercial and industrial customers.645  SCG is requesting $7,512,000 in TY 2012, an increase 13 

of $134,000 from the 2009 adjusted recorded expense level, and an increase of $150,000 from 14 

the five-year expense level of $7,362,000.646  The significant changes from the five-year 15 

historical expense level to the TY 2012 estimated expense level are attributable to a full year 16 

labor impact of $35,000.  SCG is also asking for a labor increase of $115,000 due to forecasted 17 

customer and meter growth over the period 2010 -2012 resulting in additional billing activities.  18 

These increased billing activities, such as processing billing exceptions, will require additional 19 

labor in order to process and resolve.  No intervener objected to SCG’s Billing Services requests. 20 

Measurement Data Operations and Telemetry 21 
Measurement Data Operations (MDO) monitors and maintains accurate and timely 22 

measurement reporting for all 1,405 large gas volume meters equipped with electronic 23 

measurement devices collected by the Measurement Collection System (MCS).647  MDO 24 

provides support to key departments on the processing and reporting of measurement and gas 25 

quality data pertaining to customers, suppliers, and storage operations.  SCG is requesting 26 

$1,223,000 in TY 2012, an increase of $187,000 from the 2009 adjusted recorded expense level, 27 

                                                 
644 Id. at 10, Table SCG-MHB-7. 
645 Id. at 10-12. 
646 Id. at 12. 
647 Id. at 12-13. 
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and an increase of $53,000 from the five-year average (FYA) expense level of $1,170,000.648  1 

The increase in labor is a result of three full-time employees returning from disability, a 2 

Technical Advisor, Gas Measurement Analyst, and an Administrative Clerk.  During the 3 

workforce shortage, these responsibilities were temporarily absorbed by management employees, 4 

other represented employees, and some of the work was temporarily delayed.649  No intervener 5 

objected to SCG’s MDO requests. 6 

Office Credit & Collections 7 
Office Credit and Collections costs are comprised of turn on service investigations, 8 

sundry bill collection, management of residential customer accounts, and bankruptcy processing, 9 

analysis, and reporting.650  These activities are critical in assessing risk exposure and managing 10 

bad debt expense by securing payment of balances on active and final accounts.  Meter Revenue 11 

protection (MRP) is also part of office credit and collections.  The major function of MRP is to 12 

prevent and investigate customer energy theft.  SCG is requesting $5,760,000 in TY 2012, an 13 

increase of $427,000 from the 2009 adjusted recorded expense level.651  The amount is comprised 14 

of $4,282,000 for departmental costs, and $1,478,000 for postage costs.  The departmental costs 15 

represent an increase of $396,000 from the FYA expense level of $3,886,000.  The changes from 16 

the FYA historical expense level to the TY 2012 estimated expense are attributable to costs 17 

associated with the Fair & Accurate Credit Transactions Act (FACTA).  The Office Credit & 18 

Collections postage costs remain at $1,478,000.  DRA was the only intervener to challenge costs 19 

in this area.  DRA’s objection concerned SCG’s FACTA-related costs.  FACTA was signed into 20 

law by the Department of Treasury on December 2, 2003.652  FACTA requires SCG to take 21 

reasonable security measures in accordance with certain Red Flag Rules.  FACTA is intended 22 

primarily to help consumers fight the growing crime of identity theft.  Accuracy, privacy, limits 23 

on information sharing, and new consumer rights to disclosure are included in FACTA. 24 

SCG requested 4.4 FTEs in support of FACTA.653  These FTEs are essential to the 25 

processes SCG has implemented to detect, prevent, and mitigate identity theft.  DRA has 26 

recommended that SCG’s incremental request of $427,000 (labor and non-labor combined) be 27 
                                                 
648 Id. 
649 Id. at 13 
650 Id. 
651 Id. 
652 The relevant portion of FACTA, Appendix J, is included in supplemental workpapers, Exh. 414 at WP 
2OO003.000_ Supp1.pdf. 
653 SCG/Baldwin, Exh. 415 at 2. 
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reduced by $396,000 from the FYA, disallowing the entire amount required to implement 1 

FACTA’s Red Flag Rules.654  As explained in Mr. Baldwin’s SCG Rebuttal Testimony, DRA’s 2 

disallowance is based on a misunderstanding of when SCG was required to comply with 3 

FACTA, stating “If SCG needed additional resources to comply with FACTA it had ample time 4 

to request them.  Now that SCG has achieved compliance the Commission should not reward 5 

SCG’s delay by approving the requested expenses.”655  However, as shown in Table 1 of Exh. 6 

415, SCG was not required to comply with FACTA until December 31, 2010.656 7 

Aside from the misunderstood timing of FACTA implementation, DRA does not oppose 8 

the requested staff and associated expenses proposed by SoCalGas to fulfill its FACTA 9 

obligations.  Furthermore, regardless of DRA misunderstanding the nature of FACTA 10 

implementation, DRA cites no Commission precedent for issuing penalties as suggested based 11 

on the timing of funding requests.  SoCalGas is asking for funding for newly implemented 12 

procedures to comply with law, and such costs are incremental relative to the department’s 13 

service requirements contemplated in the previous GRC. 14 

Bill Delivery 15 
Bill Delivery costs are comprised of printing and inserting services for customer bills, 16 

notices, letters, and customer correspondences.657  Costs for the Bill Delivery function include 17 

labor, machine maintenance costs for inserting machines and IBM printers, maintenance for 18 

postage software which allows for maximum postage discounts, contracted costs paid to a third 19 

party vendor to transmit paperless bills to home banking customers, office supplies, paper for 20 

bills, late notices, letters and customer correspondence, among others.658  SCG is requesting 21 

$5,491,000 in TY 2012, a decrease of $364,000 from the 2009 adjusted recorded expense level 22 

and an increase of $93,000 from the FYA expense level of $5,398,000.659  During the years 2007-23 

2009, the department averaged 5 employees on long term disability.  Due to the uncertainty of 24 

when these employees would return to active duty, the work performed by these employees was 25 

performed by contracted labor and accounted for in the non-labor category.  The employees have 26 

returned from disability leave and their salaries are once again reflected in the labor cost 27 

                                                 
654 DRA/Gomberg, Exh. 538 at 4. 
655 Id. 
656 SCG/Baldwin, Exh. 415 at 3. 
657 SCG/Baldwin, Exh. 413 at 16. 
658 SCG/Baldwin, Exh. 415 at 18. 
659 SCG/Baldwin, Exh. 413 at 16. 
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category.  The additional labor dollars are partially offset by a corresponding reduction in the 1 

non-labor category, necessitating a net adjustment of $93,000 above the FYA result. 2 

TURN was the only party to object to SCG’s Bill Delivery request.  TURN recommends 3 

the Bill Delivery expense forecast be reduced by $1.343 million to reflect the number of 4 

customers going to the paperless billing option.  TURN’s proposal is based on an across the 5 

board reduction (of 24.96%) to a function which includes labor and non-labor, including a large 6 

number of fixed costs.  As explained in Mr. Baldwin’s Rebuttal Testimony, the 24.96% (or 7 

24.46% using TURN’s percentage as a mid-year convention) is an illustrative percentage of 8 

expected residential customer participation in the paperless billing program.660  This percentage 9 

was not used by SoCalGas in any request for funding.  As an example, machine maintenance 10 

costs are not reduced because there is less throughput going through the machines.  These and a 11 

number of other costs are fixed by contract.  SCG implemented paperless billing in 2006.  In 12 

developing its forecast, SCG took into account the reduction in paper costs due to the increased 13 

forecast in paperless billing adoption, and is reflected in our funding request. 14 

Postage 15 
As noted above, based on the United States Postal Service’s (USPS) most recent rate 16 

increase and an adjustment related to prefunded postage costs, SCG’s final request for postage 17 

costs is $20,629,000 for TY 2012661, an increase of $205,000 from the 2009 adjusted recorded 18 

expense level.662   19 

TURN was the only intervener to raise objections to SCG’s postage request.  One of its 20 

objections identified an accounting error, which SCG researched and confirmed.  As a result of 21 

this error, SCG agrees to reduce its postage funding request by $1.298 million.663  With respect to 22 

TURN’s second objection, it is based on an alleged inconsistency related to SCG’s paperless 23 

adoption rate.  As explained in Mr. Baldwin’s SCG Rebuttal Testimony, TURN erroneously 24 

assumed that SCG’s Table SCG-MHB-2 (in Exh. 413 at 7) indicated that 24.96% of SCG’s total 25 

customer base will adopt paperless billing.664  TURN also adjusts this percentage down to 26 

24.46% by adding a mid-year convention to calculate 2012 paperless adoption rates by using an 27 
                                                 
660 SCG/Baldwin, Exh. 415 at 15-18. 
661 SDG&E/SCG Exh. 600 at 9. 
662 SCG/Baldwin, Exh. 413 at 17. 
663 SCG/Baldwin, Exh. 415 at 17-18.  However, it is important to note that while SCG confirmed its error, we do not 
agree with TURN’s similar assertion for SDG&E.  As explained below in Section 10.7, SDG&E’s prepaid postage 
is expensed and should be included as part of its funding request.   
664 Id. at 16. 
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average of 2011 and 2012 paperless adoption rates to adjust 2012 costs.  TURN then takes this 1 

percentage and multiplies the rate by the total number of all customer bills forecasted to come up 2 

with their expected number of paperless bills.  This methodology leads TURN to generate a 3 

greatly inflated number of expected paperless bills (17,468,554).  In reality, SCG forecast 4 

14,338,002 paperless bills for the TY 2012.  Thus, TURN’s methodology results in an 5 

overstatement of over 3 million billed accounts.665  Another flaw in TURN’s postage expense 6 

calculation methodology is that it equates total customer bills with total accounts.  Referring to 7 

data request responses, Mr. Baldwin shows how SCG’s postage funding request is based solely 8 

on the postage required for the number of bills expected per active meter less the postage that 9 

will be saved based on the number (not percentage) of paperless bills.666  By multiplying 24.46% 10 

of residential customers by the total (residential and commercial customers) number of all bills 11 

expected generates a number that is not at all representative of the number of paperless accounts 12 

expected.667  This misconception is the basis for TURN’s flawed recommendation. 13 

Customer Service Technology Support 14 

Customer Services Technology (CST) consists of staff with experience in customer 15 

service technologies and specialized knowledge of customer service operating functions and 16 

activities such as Field Operations, Customer Contact, Collections, Web Services, and Billing.668  17 

These employees provide the major point of contact with the Information Technology (IT) 18 

system application development, maintenance, and enhancement organizations.669  SCG is 19 

requesting $3,133,000 in TY 2012, an increase of $829,000 from the 2009 adjusted recorded 20 

expense level and an increase of $917,000 ($901k for labor and $16k for non-labor) from the 21 

FYA expense level of $2,216,000.  The adjustments to the five year average are specifically 22 

explained in Mr. Baldwin’s SCG Direct Testimony, including detailed descriptions of the 23 

required labor positions.670 24 

DRA and TURN were the only intervenors to object to these costs.  Specifically, DRA 25 

recommended that SCG’s incremental request of $917,000 from the FYA reduced by 26 
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$742,000.671  TURN recommended a reduction of $916,000 to reflect the 5-year average but 1 

without any adjustments, even though adjustments and need are documented in testimony.672  As 2 

shown in Mr. Baldwin’s SCG Rebuttal Testimony, DRA’s and TURN’s recommendations are 3 

flawed for a number of reasons.673 4 

DRA’s recommendations fail to consider key facts and are unsupported 5 

DRA failed to reasonably consider the following facts: 6 

• The CST group is a support group comprised of experts with an understanding of 7 
both the customer service technology needs and the Information Technology (IT) side 8 
of Operations.  This group manages and maintains projects approved by both the 9 
customer service operating areas and IT.  When additional requirements, including 10 
but not limited to production support, integrated testing, data reporting, and training, 11 
are demanded of this group, the first thing that is done is to scan the existing 12 
workforce to determine if the proper business skills exist and if so, do those existing 13 
employees have the bandwidth available to provide the support necessary.  Only if 14 
those questions are answered in the negative are additional resources requested to 15 
handle the workload.674 16 

• Additional workload is being placed on CST to support the Single View of the 17 
Customer (SVOC).  A SVOC database was added to the customer information system 18 
(CIS) with a goal to provide the Customer Service Representatives (CSRs) with a 19 
more complete view of recent customer contact history.  This new technology 20 
integrates customer interaction data from various systems into one database so that 21 
customer service representatives can provide more efficient service to customers 22 
during a call.  The new system also allows for the collection of data that will be the 23 
cornerstone of initiatives to increase self service adoption and to understand and 24 
modify customer service behavior.  This is incremental functionality that requires 25 
support to maintain the quality assurance testing, production maintenance and client 26 
support.675 27 

• Additional workload is being placed on CST to support new My Account 28 
enhancements.  The My Account and www.socalgas.com website applications added 29 
significant functionality that requires additional support.  The on-line features include 30 
start service, stop service, transfer service, customer service orders and payment 31 
extensions.  These features will be available to utility customers both inside and 32 
outside of the My Account application, regardless of whether a customer specifically 33 
has an online account.  Self Service option growth is increasing business application 34 
change requests, data analysis and maintenance support for the on-line applications.  35 
For example, the support staffs need to perform quality assurance testing on three 36 
approved browsers.  In the past, the testing was limited to Microsoft Internet 37 
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Explorer.  However, the number of browsers that the application will need to work 1 
with is increasing, which will require replication of test cycles and more resources for 2 
quality assurance testing.676 3 

• The Customer Communications department is also beginning to market on-line 4 
transaction capability to new utility customers at the time of turn-on and at various 5 
touch point opportunities with the customers.  The anticipated growth for the self 6 
service options is projected to increase over the next several years.  Technology 7 
continues to evolve, and to meet the needs of customers that may need additional help 8 
(e.g., vision and/or hearing impaired, elderly) with self service options, increased staff 9 
support is needed.677 10 

• Security of customer information on-line is also an important function of the support 11 
staff and with the increasing legislation in the areas of customer privacy, identity theft 12 
and consumer protection, the volume and complexity of the workload will increase.  13 
For example, there are new recommended features for password protection that 14 
include secret questions and answers that need to be maintained for on-line customer 15 
service.  In the past, customers simply needed a log on ID and password to access 16 
their on-line account.  Also, in order to reduce customer identify theft, as described 17 
above, FACTA now requires customer authentication prior to a customer establishing 18 
service.678 19 

TURN’s disallowance fails to account for facts supporting adjustments to the FYA 20 

TURN accepts use of a FYA to forecast CST expenses, but objects to the incremental 21 

funding requests above that level.679  SCG acknowledges that expenses using the FYA were 22 

relatively flat for the CST group.  However, as explained in Mr. Baldwin’s SCG Rebuttal 23 

Testimony, SCG must recognize projects in the pipeline beginning in the 2011-2012 timeframe 24 

that will require additional resources.680  Again, the CST is an operational group that must 25 

respond to approved projects.  These projects were approved because they are in response to 26 

changing customer communication patterns, generate operational efficiencies or reflect 27 

Commission or governmental requirements.681  TURN’s recommendation is based solely on a 28 

mechanical cost forecasting methodology, and fails to consider the reasons for the funding. 29 

Customer Service Operations – Other 30 
Customer Service Operations – Other is comprised of the Customer Operations Vice 31 

President and Market Services.682  The Customer Operations Vice President is a new position 32 
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679 Id. at 11. 
680 Id. 
681 Id. 
682 SCG/Baldwin, Exh. 413 at 26. 
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being added as a result of the recent customer services reorganization.  The Customer Service 1 

Continuous Improvement area of Market Services provides consulting and project management 2 

services across Customer Services.683  Current projects include Engineered Labor Standards 3 

(which involves conducting time studies on fielded orders to derive standardized times to 4 

complete on an order type basis to improve employee productivity) and identification and 5 

implementation of process improvements related to Collections and Branch Office Strategies.684  6 

They also provide analytical support and recommendations to the Customer Contact Center and 7 

other analytical support for the field and customer satisfaction objectives. 8 

SCG is requesting $1,635,000 in TY 2012, an increase of $532,000 from the 2009 9 

adjusted recorded expense level, and an increase of $578,000 from the FYA expense level of 10 

$1,057,000.685  The adjustments to the five year average are specifically explained in Mr. 11 

Baldwin’s SCG Direct Testimony, including detailed descriptions of the need for an industrial 12 

engineer and two interns and how SCG’s recent reorganization resulted in the addition of a non-13 

shared Customer Operations Vice President position.686  Mr. Baldwin also explains the basis for 14 

SCG’s request for a new uncollectible rate of 0.278% (compared to the current authorize rate of 15 

0.238%).687 16 

SHARED OFFICE OPERATIONS SERVICES 17 

The Office Operations shared services expenses include services for management of 18 

operations and support staff spanning both utilities.  Specifically, SCG and SDG&E Customer 19 

Office Operations staff functions are managed and supported, in part, by SCG employees.  20 

Therefore, labor and non-labor expenses for these employees must be allocated across both 21 

utilities.  Mr. Baldwin’s SCG Direct Testimony provides details supporting each area of O&M 22 

shared services.688  With respect to billed-in costs from SDG&E, SCG is forecasting a TY 2012 23 

total of $827,000 or $106,000 more than the 2009 adjusted recorded total of $721,000.689  With 24 

respect to SCG booked expense, SCG is forecasting a TY 2012 total of $6.793 million or 25 

$117,000 more than the 2009 adjusted recorded total of $6.676 million.690  The following 26 
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represent the major categories of shared services.  No intervenors, other than TURN, objected to 1 

SCG’s requests for shared services expenses.  The two exceptions where TURN objected are 2 

discussed below. 3 

Customer Remittance & Bill Delivery 4 
Remittance processing expenses cover the cost of processing payments through the U.S. 5 

Postal Service, as well as through home banking, electronic data interchange, wire transfers and 6 

electronic pay programs which include direct debit, pay-by-phone, and My Account.691  7 

Additional functions performed in this cost center include processing of returned checks; 8 

payment investigations (e.g., payments received with a check but no account information 9 

provided); processing of all miscellaneous non-gas revenues (e.g., oil lease revenues); and, 10 

payment inquiries from banking institutions and authorized payment locations.  This area covers 11 

several cost centers that include staff performing remittance processing and managers, advisers 12 

and analysts responsible for the customer bill presentment and payment channel strategies.  The 13 

functions of this cost center support both SDG&E and SCG and are allocated based on total 14 

payments processed for each company with specific percentages being allocated to SDG&E 15 

(which represents SDG&E’s percentage share of total payments processed).692  SCG is requesting 16 

$4,622,000 in TY 2012, an increase of $193,000 from the 2009 adjusted recorded expense level 17 

and decrease of $15,000 from the FYA expense level of $4,637,000.693 18 

TURN was the only intervener to object to these shared services.  TURN’s first objection 19 

recommended a reduction of $574,000 to Shared Service cost center 2200-0355 (Remittance 20 

Processing and Bill Delivery), based on using 2010 recorded data.694  However, as discussed in 21 

Section C695, selective updating using 2010 data is inappropriate and ignores the fact that while 22 

certain costs may be lower than expected, other costs may be higher than expected and there is 23 

no provision to reflect those instances.  Also, the RCP is very prescriptive regarding the types of 24 

information that may be updated in a GRC and the proposal by TURN contravenes this intent.  25 

TURN’s second objection recommended a reduction of all $100,000 in forecasted incurred costs 26 

($66k for SCG after billings out) in Shared Service cost center 2200-2026 (Bill Presentment & 27 

Payment Channel Manager) because it claims that this cost center no longer exists in 2010 based 28 
                                                 
691 Id. at 32. 
692 Id. at 33-34. 
693 Id. at 33. 
694 TURN/Nahigian, Exh. 550 at 12. 
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on using 2010 recorded data that was provided to them.696  Although TURN is correct that in 1 

2010, there were no charges booked to this account, as explained in Mr. Baldwin’s SCG Rebuttal 2 

Testimony, at the time SCG filed its NOI, this position was planned and remains planned 3 

through 2012.697  In November, 2009, the incumbent employee took another position.  Due to the 4 

unique requirements of the position, we were unable to fill the position until July, 2011.698  5 

Moreover, the primary job responsibility of the Bill Presentment and Payment Channel Manager 6 

is to reduce costs.  An example would be to ensure constant promotion of paperless billing 7 

options either within the utilities’ My Account websites or through home banking websites.  This 8 

position also works with outside vendors to stay abreast of current and breaking technologies to 9 

ensure that we offer the most cost-effective electronic billing and payment options available in 10 

the marketplace.  Additionally, with the increasing customer reliance on mobile technology, this 11 

position helps ensure that SCG has cost-effective options in place when customer adoption 12 

seems likely.  When the incumbent was in this position, the customer adoption rates for paperless 13 

billing at both SoCalGas and SDG&E were among the highest in the nation for utilities.  Since 14 

the position became vacant, SCG’s adoption rates, while still increasing, having been increasing 15 

at a slower rate.  Since the position was filled, and a renewed focus placed on paperless billing, 16 

adoption rates have begun to increase.699 17 

Customer Service Technology Support 18 
Customer Service Technology (CST) consists of staff with experience in customer 19 

service technologies and specialized knowledge of customer service operating functions and 20 

activities.700  These employees provide the major point of contact with the Information 21 

Technology (IT) system application development, maintenance and enhancement organizations.  22 

The shared services covered in this section cover the leadership of the SCG field systems.  This 23 

cost center includes the CST Field Systems manager and support staff.  A labor increase of 24 

$183,000 and a non-labor increase of $7,000 from the FYA is requested to bring this cost center 25 

to its current staffing level.  This increase includes the full impact of a Supervisor and Technical 26 

Advisor.701  The Supervisor is responsible for application support for the SCG field system 27 
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(PACER) and MDT support.  The Technical Advisor is responsible for working with IT on the 1 

investigation and troubleshooting of any PACER problems and issues and the day-to-day support 2 

of the field clients.  SCG is requesting $350,000 in TY 2012, an increase of $107,000 from the 3 

2009 adjusted recorded expense level and an increase of $190,000 from the FYA expense level 4 

of $160,000.702  The functions of this cost center support both SCG and SDG&E and are 5 

allocated based on department headcount which support each company with 23.38% being 6 

allocated to SDG&E. No intervener objected to SCG’s Shared Services CST Support request. 7 

Business Planning & Budgets 8 
This organization performs data collection, creates consolidated reports, analyzes 9 

monthly results, and provides special project support as needed.703  This includes providing 10 

timely information and analysis that supports SCG senior management decision making, 11 

including consolidated monthly budget and financial data for all of the organizations.  Business 12 

Planning & Budgets is a staff group that provides support for division level budget and financial 13 

planning and analysis.  Due to the recent customer service reorganization, this cost center will 14 

only support SCG and will have a 0% allocation to SDG&E.  SCG is requesting $83,000 in TY 15 

2012, a decrease of ($8,000) from the 2009 adjusted recorded expense level and equal to the 16 

FYA expense level.  No intervener objected to SCG’s Shared Services Business Planning and 17 

Budgets request. 18 

Major Markets Credit & Collections 19 
The Major Market Credits & Collection (MMCC) group is a shared service organization 20 

providing service to both SCG and SDG&E.704  The group is responsible for the credit 21 

establishment, mitigation of credit risk, contract and collateral maintenance, accounts receivable 22 

monitoring, and collection follow-up for several areas.  In addition to existing work, a number of 23 

new programs have been launched that have dictated the need for additional resources.705  SCG is 24 

requesting $1,515,000 in TY 2012, an increase of $63,000 from the 2009 adjusted recorded 25 

expense level, and an increase of $212,000 from the FYA expense level of $1,303,000.706  The 26 

functions of this cost center support both SCG and SDG&E and are allocated based on hours 27 
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spent performing credit analysis for each company with 44.75% being allocated to SDG&E.707  1 

No intervener objected to SCG’s Shared Services MMCC request. 2 

VP Engineering & Ops Staff 3 
This cost center contains the Engineering and Operations Staff Vice President who is 4 

responsible for the engineering of all gas systems and the operation of the transmission, storage 5 

and distribution functions at SDG&E and SoCalGas as well as the customer service staff 6 

organizations.  This position is a new position being added as a result of the recent customer 7 

services reorganization.  This Vice President position previously supported customer service 8 

functions related to field activities, customer contact centers, and account executives.  The 9 

activities for this cost center at SCG are consistent with the goals of the 2010 reorganization, as 10 

described in the testimony of SCG witness Anne Smith.  While the reorganization results in 11 

different activities for this cost center, there is an overall net decrease in costs for SCG, SDG&E, 12 

and Corporate Center on a combined basis.  This cost center is allocated based on activity and 13 

support level with 13.21% being allocated to SDG&E.  SCG is requesting $441,000 in TY 2012, 14 

equal to the 2009 adjusted recorded expense level and equal to the FYA expense level of 15 

$441,000.  No intervener objected to SCG’s Shared Services VP Engineering & Ops Staff 16 

request. 17 

Market Services 18 
This cost center is part of the Market Services organization and is involved in planning 19 

and managing SDG&E’s and SoCalGas’ customer experience analysis and strategy 20 

development, including analysis of customer transactions and behavioral, socio-economic, 21 

demographic and psychographic (attributes relating to personality, values, attitudes, interests, or 22 

lifestyles) data.708  This group works closely with Customer Service Operations, Communications 23 

and Research and Customer Care.  This group also provides data support for many entities, such 24 

as Regulatory Affairs, Customer Satisfaction, CARE and others, as customer needs and customer 25 

experience insight are required.  SCG is requesting a labor increase of $136,000 from the FYA 26 

amount.709  The cost center is allocated based on the budget magnitude for the supported 27 
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organizations with 23.33% being allocated to SDG&E.710  No intervener objected to SCG’s 1 

Shared Services Market Services request. 2 

Expenses Allocated/Billed To SCG by SDG&E for Shared Activities Are Reasonable 3 
Table SCG-MHB-16 in Mr. Baldwin’s SCG Direct Testimony (Exh. 413 at 14) reflects 4 

the shared activities that are billed to SCG from SDG&E.  SDG&E shared functional activities 5 

that are provided to SCG are discussed in J. Steve Rahon’s Customer Service Office Operations 6 

testimony (Exh. 131).  SCG has reviewed SDG&E billed shared service expenses to SCG 7 

Customer Service Office Operations as identified in table SCG-MHB-16 and has concluded that 8 

these expenses are reasonable.  SCG has identified shared service expenses for shared 9 

management, staff and operational activities in Customer Service Office Operations.  The shared 10 

expenses that are allocated to SDG&E have been reviewed with SDG&E management and are 11 

also reasonable (see Exh. 131 at 42, Table SDG&E-JSR-14). No intervener objected to SCG’s 12 

Shared Services Expenses request. 13 

OFFICE OPERATIONS CAPITAL REQUESTS 14 

For most of the Office Operations sponsored capital projects, capital expense requests are 15 

included in the Information Technology testimony of Jeffrey C. Nichols (Exhs. 179-182).  16 

Operation capital expenditures can be classified into two categories: (1) regulatory directives and 17 

compliance; and (2) obsolescence and technology replacement.  Specifically, SCG is requesting 18 

$833,000 for a BCAP project and $228,000 for Bill Redesign project.711  No intervener objected 19 

to these requests. 20 

BCAP 21 
BCAP is a regulatory project to support new cost allocation and related rate designs that 22 

require significant changes and enhancements to the SCG billing related systems for large 23 

customer accounts.712  In the final BCAP decision, the CPUC adopted new cost allocation and 24 

related rate designs that require significant changes and enhancements to the billing-related 25 

systems for large customer-accounts.713  The most common changes involve firm and 26 

interruptible rate structures affecting defined sub-customer classes.  Billing requirements can 27 

include the need to address in detail such considerations as daily and hourly billing determinants, 28 
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load balancing and related imbalance tracking, use-or-pay requirements, and special provisions 1 

in negotiated long-term agreements.  While these required system changes principally affect 2 

noncore customers, there are changes ordered in the BCAP that affect complex core customer 3 

accounts that cannot be billed by the CIS and must be billed through the billing systems for large 4 

customers.714 5 

Bill Redesign 6 
The purpose of this project is to redesign SCG’s current paper and electronic customer 7 

bills with the following objectives: 8 

• Improve Bill Format - more understandable and more relevant to customers; 9 

• Customer Choice - offer customers increased choice such as a condensed or “mini” bill; 10 

• Web Enablement - encourage customers to review bill details via web (EBPP); 11 

• Enable New Printer Technology - Duplex printing, 8.5 x 11 forms, and graphics;  and 12 

• Enhance ease of maintenance of paper and electronic bill with common bill formatting 13 
tools.715 14 

D.05-11-009 directed the utilities to develop a more customer friendly, useful bill format. 15 

10.7 Office Operations – SDG&E Issues 16 
SUMMARY OF OFFICE OPERATIONS REQUEST 17 

SDG&E’s total TY 2012 estimated O&M non-shared and shared services Office 18 

Operations expense request is $22.383 million or $3.271 million more than 2009 adjusted 19 

recorded expenses of $19.112 million (a 17.11% increase).716  SDG&E is also requesting funding 20 

for capital expenditures of $1.792 million.717  DRA and UCAN were the only intervenors to 21 

object to these costs. 22 

NON-SHARED OFFICE OPERATIONS SERVICES 23 

SDG&E’s total TY 2012 estimated O&M non-shared Office Operations expense request 24 

is $17.720 million or $2.062 million more than 2009 adjusted recorded expenses of $15.568 25 

million.718  As shown in Mr. Rahon’s SDG&E Direct Testimony, O&M non-shared Office 26 
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Operations expenses are comprised of a number of functional groups (Billing Services, Office 1 

Credit & Collections, Bill Delivery, Postage, CS Technology Support and CS Operations Other) 2 

that support specific business functions.  Each of these groups is discussed in more detail below.  3 

Where relevant, DRA’s and UCAN’s request for disallowances are also discussed. 4 

Billing Services 5 

Customer billing expenses cover the cost of calculating customers’ bills and maintaining 6 

accurate customer account information.  The customer billing function at SCG has four distinct 7 

organizations: (1) residential and small commercial customers; (2) large commercial and 8 

industrial customers; (3) operations support; and (4) contracts and compliance.719 9 

• Billing activities for the Residential and Small Commercial group of customers 10 
generally fall into two categories: billing exception processing and processing of field 11 
service transactions for account maintenance purposes.720 12 

• The large Commercial and Industrial (C&I) billing organization provides services to 13 
large C&I customers and specialized customers for special negotiated arrangements, 14 
qualifying facility power purchase agreements, distribution generation, complex 15 
electric interval data billed accounts, renewable energy, monthly gas balancing, direct 16 
access, and core aggregate transportation.  Processing bills for large C&I accounts is 17 
complex.721 18 

• Billing Operations Support (BOS) is responsible for providing technical and 19 
functional support to the billing operations at SDG&E.722  It includes interaction with 20 
Information Technology, providing support for the implementation of system changes 21 
that support new billing rates as well as exceptions to the current billing process, rate 22 
configuration, testing and maintenance, staff communications and training, and 23 
project and issue coordination and support. 24 

• The Contracts and Compliance group was created in 2006.723  Its primary purpose is 25 
to manage the processes, policies, procedures and quality controls that ensure bills are 26 
prepared in accordance with applicable tariffs, statutes, customer contracts and other 27 
agreements.  They ensure accurate assignment of rates to customer accounts.  They 28 
have a process for correcting customer’s rate assignments when the customers no 29 
longer qualify for the rate they are assigned.   30 

SDG&E is requesting $5.115 million in TY 2012, an increase of $973,000 from the 31 

2009 adjusted recorded expense level, and an increase of $1.208 million from the FYA 32 

expense level of $3.907 million.  The changes from the FYA historical expense level to the 33 
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TY 2012 estimated expense level are attributable to a number of factors, including 1 

implementation of the Smart Meter project, renewable energy programs, increased 2 

complexity of various activities and compliance activities.  Each of these factors is 3 

summarized below and discussed in more detail in Mr. Rahon’s SDG&E Direct Testimony.724 4 

Smart Meter 5 

SDG&E is requesting a net O&M expense increase of $527,000 above the FYA to cover 6 

ongoing costs to provide billing related services resulting from the implementation of the Smart 7 

Meter project in 2011.  Generally, these costs relate to the need to hire additional billers to 8 

process more complex billing exceptions, salary increases required by the shift from clerical 9 

workers to billing analysts and the need to hire additional service advisors.725 10 

In its testimony, DRA recommends disallowance of nearly all smart meter related 11 

requests  DRA’s proposed disallowances were based on conclusory, unsupported statements 12 

regarding items that were allegedly “not completed or omitted from the AMI business case.”726  13 

More importantly, DRA’s recommendation runs contrary to D.07-04-043, which approved 14 

SDG&E’s smart meter program, and reflects a reversal of DRA’s prior position regarding smart 15 

meter expenses.  Indeed, DRA supported in a Joint Settlement, SDG&E’s smart meter program, 16 

which led to the Commission decision that approved the AMI business case and the associated 17 

benefits and costs.727  The Settling Parties clearly recognized that funding for the smart meter 18 

program was authorized until the next GRC period beginning in 2012.728  Beginning in 2012, the 19 

benefits and costs associated with the smart meter program would be included in SDG&E’s 2012 20 

GRC filing.  DRA claims that “a more measured approach to additional [smart meter] expense is 21 

warranted,” but instead abruptly recommends disallowance of all incremental Billing, BOS, 22 

MRP, and shared CSTS resources related to smart meter.  As set forth in Mr. Rahon’s SDG&E 23 

Rebuttal Testimony, these resources support the smart meter program and are necessary to 24 

achieve the smart meter benefits.729 25 
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One significant fact, among others, that DRA ignores is how the Smart Meter program is 1 

changing SDG&E’s Billing, MRP, and the CSTS areas.  From a Billing perspective, SDG&E is 2 

moving from capturing one electric register read per month to bill residential customers, to 3 

capturing 24 hourly intervals and one register read every day for 30 days to bill customers.730  4 

That equates to 720 intervals and a daily register read (30 per month) to bill a single customer 5 

each month. 731  Compared to the prior process of one register read per month to bill customers, 6 

this is a dramatic change.  For residential customers, that equates to 900 million data points each 7 

month (1,200,000 residential customers times 720 intervals plus 30 register reads per month) 8 

compared to 1,200,000 register reads each month.732 9 

From a Billing, BOS, MRP, and CSTS perspective it is reasonable to expect that the 10 

systems and support needed to manage the additional customer usage data would require 11 

additional resources.  From a MRP perspective (Office of Credit and Collections), most leads of 12 

potential energy theft and unauthorized use in the past would come from meter readers in the 13 

field.  Meter readers would visit a customer meter once per month.  With smart meters, every 14 

meter is communicating with SDG&E every day.  This equates to more leads for MRP as the 15 

meter will send messages back to SDG&E for meter events.  As a result, SDG&E added two 16 

FTEs to its MRP group to bring the total resources in the group to six in order to investigate 17 

these additional leads and expects this to be the minimum number of resources needed going 18 

forward.733  The two additional FTEs are consistent with the costs already contemplated and 19 

acknowledged in the Joint Settlement for the AMI business case for year 2012.734  From a CSTS 20 

perspective, more systems and more data requires more technology support.  The CSTS group is 21 

needed to support on-line presentment so customers can receive accurate and timely interval 22 

data, and more usage information will be available in Data Warehouse (DW) for additional 23 

analytics and reporting.735  Systems like DW that store the interval data must be managed so as to 24 

be available for internal analysis.  Four CSTS resources are needed for the Service Order and 25 

Meter Maintenance systems that are an integral part of CISCO.736  Service Orders and Meter 26 
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731 For commercial customers, 15 minute interval data is captured to bill customers.  That equates to 96 intervals per 
day and 2,880 intervals per month. 
732 SDG&E/Rahon, Exh. 134 at 4. 
733 Id. 
734 Id. 
735 Id. 
736 Id. 
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maintenance are very complicated processes that must be integrated with the new billing 1 

processes such as final bills and remote connect/disconnect functionality.737  Lastly, the new 2 

interval data billing systems (Smart ODS/Smart IDS) must be integrated with the billing system 3 

bill processing (i.e., CISCO).738  This interface is critical to accurate and timely bills to 4 

customers. 5 

Beginning in 2012, the benefits and costs associated with the Smart Meter program are 6 

included in SDG&E’s 2012 GRC filing as directed in the AMI proceeding D.07-04-043.  For 7 

instance, the benefits derived in Customer Services Field Operations and the Customer Contact 8 

Center of $5.339 million are included in this filing (see SDG&E/Pruschki, Exh. 96, Table PCP-9 

3b at 9).  In the case of Billing, Smart Meter benefits resulted from a reduction of $262,000 and 10 

6.3 FTEs due to less re-bills and the elimination of exceptions from meter reading errors 11 

(SDG&E/Rahon, Exh. 131 at 14).  DRA has not objected to the proposed benefits in Billing 12 

resulting from smart meters as they continue beyond 2011.  However, with respect to SDG&E’s 13 

request for incremental costs related to Billing, BOS, MRP, and CSTS, DRA inconsistently 14 

recommends a discontinuation of the resources necessary to continue the smart meter program 15 

and achieve associated benefits.  DRA’s proposal abruptly eliminates all of the Customer 16 

Operations resources dedicated to the Smart Meter program at the end of 2011.  For Billing, 17 

BOS, MRP, and CSTS that would equate to 19 full-time FTE positions currently utilized today 18 

to support the project.739  DRA fails to recognize that the costs and benefits associated with the 19 

Smart Meter project continue well beyond 2011 and the end of mass deployment of smart 20 

meters. 21 

SDG&E, on the other hand, understood that costs and benefits in the AMI business case 22 

adopted in D.07-04-043 would continue beyond 2011.  As reflected in the response to a DRA 23 

data request (DRA Informal 11, question 3a. dated May 18, 2011740), Billing, MRP, and CSTS 24 

costs and benefits continued well beyond 2011 to 2026.  For instance, Billing benefits of 25 

$447,000 and Billing costs of $629,000741 continued into 2012.  It is important to recognize that 26 

                                                 
737 Id. 6-7. 
738 Id. 
739 Id. at 7. 
740 The data response is included in Mr. Rahon’s Revised SDG& E Workpapers, Exhs. 135 (public) and 136 
(confidential) response to DRA-SDG&E-Informal DR-11-MZX Question 3a, at 1-18 of confidential version, at 1-3 
of public version. 
741 The $629,000 consists of $130,000 related to meter revenue protection and $499,000 related to billing.  See 
SDG&E/Rahon, Exh. 134 at 8. 
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the Smart Meter project impacted many different areas at SDG&E such as meter reading, 1 

customer service field, and information technology, to name a few.  The benefits from the Smart 2 

Meter project cannot be realized without the incremental costs associated with the program.  It is 3 

the overall impact on SDG&E that should be evaluated when making the determination of 4 

whether resources should continue to be devoted to the smart meter program.  In the rebuttal 5 

testimony of Paul Pruschki (Exh. 96), a summary of the Smart Meter benefits and costs included 6 

in TY 2012 is shown, and the result is that the benefits and costs closely approximate what was 7 

presented the AMI business case.742 8 

SDG&E also provided in response to a UCAN data request (UCAN-SDG&E-DR-06, 9 

question 5)743 a comparison of the FTEs requested in TY 2012 compared to the FTEs included in 10 

the AMI business case.  In summary, the AMI business case included 14.25 FTE employees in 11 

2012 for Billing (6 FTEs), BOS (3 FTEs), MRP (2 FTEs), and shared CSTS (3.25 FTEs744) areas.  12 

These resources have been working on the smart meter project and their services will continue to 13 

be needed in 2012 and beyond as contemplated in the AMI business case.745  In addition to the 14 

14.25 FTEs included in the AMI business case for 2012, these areas also have an additional 4.75 15 

FTEs working currently on the Smart Meter project and will be working on the project into 16 

2012.746 17 

As demonstrated by the foregoing facts, DRA’s and UCAN’s objections to continuation 18 

of the AMI program is not only inconsistent with Commission policy, it would deny SDG&E 19 

necessary resources to fulfill its billing services obligations, and improperly reduce SDG&E 20 

funding for projected benefits without providing the associated funds expressly tied to and 21 

needed to achieve such benefits. 22 

Renewable Energy Programs 23 

SDG&E is requesting $135,000 above the FYA to cover the increased costs of supporting 24 

and maintaining renewable energy programs.747  This requested increase adds three billing 25 

analyst positions (one in 2010, one in 2011, and one in 2012).  The number of programs for solar 26 

                                                 
742 Id. 
743 The data response is included in Mr. Rahon’s Revised Workpapers, Exhs. 135 (public) and 136 (confidential), 
response to UCAN-SDG&E-DR-06, Question 5, at 19-21 of confidential version, at 5-7 of redacted version. 
744 SDG&E response to UCAN-SDG&E-DR06, Question 5 mistakenly indicated that 4.25 FTEs in the CSTS group 
were authorized in the AMI business case.  The correct FTEs are 3.25. 
745 SDG&E/Rahon, Exh. 134 at 8. 
746 Id. at 9. 
747 Id. at 15. 
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and other renewable technologies, as well as the options available to these increasing numbers of 1 

customers requires additional billing resources.  Continuing and growing state mandated 2 

renewable energy programs that require special renewable energy rate offerings add to the 3 

complexity of SDG&E’s billing process.  For example, Net Energy metering (NEM) customers 4 

is a program where residential, commercial, industrial, or agricultural customers have a solar or 5 

wind turbine electrical generating facility, or a hybrid system or both, with a capacity of not 6 

more than 1,000 kilowatts (kW) that is located on the customer’s owned, leased, or rented 7 

premises, is interconnected and operates in parallel with the SDG&E’s transmission and 8 

distribution systems, and is intended primarily to offset part or all of the customer’s own 9 

electrical requirements.748  In 2009, SDG&E realized a 43% increase in the number of customers 10 

electing service under Schedule NEM,  which more than doubled the 2005 – 2008 average of 11 

20% growth.749  Other examples of renewable programs, including the Local Government 12 

Renewable Energy Self Generation Program, Solar and Wind Distributed Generation and Virtual 13 

Net Metering, are discussed in Mr. Rahon’s SDG&E Direct Testimony.750  SDG&E’s request for 14 

$135,000 was not opposed. 15 

Increased Complexity of Activities 16 

SDG&E is requesting an increase of $335,000 above the FYA to reflect the increased 17 

complexity of billing activities.  This increase is discussed in detail in Mr. Rahon’s SDG&E 18 

Direct Testimony and largely consists of specific labor increases.751  In its testimony DRA 19 

proposes disallowance of $109,500752 including a Project Advisor position ($60,000) that 20 

develops, maintains, and trains billers on new billing procedures.753  DRA contends that “[t]hese 21 

are management functions and should not require an additional position to fulfill.”754  DRA 22 

provides no support for its position.  As explained in Mr. Rahon’s SDG&E Rebuttal Testimony, 23 

SDG&E saw a need for this position and hired someone in 2009 to fulfill this role, and the 24 

accuracy of customer bills has improved.755  Billing accuracy rates over the past three years 25 

                                                 
748 Id. 
749 Id. 
750 Id. at 16. 
751 Id. at 17-19. 
752 DRA Gomberg Exh 509 at 4-5. 
753 SDG&E/Rahon, Exh. 134 at 10. 
754 DRA/Gomberg, Exh. 509 at 4-5. 
755 SDG&E/Rahon, Exh. 134 at 10. 
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improved from 99.28% in 2008 to 99.55% in 2009 to 99.66% in 2010.756  By having a dedicated 1 

position to draft procedures for billers and train them to ensure that the procedures are 2 

understood and followed has ensured a smooth transition to more complex billing (e.g., interval 3 

data billing).757 4 

Compliance Activities 5 

SDG&E is requesting $211,000 above the FYA to cover costs incurred by the creation of 6 

the Contracts and Compliance organization in 2006 and the addition of an incremental 7 

compliance advisor.758  Since this organization was only established in 2006, $121,000 is needed 8 

to bring the FYA in-line with the 2009 staffing level of one Manager, two Customer Service 9 

Analysts, and one Special Investigator.  An increase of $90,000 is being requested for the 10 

addition of an incremental Compliance Advisor.  Additional details are discussed in Mr. Rahon’s 11 

SDG&E Direct Testimony.759  The $121,000 needed to bring the FYA in-line with the 2009 12 

staffing level was not opposed. 13 

DRA proposed disallowance for an incremental Compliance Advisor ($90,000) position 14 

to support additional regulatory requirements that are impacting the billing area (as described in 15 

Mr. Rahon’s SDG&E Direct Testimony, Exh. 131 at 4-5).  DRA contends that “SDG&E is 16 

requesting additional staff for what should be part of existing staff duties with management 17 

guidance.”760 DRA misses the point with SDG&E’s request for an incremental Compliance 18 

Advisor.  Currently, Billing only has one position devoted to monitoring, advocating, and 19 

participating in regulatory proceedings, supporting new tariffs, and implementing changes to 20 

implement Commission decisions.761  This request is the result of the growing complexity of 21 

rates and rate options, and the growth of specialized segments, such as electric vehicles, which 22 

will require additional analysis.  Customers continue to be provided with a variety of choices, for 23 

instance net energy metering (NEM) and expansion of virtual net metering (VNM).762  GRC 24 

Phase 2, TCAP, and RDW proceedings continue to grow ever more complicated and contentious 25 

as customer rates are designed to encourage demand response and energy conservation.763  An 26 

                                                 
756 Id. 
757 SDG&E/Rahon, Exh. 131 at 17. 
758 Id. at 19. 
759 Id. at 19-20 
760 DRA/Gomberg, Exh. 509 at 5. 
761 SDG&E/Rahon, Exh. 134 at 10. 
762 Id. 
763 Id. 
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additional Compliance Advisor is needed to assist with analyzing, participating, and 1 

implementing changes coming from regulatory proceedings that impact billing. 2 

Office Credit & Collections 3 
Office Credit and Collections costs are comprised of skip tracing (research to locate a 4 

customer after they terminate service) final bill collection, management of small commercial 5 

customer accounts, bankruptcy processing, analysis, and reporting.764  These activities are critical 6 

in assessing risk exposure and managing bad debt expense by securing payment of balances on 7 

active and final accounts.  Customer Payment Services is included in this organization.  8 

Customer Payment Services handles all exception payments and performs reconciliation for all 9 

payment sources.  Exception payments are caused when the payment cannot automatically post 10 

in the Customer Information System (CIS).  Reconciliation of payment sources is the balancing 11 

of payments posted in the CIS with payments posted into the SDG&E bank account.  Meter 12 

Revenue Protection (MRP) is also part of Office Credit and Collections.  The major function of 13 

MRP is to prevent and investigate customer energy theft. 14 

SDG&E is requesting $2,776,000 in TY 2012, an increase of $445,000 from the 2009 15 

adjusted recorded expense level, and an increase of $307,000 from the FYA expense level of 16 

$2,469,000.765  The changes from the FYA historical expense level to the TY 2012 estimated 17 

expense level are attributable to a number of factors, including the Smart Meter program, 18 

compliance activities, customer growth, and other specific labor needs.  Each of these factors is 19 

summarized below and discussed in more detail in Mr. Rahon’s SDG&E Direct Testimony.766 20 

Smart Meter 21 

SDG&E is requesting a labor increase of $188,000 above the FYA for MRP to cover 22 

costs resulting from the implementation of the Smart Meter project.767  The labor increase is for 23 

two additional MRP investigators.  The Smart Meter system will have the ability to detect meter 24 

tampering and meter failures resulting in a larger number of energy theft investigations.  The 25 

additional MRP investigators are needed to support the additional energy theft investigations.  26 

See the discussion above in the Billing section related to Smart Meter. 27 

                                                 
764 Id. at 20. 
765 Id. at 20. 
766 Id. at 20-22. 
767 Id. at 20-21. 
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Compliance Activities 1 

Due to the increasing complexity of the credit process and the greater demand for data 2 

analysis and reporting, SDG&E is requesting $88,000 for a technical credit advisor position 3 

added in 2010.768  This position is needed to support the demand of both internal and external 4 

reporting requests and to perform data analysis that allows SDG&E to better manage bad debt 5 

expense.  This request was not opposed. 6 

Customer Growth 7 

An additional labor increase of $41,000 and associated non-labor increase of $9,000 are 8 

being requested due to increased credit activities resulting from customer growth.769  These 9 

increased credit activities, such as skip tracing and final bill collection, will require additional 10 

labor in order to process and resolve.  This request was not opposed. 11 

Other 12 

A labor decrease of ($35,000) and associated non-labor decrease of ($2,000) is being 13 

requested due to activities no longer performed by Office Credit and Collections but shifted to 14 

the SCG Major Market Credit and Collections organization.  This shift is described in Michal 15 

Baldwin’s SCG Direct Testimony (Exh. 413 at 39).  A non-labor increase of $4,000 is being 16 

requested to support the Positive Identification Challenge Question system implementation.770  A 17 

labor increase of $14,000 is being requested to support the annual escheatment process, 18 

reporting, and reconciliation.771  SDG&E’s requests in this section were also not opposed.  19 

Bill Delivery 20 
Bill Delivery includes the expense for paper and envelopes.  SDG&E is requesting 21 

$890,000 in TY 2012, a decrease of ($40,000) from the 2009 adjusted recorded expense level 22 

and equal to the FYA expense level of $890,000.772  SDG&E forecasted bill delivery costs for 23 

TY 2012 based on the FYA methodology.773  The five year average is a reasonable forecast as it 24 

represents costs for this function which includes maintenance for postage software which allows 25 

for maximum postage discounts, contracted costs paid to a third party vendor to transmit 26 

                                                 
768 Id. at 21. 
769 Id. 
770 Id. at 21-22. 
771 Id. 
772 Id. at 22. 
773 SDG&E/Rahon, Exh. 131 at 22. 
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paperless bills to home banking customers, office supplies, paper for bills, late notices, letters 1 

and customer correspondence, to name a few.774 2 

In response, UCAN makes a simplistic and erroneous calculation to propose a reduction 3 

in the 2012 bill delivery cost forecast of $358,000 based on the allegation that SDG&E’s 4 

paperless adoption rate as forecasted is to low and should be 41.47% as of 2012, instead of 5 

SDG&E forecasted rate of 35.15%.775  This is approach is flawed for the following reasons:  6 

• First, it is undeniable that the paperless adoption rate is not the only factor that would 7 
impact bill delivery costs.  UCAN conveniently focuses on the one variable, paperless 8 
adoption rate, and proposes a reduction.  UCAN does not take into consideration the 9 
other factors that are driving bill delivery costs.  SDG&E believes that the five year 10 
average takes into consideration all the variables (both fixed and variable costs) that 11 
impact bill delivery costs and that the forecast of $890,000 should be adopted.776 12 

• Second, UCAN’s proposed reduction even with its flawed logic is woefully 13 
unreasonable.  SDG&E forecasted a 35.15% cumulative 2012 paperless adoption rate 14 
with annual incremental increases forecasted for 2010-2012 (see Exh. 131 at 7, Table 15 
SDG&E-JSR-2).  As such, this 35.15% is embedded in the 2012 bill delivery cost of 16 
$890,000.  UCAN then forecasts a higher cumulative 2012 paperless adoption rate for 17 
SDG&E of 40.27% and instead of using the difference 5.12% (40.27%-35.15%) to 18 
calculate its proposed reduction, UCAN erroneously uses the entire 40.27% to 19 
calculate the reduction of $358,000 (approximately $890,000 x 40.27%).777  UCAN 20 
completely ignored the 2012 cumulative paperless adoption rate that was already 21 
embedded in the bill delivery cost forecast.  Though SDG&E completely disagrees 22 
with UCAN’s recommendation, if it was calculated correctly the proposed reduction 23 
for bill delivery costs would only be $45,568 ($890,000 x 5.12%).778 24 

Postage 25 
SDG&E is requesting $5.409 million in TY 2012 for postage, a decrease of $152,000 26 

from the 2009 adjusted recorded expense level of $5.561 million.779  The TY 2012 cost include 27 

increases due to meter growth partially offset by increases in the paperless adoption rate by 28 

residential customers.  The forecast was also adjusted by the recently approved USPS rate 29 

                                                 
774 SDG&E/Rahon. Exh. 134 at 16. 
775 Id.  To derive 41.47%, UCAN uses the 2010 actual paperless adoption rate and extrapolates that result to adjust 
the 2011 and 2012 paperless adoption rate forecasts.  For the same reasons discussed in the Bill Redesign section 
that follows, SDG&E objects to the selective use of 2010 recorded data. 
776 The $890,000 bill delivery cost forecast is $40,000 less than the 2009 BY bill delivery cost of $930,000. 
777 SDG&E/Rahon, Exh. 134 at 17-18. 
778 Id. 
779 Id. at 22-23; SDG&E/SCG Updated Testimony, Exh. 600 at 8. 
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increases (7.05% effective April 17, 2011 and 3.25% effective January 22, 2012),780 and a 1 

reduction to the prefunding expense of $398,000.781 2 

UCAN alleges an inconsistency in Mr. Rahon’s Direct Testimony (Exh. 131 at 7), which 3 

states “SDG&E’s projected growth rate [paperless adoption rate] is aggressive, in that it assumes 4 

100% adoption by all new customers and inroads continue with the existing customer base.”782  5 

From this alleged inconsistency regarding the paperless adoption rate, UCAN makes a leap that 6 

the postage expense forecast should be adjusted.  SDG&E disagrees.  As explained in detail in 7 

Mr. Rahon’s SDG&E Rebuttal Testimony, the variables that impact postage expense involve 8 

more than just the paperless adoption rate and the customer growth rates.783  For example, the 9 

paperless adoption rate only applies to residential customer bills not all customer bills.  Customer 10 

bills can include an opening and closing bill, a corrected bill, a duplicate bill, or any number of 11 

reasons a bill could be generated for a given account.  The paperless adoption rate is calculated 12 

based on 1.1 million residential accounts (see Exh. 131 at 7) while total customer bills 13 

approximates 1.4 million monthly.  Also, while the postage expense forecast includes all 14 

customer bills it also includes the cost of postage to mail notices to customers.  Had UCAN 15 

reviewed more closely SDG&E’s data response to UCAN-SDG&E-DR-71 question 7, (see Exhs. 16 

135 and 136 at 29-32 of confidential version and at 11-14 of public version), they would have 17 

realized that postage expense is driven by more than just residential bills.784  Also, postage 18 

expense is primarily driven by total bills to all customers (not just residential customers) and the 19 

notices that are sent to customers.  To forecast postage expense, SDG&E begins with the forecast 20 

of total customer bills and adds notices to customers, and then reduces it by the number of bills 21 

that are billed electronically (i.e., suppressed bills and e-bills).785 22 

UCAN also disputes the TY 2012 prefund postage account forecast of $882,000 which is 23 

the same as the base year.  The USPS requires that SDG&E maintain a prefund account for one 24 

month plus a current week of postage.  UCAN contends that this prefund account should be 25 

                                                 
780 Id. 
781 Id. 
782 UCAN/Nahigian, Exh. 509 at 11. 
783 SDG&E/Rahon, Exh. 134 at 18-20. 
784 UCAN/Nahigian, Exh. 561at 10 states that “[t]o date, SDG&E has not yet responded to data request (UCAN 
#71).”  This is incorrect, given that UCAN attached the response to data request UCAN-SDG&E-DR-71, question 9 
as Attachment D to their testimony.  UCAN submitted data request UCAN-SDG&E-DR-71 to SDG&E on 
September 7, 2011 and SDG&E responded within the customary 10 business days on September 21. 
785 SDG&E/Rahon, Exh. 134 at 19. 
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treated like a prepaid asset and it should not be expensed every year.786  This is inconsistent with 1 

SDG&E’s current practice which dates back to 1998.  For accounting purposes, SDG&E 2 

expenses funds that are used to replenish the prefund postage account.  Given that the prefund 3 

account cycles at least every five weeks and that the balance is immaterial, it is operationally 4 

more efficient to expense the replenishment of the prefund postage account instead of creating 5 

additional administrative activity to account for the actual postage each month.  Given that this 6 

accounting convention has been consistently followed, any given year will only have postage 7 

expense for 12 months of activity.  Therefore, UCAN’s recommendation to deny SDG&E’s 8 

postage expense related to the prefund account should be denied.  Though SDG&E’s prefund 9 

postage account is an appropriate expense, in response to a UCAN data request (Exh. 137) and at 10 

the evidentiary hearings, SDG&E agreed to reduce the prefund postage account request to 11 

$484,000 - reduction of $398,000. 12 

Customer Service Technology Support 13 
Customer Services Technology (CST) consists of staff with experience in customer 14 

service technologies and specialized knowledge of customer service operating functions and 15 

activities.787  These employees provide the major point of contact with the Information 16 

Technology (IT) system application development, maintenance and enhancement organizations.  17 

The subject matter experts are the front-line support for major Customer Service IT applications 18 

(e.g., customer information system, customer services field technician scheduling, routing and 19 

dispatch).  CST is comprised of both non-shared and shared services.  The non-shared services 20 

covered in this section are specific to SDG&E’s Service Order Routing Technology (SORT).788  21 

The functions of this field system include the routing and completion of customer and company 22 

generated work orders.  The SORT team maintains a help desk during regular business hours to 23 

resolve software and hardware issues that impact customer service field safety, efficiency, and 24 

customer satisfaction.   25 

SDG&E is requesting $1,048,000 in TY 2012, a decrease of ($23,000) from the 2009 26 

adjusted recorded expense level and an increase of $328,000 from the FYA expense level of 27 

$720,000.789  To align the FYA with the TY 2012 expense request, SDG&E is requesting a labor 28 

                                                 
786 UCAN/Nahigian, Exh. 561 at 13-14. 
787 SDG&E/Rahon, Exh. 131 at 23. 
788 Id. at 23. 
789 Id. 
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increase of $328,000.  $168,000 of this increase is associated with full year staff impacts, salary 1 

differentials to bring the FYA in-line with the 2009 expense level, and the implementation of the 2 

SORT Upgrade Plus project, with the remaining $160,000 resulting from the addition of a 3 

Business Systems Analyst and a Technical Advisor in 2011.  These additional positions are 4 

needed to support the GridComm project, mobile data terminals (MDT) hard drive encryption, 5 

and the expanding use of Global Positioning System (GPS) technology.  Additional details 6 

regarding the impact of the SORT Upgrade Plus project are discussed in Mr. Rahon’s SDG&E 7 

Direct Testimony.790 8 

UCAN recommends that the $328,000 requested by SDG&E above the five year average 9 

for TY 2012 should be denied.791  As explained in detail in Mr. Rahon’s SDG&E Rebuttal 10 

Testimony, $168,000 of SDG&E’s request above the five year average relates to the true-up of 11 

the 2009 base year while the remaining $160,000 is for two additional positions to support 12 

GridComm, Mobile Data Terminals (MDT) hard-drive encryption, and expanding the use of 13 

Global Positioning System (GPS) technology.792  SDG&E disagrees with UCAN’s proposed 14 

disallowance. 15 

Customer Service Operations – Other 16 
Customer Service Operations – Other is comprised of the Customer Service Vice 17 

President, Business Planning and Budgets organization, and the Market Services organization.793  18 

The Customer Service Vice President has responsibilities for all customer-related activities for 19 

SDG&E, including call centers, account executives, revenue cycle activities, and customer 20 

communications.  Customer Service Operations – Other also includes the non-shared portion of 21 

the Business Planning and Budgets organization.794  This organization performs data collection 22 

and creation of consolidated reports, analysis of monthly results, and special project support as 23 

needed.  The final part of Customer Service Operations – Other is the non-shared portion of the 24 

Market Services organization.795  This organization focuses primarily on residential customers, 25 

identifying needed changes to promote an integrated, positive customer experience.  SDG&E’s 26 

request related to the items above was not opposed. 27 

                                                 
790 Id. at 24-25. 
791 UCAN/Nahigian, Exh. 561 at 14. 
792 SDG&E/Rahon, Exh. 134 at 20-21. 
793 Id. at 25. 
794 Id. at 25-26. 
795 Id. at 26. 
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SDG&E is requesting $2,482,000 in TY 2012, an increase of $859,000 from the 2009 1 

adjusted recorded expense level, and an increase of $1,033,000 from the FYA expense level of 2 

$1,449,000.796  The changes from the FYA historical expense level to the TY 2012 estimated 3 

expense level are primarily attributable to the Home Area Network (HAN) project. 4 

Home Area Network (HAN) 5 

As supported in Edward Fong’s testimony (Exh. 138), the HAN project will provide the 6 

IT hardware, software (also known as the demand response control application or DRCA) and 7 

system integration necessary to support and manage the enablement of two-way communication 8 

inside the home to achieve demand response objectives.  SDG&E is requesting an increase in 9 

labor of $844,000 and non-labor of $174,000.797  The labor increases consists of eight 10 

incremental positions, which are described in detail in the Mr. Rahon’s Direct Testimony.798  The 11 

non-labor includes training, employee material and expenses, and industry policy and standards 12 

development. 13 

DRA proposes the disallowances of all O&M related HAN expenses (1.018 million), 14 

consistent with DRA’s proposed disallowance of the capital-related HAN projects proposed in 15 

witness Mr. Ed Fong’s SDG&E Direct Testimony (Exh. 138).  DRA’s proposed disallowance of 16 

all HAN-related costs, both O&M and capital, is addressed in Mr. Fong’s SDG&E Rebuttal 17 

Testimony (Exh. 140).  As discussed in Mr. Rahon’s SDG&E Rebuttal Testimony (Exh. 134), 18 

DRA is relying on false and unsupported arguments.  For example, DRA states that “[e]ven if the 19 

Commission finds an incremental HAN capital investment warranted, this O&M request is far 20 

beyond the basic need of ensuring that HAN systems function properly.  Utility employees 21 

should not be marketing HAN technologies to customers; that is a job for the competitive 22 

market.”799  This statement is incorrect and over-simplifies SDG&E’s O&M-related HAN 23 

request.  Moreover, DRA provides no factual data to support this assertion. 24 

Contrary to DRA’s approach, SDG&E’s HAN proposal is supported by facts.  Indeed, 25 

SDG&E’s HAN team of eight employees is specifically described in Mr. Rahon’s SDG&E 26 

Direct Testimony (Exh. 131 at 27).  These HAN system-related positions will ensure that third 27 

party HAN devices will be able to communicate with SDG&E’s HAN infrastructure so 28 

                                                 
796 Id. 
797 Id. at 27. 
798 Id. 
799 DRA/Gomberg, Exh. 509 at 7. 
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customers will be able to manage their electric usage and reduce their bills.  Thus, contrary to 1 

DRA’s allegations, these positions are not performing marketing activities better suited for third 2 

parties.  Additionally, the remaining HAN team members consist of four program/market advisor 3 

positions that are critical to the implementation of HAN, which includes working with HAN 4 

vendors, installers and eventually the retailer to ensure that the HAN technology can be used by 5 

customers and that customers have the proper and necessary support, and to protect customer 6 

privacy as approved by the Commission in D.11-07-056 (Smart Grid Privacy Decision).800 7 

In sum, it would be imprudent and inconsistent with Commission policy801 to let the 8 

competitive market dictate the direction of HAN technology without the benefit of utility 9 

involvement.  Such involvement is necessary to ensure that the technology works within the 10 

current utility systems and to the benefit of utility customers.  With respect to HAN, SDG&E is 11 

in the best position to enhance the customer and vendor experience by applying utility expertise 12 

and experience to the delivery of HAN services.  SDG&E involvement will help ensure that 13 

customers fully utilize the technology for energy conservation, energy efficiency, bill reduction 14 

and environmental protection.  SDG&E customers expect it to play an active role in the delivery 15 

of HAN services and will turn to SDG&E as the energy expert to help them navigate this new 16 

world of two-way communication and exchange of energy usage information. 17 

Other 18 
An increase in non-labor of $15,000 is being requested due to a department 19 

reorganization and additional related travel expenses.802  These travel expenses are needed to 20 

cover a projected increase in travel for regulatory proceedings and hearings.  This request was 21 

not opposed. 22 

UNCOLLECTIBLE RATE 23 
SDG&E is requesting an uncollectible rate of 0.174% compared to the current authorized 24 

rate of 0.141%.803  This request was not opposed. 25 

SHARED OFFICE OPERATIONS SERVICES 26 

                                                 
800 SDG&E/Rahon, Exh. 134 at 12. 
801 D.07-04-043 Ordering Paragraph 4 states “SDG&E shall work with the other major California utilities to strive 
for statewide, clearly defined and commercially available open standards for Home Area Network (HAN) 
communications systems.” 
802 Id. at 28. 
803 SDG&E/Rahon, Exh. 131 at 28. 
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The Office Operations shared services expenses include services for management of 1 

operations and support staff spanning both utilities.  Specifically, SDG&E and SCG customer 2 

service office operations staff functions are managed and supported, in part, by SDG&E 3 

employees.  Therefore, labor and non-labor expenses for these employees must be allocated 4 

across both utilities.  Mr. Baldwin sponsors testimony for the SCG Customer Service Office 5 

Operations that are shared with SDG&E (Exh. 413 at 29-44).  Table SDG&E-JSR-9 summarizes 6 

the Shared Services O&M expense request.804  The major categories of shared Office Operations 7 

Services include Sarbanes-Oxley (SOX) Project Management, Customer Service Technology 8 

Support, Business Planning and Budgets, Director of Market Services, and Expenses 9 

Allocated/Billed to SDG&E.  Each of these areas is generally described below and in more detail 10 

in Mr. Rahon’s SDG&E Direct Testimony.805 11 

SOX Project Management (Cost Center 2100-3476) 12 
SOX project management consists of one project manager overseeing Sarbanes-Oxley 13 

compliance activities for the SDG&E and SCG traditional revenue cycle.806  The project manager 14 

ensures process documentation is updated, business controls are tested, and quarterly 15 

certifications are completed for more than 40 business processes.  For SOX project management, 16 

SDG&E is requesting $103,000 in TY 2012, a decrease of ($2,000) from the 2009 adjusted 17 

recorded expense level and an increase of $13,000 from the FYA expense level of $90,000.  This 18 

request was not opposed. 19 

Customer Service Technology Support (Cost Centers 2100-0027, 2100-0642, 2100-3627) 20 
As noted above, CST consists of staff with experience in customer service technologies 21 

and specialized knowledge of customer service operating functions and activities.807  The shared 22 

services covered in this section include the following: 23 

• Cost Center 2100-0027 – Director CS Technology Support: This cost center includes 24 
the CST director, a senior business analyst, and an administrative associate.  The 25 
functions of this cost center support both SDG&E and SCG and are allocated based 26 
on department headcount, with 40.03% being allocated to SCG.808 27 

• Cost Center 2100-0642 – CS Technology Manager: This cost center supports all the 28 
major SDG&E non-field related systems that support customer service, such as the 29 

                                                 
804 Id. at 30; See also Errata changes reflected in Exh. 132. 
805 Id. at 31-42. 
806 Id. at 31. 
807 Id. at 32. 
808 Id. at 33. 
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Customer Information Billing System (CISCO), Energy Efficiency and Demand 1 
Response Customer Relationship Management System, Credit Final Bill Collection 2 
System, and eServices applications.  The majority of this cost center supports only 3 
SDG&E, with 2.27% being allocated to SCG for joint support of one system by one 4 
employee - a customer contact tracking system.809 5 

• Cost Center 2100-3627 – CS Technology Field Systems: This cost center supports the 6 
SCG field related systems and is 100% allocated to SCG.  In the past, this cost center 7 
has supported both SDG&E and SCG but is currently only supporting SCG 8 
systems.810 9 

For Customer Service Technology Support, SDG&E is requesting $3,445,000 in TY 10 

2012, an increase of $1,275,000 from the 2009 adjusted recorded expense level, and an increase 11 

of $1,301,000 from the FYA expense level of $2,144,000.811  The significant changes from the 12 

FYA historical expense level to the TY 2012 estimated expense level are attributable to the 13 

following factors. 14 

Smart Meter (Cost Center 2100-0642) 15 

A labor increase of $535,000 is being requested by SDG&E to cover ongoing costs 16 

resulting from the implementation of the Smart Meter project.812  Additional support is needed to 17 

support and maintain the Smart Meter systems.  This includes seven employees returning from 18 

the Smart Meter Project – two Technical Advisors and five Business Systems Analysts.  Mr. 19 

Rahon’s SDG&E Direct Testimony provides detailed descriptions of each position.813  DRA 20 

opposed this request which SDG&E strongly disagrees as addressed in the Billing Services 21 

section above. 22 

Increased Complexity of Activities (Cost Center 2100-0642) 23 

SDG&E is requesting an increase of $618,000 associated with increased complexity of 24 

activities.814  This increase is a result of a re-leveling and salary adjustment in 2009, full year 25 

salary impacts, and the addition of seven Business Systems Analysts to support and maintain 26 

additional systems and increased complexity of existing systems.  This increase is needed to 27 

support the legislation, regulatory mandates, and company initiatives described in Mr. Rahon’s 28 

                                                 
809 Id. at 33-34. 
810 Id. at 34. 
811 Id. at 33. 
812 Id. at 34. 
813 Id. at 34-36. 
814 Id at 36. 
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SDG&E Direct Testimony (Exh. 131 at 4-6).  Mr. Rahon’s SDG&E Direct Testimony also 1 

provides a detailed description of the new positions.815 2 

DRA questions the “small army” of staff proposed to support the ongoing smart meter 3 

activities and the seven employees to support other customer service systems other than smart 4 

meter.816  DRA makes a sweeping recommendation that the CSTS shared service request should 5 

be limited to a 15% increase above the five year average or $322,000 for this area.817  DRA 6 

provides no evidence to support the statement that SDG&E’s request overstates staffing needs.  7 

DRA’s analysis ignores the fact as additional functionality is added to existing systems or new 8 

systems are developed to enhance the customer experience and/or improve operations, there is a 9 

need for additional resources to manage these systems.  Systems do require human management 10 

to ensure they are functioning as designed and that system enhancements are integrated with 11 

other systems without disruption.  For instance, business system analysts will provide production 12 

support to resolve system problems as they arise during day-to-day operations.818  Business 13 

system analysts will provide data analytics for new user requirements and develop specifications 14 

to implement those enhancements.  They will manage SOX requirements, customer privacy, and 15 

system security.  They will provide end-to-end testing of the system to ensure that all integrated 16 

systems are functioning as designed.819 17 

Other (Cost Center 2100-0027) 18 
A labor increase of $8,000 is needed to bring the FYA to fully reflect an additional FTE 19 

added in 2006.820  This request was not opposed. 20 

Business Planning & Budgets (Cost Center 2100-3461) 21 
This organization performs data collection and creation of consolidated reports, analysis 22 

of monthly results, and special project support as needed.821  For Business Planning and Budgets 23 

O&M, SDG&E is requesting $224,000 in TY 2012, an increase of $22,000 from the 2009 24 

                                                 
815 Id. at 36-39. 
816 DRA/Gomberg, Exh. 509 at 7. 
817 Note in Exh. 509 summary table 17-1 reports a $829,000 decrease for all shared services.  For purposes of this 
discussion, the decrease is organized into two categories: $535,000 relates to CSTS shared service smart meter costs 
as discussed above.  As such, the CSTS shared service costs, non-smart meter, at dispute here is $294,000.  From 
review of the DRA RO Model, all of the reduction was taken from Utility Shared Services cost center 2100-0642.   
818 SDG&E/Rahon, Exh. 134 at 14. 
819 Id. at 14-15. 
820 Id. at 39 
821 Id. at 39. 
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adjusted recorded expense level and equal to the FYA expense level of $224,000.822  This request 1 

was not opposed. 2 

Director of Market Services (Cost Center 2100-0006) 3 
This cost center is for the Market Services director who provides oversight, guidance and 4 

direction for the Market Services Organization described above.  For the Director of Market 5 

Services, SDG&E is requesting $209,000 in TY 2012, a decrease $4,000 from the 2009 adjusted 6 

recorded expense level and equal to the FYA expense level of $209,000.823  Due to the recent 7 

customer service reorganization, the SCG allocation level is being decreased from 76% to 50% 8 

to reflect the effort and oversight required at both SDG&E and SCG.824  This reallocation is due 9 

to the shift of projects and activities of the Director.    This request was not opposed. 10 

Expenses Allocated/Billed To SDG&E by SCG for Shared Activities Are Reasonable 11 
Table SDG&E-JSR-14 in Mr. Rahon’s SDG&E Direct Testimony reflects the shared 12 

activities that are billed to SDG&E from SCG.825  SCG shared functional activities that are 13 

provided to SDG&E are discussed in Mr. Baldwin’s SCG Direct Testimony (Exh. 413 at 29-43).  14 

SDG&E has reviewed SCG billed shared service expenses to SDG&E Customer Service Office 15 

Operations as identified in Table SDG&E-JSR-14 and has concluded that these expenses are 16 

reasonable.826  SDG&E has identified shared service expenses for shared management, staff and 17 

operational activities in Customer Service Office Operations.  The shared expenses that are 18 

allocated to SCG have been reviewed with SCG management and are also reasonable (Exh. 131 19 

at Table SCG-MHB-16). 20 

CAPITAL 21 
SDG&E is requesting funding for three capital projects: (1) Computer Assisted 22 

Collections System (CACS) Upgrade, (2) CISCO Billing Regulatory Project, and (3) Bill 23 

Redesign Project.  Specific capital expense requests for each project are included in the 24 

Information Technology testimony of Jeffrey C. Nichols (Exh. 175).  Each project is also 25 

described below and detailed in Mr. Rahon’s SDG&E Direct Testimony. 26 

 27 

 28 

                                                 
822 Id. at 40. 
823 Id. at 41. 
824 Id. 
825 Id. at 42. 
826 Id. 
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CACS Upgrade (Budget Code: 831.04) 1 
CACS is the SDG&E final bill collection IT application that was implemented in 2005.827  2 

This system is used by the SDG&E Credit Department to manage the delinquent final bill 3 

process and to interface with collection agencies.  The version upgrade is needed to bring the 4 

system up to current technology patches and functional enhancements to maintain a stable and 5 

reliable operating environment and to maintain vendor production support.828  This request was 6 

not opposed. 7 

CISCO Billing Regulatory Project (Budget Code: 831.02) 8 
The CISCO Billing Regulatory Project is a collection of enhancements of billing, 9 

financial, and reporting functions needed to support legislation and regulatory mandates to the 10 

SDG&E Customer Information System (CIS).829  These mandates include the Local Government 11 

Renewable Energy Self Generation Program (Schedule RES-BCT), Virtual Net Metering 12 

(Schedule VNM-A), New World Generation NBC (D.08-09-012), and the SDG&E Rate Design 13 

Window.830  These mandates require extensive enhancements to the billing portion of the 14 

Customer Information System.  For example, Virtual Net Metering allows for a Multi-Family 15 

Affordable Housing Accommodations unit where the owner of the complex has installed a solar 16 

“eligible customer-generator” with generating capacity of 1 MW or less as defined in Schedule 17 

NEM, to have all eligible output from the generator supplied to the utility for the purpose of 18 

providing a credit to the qualified customers within the complex.  This request was not opposed. 19 

Bill Redesign (Budget Code: 831.03) 20 
The purpose of this project is to redesign SDG&E’s current paper and electronic 21 

customer bills with the following objectives: 22 

• Improve Bill Format - more understandable and more relevant to customers; 23 

• Provide customers more usable information to help with energy efficiency and 24 
demand response choices and decisions; 25 

• Customer Choice - offer customers increased choice such as a condensed or “mini” 26 
bill; 27 

• Web Enablement - encourage customers to review bill details via web (Electronic Bill 28 
Presentation and Payment, or “EBPP”); 29 

                                                 
827 Id. at 45. 
828 Id. 
829 Id. at 46. 
830 Id. 
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• Enable New Printer Technology - Duplex printing, 8.5 x 11 forms, and graphics; and 1 

• Enhance ease of maintenance of paper and electronic bill with common bill 2 
formatting tools.831 3 

D.05-11-009 directed the utilities to develop a more customer friendly, useful bill format.  4 

DRA does not dispute the Bill Redesign project but rather takes more current information (2010 5 

recorded data) to recommend a reduction of $323,000 in the forecast 2010 capital expense of 6 

$1.171 million.  DRA does not take issue with the projection as it was developed before the 2010 7 

actual expense was known.  As explained in Section 3.5, it is inappropriate for DRA to use 2010 8 

actual data to reduce the bill redesign forecast for 2010.  While SDG&E acknowledges that there 9 

is a variance between the 2010 forecasted and recorded costs for the bill redesign project, it 10 

would be inappropriate to make isolated updates to the GRC for several reasons.  Among other 11 

reasons, selective updating ignores the fact that while certain costs may be lower than expected, 12 

other costs are higher than expected and there is no provision to reflect those instances.  The 13 

Commission should thus authorize the 2010 forecast for the bill redesign project consistent with 14 

the approach for other authorized funding. 15 

10.8 Customer Information – Common Issues  16 
BACKGROUND 17 

Both SDG&E and SCG requested funding for non-shared and shared services O&M 18 

expense forecasts for Customer Services and Information (CS&I) activities for TY 2012.  Both 19 

SDG&E and SCG also sought funding for CS&I-related capital projects.  As explained in greater 20 

detail in the Direct Testimony, Rebuttal Testimony, and Workpapers of Ms. Kathleen Cordova 21 

(for SDG&E) and Ms. Gillian Wright (for SCG), CS&I is comprised of the departments whose 22 

activities support and promote residential, commercial, industrial and government customer 23 

service programs and products, and the communication systems utilized to promote them.832  For 24 

example, CS&I provides customer assistance and outreach programs; provides account 25 

management activities to commercial, industrial and government customers; manages RD&D; 26 

promotes programs and engages in research that supports reliability and renewable sources of 27 

energy; and assists commercial customers considering self-generation and/or co-generation. 28 

                                                 
831 Id. at 47. 
832 See SDG&E/Cordova, Exhs. 155-158 and SCG/Wright, Exhs. 417-420. 
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Details summarizing the individual requests of both SDG&E and SCG are provided 1 

below in Sections 10.9 and 10.10.  With respect to common issues concerning both SDG&E and 2 

SCG, they are discussed below 3 

COMMON CHALLENGES FACING SDG&E AND SCG CS&I OPERATIONS 4 

SDG&E and SCG endeavor to better understand their customers’ evolving energy needs 5 

in order to provide them with the services and information that are timely, relevant, and valued.  6 

Both Utilities seek to build relationships that are more proactive, mutually beneficial and 7 

collaborative.  To that end, they must develop outreach programs, products and services from the 8 

customer’s perspective, whenever possible, and to ultimately serve the customer’s greater need 9 

for accessible, actionable information empowering customers to be better energy consumers and 10 

energy partners. 11 

Several often interrelated trends shape the challenges and opportunities facing customers 12 

and operations for CS&I833: 13 

• Increased environmental awareness: Customers are becoming more environmentally aware 14 

and thus are more concerned about energy issues that touch their lives.  They are seeking 15 

ways to be “green” and that includes, in many cases, a need to understand energy sources and 16 

their own consumption habits and how to make informed energy decisions.  For example, 17 

interconnection requests at SDG&E from commercial and residential customers who are 18 

adding solar systems have nearly tripled in the last 5 years.834  SDG&E has also experienced 19 

rapid and significant growth in the electric vehicle market.  Similarly, SCG has experienced 20 

rapid growth in the number of customers that operate Natural Gas Vehicles (NGVs) and 21 

NGV refueling stations.835  Regulatory and legislative environmental mandates also 22 

contribute to this customer awareness and increased interest in renewable energy.  SDG&E 23 

and SCG must meet customer demand to provide them with information to help them 24 

understand how environmental laws and regulations impact their energy consumption  25 

• Expanding Customer Communications: Reaching customers with important energy usage 26 

and bill management information and news on services and safety is necessary through both 27 

traditional channels and an ever-increasing number of newer online communication channels 28 

(e-Channels).  Customers with Special Needs, such as visual or hearing impairments, need 29 
                                                 
833 SDG&E/Cordova, Exh. 155 at 3-8; SCG/Wright, Exh. 417 at 2-5. 
834 SDG&E/Cordova, Exh. 155 at 4-5. 
835 SCG/Wright, Exh. 417 at 4. 
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accessible options to receive this information, while certain customers can only be reached 1 

in their native languages.  Customers are also expecting faster response times for online 2 

services, as well as more functionality and integration with newer e-Channels such as social 3 

media and mobile platforms. 4 

• Increasingly Complex Air Quality Regulations: As health-based air quality standards 5 

become stricter and federal, state, regional and county air quality agencies are developing 6 

and implementing stricter emissions requirements, permitting is becoming more complex, 7 

and inspection/compliance activities are increasing.  Many customers turn to SDG&E and 8 

SCG for help and support to address these increasingly complex and numerous air quality 9 

compliance activities.   10 

• Expanding Need for RD&D: In order to support California’s energy and environmental 11 

objectives of increasing energy efficiency and reducing GHG emissions, the Utilities’ 12 

RD&D program aims to conduct new research in renewable solar thermal and bioenergy 13 

resources.  For example, recent regulatory changes, as well as developments in the 14 

marketplace, result in an increased need to conduct research in NGV engine technology, also 15 

referred to as clean transportation technology.836 16 

10.9 Customer Information – SoCalGas Issues (including Biogas) 17 
SUMMARY OF SCG’s CS&I TY 2012 FORECAST 18 

The CS&I organization generally adopted a 5 year average forecast methodology to 19 

develop a “baseline” forecast, like most other areas within the Customer Services 20 

organization.837  This forecasting methodology was selected because it reduces anomalies in the 21 

basis for the forecast, for example from fluctuations in the business cycle, unusual operating 22 

conditions, or being at a particular point within a GRC cycle.  The baseline forecast was further 23 

adjusted, where needed, to account for specific program growth and other incremental costs not 24 

reflected in the historical cost data. 25 

The forecasted CS&I expense for TY 2012 is $41.411 million reflecting a $12.125 26 

million increase relative to 2009 base year recorded expenses.838  For non-shared services, SCG 27 

forecasts a TY 2012 expense of $34.681 million, a $9.912 million increase over 2009 recorded 28 

                                                 
836 Id. 
837 SCG/Wright, Exh. 417 at 5-6. 
838 Id. at 6 (note the amounts reflect $125,000 reduction for TEAM program as discussed in SCG/Wright Exh. 420). 
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expenses of $24.769 million.839  For shared services, the forecasted CS&I expense for TY 2012 1 

is $6.73 million book expense, reflecting a $2.213 million increase relative to 2009 base year 2 

recorded book expenses, including an increase of $0.3 million for billed-in services from 3 

SDG&E.840  With respect to capital funding, SCG is requesting $12.059 million for TY 2012 for 4 

three projects that will support business needs and objectives of CS&I, including the 5 

Sustainable SoCal Program, California Producer and Next Generation Envoy.841  This section 6 

will address the business justification for these projects, the costs are forecasted and reflected in 7 

the testimonies of the SCG witness for each project as identified in Exh. 417, Table GAW-31. 8 

SCG’s TY 2012 request for CS&I is based on sound forecasting methodology, aligns 9 

with Commission and state policy, and customer needs and preferences.  Ms. Wright’s Direct 10 

Testimony and Workpapers (Exhs. 417 and 418) included substantial and credible evidentiary 11 

support for SCG’s funding requests.  As summarized below and in Ms. Wright’s Rebuttal 12 

Testimony (Exh. 419), DRA and TURN were the only intervenors to object to these requests.  13 

Although CforAT did not object to SCG’s requests, it did recommend certain enhancements to 14 

information accessibility.842  These enhancements, among other CforAT recommendations, are 15 

the subject of a settlement between SCG, SDG&E and CforAT.  This settlement was presented 16 

to the Commission for approval via a Joint Motion for Adoption of Settlement, filed on 17 

February 24, 2012. 18 

For the majority of CS&I costs, DRA does not oppose SCG’s forecasting methodology: 5 19 

year average plus incremental costs.  DRA also does not oppose many of SCG’s forecast 20 

incremental cost amounts, but opposes utilities doing certain activities.  Unlike DRA, TURN 21 

selectively applies 2010 actual costs as its preferred forecasting methodology, and makes no 22 

comment on most of SCG’s incremental cost forecasts.  TURN has generally applied 2010 23 

actuals where costs are the same or less than 2009 actuals.  DRA recommends total O&M 24 

disallowances of $16.722 million843, and a capital disallowance of $11.272 million for the 25 

Sustainable SoCal program.  TURN recommends O&M disallowances for non-shared services 26 

of $11.355 million, no specific disallowances for shared services and no changes to capital 27 

projects.  DRA and TURN’s disallowances would limit SCG’s ability to communicate 28 
                                                 
839 Id. 
840 Id. at 7. 
841 Id. at 88-89. 
842 SCG/Wright, Exh. 419 at 30-31. 
843 This amount includes $125,000 for TEAM program. 
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effectively with its customers, to support the programs serving low income and disabled 1 

customers, and to advance Commission and state policies, particularly on RD&D, CHP systems, 2 

alternative transportation and renewable energy.  SCG’s proposed funding for CS&I should be 3 

adopted in full. 4 

CS&I NON-SHARED SERVICES 5 
RD&D 6 
SCG’s RD&D programs are specifically described in Appendix A to Ms. Wright’s Direct 7 

Testimony (Exh. 417).844  DRA’s proposal to eliminate SCG’s RD&D program, and TURN’s 8 

recommendation to reduce SCG’s request from $13 million to $5.558 million are contrary to 9 

Commission and state policy as established in P.U. Code section 740.1 that explicitly supports 10 

utility-based RD&D,  SCG has provided extensive evidence to demonstrate that its RD&D 11 

program produces significant benefits, is prudently managed, does not put pressure on gas rates, 12 

and has helped to commercialize technologies that reduce costs and produce environmental 13 

benefits.  Moreover, there is a well established coordination and collaboration process between 14 

SCG’s RD&D and the CEC’s Public Interest Energy Research (PIER) program to avoid 15 

duplication of efforts.845 16 

DRA does not oppose SCG’s proposal to continue the existing equity and royalty sharing 17 

mechanism with a 60/40 ratepayer/shareholder split.  TURN’s proposal to eliminate the 60/40 18 

sharing mechanism for RD&D is based on an incorrect interpretation of the purpose of the 19 

mechanism and of its results to date.  The purpose of the mechanism is to encourage investment 20 

in promising technologies for the ultimate purpose of advancing those technologies.  Since the 21 

RD&D sharing mechanism was already litigated and approved 3 separate times (in D.97-07-054, 22 

D.04-12-015, and D.08-07-046), and continues to provide a valuable tool in advancing RD&D, 23 

the Commission should continue the existing RD&D revenue sharing mechanism. 24 

DRA and TURN’s Recommendation is a Radical Departure from Commission and State 25 
Policy 26 

The California Public Utilities Code explicitly allows ratepayer-funded RD&D.  P.U. 27 

Code § 740 states, “For purposes of setting the rates to be charged by every electrical 28 

corporation, gas corporation, heat corporation or telephone corporation for the services or 29 

commodities furnished by it, the commission may allow the inclusion of expenses for research 30 

                                                 
844 See also SCG/Wright, Exh. 417 at 41-65. 
845 Id. at 48-49. 
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and development.”  Consistent with P.U. Code § 740, in the 1990 GRC decision, the 1 

Commission directed SCG to expand RD&D activities to address air quality and environmental 2 

initiatives: “We believe that there may be a need to develop low NOx burners, to develop heavy 3 

duty CNG vehicles and related technology, to develop technology designed to reduce emissions 4 

from gas burning equipment, and to develop new conversation technologies.”846  The 5 

Commission also directed SCG to look for “some high return projects that are considerably less 6 

certain to produce near term benefits.”847  Clearly, the Legislature and Commission believe that 7 

utilities, such as SCG, should engage in RD&D of the type proposed by SCG in this proceeding.  8 

Indeed, as shown in Table GAW-Rebuttal-3 (Exh. 419), SCG’s proposal is entirely consistent 9 

with Commission policy.  SCG's RD&D program follows specific guidelines and objectives 10 

established in P.U. Code 740.1(e).  DRA and TURN’s RD&D proposals ignore these laws and 11 

policies.  “DRA suggests that the Commission and other governmental institutions supply 12 

needed technologies through their regulatory activities, failing to recognize that regulation 13 

generally follows the invention of technologies, which the Commission and the state recognized 14 

in setting their policies around the focus for utility RD&D.”848 15 

RD&D Funding is Necessary to Obtain the Benefits of Govt. and Private Research 16 
Funding 17 

DRA and TURN suggest that RD&D program should be left to government agencies, 18 

universities and other private industry.849  This approach fails to recognize that State and Federal 19 

RD&D programs such as those administered by the CEC and the Department of Energy (DOE) 20 

generally require 25 to 50% co-funding for all their projects, necessitating the involvement of 21 

private funding sources such as SCG’s RD&D program.850  Thus, the suggestion that SCG’s 22 

customers can in essence free-ride on the research these entities would undertake without SCG’s 23 

participation would have limited feasibility in practice.   24 

SCG’s RD&D Program is Necessary to Meet Southern California’s Unique Needs 25 

SCG’s service territory is home to two of the most challenging areas in the United States 26 

for air quality.851  For example, the CARB and SCAQMD emissions requirements for gas-fired 27 

distributed generation (DG) and CHP energy systems require products specifically developed for 28 
                                                 
846 D.90-01-016 at 92. 
847 Id. 
848 SCG/Wright, Exh. 419 at 9. 
849 Id. at 11. 
850 Id. 
851 Id. at 14. 
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Southern California.852  The same is true for other natural gas applications for residential use 1 

(water and space heaters), commercial (cooking and space heating), industrial (boilers and 2 

processes heaters) and natural gas vehicles.853  SCG’s Residential Furnace NOx Emissions and 3 

Super Boiler projects are two examples of RD&D projects meeting this purpose.854  Efforts like 4 

this have been recognized by air quality regulators.  For example, subsequent to SCG’s filing of 5 

the TY 2012 GRC application, SCG received a letter of support from the San Joaquin Valley Air 6 

Pollution Control District (SJVAPCD).855   7 

DRA’s Unsupported Assertions Re SCG’s RD&D Program Are Contradicted by the 8 
Evidence 9 

DRA asserts that funding for the RD&D program has increased steadily since its original 10 

approval in 1997, that the program has a disproportionate influence on management due to its 11 

size and that the program lacks adequate spending controls.856  DRA’s assertions are incorrect.  12 

From 1998 through 2010, authorized expenditures were relatively flat, and were in the range of 13 

$7.2 - $8.9 million for 10 years, increasing to $10 million in 2008 as shown in Table GAW-14 

Rebuttal-04.857  Table GAW-Rebuttal-04 also shows that RD&D expenditures have represented 15 

less than one percent of SCG’s annual authorized base margin revenues for each of the last 13 16 

years, generally varying between 0.43% and 0.63%.858  The proposed $13 million per year 17 

request represents 0.62% of SCG’s total TY 2012 rate case request.859 Furthermore, SCG’s 18 

RD&D program has strong budgetary control processes in place, has operated within program 19 

spending limits throughout its life, and has specific screening criteria in place to ensure that all 20 

projects funded meet the guidelines of P.U. Code 740.1. As a last fiscal control, RD&D funding 21 

is subject to one way balancing account treatment, which means the funding can only be used for 22 

RD&D activities, subject to certain criteria and controls, or be returned to ratepayers.860 23 

 24 

 25 

                                                 
852 Id. 
853 Id. 
854 Id. at 14-15. 
855 Id. at Attachment C. 
856 Id. at 16. 
857 Id. at 16-17. 
858 Id. at 17. 
859 Id. 
860 Id. at 18. 
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TURN Inaccurately Characterizes the Purpose and Results of Investment and Royalties 1 
Sharing 2 

TURN recommends the Commission no longer allow SCG to make RD&D equity 3 

investments with funding from ratepayers.  TURN's recommendation would eliminate a useful 4 

tool to build a balanced RD&D portfolio achieving both short and long term benefits for 5 

ratepayers.  As previously noted, in the 1990 GRC decision the Commission indicated, 6 

“SoCalGas should consider a portfolio of RD&D program to include not only low risk projects 7 

that are certain to produce ratepayer benefit but some high return projects that are considerably 8 

less certain to produce near term benefits.”861  As, explained in more detail in Ms. Wright’s 9 

Rebuttal testimony, SCG does not “play the stock market” with its RD&D equity investments as 10 

TURN asserts.862  These investments are aimed at accelerating the commercialization of 11 

emerging, innovative technologies of strategic value to our customers and advancing more 12 

efficient and reliable operations.  Historically, only about 20% of RD&D funding has been 13 

provided in the form of equity investment.  One of the advantages of investing in these 14 

companies is that SCG gains unique perspective on market and technology development, and can 15 

guide companies in development of products and services that maximize the benefits of the 16 

finished product for ratepayers.863 17 

Customer Communications, Research and eServices 18 
SCG requested TY 2012 funding for Customer Communications, Research and eServices 19 

organization of $7.919 million, reflecting an incremental increase of $2.264 million over the 5-20 

year average of $5.655 million.864  DRA and TURN's proposal to disallow $1.257 million of 21 

SCG’s incremental funding request for Customer Communications, Research and e-Services 22 

would restrict SCG’s ability to communicate through mainstream channels widely adopted and 23 

preferred by our customers, and would unreasonably limit the effectiveness of our 24 

communications.  TURN notably does not propose using 2010 actual costs for this area.  Since 25 

TURN adopted DRA's proposal for this area, SCG will only refer to DRA testimony in 26 

referencing the shared position of DRA and TURN.   DRA’s unsupported assertion that mobile 27 

devices and social media are limited to affluent tech savvy customers is contradicted by multiple 28 

surveys of the U.S. and California residents, CforAT’s testimony, and DRA, TURN and the 29 
                                                 
861 D.90-01-016 at 92. 
862 SCG/Wright, Exh. 419 at 19-21. 
863 Id. at 19. 
864 Id. at 22. 
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Commission’s own extensive use of social media.  DRA’s recommendation to require SCG’s 1 

shareholders to pay for expanded multilingual safety communications based on an 2 

undocumented and unsubstantiated deficiency in current safety communications has no basis in 3 

fact and no support in Commission policy, and should be disregarded. 4 

DRA’s Proposed Cuts Go Too Far 5 

As detailed in Ms. Wright’s Rebuttal Testimony, DRA proposes to disallow $230,000 6 

requested for operating and improving SCG’s website and supporting new and expanded mobile-7 

based e-services offerings, as well as $431,000 for supporting social media communications.865  8 

DRA’s recommendations are based on conclusory, baseless statements.  For example, DRA 9 

states that its “central concern with SCG’s CCR request is that it exceeds what is necessary to 10 

meet basic customer needs and strives to meet the desire of more affluent customers using high-11 

end technologies.”866  This remark is completely unsupported by any specific analysis or 12 

discussion of the significant evidence provided in Ms. Wright’s Direct Testimony and 13 

Workpapers.  Indeed, DRA ignores the various JD Power, Pew Research Center and other 14 

sources of information cited in Ms. Wright’s Rebuttal testimony which strongly indicate, among 15 

other things, that nearly all Californian’s have a cell phone (many of whom pay for a data plan), 16 

an increasing percentage of US households can only be reached by phone, and that the use of 17 

Smartphones is on the rise in California, including among minorities.867  DRA also ignores the 18 

fact that a key purpose of SCG’s request for mobile services is to ensure that the website is 19 

accessible and readable on mobile devices and that many utilities and state agencies have already 20 

created mobile versions of their sites or Smartphone applications “apps” to accommodate mobile 21 

users.868  All this evidence is counter to DRA’s unsupported claim that social media is targeted 22 

only at the tech-savvy portion of SCG’s customer base.869  DRA ignores the evidence provided in 23 

direct testimony and discovery that social media users are a large and growing portion of the US 24 

population, and that Facebook and Twitter use is very rapidly increasing.870  In fact, social media 25 

                                                 
865 SCG/Wright, Exh. 419 at 24. 
866 DRA/Gomberg, Exh. 539 at 4. 
867 SCG/Wright, Exh. 419 at 24.   
868 Id. at 25. 
869 DRA/Gomberg, Exh. 539 at 5. 
870 SCG/Wright, Exh. 417 at 19; SCG/Wright, Exh. 419, Attachment D (DRA- Informal- SCG-DR-6-MZX question 
#4). 
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are widely embraced by lower income and minority populations, according to research findings 1 

cited in Ms. Wright’s Rebuttal Testimony.871 2 

More importantly, “if SCG does not utilize commonly used channels of communications, 3 

it will leave a significant number of customers, often those who would otherwise be underserved, 4 

without the information on services, safety and emergencies that are critical to their 5 

wellbeing.”872  In addition, the JD Power 2011 national customer satisfaction survey of gas utility 6 

customers showed that customers communicating through social media channels have the 7 

highest satisfaction.873 8 

External Research Cannot Replace SCG's Research 9 

DRA recommends disallowing $128,000 for additional targeted customer research 10 

because it claims there is sufficient external research available, in addition to SCG’s Voice of the 11 

Residential Customer study from 2010, without SCG conducting additional primary research.  12 

DRA suggests that a single study conducted in 2010 will meet SCG’s research needs through the 13 

rate case period.874  As explained in Ms. Wright’s Rebuttal Testimony, clearly, broad research 14 

conducted in 2010 will not provide the timely feedback on new information or services.875 15 

DRA Mischaracterizes SCG's Past Performance in Multi-lingual Safety Communications 16 

DRA recommends disallowing $468,000 for expanded multilingual safety 17 

communications.  DRA states, “Placing this cost on SCG will give the utility an incentive to 18 

ensure future safety communications reach all of its customers.” 876 DRA cites no Commission 19 

requirement for a certain level of multilingual communication, and no authority to require SCG 20 

shareholders to bear this expense according to the criteria discussed.  However, even if there 21 

were such authority, which SCG submits there is not, the premise of DRA’s unusual 22 

recommendation is incorrect.  In fact, almost half of SCG’s 2010 communications budget was 23 

spent targeting ethnic groups. 877  Moreover, even though SCG is, and has been, responsible in 24 

reaching out to its diverse customer base, including ethnic groups, the need to continue this effort 25 

remains.  For example, in December 2008, SCG conducted a major pipeline safety awareness 26 

survey with a total of 1,244 mail responses.  The survey results showed approximately an 18% 27 
                                                 
871 SCG/Wright, Exh. 419 at 26. 
872 Id. at 25-26. 
873 Id., Attachment E (JD Power & Associates, 2011 Gas Utility Residential Customer Satisfaction Study at 52). 
874 DRA/Gomberg, Exh. 539 at 6. 
875 SCG/Wright, Exh. 419 at 28. 
876 DRA/Gomberg, Exh. 539 at 7. 
877 SCG/Wright, Exh. 419 at 29. 
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recall rate (i.e., percentage of respondents who recalled seeing or hearing SCG’s pipeline safety 1 

information).878  Based on the survey result, SCG believes there is an opportunity to raise this 2 

recall rate by doubling the length of the pipeline safety campaign from 3 weeks to 6 weeks. 3 

Customer Assistance 4 
SCG requested TY 2012 funding for the Customer Assistance organization of $5.074 5 

million, reflecting an incremental increase of $3.350 million over the 5-year average of $1.724 6 

million.879  The incremental costs are to support increased activities in natural gas appliance 7 

testing (NGAT) and Medical Baseline.  DRA concurs with the 5 year-average base forecast and 8 

supports the incremental funding request for NGAT, but recommends disallowing the Medical 9 

Baseline program incremental request of $550,000.  TURN proposes not to fund any incremental 10 

costs, including underfunding NGAT costs, for a total disallowance of $1.972 million.  TURN 11 

would limit NGAT funding to the actual 2010 costs, though TURN does not challenge SCG’s 12 

forecast of 2012 NGAT activity, which is approximately 124% of 2010 NGAT activity.  DRA 13 

also recommends eliminating SCG’s NGAT memorandum account.  As summarized below and 14 

detailed in Ms. Wright’s Rebuttal Testimony, DRA and TURN’s recommendations for Customer 15 

Assistance would limit SCG’s ability to serve its special needs and low income customers. 16 

NGAT Memorandum and Bill Education Program Funding Source 17 

The NGAT memorandum account was established pursuant to D.10-12-002 to track 18 

unanticipated and unforeseen NGAT costs associated with implementing D.08-11-031 and the 19 

“implied authorized level of NGAT funding” from D.08-07-046 (2008 GRC decision).  The 20 

NGAT funding authorized under D.08-07-046 was specific to the GRC cycle 2008 -2011, it must 21 

be re-authorized for this proceeding.  However, per D.10-12-002, recorded costs in the NGAT 22 

memorandum account will be disposed of in the next GRC or other appropriate proceeding. 23 

With respect to the bill education program, as set forth in Ms. Wright’s Supplemental 24 

Rebuttal Testimony, SCG agrees to remove its request for $125,000 to cover incremental 25 

expenses to support the Telecommunications Education and Assistance in Multiple-languages 26 

(TEAM) collaborative.880 27 

 28 

                                                 
878 Id. 
879 Id. at 32 (note the amounts reflected $125,000 reduction for TEAM program as discussed in SCG/Wright Exh. 
420). 
880 SCG/Wright, Exh. 420. 
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Incremental Funding for Medical Baseline is Necessary 1 

DRA disagrees with SCG’s incremental funding request for additional outreach efforts to 2 

increase the recruitment and enrollment of qualifying Medical Baseline (MBL) Program 3 

customers.  DRA proposes that Community-Based Organizations (CBOs) should be used instead 4 

of the addition of 2 FTEs and incremental non-labor costs of $400,000 to perform the activities 5 

described in Ms. Wright’s Direct Testimony.881  DRA’s proposal is incomplete because DRA 6 

makes no provision for incremental funding to support the increased level of services from 7 

CBOs.  DRA’s assertion that CBOs have “the best on-the-ground networks to reach out to MBL 8 

customers”882 is completely unfounded, without facts or analysis.  Moreover, the need to get a 9 

doctor’s signature on the MBL form becomes a significant hurdle to completing the MBL 10 

application.  This is the primary reason why SCG proposes to engage health care professionals 11 

(doctors, nurses, pharmacists, patient advocates, et al.) both in the general outreach activities and 12 

as a direct channel to enroll eligible Medical Baseline customers.883 13 

TURN's Recommendation to Use 2010 Recorded Costs is Inappropriate 14 

TURN’s proposal to use unadjusted 2010 recorded costs as the basis for TY 2012 15 

forecast would underfund 2012 NGAT activity, and restrict SCG’s ability to provide required 16 

services to its special needs customers and fulfill the Commission’s mandates for low income 17 

programs.  As explained elsewhere in this Opening Brief, it is inappropriate to use 2010 18 

recorded cost information, which was not available to SCG at the time of its GRC submission, 19 

as a proxy for test year funding in isolated instances.884  Consistent use of a single year’s data for 20 

the forecast would exaggerate the significance of that particular year’s conditions, but at least it 21 

would capture an aggregate picture of the organization.  Inconsistent application of 2010 actual 22 

data as TURN has done is not aimed to produce a reasonable overall forecast, but is seeking an 23 

outcome, and is updating data outside the strict requirements of the RCP.  Moreover, as 24 

explained in Ms. Wright’s Rebuttal Testimony, TURN incorrectly assumes that Customer 25 

Assistance’s 2010 recorded costs are representative of TY 2012 costs and fails to recognize 26 

other costs incurred within the Customer Assistance organization.885 27 

                                                 
881 SCG/Wright, Exh. 417 at 28-29. 
882 DRA/Gomberg, Exh. 539 at 8. 
883 SCG/Wright, Exh. 419 at 34-35. 
884 See Section 3.5. 
885 SCG/Wright, Exh. 419 at 35-36 
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Nonresidential Markets 1 

SCG requested TY 2012 funding for Nonresidential Markets of $8.502 million, reflecting 2 

an incremental increase of $480,000 over 5-year average $8.022 million.886  DRA’s proposal to 3 

disallow $0.480 million of incremental costs for nonresidential markets, and TURN’s proposal to 4 

limit nonresidential markets to 2010 actual costs, a reduction of $0.764 million, would hamper 5 

the Commission’s goals to expand adoption of CHP and deprive SCG customers of needed 6 

support and advocacy in air quality.  As summarized below and detailed in Ms. Wright’s 7 

Rebuttal Testimony, DRA’s and TURN’s recommendations are misguided and flawed. 8 

DRA is Confused Regarding the Nature of CHP Assistance and Air Quality Support 9 

Based on the statement that the state government has the responsibility to enact policies 10 

to help encourage the installation of more CHP systems, DRA believes that SCG’s requests are 11 

beyond the scope of services to be funded by ratepayers.887  DRA appears to be mixing up the 12 

creation of policies with their implementation.  CHP polices and goals have already been 13 

created.888  Simply put, the policies of the state of California and the CPUC are the driving force 14 

behind SCG’s need for this added funding, which is supplemental to SCG’s current activities in 15 

assisting customers on CHP.  Moreover, SCG is uniquely positioned to provide the technical 16 

assistance needed to implement these policies.889 17 

TURN’s Recommendation is Inaccurate and Does Not Account for Increased Activities 18 
TURN claims that SCG made a typographical error that overstates the TY 2012 forecast 19 

by $450,000.  As detailed in Ms. Wright’s Rebuttal Testimony, TURN is wrong in this 20 

conclusion.890  TURN misrepresented that SCG's 2010 forecast represents a 13% increase over 21 

2009 recorded, while in fact it is only an increase of 9.7% as shown in Table GAW-Rebuttal-7.891  22 

And for the same reasons cited above and elsewhere in this Opening Brief, TURN’s request to 23 

substitute 2010 recorded expenses for TY 2012 funding is flawed for a number of reasons. 24 

CS&I SHARED SERVICES 25 

DRA recommends $4.974 million for shared services, or a reduction of $1.756 million 26 

from SCG’s TY 2012 forecast.  However, as demonstrated in Table GAW-Rebuttal-8, DRA’s 27 

                                                 
886 Id. at 36. 
887 DRA/Gomberg, Exh. 539 at 9-10. 
888 See SCG/Wright, Exh. 417 at 39-40; Exh. 419 at 37-39. 
889 SCG/Wright, Exh. 419 at 38-39. 
890 Id. at 40. 
891 Id. 



273 
#265001 
   

recommended booked expense amount should be correctly stated as $5.606 million.892  In 1 

contrast, TURN made no specific disallowance recommendations for shared services activities. 2 

In any event, SCG’s level of requested funding for proposed activities is reasonable and should 3 

be adopted in its entirety. 4 

Natural Gas Vehicle (NGV) Program 5 

SCG requested total incurred costs of $2.256 million for the SCG NGV customer 6 

information, education and training program, reflecting $0.860 million incremental funding over 7 

2009 base year expenses of $1.396 million to support a dramatic increase in the NGV customer 8 

segment.  DRA recommends funding be set at $1.55 million for the NGV program.893  As shown 9 

in Ms. Wright’s Rebuttal Testimony, DRA’s recommended disallowance is based on incorrect 10 

assumptions and ignores evidence provided in direct testimony. 11 

DRA Conveniently Ignores Evidence 12 

SCG testimony provided significant evidence of long-term historical and future NGV 13 

market growth both from utility records and state agency forecasts.  For example, “[o]ver the 14 

past ten years, the use of natural gas as a vehicle fuel by customers that operate NGVs and/or 15 

NGV refueling stations has grown at an average annual rate of 14.8% in the combined service 16 

territories of SCG and SDG&E,” and “the CEC/CARB AB 1007 Natural Gas Scenario 17 

forecasted statewide use of natural gas as vehicle fuel at growth rates ranging from 6.4% to 18 

14.6% through 2022.”894  In addition, SCG provided annual meter counts from 2005 to 2009, 19 

which clearly showed a 21% historical growth in meter counts for the period.895  Moreover, the 20 

majority of the SCG incremental request includes funding for existing account management and 21 

support, and customer training courses (focused on safety).896  Finally, in D.05-05-010, the 22 

Commission recognized the importance and necessity of Low Emission Vehicle (LEV) customer 23 

information, education and training programs: “While called discretionary programs, the utilities 24 

do not carry these programs out at their own discretion.  In fact, the utilities play a unique and 25 

vital role by engaging in these programs. ”897  DRA ignores these facts and demonstrated need. 26 

                                                 
892 Id. at 41 and 42. 
893 Id. at 44. 
894 SCG/Wright, Exh. 417 at 72. 
895 SCG/Wright, Exh. 419 at 45. 
896 Id. at 45 – 46. 
897 D. 05-05-010 at 8. 
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Capacity Products and Planning 1 
SCG requested total incurred costs of $2.767 million for the four shared services cost 2 

centers within the Capacity Products and Planning organization, reflecting $488,000 of 3 

incremental funding over the 5-year average of $2.279 million.898  DRA agrees with SCG on the 4 

5-year average base forecast and supports the $300,000 incremental costs related to three FTEs, 5 

but recommends the disallowance of $188,000899 for incremental costs associated with upgrading 6 

storage valuation software.  DRA’s recommendation ignores the fact that SCG’s Storage 7 

Products and Hub Services generated a $38.9 million benefit to ratepayers in 2009.900 Storage 8 

products and services are clearly profitable and beneficial to ratepayers, and this incremental 9 

software upgrade represents a low cost relative to large potential benefit to ratepayers.  10 

Moreover, the issuance of D.11-03-029 in March 2011 expanded Off-System Delivery (OSD) 11 

service and is expected to increase the opportunity for sale of storage services to upstream 12 

customers served from the interstate pipeline systems that interconnect with the SCG system.901  13 

In anticipation of increased sale opportunities, SCG plans to purchase software licenses for two 14 

users instead of the one license currently used by the company.  Furthermore, the current storage 15 

valuation software does not have the capability to consider factors relevant to pricing services to 16 

upstream customers located in different markets and different time zones.902 17 

Biofuel Market Development 18 
SCG requested total incurred costs of $377,000 for the Biofuel Market Development 19 

activity, reflecting $120,000 incremental funding over the 2009 base year expense of 20 

$257,000.903  DRA recommends no incremental funding for this activity because it believes the 21 

production of biogas, like the production of natural gas, should be left to the natural evolution of 22 

competitive markets, and should not be subsidized by ratepayers.  However (as explained in Ms. 23 

Wright’s Direct Testimony904 and below in the capital discussion regarding the Sustainable SoCal 24 

Program) SCG believes it can leverage its long experience in natural gas processing technology 25 

                                                 
898 SCG/Wright, Exh. 419 at 48. 
899 SCG would like to clarify that the incremental funding associated with storage valuation software upgrade is 
$168,000, not $188,000 as DRA stated.  The remaining $20,000 is associated with non-labor employee expenses for 
the three additional FTE’s that DRA does not oppose. 
900 SCG/Wright, Exh. 417 at 35. 
901 SCG/Wright, Exh. 419 at 49. 
902 Id. 
903 Id.  Note SCG did not use the 5 year average forecast for Biofuel Market Development because there was not 
sufficient historical data available. 
904 See SCG/Wright, Exh. 417 at 89. 
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and its distribution infrastructure to help and promote the biogas market development in 1 

California. 2 

Environmental Affairs 3 
SCG requested total incurred costs of $476,000 for the Environmental Affairs activity, 4 

reflecting $260,000 incremental funding over the 5-year average of $216,000.905  DRA supports 5 

SCG on the 5-year average base forecast but recommends reducing the incremental request by 6 

$130,000.  DRA mischaracterized the nature of air quality support, and its recommendation is 7 

arbitrary and should be rejected.  Specifically, DRA provides no supporting analysis to indicate 8 

why 50% of SCG’s incremental request is more reasonable than the full request.  As previously 9 

explained in the discussion of Nonresidential expenses above, Environmental Affairs staff act as 10 

liaisons to governmental agencies that regulate air quality and provide an important 11 

communications link between regulating agencies and all SCG customer classes, including 12 

residential customers, and this communication channel is highly efficient and effective.906  13 

Moreover, large nonresidential customers’ compliance activities are not the sole focus of SCG’s 14 

Environmental Affairs staff, as asserted by DRA.907  For example, the SCG air quality program 15 

managers are able to utilize the insight and knowledge gained from interaction with the 16 

numerous industry and customer organizations to assist the regional air districts when they 17 

develop new regulations affecting small and minority businesses.  SCG will also be able to 18 

advocate that agency-provided incentives are made available to all affected sources, especially 19 

small and minority owned businesses.908  More importantly, DRA fails to recognize that assisting 20 

nonresidential customers with air quality issues will ensure continuation of business operations 21 

and natural gas equipment uses in California which in turn translates to maintaining low gas 22 

transportation rate for all customers. 23 

CAPITAL 24 

SCG is seeking funding for three capital projects: Sustainable SoCal Program, California 25 

Producer, and Next Generation Envoy.  DRA does not oppose the California Producer and Next 26 

Generation Envoy projects, but recommends denying SCG’s proposal for the Sustainable SoCal 27 

                                                 
905 SCG/Wright, Exh. 419 at 50. 
906 Id. at 50 - 51. 
907 SCG/Wright, Exh. 417 at 83. 
908 SCG/Wright, Exh. 419 at 51. 
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program, $11.272 million.909  No other intervenors oppose SCG's proposal for the Sustainable 1 

SoCal program. 2 

Sustainable SoCal Program 3 
The Sustainable SoCal Program consists of installing four biogas conditioning systems at 4 

small to mid size wastewater treatment facilities (WWTF) for the purpose of capturing raw 5 

biogas and converting it to pipeline quality biogas (biomethane).  Sustainable SoCal is intended 6 

to expand commercial use of small scale systems for biogas conditioning, with the goal of seeing 7 

costs drop for these systems as scale increases and manufacturers focus on reducing the cost of 8 

smaller scale equipment.  Sustainable SoCal supports Commission and state policies, is well-9 

timed to advance a valuable resource for the region and for SCG’s customers, and has cost that is 10 

in the range of other renewable technologies.  SCG’s primary role in this project will be to 11 

design, install, own and operate biogas conditioning systems at biogas producer sites having raw 12 

gas volumes in the range of 200 to 600 standard cubic foot per minute (scfm).  The proposed 13 

funding levels for the Sustainable SoCal Program are sponsored by SCG witness Stanford.910  14 

Although DRA recommends disallowing the Sustainable SoCal program on a conceptual level, it 15 

does not oppose the specific funding requested.  As explained below and in greater detail in Ms. 16 

Wright’s Rebuttal Testimony, DRA misunderstands key elements of the Sustainable SoCal 17 

proposal. 18 

Sustainable SoCal Hosts Would Not be Natural Gas Production Companies 19 

DRA’s references to “unregulated production activities,” and “unregulated gas 20 

producers” suggests that DRA may believe that Sustainable SoCal hosts would be natural gas 21 

production companies.  To be clear, small to medium size wastewater treatment plants are the 22 

“biogas producers” that Sustainable SoCal is targeting.  As described in Ms. Wright's Direct 23 

Testimony, “many wastewater treatment plants have digesters as part of their treatment process, 24 

and produce biogas (also called digester gas) as a byproduct.”911 25 

Sustainable SoCal Would Not Subsidize the Hosts 26 

Sustainable SoCal would not subsidize the host facilities, as explained in SCG’s response 27 

to DRA’s data request DRA-SCG-006 –MZX.912  The wastewater treatment facilities would 28 

                                                 
909 Id. at 52. 
910 SCG/Sanford, Exh. 55 at 23-25 for O&M and at 82-83 for capital. 
911 SCG/Wright, Exh. 417 at 90. 
912 SCG/Wright, Exh. 419, Attachment G. 
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receive no compensation for the biogas.  They would only be compensated for the use of space to 1 

house the conditioning equipment.  SCG expects that Sustainable SoCal would be essentially a 2 

wash for the hosts in terms of financial impact, imposing no new costs on the hosts but providing 3 

no significant benefits either.  The inherent subsidy that DRA identifies is in the air quality 4 

regulations, not in Sustainable SoCal, because air quality regulators charge minimal or no fees to 5 

wastewater treatment plants for their emissions of criteria pollutants. 6 

Biogas and Biomethane Do Not Create GHG Emissions 7 

DRA has confused references to criteria pollutant emissions with GHG emissions.  Both 8 

biogas and biomethane are carbon neutral fuels.  Wastewater treatment facilities are not allowed 9 

to emit methane into the atmosphere, it must be combusted.  Like biomass, the CO2 produced 10 

from combusting biogas and biomethane does not add to GHG because it is part of the active 11 

carbon cycle.913  The following dialog during cross examination between DRA attorney (Mr. 12 

Bromson) and Ms. Wright further demonstrated DRA's confusion regarding GHG emissions:914 13 

Q: What about GHG emissions associated not with electricity or natural gas use, but just 14 
with the way that the wastewater treatment facilities run? Will the wastewater 15 
treatment facility be responsible for GHG emissions that are associated with flaring 16 
biomethane, for example? 17 

A: Let me explain again. Digester gas has no greenhouse gas emissions associated with 18 
it. It is a zero greenhouse gas fuel, that is its value as a renewable fuel. So there are no 19 
greenhouse gas emissions associated with the combustion of digester gas. 20 

Q: There are no green – when wastewater facilities flare natural gas there is no emissions 21 
associated with it? 22 

A: For purposes of greenhouse gas regulation, there are not. As I explained in my 23 
rebuttal testimony, because digester gas is considered to be part of what is called the 24 
active carbon cycle, in other words, carbon that is already in the atmosphere, although 25 
CO2 is physically emitted when it is burned, it is part of the active carbon cycle so it 26 
is considered a net zero carbon. 27 

SCG Compared Sustainable SoCal’s Biomethane Price to a Range of Renewable Energy 28 
Sources 29 

Contrary to DRA’s misstatements,  SCG did compare the cost of biomethane to other 30 

renewable technologies including solar thermal, wind, geothermal and biomass.915  And SCG 31 

provided DRA with comparative premiums for other technologies.916  Also, as indicated by the 32 

                                                 
913 Id. at 56. 
914 SCG/Wright, Tr. Vol. 30 at 4088 - 4089 
915 SCG/Wright, Exh. 419 at 56. 
916 Id. at 57 and Table GAW-Rebuttal 9. 
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letters of support attached in Attachments J-L of Ms. Wright’s Rebuttal Testimony, Sustainable 1 

SoCal addresses a key barrier to development of bioenergy resources, which the state of 2 

California and state and federal environmental regulators have identified as a priority resource to 3 

be developed. 4 

The State of California Has Made Policy Commitments to Bioenergy 5 

Biogas and biomethane comply with the state’s Renewable Portfolio Standard for electric 6 

utilities, the California Air Resources Board’s Cap and Trade Program and the Low Carbon Fuel 7 

Standard (LCFS) to reduce GHG emissions.917  Biomethane offers key advantages as a renewable 8 

energy resource, particularly because it can be stored, can be transported in existing natural gas 9 

pipelines, can be combined with natural gas, and can be used to produce electricity, or burned 10 

directly in place of or blended with natural gas, including for transportation fuel.918  Sustainable 11 

SoCal is similar to other Commission clean energy policies, where all or the majority of 12 

ratepayers pay to support technologies like solar water heating, energy efficiency, and distributed 13 

generation, with the ultimate goal of accelerating adoption and reducing costs for these 14 

technologies. 15 

Sustainable SoCal is Not Premature 16 

SCG proposes Sustainable SoCal precisely because the bioenergy market has not 17 

developed, and there are multiple barriers to be addressed to make this resource available.  Most 18 

recently, the Self-Gen Incentive Program (SGIP) decision adopted in September 2011, states 19 

“using renewable biogas and developing California’s biogas industry remain important 20 

objectives as California transitions to a low-carbon future.”919  SCG is well positioned to 21 

undertake this effort at a cost lower than other entities, because SCG already manages a large gas 22 

portfolio and can avoid the transaction costs of selling the initially small quantities of 23 

biomethane.920 24 

10.10 Customer Information – SDG&E Issues  25 
SUMMARY OF SDG&E’s CS&I TY 2012 FORECAST 26 

SDG&E’s CS&I organization generally adopted a 5-year average forecast methodology to 27 

develop a “baseline” forecast, like most other areas within the Customer Services organization.921  28 

                                                 
917 Id. at 59, fn.91-93. 
918 Id. at 59. 
919 D. 11-09-015 at 22. 
920 Id. at 60. 
921 SCG/Wright, Exh. 417 at 5-6. 
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This forecasting methodology was selected because it reduces anomalies in the basis for the 1 

forecast, for example from fluctuations in the business cycle, unusual operating conditions, or 2 

being at a particular point within a GRC cycle.  The forecast throughout this Brief also reflects 3 

the changes contained within Exh. 158, Supplement, Update and Errata to TEAM and NGAT, (a 4 

reduction of $207K to the TY 2012 forecast).  The updated CS&I expense forecast for TY 2012 5 

is $26.061 million, reflecting a $9.693 million increase relative to 2009 base year recorded 6 

expenses.922  For non-shared services, SDG&E’s updated forecast for TY 2012 expense is 7 

$24.706 million, a $9.564 million increase over 2009 recorded expenses of $15.142 million.923  8 

For shared services, the forecasted CS&I expense for TY 2012 is $1.355 million book expense, 9 

reflecting a $129,000 increase relative to 2009 base year recorded book expenses, including an 10 

increase of $146,000 for billed-in services from SCG.924  The TY 2012 forecast of incurred costs 11 

is $6.392 million.925  With respect to capital funding, SDG&E is requesting $8.128 million for 12 

TY 2012 for five projects that will support business needs and objectives of CS&I.  Three 13 

projects support both SDG&E and SCG:  My Account upgrades; the Customer Contact and 14 

Notification System; the CRM Upgrade.  Two projects support SDG&E only:  Customer Energy 15 

Network Phase 3; and the Energy Innovation Center.926 16 

Ms. Cordova’s Direct Testimony and Workpapers (Exhs. 155 and 156) included 17 

substantial and credible evidentiary support for SDG&E’s funding requests.  As summarized 18 

below and in Ms. Cordova’s Rebuttal Testimony (Exh. 157), DRA and UCAN were the only 19 

intervenors to object to these requests.  As noted above, although CforAT did not object to 20 

SDG&E’s requests, it did recommend certain enhancements to information accessibility, which 21 

are the subject of a settlement between SCG, SDG&E and CforAT. 22 

CS&I NON-SHARED SERVICES 23 
Customer Assistance 24 

The Customer Assistance organization delivers programs and services to Special Needs 25 

Customers.  SDG&E requested TY 2012 funding for the Customer Assistance organization of 26 

$1.185 million, reflecting an incremental increase of $127,000 over 2009 adjusted recorded 27 

                                                 
922 SDG&E/Cordova, Exh. 158, Update Item 1. 
923 Id. 
924 SDG&E/Cordova, Exh. 155 at 75. 
925 Id. at 7. 
926 Id. at 83-85. 
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levels, or $418,000 over the Customer Assistance 5-year average of $767,000.927  DRA and 1 

UCAN were the only intervenors to object to costs in this area. 2 

Increases in Customer Assistance forecast are needed to meet CPUC mandated increases 3 
in LIEE goals 4 

DRA recommends maintaining a five year average of $767,000928.  Based on SDG&E’s 5 

Update (Exh. 158) DRA is recommending a disallowance of $418,000 in incremental costs 6 

associated with the Natural Gas Appliance Testing (NGAT) and Medical Baseline (MBL) 7 

programs.929  However, the Commission mandated a 66% increase in the number of Low Income 8 

Energy Efficiency (LIEE) homes to be treated annually, causing a commensurate increase in the 9 

number of NGAT tests that will be performed.930  To justify denying the incremental increase, 10 

DRA relies on the mistaken belief that the NGAT memorandum account can track overages after 11 

2011.931  DRA also disallows incremental costs that would support new outreach and enrollment 12 

channels for the MBL program.932  Increasing MBL participation will assist SDG&E in meeting 13 

the goal established in D.08-11-031, that 15% of LIEE annual enrollments represent households 14 

with disabilities.933  Moreover, DRA’s proposal that SDG&E should simply use Community-15 

Based Organizations (CBOs) is incomplete and unsupported.934 16 

UCAN recommends maintaining a 5 year average of $768,000.  Based on SDG&E’s 17 

update (Exh. 158), UCAN’s disallowance request is $417,000935, and is based on the belief that it 18 

is unlikely that SDG&E will meet its goal of enrolling 20,384 new LIEE customers per year.  19 

NGAT is triggered when a home is treated in the LIEE program.  However, SDG&E enrolled 20 

21,593 new customers in the LIEE program in 2010.  Additionally, over the three year 2009-21 

2011 period, SDG&E expects to have performed LIEE treatment on over 61,000 homes because 22 

SDG&E has historically exceeded the Commission’s LIEE goals.936  And while SDG&E 23 

concedes that not every LIEE-treated home receives an NGAT, UCAN’s forecast of only 10,192 24 

                                                 
927 SDG&E/Cordova Exh.158, Update Item 2. 
928 DRA/Gomberg Exh. 510 at 4. 
929 SDG&E/Cordova, Exh. 157 at 2, Table SDG&E-KHC-1. 
930 D.08-11-031 at OP 48; SDG&E/Cordova, Exh. 157 at 13-15. 
931 SDG&E/Cordova, Exh. 157at 16. 
932 Id. at 20-22. 
933 Id. at 21. 
934 Id. 
935 Id.; UCAN and DRA also objected to costs associated with the Telecommunications Education and Assistance in 
Multiple-languages (“TEAM”) programs, but as noted in Ms. Cordova’s Supplemental Testimony (Exh. 158), 
SDG&E has agreed to remove its request for $75,000 for TEAM. 
936 SDG&E/Cordova, Exh. 157 at 17-19 and Table KHC-3. 
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NGATs falls short of reasonable growth in NGATs.  In any event, SDG&E agrees that 50-53% 1 

range for NGATs is a better projection and wishes to change its NGAT forecast of 15,288 (75% 2 

of 20,384 LIEE treated homes per year) to 11,500 (50% of 23,000 LIEE treated homes per year); 3 

reflecting an average of 11,500 homes treated to NGAT per year, assuming that it will treat on 4 

average 23,000 LIEE homes per year.  This reflects a revised incremental increase of $109,000 5 

over 2009 adjusted recorded levels, or $143,000 for NGAT costs only and does not reflect the 6 

incremental costs associated with MBL.937 7 

Clean Energy Programs 8 
The Clean Energy Programs group provides customer support and program 9 

administration for statewide, CPUC-mandated clean energy programs, including the Self-Gen 10 

Incentive Program (SGIP), California Solar Initiative Program (CSI) and Thermal Program, as 11 

well as the local Sustainable Communities Program (SCP).938  Clean Energy Programs is 12 

forecasting increased SCP administration activity in TY 2012 related to the increased capital 13 

expenditures forecast for the Sustainable Community Energy Systems, as referenced in the 14 

Direct Testimony of SDG&E witness Alan Marcher.939 15 

Increased SCP capital expenditures will necessitate a commensurate increase in SPC 16 
administration costs 17 

DRA’s disallowance of $243,000 is inconsistent with its support for the continuation and 18 

expansion of the SCP.940  DRA recommends that commercial property owners be solicited as 19 

investor partners in SCP energy systems, negating the need for ratepayer capital to fund growth 20 

of SCP.  Notwithstanding that DRA’s proposed plan to seek outside SCP investors would require 21 

Commission review and authorization, DRA fails to recognize that an investor solicitation would 22 

create a new marketing effort and actually increase education and outreach costs.941 23 

UCAN’s disallowance of $1,542,000 effectively closes both the statewide and local 24 

programs.  Rather than supporting expansion of SDG&E’s successful SCP, which has installed 25 

25 renewable energy systems to date and is providing valuable information for SDG&E to 26 

analyze distributed generation on its system, UCAN recommends ending the program based on 27 

                                                 
937 Id. at 20. 
938 Id. at 25. 
939 SDG&E/Marcher, Exh. 69 at 59. 
940 SDG&E/Cordova, Exh. 157 at 28-29. 
941 Id. at 30. 
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its erroneous assumption that it is duplicative of other programs.942  UCAN also asserts that the 1 

California Center for Sustainable Energy (CCSE) can effectively administer the statewide 2 

programs without any assistance from SDG&E.  UCAN ignores the fact that the dollars to fund 3 

the program flow through SDG&E’s rates, billing and accounting systems and that production 4 

data to calculate incentives is derived from SDG&E’s metering and billing systems and that 5 

SDG&E simply cannot stop collecting the funding or remitting to CCSE.943 6 

Electric Clean Transportation 7 

The Electric Clean Transportation (ECT) group provides customer outreach, education, 8 

engineering and marketing assessments related to safe and reliable use of electric vehicles and 9 

electric vehicle charging.  ECT is forecasting increased activity in TY 2012 related to 10 

Commission mandated activity as part of a statewide collaboration in support of electric vehicle 11 

adoption and thus is forecasting an increase of $2.229 million.944  Ms. Cordova’s Direct 12 

Testimony includes significant, credible evidentiary support for this request, including details 13 

regarding ECT operations, Commission mandates related to electric vehicles, growth 14 

expectations, and the types of communication, education and outreach planned to accommodate 15 

such mandates and growth.945 16 

Increased Electric Vehicle costs are  needed to provide customer services in support of 17 
statewide electric vehicle adoption and Commission mandates 18 
DRA’s disallowance of $2.229 million would eliminate all activity related to 19 

Commission-mandated ECT outreach, engineering and market analysis.946  In disallowing 20 

electric vehicle outreach and assessment activity, DRA ignores Commission policy supporting 21 

statewide efforts to reduce vehicle emissions and reduce GHGs.  SDG&E’s spike in forecasted 22 

activity is triggered, among other things, by the recent release of electric vehicles into the San 23 

Diego market and Commission mandates from the Alternative-Fueled Vehicle (AFV) OIR that 24 

specifically state that it is the utility’s responsibility to provide customer education making 25 

customers aware of the availability, cost, and environmental impacts of electric vehicles and 26 

available meter options, rate plans, and charging options. 947  The Commission also obligates the 27 

                                                 
942 Id. at 26-27. 
943 Id. at 27-28. 
944 Id. at 31. 
945 SDG&E/Cordova, Exh. 155 at 24-33. 
946 SDG&E/Cordova, Exh. 157 at 33. 
947 SDG&E/Cordova, Exh. 157 at 33-41; D.11-07-029, Phase 2 Decision Establishing Policies to Overcome Barriers 
to Electric Vehicle Deployment and Complying with Public Utilities Code Section 740.21 at OP 8. 
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utilities to perform engineering and market assessments to ensure safe and reliable integration of 1 

electric vehicle charging load on SDG&E’s system.948 2 

UCAN’s disallowance of $2.949 million is nearly identical to that of DRA and is equally 3 

flawed.  UCAN witness Michael Shames recommends a “wait and see approach” and would 4 

postpone these activities until the electric vehicle adoption “explodes.” 949  Clearly, prudent utility 5 

management would require more than reacting only after a demand for utility-related services 6 

“explodes.”  Moreover, contrary to Mr. Shames, another UCAN witness (Dale Pennington) 7 

recommends SDG&E monitoring of electric vehicle adoption and development of a step-by-step 8 

approach to manage the growth of electric vehicles in the area, tracking PEV ownership and 9 

development of rates that encourage off-peak charging in complete alignment with Commission 10 

mandates and SDG&E’s incremental TY 2012 forecast. 950 11 

Commercial Industrial & Governmental Services (CIG) 12 

The CIG group supports business and governmental agencies by providing them with the 13 

information and tools they need to help them understand and manage their energy service and 14 

rate options.951  CIG is forecasting increased activity related to Direct Access re-enrollment and 15 

to add a Special Investigator to respond to complex service orders expected to be generated as 16 

customers have more and better access to their detailed consumption data, and thus is proposing 17 

an incremental increase of $120,000.952  UCAN recommends the 5-year average as the 18 

appropriate level of funding for this department with $0 incremental funding.  DRA was silent 19 

regarding the incremental funding request for CIG so we assume that they did not take exception 20 

to SDG&E’s proposed incremental increase.   21 

Customer Communications and Research 22 

The Customer Communications & Research organization develops and implements the 23 

customer communication strategy, produces and distributes a variety of communications, using 24 

an array of media and communication channels, manages SDG&E’s website and conducts 25 

customer research, among other things.953  SDG&E requested TY 2012 funding for the Customer 26 

Communications & Research organization of $8,500,000, which reflects an incremental increase 27 
                                                 
948 SDG&E/Cordova, Exh. 157 at 41-46; D.11-07-029 at OP 1, 6 and 8. 
949 UCAN/Shames, Exh. 555 at 51-53. 
950 UCAN/Pennington, Exh. 568 at 5. 
951 SDG&E/Cordova, Exh. 155 at 33-42. 
952 SDG&E/Cordova, Exh. 157 at 47, Table KHC-6. 
953 Id. at 49. 
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of $3,289,000 over 2009 adjusted recorded levels, or $3,578,000 over the 5-year average of 1 

$4,922,000.954  Customer Communications & Research incremental requests are related to 2 

website management associated with functionality enhancements and social media, safety 3 

messaging, the inclusion of Smart Meter related outreach, and the inclusion of employees who 4 

were transferred into the department in the 2010 reorganization.  UCAN recommends a 5-year 5 

average as the appropriate level of funding for this department which represents a disallowance 6 

of $3,577,000.  DRA also bases its recommendation on the 5-year average and disallows 7 

$3,094,000. 8 

Mass Communications 9 

As detailed in Ms. Cordova’s Rebuttal testimony, these disallowances would greatly 10 

hamper SDG&E’s ability to meet the expanding need for communicating with its customers via 11 

electronic channels.  For example, the bulk of incremental increases will be devoted to: (1) 12 

providing information related to informing customers and increasing awareness about the 13 

benefits of their new Smart Meters; (2) encouraging engagement and understanding of energy 14 

usage and rates; and (3) directing them to e-service options available to help them manage their 15 

energy usage.955 16 

With respect to Smart Meters, since nearly all SDG&E customers have a Smart Meter, 17 

education and outreach must be continued to maximize customer benefit from their Smart Meter 18 

investment.  For example, with Smart Meters, customers can access hourly energy consumption 19 

data  and will be provided access to this data directly through SDG&E and, in the future, through 20 

third party platforms that will offer data access and other energy management tools.956  21 

Moreover, surveys indicate that customers are at the beginning of the adoption curve and that 22 

additional and on-going education and outreach is needed.957  Contrary to DRA’s suggestion, 23 

third-party manufacturers cannot fill this role.  Moreover, to discontinue the outreach process at 24 

this milestone would completely undermine the benefits that formed the basis of the 25 

Commission’s agreement to approve this significant investment on behalf of ratepayers. 26 

UCAN’s attack in this area relies on the mischaracterization of SDG&E’s education and 27 

outreach efforts as “feel good” brand enhancing advertising.  SDG&E disagrees.  As explained in 28 
                                                 
954 Id. 
955 SDG&E/Cordova, Exh. 155 at 43-51. 
956 SDG&E/Cordova, Exh. 157 at 52. 
957 Id. at 52-53; see also Attachment B (letter of support endorsing continued SDG&E generated Smart Meter 
outreach from Mr. Dan DeLurey, Executive Director, Association for Demand Response and Smart Grid). 
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Ms. Cordova’s Rebuttal Testimony, SDG&E’s communications are designed to inform and 1 

create awareness of its products and services and to promote safety.958  Creating “brand 2 

awareness” is not what drives these costs.  For example, with respect to safety, the safe driving 3 

message that UCAN cites is one such ad.  Safe driving is an important theme and SDG&E wants 4 

to reinforce safe driving messages so that its employees in the field are safe and that vehicle/pole 5 

contact is also minimized.  With respect to renewable energy, customers want to know what 6 

companies are doing to be green.  Accordingly, SDG&E must keep its customers informed in 7 

this area and on the infrastructure and system enhancements to ensure a reliable supply of energy 8 

for the region. 9 

Website Management 10 

As stated in Ms. Cordova’s Direct Testimony, the incremental increase of $1,098,000 for 11 

website management is related to the IT capital projects, website redesign and on-going 12 

maintenance, and the addition of a team to develop strategy and analytics to determine the best 13 

uses of social media and public facing pages of the mobile website. 959 14 

DRA’s and UCAN’s objections to these expenses is based on the belief that not all 15 

customers are social media users and those that do, are not necessarily using it to obtain 16 

information from the utility.  They further assert that social media is not essential to SDG&E’s 17 

provision of safe and reliable service.  These assertions ignore the substantial evidence indicating 18 

that social media users are a large and growing portion of the US population, and that Facebook 19 

and Twitter use is very rapidly increasing.960  For example, according to a recent American Red 20 

Cross survey, 79% of the online population participates in at least one online community or 21 

social network and a quarter of the general population would try an online channel for help, if 22 

unable to reach local emergency medical services.961  The fact that SDG&E’s customers use 23 

social media as a means of communication during emergency situations was illustrated during 24 

the recent Southern California outage: 25 

SDG&E found that social media was a very reliable and available channel that 26 
allowed us to successfully communicate with our customers and the media to 27 
update them on the status of restoration efforts, among other things.  SDG&E had 28 
been regularly sending tweets on average about 30 per month over the last year.  29 
From the onset of the outage and over the next 16 hours SDG&E posted 161 30 

                                                 
958 Id. at 56-58. 
959 SDG&E/Cordova, Exh. 155 at 51-52 and 83-91. 
960 SDG&E/Cordova, Exh. 157 at 58-61 and Attachment H. 
961 Id. at fn.108. 
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tweets providing customers with updates, insights, tips, and help.  SDG&E saw a 1 
significant increase in Twitter followers that day which went from 1,600 to 2 
17,500.962 3 

And while the benefits of communication via social media and the internet cannot be 4 

underscored enough, there still is a large portion of customers who prefer traditional modes of 5 

communication.  Thus, SDG&E must maintain multiple means of communication to properly 6 

serve all of its customers. 7 

RD&D 8 

The RD&D group develops and demonstrates pre-commercialized technologies designed 9 

to integrate with SDG&E’s system so as to accelerate the launch of new products into the 10 

market.963  The RD&D group is forecasting increased growth in activity in TY 2012 to continue 11 

and expand the efforts it initiated as a result of authorization of this program in the 2008 GRC 12 

and thus is forecasting an increase of $3,251,000.964  DRA recommends termination of the 13 

RD&D program; however they recommend limited funding of $153,000 for memberships in 14 

collaborative consortiums.965  UCAN recommends TY 2012 funding of $1,717,000 be limited to 15 

SDG&E’s RD&D program area of “Operations.”966 16 

SDG&E’s RD&D program is needed to facilitate achievement of California state goals 17 
associated with Smart Meters and Smart Grid, among others 18 
SDG&E’s RD&D program was initially authorized in the 2008 GRC decision at an annual budget 19 

of $2.8 million per year, recovered through a one-way balancing account, representing a total potential 20 
investment over the 4 year GRC funding cycle of $11.24 million. 967  After an initial start up period, some 21 
projects have been implemented and a few have been completed as shown in Appendix B to Ms. 22 
Cordova’s Direct Testimony.  Spending in 2010 equaled $2.9 million, demonstrating that the program is 23 
gaining momentum and on track to achieve its goals.968  Now SDG&E’s RD&D program is poised to 24 
launch itself in earnest and is requesting incremental funding of $4.777 million.  The proposed projects 25 
are focused in 5 major areas:  Operations, Customer Applications, Clean Generation, Clean 26 
Transportation and Renewables.  The RD&D portfolio of projects provides value to customers by: 27 

                                                 
962 Id. at 60. 
963 SDG&E/Cordova, Exh. 155 at54-74; Appendix B (RD&D Program Accomplishments 2008-2011); Appendix C 
(RD&D Project Descriptions 2012-2015). 
964 SDG&E/Cordova, Exh. 157 at 64. 
965 Id. at 64-65, Table KHC-8. 
966 Id. 
967 D.08-07-046. 
968 SDG&E/Cordova, Exh. 157 at 65. 
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• helping the utility manage operation costs through process and productivity 1 
improvements developed by RD&D projects; 2 

• providing customers with affordable, cost-effective, energy-efficient technologies, 3 
appliances and systems which advance and comply with prevailing energy use 4 
guidelines; 5 

• enhancing public and employee safety as it relates to energy consumption and utility 6 
operations, services and physical assets; and 7 

• nurturing technology and system integration solutions to help comply with rulings 8 
and regulations, such as the RPS.969 9 

Above all else, RD&D is dedicated to development of technology that supports safety 10 

and reliability. 11 

DRA fails to recognize the integral nature of RD&D with the many initiatives that the 12 

Commission has endorsed and mandated that will benefit customers, such as Smart Meter, Smart 13 

Grid and integration of renewable energy systems, to name a few, that must interface with each 14 

other and with SDG&E’s system in order to deliver safe and reliable service.970  Moreover, 15 

development of new integration systems to integrate the multiplicity of new vendor products 16 

with SDG&E’s system is required to implement a successful Smart Grid and requires SDG&E 17 

involvement to ensure a communication and control system that safely interoperates the many 18 

new components in a coordinated manner from end to end.971  Only the utility is positioned to 19 

conduct RD&D that involves integration of new technologies with utility operating systems to 20 

determine the best ways to implement Smart Grid to meet state mandated goals. 21 

DRA recommends that RD&D support be limited to SDG&E participation and 22 

membership in collaborative organizations.  DRA narrowly defines the role of the utility as being 23 

a provider of safe and reliable energy service, but even using this narrow definition, DRA has not 24 

provided facts to show that SDG&E-funded RD&D does not further development of products 25 

and technology that improve both safety and reliability.  In fact, as SDG&E has shown, its 26 

involvement in the RD&D process is essential to development of products and technologies that 27 

can interface with SDG&E’s system at this extremely pivotal period of time where 28 

advancements in electric grid operations are occurring at an unprecedented rate.972  For example, 29 

SDG&E has developed interoperability specifications for new multifunctional Distributed 30 

Energy Resources (DER) that are being developed by vendors to enable the new DER to 31 
                                                 
969 Id. at 65-66. 
970 Id. at 71-72 and 77-78. 
971 Id. 
972 SDG&E/Cordova, Exh. 155 at 58-64. 
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interoperate with the SDG&E system and deliver the intended additional value from the DER.973  1 

Vendors are seeking such a specification.  An analogous specification has been developed by 2 

SDG&E for interoperability of home area networks and other customer premises networks with 3 

the utility system.974 4 

 5 

SDG&E’s RD&D program is needed for the development of pre-commercialization 6 
technologies to ensure that they achieve seamless integration with SDG&E’s system 7 

DRA offers as an option to supplement the missing benefits of an RD&D program, the 8 

misinformed notion that the Emerging Technologies program can provide the development and 9 

demonstration benefits, without any incremental budget.  DRA clearly misunderstands the 10 

fundamentally different objectives of Emerging Technologies and the RD&D program.  11 

Moreover, the budgetary needs of one demonstration project (Emerging Technologies) is 12 

significantly different from that of a whole compendium of projects (the RD&D program).975   13 

Lastly, DRA ignores long standing state and Commission policy that has supported and 14 

recognized the value and need for utility investment and involvement in RD&D, as codified in 15 

Public Utilities Codes Section 701.3.976 16 

UCAN believes that SDG&E has a limited role in RD&D development.  UCAN states 17 

that it does not see the utility in the role of investing in new technology but would agree that they 18 

should play a role in demonstration only of projects that can demonstrate an operational costs 19 

reduction.977  UCAN erroneously believes that some RD&D projects are duplicative of energy 20 

efficiency programs,978 again misunderstanding, as does DRA, that RD&D is engaged in 21 

technologies that are pre-commercialization, whereas energy efficiency and Emerging 22 

Technologies involves commercial technologies. 23 

SDG&E is a prudent steward of its RD&D investments and chooses its projects carefully 24 

and those that are aligned with customer needs.979  As shown in Attachment C to Ms. Cordova’s 25 

Rebuttal Testimony, the RD&D cycle begins with requirements definition followed by 26 

commitment to larger activities only when the case has been made in the requirements definition 27 

                                                 
973 Id. at 63. 
974 Id. at 60. 
975 SDG&E/Cordova, Exh. 157 at 80. 
976 Id. at 69-70. 
977 UCAN/Nahigian, Exh. 561 at 18. 
978 Id. at 19. 
979 SDG&E/Cordova, Exh. 157 at 73-76. 
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work that the technology will meet these requirements and will deliver customer benefit.  1 

SDG&E seeks to integrate emerging technologies and products into its system operations, 2 

starting with integration research, and only if warranted based on research results, moving to 3 

commercial deployment. 4 

Finally, with respect to revenue sharing, SDG&E is requesting a 60/40 5 

(ratepayer/shareholder) sharing mechanism for net revenues (royalties, sale of securities) related 6 

to the RD&D program, consistent with SCG’s Commission-approved share mechanism.980  That 7 

is, for RD&D projects where SDG&E is working with a specific vendor to transform a new 8 

technology idea into a product, SDG&E (at its option) may seek an equity investment or royalty 9 

position, as a part of the contractual arrangement with the vendor.981  Equity or royalty 10 

engagement enables SDG&E to be continuously involved with a technology far beyond the 11 

funding event.  In addition, equity and royalty positions provide means for ratepayers to recover 12 

their investment financially because, in accordance with the sharing formula, ratepayers are 13 

made whole for their investments before any profits are distributed.982 14 

The proposed RD&D Return Sharing Mechanism provides ratepayers added financial 15 

value, on top of the larger direct benefit that accrues from bringing the new technologies to 16 

market.  However, more effort is required by SDG&E to evaluate and make these types of 17 

investments.  The sharing mechanism provides SDG&E with additional motivation by also 18 

allowing it to compensate its shareholders, thereby creating a “win-win” situation. 19 

DRA is silent on the topic of revenue sharing.  UCAN offers its own mechanism, 983 20 

which is not fleshed-out and appears to add complexities that would require staff time to manage 21 

and administer.  In contrast, SDG&E’s proposal is based on a simple methodology that the 22 

Commission has already approved and determined to be equitable and manageable.  It should 23 

also be noted that equity investments are not a major activity of SDG&E’s RD&D program.  24 

That said, SDG&E considers these investment opportunities to create greater benefits for 25 

ratepayers when it provides a product that supports the program objectives.  Disallowing this 26 

activity would deny SDG&E ratepayers the opportunity to gain additional benefits beyond 27 

operational efficiencies resulting from the RD&D program. 28 

                                                 
980 D.08-07-046. 
981 Id. at 81. 
982 Id. 
983 UCAN/Nahigian, Exh. 561 at 21. 
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CS&I SHARED SERVICES 1 

SDG&E is requesting a total book expense of $1,355,000 for the shared services 2 

activities related to the Bio-Fuels Market Development, Emerging Technologies and 3 

Environmental Affairs departments within SDG&E CS&I functional areas, and the shared 4 

services billed in from SCG CS&I.984  This reflects a $129,000 incremental increase to SDG&E’s 5 

book expense.  No intervener, other than DRA, objected to SDG&E CS&I Shared Services 6 

request.  DRA recommends eliminating the Bio-Fuels Market Development department at 7 

SDG&, but does not address the other two shared services departments in SDG&E’s CS&I 8 

functional area.  Elimination of the Bio-Fuels Market Development department results in a 9 

reduction of $105,000 to SDG&E’s book expense.985  As discussed above (Section 10.9) and in 10 

Ms. Wright’s Direct Testimony (Exh. 417 at 80-82) the requested funding for proposed activities 11 

is reasonable and should be adopted in its entirety.986 12 

CS&I CAPITAL REQUESTS 13 

SDG&E is requesting funding for several IT capital projects (My Account Upgrades, 14 

Customer Relationship Management [CRM], Customer Energy Network-Phase 3 [CEN], and a 15 

new Customer Contact and Notification System [CCN]) and one facilities capital project (Energy 16 

Innovation Center [EIC]).  The total capital TY 2012 request for these projects is $8.128 17 

million.987  With respect to the IT capital projects, DRA proposes to disallow all of them, with the 18 

exception of the My Account Accessibility and My Account Enhancements 1&2 projects 19 

(totaling $3.065 million).988  UCAN disallows all the IT capital projects.989  With respect to the 20 

 single facilities capital project, the EIC, both DRA and UCAN disallow any funding.990 21 

IT Capital Projects 22 

My Account Upgrades 23 

DRA is under the mistaken impression that the My Account Upgrade capital projects are 24 

independent stand alone projects that they can pick and choose from much like a cafeteria menu.  25 

DRA would only fund the projects it believes would serve low income and marginalized 26 

populations and would deny any applications that would enhance mobile accessibility or those 27 
                                                 
984 SDG&E/Cordova, Exh. 155 at 74-83. 
985 SDG&E/Cordova, Exh. 157 at 82. 
986 See also id. at 83. 
987 SDG&E/Cordova, Exh. 155 at 85, Table KHC-33. 
988 DRA/Gomberg, Exh. 510 at 15, Table 18-5. 
989 UCAN/Shames Exh. 555 at 13. 
990 DRA/Gomberg Exh. 510 at 19-20 and UCAN/Shames Exh. 555 at 15. 
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that would support access and interconnection by third parties.991  This approach fails to 1 

appreciate a number of key facts summarized below and detailed in Ms. Cordova’s Direct and 2 

Rebuttal Testimonies. 3 

The five My Account Upgrade projects are not stand alone projects but are inter-related 4 

and denying one has a limiting impact on the others.992  Moreover, the requirements of expanding 5 

e-services, described above, are dependent upon increased My Account functionality.  For 6 

information security purposes, some self service transactions must reside behind the My Account 7 

portal, for example: electronic bill presentation; payment of bills; update bank account 8 

information; and viewing of individual customer’s energy usage.993  In addition, the My Account 9 

Upgrade projects are required in their totality to support the requirements of many of the OpEx 10 

self service and e-services that are being deployed over the next two-three years as described in 11 

Mr. Fong’s the Direct and Rebuttal Testimony.994  The My Account Upgrade projects will 12 

provide customers greater ease to log-in and access these services.  Each upgrade detailed in Ms. 13 

Cordova’s Direct Testimony.995  As explained in Ms. Cordova’s Rebuttal Testimony, each of 14 

DRA’s criticisms of these projects are without merit.996 15 

Customer Contact and Notification System 16 
CCN will create a Customer Preference Center that will allow customers to specify the 17 

type of communication they want to receive via the channel of their choice from SDG&E and 18 

SCG.997  Today, customers have many communication channels to choose from (e.g., e-mail, 19 

home phone, cell phone, SMS text, social media, etc.).  The CCN Preference Center will allow 20 

customers to manage the information to suit their needs and to provide the utility with the 21 

customer’s most current contact information.  Through CCN, customers will also be able to opt 22 

out of receiving any information they do not wish to receive, with the exception of emergency 23 

notifications.998  CCN is a fundamental initiative that will provide capabilities for customers to 24 

choose or state their contact channel preferences, including multiple contact phone numbers, 25 

email addresses, SMS preferences, social media, mobile devices, etc.  Thus, the CCN system is a 26 

                                                 
991 DRA/Gomberg, Exh. 510 at 14. 
992 SDG&E/Cordova, Exh. 157 at 89. 
993 Id. 
994 SDG&E/Fong, Exhs. 138 and 140. 
995 SDG&E/Cordova, Exh. 155 at 87-89. 
996 SDG&E/Cordova, Exh. 157 at 91-98. 
997 SDG&E/Cordova, Exh. 155 at 89. 
998 SDG&E/Cordova, Exh. 157 at 98-99. 
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vital piece of technology that will transform a “telephony” based Customer Contact Center to a 1 

multi-contact channel center.  The CCN system is intended to reduce or eliminate separate and 2 

distinct customer contact systems that are customer program specific, and not widely available 3 

and integrated with a company-wide customer contact database. 4 

In light of these facts, DRA’s claim that CCN will be used as a marketing tool999 is false.  5 

DRA has also failed to provide any evidence that third parties develop the basic notification 6 

systems that customers require (e.g., outage updates, demand response events, service 7 

confirmations, bill reminders).  Moreover, the CCN system is addressing UCAN’s concern of 8 

potential “balkanization” of customer contact and the integrated customer experience. 9 

Customer Relationship Management Upgrade 10 
This project will upgrade CRM software from version 5.0 to 7.0.1000  Updating software is 11 

a standard and necessary IT practice.  Without the investment in this upgrade, the initial 12 

ratepayer investment will be lost as CRM will not be supported and its value will diminish over 13 

time, eventually becoming unsupported and unusable.1001  CRM is foundational to several 14 

important initiatives that interconnect with this database system in order to perform their 15 

functions.  While SDG&E and SCG can continue to use the 5.0 version for a period of time, non-16 

standard functions will need to be customized in the CRM software to meet functionality 17 

requirements.  This non-standard customization will ultimately lead to additional costs for 18 

customized development.1002 19 

Energy Innovation Center Capital Project 20 
As described in Ms. Cordova’s Rebuttal Testimony, since 2006, funded through 21 

SDG&E’s Energy Efficiency programs, SDG&E has been jointly sponsoring the San Diego 22 

Energy Resource Center (SDERC) at the California Center for Sustainable Energy Resource 23 

Center (CCSE).1003  SDERC holds training seminars and workshops that educate customers on a 24 

variety of energy efficiency topics.1004  However, there has been a notable gap in the kitchen 25 

equipment-related training at the SDERC because there is no space or ventilation to install a 26 

                                                 
999 DRA/Gomberg, Exh. 510 at 17. 
1000 SDG&E/Cordova, Exh. 155 at 90. 
1001 SDG&E/Cordova, Exh. 157 at 102. 
1002 Id. 
1003 Id. at 105; See also SDG&E/Cordova, Exh. 155 at 91-92. 
1004 Id. 
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demonstration kitchen similar to those at SCG, SCE and PG&E’s Food Service Centers.1005  Also, 1 

without a computer lab, SDERC cannot accommodate computer-based learning courses.  Due to 2 

CCSE facility classroom size constraints and the increased demand for many workshops, 3 

customers have been turned away as classes become fully subscribed.1006  Additionally, the 4 

limited size of the SDERC cannot accommodate larger education events and as a result, larger 5 

events are conducted at other facilities for a fee.  Lastly, the limited size of the SDERC and lease 6 

restrictions limits the ability to demonstrate smart grid technologies and provide related 7 

workshops and seminars.  In 2009, a total of 81 Workforce Education and Training (WE&T) 8 

events were offered, with 58 located at SDERC and 23 offered at alternate locations.  Of the 9 

trainings located at SDERC, 36% were overbooked, resulting in the need to turn customers 10 

away.1007 11 

In late 2009, upon receiving approval for a Demonstration Kitchen and WE&T program 12 

in D.-09-09-047 authorizing the 2010-2012 Energy Efficiency (EE) programs, SDG&E initiated 13 

design and development of its EIC that would include a demonstration kitchen, multiple flexible 14 

seminar rooms, smart grid technology demonstrations, and the ability to host computer-based 15 

training.  As shown in Attachment F to Ms. Cordova’s Rebuttal Testimony, SDG&E’s response 16 

to UCAN-4, Q 24, SDG&E researched various locations and partnership arrangements, but 17 

concluded that renovation of an empty retail building in the Claremont Mesa area of San Diego 18 

was the optimal solution because of its centralized location and proximity to freeways. 19 

DRA and UCAN recommend disallowance of the EIC capital costs because they assert 20 

that SDG&E can not initiate this capital project without Commission pre-authorization and that 21 

the expanded functionality could be accommodated at CCSE facilities.  However, as explained in 22 

a response to a UCAN data request (UCAN DR-52), the EIC is a necessary and reasonable 23 

investment and consistent with the authority granted by the Commission in D.09-09-047: 24 

SDG&E is requesting TY 2012 GRC approval of the Energy and Innovation 25 
Center (EIC) facilities (capital) expenditures that occurred 2009-2012 (design and 26 
build phases).  SDG&E was authorized in D.09-09-047 to build a Local Kitchen 27 
Learning Center.  SDG&E decided to build the EIC to house the Kitchen 28 
Learning Center and other functions.  SDG&E does not claim to have received 29 
specific directive to build the EIC under D.09-09-047; however, the EIC is a 30 
necessary and reasonable expenditure to further goals consistent with the CPUC-31 

                                                 
1005 Id. 
1006 Id. 
1007 Id. 
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adopted project mentioned above.  Therefore, the EIC is part of the current GRC 1 
request. 2 

SDG&E reaffirms that it is indeed seeking recovery of costs in this GRC to retrofit the 3 

EIC building at 4760 Clairemont Mesa Boulevard, San Diego.  The EIC is needed to 4 

accommodate SDG&E’s Demonstration Kitchen, Smart Home, WE&T seminars and workshops 5 

and various energy related exhibits and product demonstrations.  Accordingly, the Commission 6 

should authorize the full funding of $8,826,000 for the capital costs associated with the EIC. 7 

10.11 Smart Meter Policy, AMO and MDO – SDG&E Issues 8 
Please see Section 10.1, above. 9 

11. Other Customer Issues (e.g. Disability) 10 
On January 24, 2012 SDG&E, SoCalGas, and CforAT submitted a Joint Motion For 11 

Adoption of Settlement.  The Memorandum of Understanding attached to that Motion (CforAT 12 

Settlement) addresses the Utilities’ efforts to ensure that their Branch Offices and third party 13 

payment locations are accessible, to improve the accessibility of their customer communications, 14 

including websites, emergency communication systems, and written communications, and to 15 

address accessibility issues involving pedestrian rights of way. The CforAT Settlement also sets 16 

forth standards, compliance timelines, reporting and other important criteria.  The interests of 17 

CforAT captured by the Settlement are of specific scope, centered on the interests of persons 18 

with disabilities.  CforAT served direct testimony (Exhs. 593 and 594) in this GRC regarding 19 

those issues.  The CforAT Settlement precludes the need for a litigated outcome of these 20 

disability issues.  There was no opposition to the CforAT Settlement.  Adoption of the CforAT 21 

Settlement by the Commission is appropriate because the Settlement is reasonable, consistent 22 

with law and in the public interest.  SDG&E and SoCalGas urge the Commission to adopt the 23 

CforAT Settlement as filed. 24 

12. Information Technology 25 
Information Technology (IT) continues to grow in importance as a core functionality 26 

required to support SCG and SDG&E’s ability to provide reliable service in a cost effective and 27 

safe manner, while complying with the applicable multitude of regulatory requirements.  IT’s 28 

work efforts and costs are directly related to the effective discharge of SDG&E’s and SCG’s core 29 

business missions: the safe acquisition, production, trading, and delivering and metering of 30 

electricity and gas.  The demand for IT services increases as technology advances and 31 
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automation are employed more broadly and deeply by all parts of each utility.  For example, the 1 

enhanced business functionality made possible by such programs as Smart Meter, SoCalGas 2 

AMI, OpEx 20/20, Smart Grid and the SDG&E and the SCG Grid Communication Systems1008 – 3 

to name a few – drives the need for significant additional computing, storage, communications, 4 

security and system management hardware and software. 5 

Mr. Jeffrey C. Nichols testified in great detail in support of the Companies’ TY 2012 6 

forecasted IT O&M and the 2010 through 2012 planned IT Capital expenses.1009  Mr. Nichols 7 

provided in-depth support that the Companies’ planned O&M and Capital expenditures (shown 8 

in Tables 1-4 below) are reasonable and required to support (1) a continued increase in demand 9 

for information technology services from utility business and operations, (2) the incorporation of 10 

new operations tasks following completion of several large capital projects, (3) technology 11 

upgrades due to obsolescence, (4) enhancing IT’s capability to withstand increasing security 12 

threats, and (5) additional IT requirements dictated by new or enhanced regulatory mandates.1010 13 

Table 1 SCG 14 
 Summary of Non-Shared and Shared Services 15 

2009$ (000) 16 
Description 2009 

Adjusted-
Recorded 

TY 2012 
Estimated 

Change Direct 
Testimony 

Reference1011

Total Non-Shared 26 377 351 Section II 
Total Shared Services (Book 
Expense) 

44,137 52,029 7,892 Section III 

Total O&M 44,163 52,406 8,243  
 17 

Table 2 SCG 18 
Summary of Capital Expenditures 2009-2012  19 

2009$ (000) 20 
 2009 

Adjusted-
Recorded 

2010 
Estimated 

2011 
Estimated 

2012 
Estimated 

Total Capital  34,401 68,594 110,346 91,713 
 21 

                                                 
1008 A description of these programs can be found in the testimonies of the following witnesses: Smart Meter Paul C. 
Pruschki Exh. SDG&E-94; OpEx 20/20 Richard D. Phillips Exh. SDG&E-183 and Exh. SCG-186; Smart Grid – 
Lee S. Krevat Exh. SDG&E-115, and the SDG&E and SCG Grid Communication Systems can be found in the 
capital section of Jeffrey C. Nichols’ testimonies (SDG&E Exh. 175 and SCG Exh. 179). 
1009 See SDG&E/Nichols Exhs. 175-178; SCG/Nichols Exhs. 179-182. 
1010 Id. 
1011 SCG/Nichols Exhs. 175, 177 (including workpapers).   
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Table 3 SDG&E 1 
Summary of Non-Shared and Shared Services 2 

2009$ (000) 3 
Description 2009 

Adjusted-
Recorded 

TY 2012 
Estimated 

Change Direct 
Testimony 

Reference1012 
Total Non-Shared 4,965 14,837 9,872 Section II  

Total Shared Services 
(Book Expense) 

32,951 40,702 7,751 Section III 

Total O&M: 37,916 55,539 17,623  
 4 

Table 4 SDG&E 5 
Summary of Capital Expenditures 2009-2012  6 

2009$ (000) 7 
Description 2009 

Adjusted-
Recorded 

2010 
Estimate 

2011 
Estimate 

2012 
Estimate 

Total Capital:       15,469 46,322 100,966 70,528 

12.1 Common Issues  8 
No party but DRA presented testimony regarding SCG and SDG&E’s IT request.  DRA 9 

witness Ms. Joyce Lee has recommended that the Commission approve of the large majority of 10 

SDG&E’s and SCG’s IT request.1013  DRA’s IT recommendations for SCG are summarized 11 

below: 12 

• DRA recommends $51.0 million in Non-Shared Service (NSS) and Utility Shared 13 
Service (USS) IT O&M expenses for TY 2012.  In contrast, Southern California Gas 14 
company (SCG) requested $52.4 million for TY 2012. The difference of $1.4 million 15 
is based on DRA’s proposed Global Insight inflation rate adjustment on USS inter-16 
company billing of $1.3 million, and $0.1 million on customer care systems. 17 

• DRA recommends $251.3 million for three years of capital expenditures for 2010-18 
2012.  SCG requested $252.5 million for three years of capital expenditures for 2010-19 
2012.  The difference of $1.2 million is from DRA proposed Full-Time Equivalent 20 
(FTE) changes for projects related to software code security, and SCG meter quality 21 
handheld system replacement. 22 

                                                 
1012 SDG&E/Nichols Exhs. 179 and 181. 
1013 DRA/Lee, Exhs. 514-515.   
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Most of DRA’s recommended IT disallowance for SDG&E relates to DRA’s objection to 1 

the proposed Home Area Network (HAN) project, addressed in Mr. Edward Fong’s rebuttal and 2 

direct testimonies.1014  DRA’s recommendations for SDG&E are as follows:  3 

• DRA recommends $52.1 million for non-shared service (NSS) and shared service 4 
(SS) IT Operating & Maintenance (O&M) expenses, in contrast with SDG&E’s 5 
requested $55.6 million.  The $3.4 million differential is specifically related to DRA’s 6 
misguided objection to $1.9 million in Home Area Network (HAN) expenses1015 and 7 
$1.5 million of Full-Time Equivalent (FTE) changes from maintenance and 8 
enhancement programming support, customer system support, information security 9 
and business planning.  10 

• DRA recommends $187.9 million for three years of capital expenditures during 2010-11 
2012, where SDG&E requested $202.3 million for the same period. DRA’s proposed 12 
$14.4 million reduction is mainly related to a $12.6 million reduction for the HAN 13 
project.1016  SDG&E witness Edward Fong1017 rebutted DRA’s testimony 14 
recommending disallowance of $12.6 million in HAN project expenditures.  The 15 
remaining $1.8M reduction is based on DRA’s methodology when forecasting FTEs 16 
for various projects.  DRA took no issue with projected non-labor costs for these 17 
projects.1018 18 

DRA’s recommendations should be rejected by the Commission, and the Companies’ IT 19 

requests approved, as shown in the record testimony and summarized below.     20 

12.2 SOCALGAS Issues 21 
O&M Expenses 22 
DRA based its proposed recommendation for a $1.4 million reduction to SCG’s TY 2012 23 

incremental request of $52.4 million (labor and non-labor combined) on an incorrect use of 24 

Global Insight inflation rate adjustments of USS inter-company billing of $1.3 million, and $0.1 25 

million on customer care systems.1019  DRA also recommends a disallowance of $44,000 for 26 

NSS expenses. 27 

DRA did not explain how it chose programs to which it applied its proposed 28 

disallowances for SCG’s TY 2012 Shared Services expenses.  DRA’s recommended $1.3 million 29 

decrease should be rejected, because the projects targeted by DRA appear to have been selected 30 

at random.  No explanation or justification was offered in testimony or workpapers. 31 

                                                 
1014 SDG&E/Fong, Exhs. 138-142. 
1015 See DRA/Gomberg, Exh. 506.  
1016 See DRA/Gomberg, Exh. 507. 
1017 SDG&E/Fong, Exhs. 138-142. 
1018 SDG&E/Nichols Exh. 178, Attachment A (DRA data response DR SEU DRA-018, response A.1).    
1019 DRA/Lee, Exh 514. 



298 
#265001 
   

DRA also inappropriately used 2010 actual costs and de-escalated figures to 2009 dollars 1 

and then further escalated dollars using the Global Insight inflation rate for 2012 (1.0822% for 2 

labor, 1.0707% for non-labor from 2009 to 2012).  As discussed in more detail in Section 3.5.1 3 

herein,1020 DRA is incorrect in using 2010 actual costs to project the 2012 estimate.  Moreover, 4 

DRA’s proposed methodology does not account for the actual drivers impacting future costs nor 5 

does it allow for changes in activity levels related to the project lifecycle.  SCG forecasted 2010-6 

2012 amounts based on the identification and calculation of incremental changes from the 7 

drivers of growth, changing technology, and business and customer requirements, incorporating 8 

the effects of upward pressures of support needs of new systems once implemented.  In contrast, 9 

DRA had no comment on the appropriateness of specific forecast adjustments or reasoning to 10 

change the SCG methodology and identified no unreasonable assumptions in SCG IT forecast. 11 

SCG’s thorough approach is based on significant time and effort in preparing IT testimony and 12 

workpapers and identifying the key drivers that influence increases or reductions to specific 13 

costs.  SCG’s approach best identifies and forecasts specific costs necessary to continue 14 

providing a high-level of customer service, as opposed to DRA’s unsupported methodology to 15 

escalate figures that do not provide a true picture of future cost requirements.   The Commission 16 

should adopt SCG’s TY 2012 forecast of $52.03 million. 17 

O&M Non-Shared Services 18 
DRA’s misguided proposal of $333,000 for SCG TY 2012 Non Shared Services 19 

expenses, a $44,000 decrease compared to SCG’s forecast of $377,000, would inappropriately 20 

reduce funding for the Education, Training & Communication work group, which provides 21 

support to project teams to enhance end-user engagement and productivity.  This group ensures 22 

quality execution and adequate coverage on all change-related activities across multiple 23 

company programs.  The projected costs are higher in TY 2012, as it was a newly created cost 24 

center in the 4th quarter 2009.  The requested forecast of $377,000 reflects a full year of labor 25 

costs for 4 FTEs and associated employee expenses.1021  SCG has shown that the FTEs are 26 

reasonable, necessary, and will support useful services that will benefit customers. 27 

                                                 
1020 See also SCG/Nichols, Exh. 178.   
1021 SCG/Nichols, Exh. 179 at JCN-23. 
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SCG IT Capital 1 
DRA again inappropriately1022 calculated its proposal for SCG recovery of $251.3 million 2 

capital expenditures for 2010-2012, a $1.2 million reduction compared to SCG request of $252.5 3 

million, by computing the average cost per FTE for each project using the most recently recorded 4 

year (2010) and then escalated that rate to 2011 and 2012.1023  DRA multiplied that rate by the 5 

projected number of FTEs for each project targeted for reduction, which again appear to be 6 

selected at random.  DRA took no issue with projected non-labor costs for these projects.  DRA 7 

presented no objections to SCG’s specific IT project economics or justification of its TY 2012 8 

capital forecasts.  In contrast, Mr. Nichols testified at length regarding SCG’s impending cycle of 9 

upgrading aging software and hardware infrastructure.1024  Many large replacements are cyclical 10 

in nature, thereby driving lower capital expenditures in some years while driving higher 11 

expenditures in others.1025  DRA’s methodology is highly flawed, as it makes no allowance for 12 

fluctuations in labor from year to year, specific and known IT project salaries.  It only allows for 13 

growth based on escalation rates and does not take into consideration the change in activities, 14 

employee salaries, or skill sets required of a project team that occur throughout the life cycle of a 15 

project.  SCG’s forecast methodology takes these items into account over the life of a project and 16 

more accurately reflects and produces a reasonable estimate of its forecasted capital expenses.  17 

The Commission should adopt SCG’s full IT Capital request as reasonable. 18 

12.3 SDG&E Issues 19 
HAN IT O&M 20 
DRA incorrectly recommends recovery of $11.9 million for TY 2012 O&M expenses, a 21 

$2.9 million reduction compared to SDG&E’s request of $14.84 million. The main reduction 22 

includes a $1.85 million decrease related to SDG&E’s HAN projects.1026 23 

The Commission should find that SDG&E’s forecast for IT implementation of HAN 24 

projects is reasonable and accurate.  SDG&E’s IT cost forecast for TY 2012 is based on the 25 

additional 4.2 FTEs necessary to support HAN project requirements, as well as for non-labor 26 

expenses to support HAN-related software maintenance and employee materials and expenses.1027 27 

DRA’s testimony based their recommendation solely on their overall proposed disallowance of 28 
                                                 
1022 See Section 3.5.1, infra. 
1023 DRA/Lee, Exhs. 514-515.   
1024 SCG/Nichols, Exh. 179 at JCN-3. 
1025 SCG/Nichols, Exh. 179 at JCN-13. 
1026 DRA/Lee, Exhs. 514-515.   
1027 See SDG&E/Nichols, Exh. 175 at JCN-31.    
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HAN-related expenditures, and did not specifically question the reasonableness of the associated 1 

IT forecasted expenses.  DRA maintains that $1.85 million of IT O&M expenses associated with 2 

HAN are unnecessary due to their overall recommendation to reduce recovery of HAN capital 3 

expenditures, discussed in DRA Exh.16, Table SDG&E-16-2.  SDG&E disagrees with DRA’s 4 

assumptions.1028 5 

IT O&M Non-Shared Services 6 
With no explanation regarding why programs were selected for proposed reductions, 7 

DRA recommends a $1.07 million reduction to costs associated with the SDG&E IT Cisco work 8 

group and the IT Customer Care Project Management Office (PMO) for maintenance and 9 

enhancement programming support and customer system support.1029  SDG&E, in contrast, 10 

meticulously developed its forecasted amounts for 2010-2012 based on the identification and 11 

calculation of incremental changes from key drivers of growth, changing technology, and 12 

business and customer requirements, incorporating the effects of upward pressures related to 13 

support needs for new systems once implemented.1030  Mr. Nichols’ testimony shows that utility 14 

operations are increasingly dependent on IT products and services.1031  DRA did not refute the 15 

appropriateness of specific forecasts or specify reasoning to change SDG&E’s methodology.  16 

There is no identified unreasonable assumption in SDG&E’s IT forecasts or applicable analysis. 17 

DRA incorrectly used 2010 actual spending and de-escalated the 2010 dollars to 2009 18 

figures, then further escalated figures to 2012 dollars using the Global Insight inflation rate for 19 

2012 (1.0822% for labor and 1.0707% for non-labor from 2009 to 2012).  As discussed in more 20 

detail in Section 3.5.1 herein,1032 DRA is incorrect in using 2010 actual costs to project the 2012 21 

estimate. 22 

Further, DRA’s proposed methodology did not account for the actual drivers impacting 23 

future costs nor does it allow for changes in activity levels related to the project lifecycle – as 24 

SDG&E’s forecast did.  DRA’s forecasting methods do not produce forecasts that are more 25 

accurate or indicative of projected funding needs and therefore should be rejected by the 26 

Commission. 27 

                                                 
1028 Refer to Section 10.4, herein, and to SDG&E witness Edward Fong (SDG&E/Fong, Exhs. 138-142) for rebuttal 
testimony regarding DRA’s recommended disallowance of $12.6 million in HAN project expenditures. 
1029 DRA/Lee Exh. 514 at 3. 
1030 SDG&E/Nichols, Exh. 175. 
1031 SDG&E/Nichols, Exh. 175 at JCN-3. 
1032 See also SDG&E/Nichols, Exh. 175.   
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SDG&E’s proposed expenditures of $1.07 million related to 8 FTE additions are 1 

necessary to aid the IT Cisco work group in support of software development, as well as 2 

developing and planning business cases and capital project plans for the Customer Care 3 

department.  These requirements are necessary to sustain the increase in system support activities 4 

for enhancements to the Customer Information Systems driven by new regulatory requirements 5 

and/or tariffs to support such activities.  The additional FTEs will support new Smart Meter 6 

functionality for billing, measurement and service order dispatch applications that will become 7 

available and in-service in 2012.1033  SDG&E has shown that the FTEs are reasonable, necessary, 8 

and will support useful services that will benefit customers. 9 

IT O&M Shared Services 10 
For SDG&E TY 2012 Shared Services expenses, DRA recommends recovery of $40.15 11 

million, a reduction of $550,000 from SDG&E’s forecast of $40.7 million.  DRA used the same 12 

forecasting methodology described above for non-shared services to arrive at its proposed shared 13 

services reduction for SDG&E TY 2012. 14 

SDG&E spent significant time and effort in preparation of its IT testimony and 15 

workpapers to identify the key drivers that influence increases and reductions to specific costs.  16 

A discussion of these cost drivers and impacts can be found in Mr. Nichols’ prepared direct 17 

testimony.1034  More detailed calculations, categorized by cost center, can be reviewed in Mr. 18 

Nichols’ supporting work papers.1035  SDG&E’s thorough approach best identifies and forecasts 19 

specific costs necessary to continue providing a high level of customer service, as opposed to 20 

DRA’s unsupported methodology.  As described above, DRA’s proposed methodology does not 21 

account for actual drivers impacting future costs and therefore is not an accurate forecasting 22 

method as it relates to IT O&M expenses.  It does not produce more accurate forecasts or 23 

consider projected funding needs and therefore should be rejected by the Commission.  The 24 

Commission should adopt SDG&E’s TY 2012 forecast of $40.7 million. 25 

SDG&E Information Technology Capital 26 
DRA inappropriately recommends a $14.4 million reduction to SDG&E’s $202.3 million 27 

request ($187.9 million for three years of capital expenditures for 2010-2012),1036 mainly due to 28 

                                                 
1033 See SDG&E/Nichols, Exh. 175 at JCN-27. 
1034 SDG&E/Nichols, Exh. 175 at JCN-3. 
1035 See SDG&E/Nichols, Exh. 177. 
1036 DRA/Lee, Exh. 514.  
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its objection to the HAN project (a $12.6 million decrease), as discussed in Section 10.4.  $1.8 1 

million of this reduction is based on an unsubstantiated and incorrect methodology to forecast 2 

FTEs, for the following (apparently randomly selected) projects:  $0.1 million work force 3 

reduction to the CMR Upgrade project, $0.8 million reduction for Advanced Energy Storage, 4 

$0.8 million reduction for Integrated Test Facility, and $0.1 million reduction for Net Energy 5 

Metering Application management.  DRA calculated its proposal by computing the average cost 6 

per FTE for each project, using the most recently recorded year (2010), then escalating that rate 7 

to 2011 and 2012.  DRA multiplied that rate by the projected number of FTEs for each project.  8 

DRA took no issue with projected non-labor costs for these projects. 9 

DRA presented no objections to SDG&E’s specific IT project economics or justification 10 

of its TY 2012 capital forecasts.  Mr. Nichols testified that SDG&E is entering a cycle of 11 

upgrading aging software and hardware infrastructure.1037  Many large replacements are cyclical 12 

in nature, thereby driving lower capital expenditures in some years while driving higher 13 

expenditures in others. 14 

DRA methodology only allows for growth based on escalation rates and is thus 15 

inaccurate and fatally flawed.  DRA did not allow for fluctuations in labor from year to year, 16 

specific and known IT project salaries, changes in activities, changes in employee salaries, or 17 

changes in skill sets required of a project team that occur throughout the life cycle of a project.  18 

The SDG&E methodology for calculating FTEs, taking these variables into account, more 19 

accurately reflects and produces a reasonable estimate of its forecasted capital expenses and 20 

should be approved by the Commission. 21 

13. Business Solutions/Support Services 22 

14. Administrative and General – Utility Shared and Non-Shared Services 23 
14.1 Supplier Services and Diverse Business Enterprises 24 

14.1.1. Common Issues 25 
SDG&E and SCG are seeking funding for Supply Management; Diverse Business 26 

Enterprises (DBE); Senior Vice President and Chief Information Technology Officer; and 27 

Business Planning (collectively, SSDBE).  These groups provide a wide range of services to both 28 

SDG&E and SCG and have only shared costs, with the exception of Supply Management, which 29 

also has non-shared cost contributors.  Karen Sedgwick was the witness supporting these areas of 30 

cost for both SDG&E and SCG (Exhs. 288-294).  Each area and the justification for the 31 
                                                 
1037SDG&E/Nichols, Exh.175 at JCN 19. 



303 
#265001 
   

requested expenses for TY 2012 are summarized below and detailed in Ms. Sedgwick’s 1 

testimony, workpapers and responses to data requests.  No intervener outside DRA challenged 2 

the forecasted costs for SSDBE, and then only at SCG. 3 

Supply Management 4 

The Supply Management function manages the overall purchase, distribution and 5 

inventory management of materials, supplies, and services.  For SCG, these goods and services 6 

include gas distribution equipment such as piping, meters, construction services, fleet vehicles 7 

and equipment, IT and telecom products and services, engineering services, environmental, and 8 

other professional and technical services.1038  For SDG&E, they include gas and electric 9 

distribution equipment such as transformers, piping, cable, meters, construction services, electric 10 

generation maintenance materials and services, electric transmission and substation materials and 11 

services, fleet vehicles and equipment, IT and telecom products and services, engineering 12 

services, environmental, and other professional and technical services.1039  As described in Ms. 13 

Sedgwick’s SDG&E and SCG Direct Testimony: 14 

Supply Management’s procurement strategy is to meet business requirements while 15 

optimizing total cost of ownership (including process-related costs such as value engineering, 16 

centralized freight management and employee skill development) and mitigating contractual and 17 

supply capacity risk throughout the entire contract lifecycle (period of performance).  This is 18 

accomplished by managing each major category of spend in a pro-active, strategic manner, 19 

according to its importance to the business and its ability to influence the supply market, with 20 

minimal transactions.  The goal for the non-strategic spend (e.g., office supplies, furniture and 21 

FedEx) is to consolidate demand to obtain favorable pricing and optimize transactional 22 

efficiencies (administrative processing costs) from requisition through payment.  This strategy 23 

creates efficiency throughout the corporation while mitigating risk and lowering overall costs.  It 24 

also enables portfolio managers to focus on high-value, strategic spend (e.g., pipeline, 25 

construction, IT, and professional services) that is critical to the business.1040 26 

                                                 
1038 SCG/Sedgwick, Exh. 291 at 2. 
1039 SDG&E/Sedgwick, Exh. 288 at 2. 
1040 SCG/Sedgwick, Exh. 291 at 2 and Exh. 288 at 2. 
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Diverse Business Enterprises 1 

The DBE organization aims to expand outreach efforts in underutilized areas as well as 2 

ensures compliance with the G.O. 156 target of 21.5% women, minority and disabled veteran 3 

business enterprises spending.1041 4 

Senior Vice President and Chief Information Technology Officer 5 

The Senior Vice President and Chief Information Technology Officer provide overall 6 

leadership and direction for eight divisions/departments, six of which support activities at 7 

SDG&E, SCG, and, to a limited extent, the Corporate Center and other affiliates.1042 8 

Business Planning 9 

The Business Planning function supports the annual planning and budgeting activity for 10 

both O&M expenses and capital expenditures as well as providing support for GRCs, shared 11 

service cost allocation, and financial analysis activities.  This group supports both SDG&E and 12 

SCG activities.1043 13 

Common Challenges Facing SSDBE Operations 14 
The SSDBE groups described above face many challenges as it strives to become a leader 15 

in supply chain operations by providing high quality service levels to the organization.  The key 16 

challenges for Supply Services are1044: 17 

• supporting industry leading supplier diversity efforts by discovering, assisting and 18 
mentoring new companies to become high quality, low cost certified diverse 19 
suppliers; 20 

• reducing internal operating costs by bringing process efficiency improvements 21 
through utilization of new technology for inventory management and transaction 22 
processing; 23 

• maintaining a sustainable and highly skilled strategic sourcing organization with 24 
minimal dependence on external consulting support; 25 

• identifying, managing and mitigating increased risk exposure due to commodity price 26 
volatility and supply chain capacity constraints; 27 

• effectively managing the increasing volume of strategic supplier relationships to 28 
capture all benefits identified’ 29 

                                                 
1041 SDG&E/Sedgwick, Exh. 288 at 3 and Exh. 291 at 3. 
1042 Id. 
1043 Id. 
1044 SDG&E/Sedgwick, Exh. 288 at 3-4 and Exh. 291 at 3-4. 
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• building and retaining an effective organization with the correct balance of skills and 1 
marketplace expertise to ensure we are meeting the needs of our internal clients and 2 
creating the best value for our ratepayers and shareholders; 3 

• capitalizing on supply chain opportunities brought forward by new Operational 4 
Excellence 20/20 technologies and business processes (e.g., improved operational 5 
planning and scheduling of work).1045 6 

In addition, as an electrical utility, SDG&E faces the unique challenge of supporting new 7 

business requirements and new initiatives in generation, sustainability, smart grid and renewable 8 

energy.1046 9 

Common challenges facing the DBE organization include major increases in capital 10 

projects, which will double capital spending over the next five years. 1047  Some of these new 11 

projects will include green procurement initiatives and, with that, the development of green DBE 12 

suppliers.  The significant increase in projects will impact DBE by increased reporting 13 

requirements; greater tracking, monitoring, and reporting DBE’s prime subcontracting dollars. 14 

DBE Policies 15 
As described in Ms. Sedgwick’s SCG Rebuttal Testimony, SCG’s record of success in 16 

the DBE area is exemplary: 17 

2010 marked the third year in a row SCG surpassed its own aspirational 30 18 
percent goal for diverse enterprise spending, propelling SCG into new territory 19 
and making company history.  SCG is extremely proud of its extraordinary results 20 
last year, achieving 37 percent spending with diverse suppliers.  SCG purchased 21 
almost $230 million worth of products and services with DBEs, constituting more 22 
than 37 percent of total purchases, setting SCG records for both the dollar amount 23 
and percentage of overall spending.  This astounding performance puts SCG 15 24 
percentage points above the overall California Public Utilities Commission 25 
(CPUC) DBE spending goal.1048 26 

SDG&E’s DBE record is similarly impressive: 27 

SDG&E is pleased to report that 2010 was a record-setting year for supplier 28 
diversity.  SDG&E’s diverse business enterprise spending exceeded 36 percent of 29 
its total procurement, up from 29 percent in 2009.  This spending surpassed the 30 
21.5 percent goal set by the California Public Utilities Commission (CPUC), 31 
despite another increase in base spending dollars and is a true testament to the 32 
rock-solid commitment of every department at SDG&E and to the depth of its 33 
DBE strategy.  SDG&E purchased more than $385 million worth of products and 34 

                                                 
1045 See Direct Testimony of Rick Phillips for a more detailed description of the OpEx 20/20 initiative (Exhs. 183 
and 186). 
1046 SDG&E/Sedgwick, Exh. 288 at 4. 
1047 SCG/Sedgwick, Exh. 291 at 4 and Exh. 288 at 4. 
1048 SCG/Sedgwick, Exh. 293 at 6-7. 
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services with DBEs, constituting more than 37 percent of total purchases, 1 
compared to $238 million in 2009.  This amounted to a $147 million increase, 2 
setting SDG&E records for both the total dollar amount and percentage of overall 3 
spending.1049 4 

Ignoring these facts, Joint Parties make a number of unsupported allegations and 5 

proposals which have no ratemaking impart, are out of scope and are inconsistent with G.O. 156. 6 

Neither SCG nor SDG&E are “gaming the system”1050 7 

Sempra Energy, through its utilities, tracks and reports diversity accomplishments as 8 

defined by the CPUC.  The firms included in the results are those certified by the CPUC.  The 9 

CPUC does not discriminate between large and small diverse firms.  Moreover, this GRC is not 10 

the proper forum to address the Joint Parties desire to make changes to the Commission’s 11 

definition of a diverse firm nor changes in the requirements under G.O. 156.  Accordingly, the 12 

Joint Parties accusation that Sempra is “gaming” the system is complete without merit and 13 

merely a reflection of the fact that the Joint Parties don’t agree with the Commission’s state-wide 14 

definition of a diverse firm. 15 

SCG and SDG&E comply with the CPUC’s required DBE reporting1051 16 

SCG and SDG&E outline their diversity accomplishments annually in the Diverse 17 

Business Enterprises Annual Reports.  In answering their own question, the Joint Parties assert 18 

that Sempra should be tracking and providing data that is not tracked nor requested by the 19 

Commission under G.O.156.  This GRC proceeding is not the proper forum for the Joint Parties 20 

to add new requirements under G.O.156. 21 

Both SCG and SDG&E are currently funding Community-Based Organization (CBO)-22 
oriented technical assistance at a reasonable level1052 23 

The Sempra companies spend approximately $2 million annually in diversity efforts.  In 24 

SCG/SDG&E’s recent agreement with Greenlining, the utilities committed to investing $650k 25 

annually over the term of the agreement in technical assistance and business development 26 

programs targeting diverse business enterprises.  The Joint Parties request for additional funding 27 

to go directly to CBOs is self-serving and not in the best interest of ratepayers.  Their logic is 28 

flawed in comparing the amount spent on technical assistance in comparison to all businesses in 29 

                                                 
1049 SDG&E/Sedgwick, Exh. 290 at 1-2 
1050 See SCG/Sedgwick, Exh. 293 at 7-8; SDG&E/Sedgwick, Exh. 290 at 2-3. 
1051 Id., Exh. 293 at 8 and Exh. 290 at 3. 
1052 Id. 
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California.  Not all businesses in California sell products or services the utilities require.  Further, 1 

many members of the CBOs do not sell products or services that are relevant to the utilities.  In 2 

fairness to ratepayers, the utilities’ technical assistance funds must be directed to the firms that 3 

can provide goods and services the utilities procure. 4 

Joint Parties’ proposal to justify in writing any contract above $1 million in size is 5 
unreasonable and unnecessary1053 6 

The Joint Parties request to change the reporting requirements for G.O. 156 is not 7 

relevant in this GRC proceeding.  SCG tracks and reports the diversity achievements as directed 8 

by the Commission.  The decision to not require the utilities to unbundle contracts was made in 9 

the G.O. 156 proceedings.  We applaud the Commission in understanding that unbundling of all 10 

contracts and/or adding onerous requirements to document and report on this issue would not be 11 

in the best interest of DBEs nor ratepayers. 12 

14.1.2. SoCalGas Issues 13 
Summary of SCG Request 14 

SSDBE departments at SCG consists of over 150 employees, four non-shared cost groups 15 

and six shared cost groups that have requested a total of $19.52 million for SSDBE shared and 16 

non-shared O&M costs.1054  This represents a $1.498 million increase over 2009 adjusted 17 

recorded costs of $18.022 million.  The SSDBE department is considered a support organization 18 

and its workload is driven primarily by the levels of distribution and customer services field 19 

work.1055  Since SCG’s major programs and initiatives, such as the Pipeline Integrity Project and 20 

the Distribution Integrity Management Program, come and go over the years, a five-year average 21 

was selected by SCG as the most appropriate method to ensure sufficient resource needs for its 22 

SSDBE departments.1056  SCG’s only request for additional funding was to pay for increases as a 23 

result of fixed contractual escalations in office services and postage rates set by the USPS.1057 24 

DRA and the Joint Parties were the only intervenors to challenge SCG’s SSDBE activity.  25 

As summarized below and in Ms. Sedgwick’s SCG Rebuttal Testimony (Exh. 293), DRA’s 26 

objections to SCG’s forecasting methodology are flawed and without merit.  With respect to 27 

Joint Parties’ DBE proposals, they are addressed in Section 14.1.1, above. 28 

                                                 
1053 SCG/Sedgwick, Exh. 293 at 8-9 and Exh. 290 at 4. 
1054 SCG/Sedgwick, Exh. 291 at 4, Table KLS-1. 
1055 Id. 
1056 Id. 
1057 Id. 
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Non-Shared SSDBE Costs 1 
SCG’s SSDBE non-shared cost forecast is detailed in Ms. Sedgwick’s SCG Direct 2 

Testimony (Exh. 291) and Workpapers (Exh. 292).  In total, SCG is seeking $12.559 million or 3 

an increase of $864,000 above 2009 recorded non-shared expenses.  This request includes 4 

funding for Logistics & Shops North and Office Services cost centers, each of which is described 5 

in Ms. Sedgwick’s SCG Direct Testimony (Exh. 291 at 5-7).  DRA recommended a TY 2012 6 

forecast of $11.23 million, a reduction of $1.327 million, focusing on two cost centers: Pool 7 

Warehousing and Office Services.  DRA based its recommendations on a 3-year average, 8 

including 2010 actuals.  As shown below and in Ms. Sedgwick’s SCG Rebuttal Testimony (Exh. 9 

291), a 5-year average is the most appropriate methodology for forecasting costs in this area. 10 

Logistics & Shops North 11 
In proposing the use of a three-year average, DRA ignores the cyclical nature of SCG’s 12 

business and general fluctuations in the workflow.1058  For example, the resource requirement 13 

increase outlined in the testimony of Gina Orozco-Mejia, in her discussion of capital expense 14 

requirements (Exh. 26 at 60), supports the increase in associated costs within the logistics and 15 

warehousing departments.  In light of these facts, DRA fails to explain why a three-year average 16 

is appropriate.  Clearly, DRA’s focus is not on what the most reasonable forecast is, but solely on 17 

what will produce lower rates, regardless of the accuracy of the forecast used.  Moreover, using 18 

DRA’s methodology ignores any incremental growth. 19 

As a support organization, SSDBE workload is impacted by distribution, transmission 20 

and customer services field work.  Accordingly, SSDBE uses a 5-year average as the base, 21 

projecting that the recent downward trends will not be sustained.  In fact, workload, materials 22 

and tool requirements have increased and are anticipated to be sustained as a result of field 23 

programs such as Pipeline Integrity Program (PIP) and Distribution Integrity Management 24 

Program (DIMP).1059  Examples include all the new system-wide tools that have come off long-25 

term maintenance agreements and must now be serviced by this department.1060  Accordingly, a 26 

TY 2012 amount of $9.80 million for this cost center is reasonable. 27 

Office Services 28 

                                                 
1058 SCG/Sedgwick, Exh. 293 at 3. 
1059 Id. at 4. 
1060 Id. 
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DRA’s approach in this area is identical to the approach it took with respect to pool 1 

warehousing, described above.  Again, DRA appears to be solely focused on rate impacts, 2 

without regard to the accuracy of the forecast.  As stated in Ms. Sedgwick’s SCG Direct 3 

Testimony (Exh. 291 at 7), the document and courier services entered into a new contract 4 

agreement with a new supplier, which resulted in an increase of $581,000 in 2010.  This increase 5 

was a significant reduction over what was offered by the current supplier (which would have 6 

increased going forward), avoiding an additional cost increase of $475,000.1061  An annual 7 

document services contract escalator of 3.5% makes up the difference of the request.1062  8 

Strategic sourcing efforts resulted in significant cost avoidance savings within these contracts.1063  9 

Accordingly, the increase of $631,000 in this area is reasonable. 10 

Shared SSDBE Services 11 
SCG’s SSDBE shared cost forecast is detailed in Ms. Sedgwick’s SCG Rebuttal 12 

Testimony (Exh. 291) and Workpapers (Exh. 292).  In total, SCG is seeking $6.961 million or an 13 

increase of $634,000 above 2009 recorded non-shared expenses.  This request includes funding 14 

for Foundation, Logistics/Shops North, Portfolio Management, Senior VP and Chief IT Officer 15 

and costs billed in from SDG&E, each of which is described in Ms. Sedgwick’s SCG Direct 16 

Testimony (Exh. 291 at 8-15).  DRA has recommended that SCG’s request be reduced by $479k, 17 

focusing on two cost centers: Meter Shop & Records and Gas Portfolio Manager.  DRA based its 18 

recommendations on 2010 actuals.  As shown below and in Ms. Sedgwick’s SCG Rebuttal 19 

Testimony (Exh. 291), a 5-year average is the most appropriate methodology for forecasting 20 

costs in this area. 21 

Meter Shop & Records 22 

A 5-year average was used as the basis for the forecast in this area, projecting that the 23 

downward trends will not be sustained.  The meter installation history outlined in the testimony 24 

of Gina Orozco-Mejia, regarding her discussion of new business and meters (Exh. 26 at 63), 25 

supports the increase in associated costs within the meter shop and records department.  Funding 26 

requirements assume that all positions are staffed, equipment is maintained, and spare parts are 27 

procured.  This enables the Meter Shop to support the management of the meter inventory.  The 28 

meter shop is responsible for the maintenance of the entire inventory of customer meters, not 29 

                                                 
1061 Id. 
1062 Id. 
1063 Id. 
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simply those that have been recently added.  Aging meters, newly installed several years ago, 1 

will require testing, adjustments and repairs for many years to come.  Thus the meter shop 2 

workload is driven not only by recently added meters, but by the long-term historical trend as 3 

well.  Using a downward trend, as suggested by DRA, to forecast costs for this department, 4 

however, would not incorporate the fluctuations in workflow, including the demand from other 5 

organizations.  The ability to support critical departments, such as the Meter Shop & Records 6 

group, is essential to SCG’s overall operations.  Accordingly, the request of $2.28 million in this 7 

area is reasonable. 8 

Gas Portfolio Manager 9 

The Gas Portfolio team currently consists of 9 employees who support the operational 10 

sourcing requirements of SCG.  This team develops and executes supply management strategies, 11 

including operational, financial, and legal risk management.  One of the major initiatives is the 12 

Pipeline Integrity Project, which will demand significant resources, including both training and 13 

the implementation of new processes.  This major initiative and other gas projects were the 14 

primary basis for requesting a 5-year average in this area.  DRA’s use of 2010 actuals for its 15 

forecast does not reflect any resource requirements to support the Pipeline Integrity Project or 16 

any other business-unit driven demand and could expose SCG to significant risk through limited 17 

resources.  Additionally, DRA used the incurred cost of $774,000 instead of the net book 18 

expense of $657,000 for this cost center.  Accordingly, the request of $724,000 for this cost 19 

center is reasonable and should be adopted by the Commission. 20 

14.1.3. SDG&E Issues 21 
Summary of SDG&E’s Request 22 

SSDBE departments at SDG&E consists of over 140 employees, four non-shared cost 23 

groups and six shared cost groups that have requested a total of $13.013 million dollars for TY 24 

2012.1064  Similar to SCG, SDG&E’s SSDBE department is considered a support organization 25 

and its workload is driven primarily by the levels of distribution and customer services field 26 

work.1065  The forecasting basis for most of the workpaper categories was a 5-year average; 27 

resulting in an escalation of $228,000 over 2009 spend.  The only request for additional funding 28 

was to pay for increases as a result of fixed contractual escalations in office services and postage 29 

rates set by the USPS. 30 
                                                 
1064 SDG&E/Sedgwick, Exh. 294. 
1065 Id.  
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With the exception of Joint Parties flawed DBE assertions, addressed above in Section 1 

14.1.1, no intervener objected to SDG&E’s SSDBE requests. 2 

Non-Shared SSDBE Costs 3 
SDG&E’s SSDBE non-shared cost forecast is detailed in Ms. Sedgwick’s SDG&E Direct 4 

Testimony (Exh. 288) and Workpapers (Exh. 289).  In total, SDG&E is seeking $8.133 million 5 

or an increase of $187,000 above 2009 recorded non-shared expenses.1066  This request includes 6 

funding for Logistics & Shops South and Office Services cost centers, each of which is described 7 

in Ms. Sedgwick’s SCG Direct Testimony (Exh. 288 at 6-7).  As noted above, no intervener 8 

objected to these forecasted costs. 9 

Shared SSDBE Services 10 
SDG&E’s SSDBE shared cost forecast is detailed in Ms. Sedgwick’s SDG&E Direct 11 

Testimony (Exh. 288) and Workpapers (Exh. 289).  In total, SDG&E is seeking $4.88 million or 12 

an increase of $41,000 above 2009 recorded non-shared expenses.  This request includes funding 13 

for Foundation, Office Services, Portfolio Management, Supply Management Director, Diverse 14 

Business Enterprises, Senior VP and Chief IT Officer, Business Planning and costs billed in from 15 

SDG&E, each of which is described in Ms. Sedgwick’s SCG Direct Testimony (Exh. 288 at 8-16 

21).  As noted above, no intervener objected to these forecasted costs. 17 

14.2 Environmental Services 18 
Environmental Services oversees compliance with over 400 federal, state, regional and 19 

local environmental statutes, rules and regulations, including laws protecting air quality, water 20 

quality, hazardous materials, waste, cultural resources, land planning and natural resources.  21 

Environmental Services’ responsibilities include tracking and analyzing the final versions of 22 

environmental regulations; developing compliance policies, procedures and tools; developing 23 

and delivering training material; developing and implementing internal quality assurance and 24 

quality control procedures; screening proposed projects (including proposed real and personal 25 

property transactions) for environmental compliance, soils contamination considerations and 26 

permitting needs; and developing and obtaining environmental permits and plans.  27 

Environmental Services also manages a California certified environmental laboratory, two 28 

SoCalGas and two SDG&E treatment, storage and disposal facilities (TSDFs) and the 29 

                                                 
1066 SDG&E/Sedgwick, Exh. 294. 
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remediation of contaminated soils at current and former utility sites.  Environmental Services is 1 

also responsible for responding to emergency spills. 2 

Ms. Deanna Haines testified in support of the Environmental Services’ revenue 3 

requirement request, as described further below and in her prepared direct and rebuttal 4 

testimonies for SoCalGas and SDG&E.1067  Ms. Haines also provided environmental policy 5 

testimony regarding issues that impact the Environmental Services department as well as other 6 

SDG&E and SCG areas supporting new environmental compliance requirements.1068  With 7 

respect to certain environmental issues, those other witnesses also rebutted DRA’s 8 

recommendations and referred to Ms. Haines’ rebuttal testimony for the central policy support 9 

justifying SCG’s and SDG&E’s positions on environmental matters. 10 

14.2.1 Common Issues 11 

SoCalGas and SDG&E have proposed a two-way balancing account mechanism (in the 12 

testimony of Mr. Greg Shimansky)1069 called the New Environmental Regulatory Balancing 13 

Account (NERBA), to account for certain new environmental regulations for which costs are too 14 

uncertain to accurately forecast, but which have the potential to require very high expenditures.  15 

The environmental issues proposed for the SCG NERBA are limited to Environmental Protection 16 

Agency’s (EPA’s) Mandatory Reporting under Subpart W, AB 32 Cap-and-Trade emission 17 

allowances (a tradeable type of emissions credit) and AB 32 administrative fees.  The 18 

environmental issues proposed for the SDG&E NERBA are limited to EPA’s Mandatory 19 

Reporting under Subpart W, AB 32 administrative fees and PCB Reassessment of Use 20 

Authorization program costs.  Due to the large scope of these issues and the potentially high 21 

costs of compliance, NERBA is a sensible way to account for and manage this uncertainty.  As 22 

described in much further detail in Ms. Haines’ rebuttal testimonies,1070 the Commission should 23 

approve the NERBA as a reasonable and necessary accounting mechanism for SCG and 24 

SDG&E.1071 25 

 26 

 27 
                                                 
1067 SDG&E/SCG/(Gomez)Haines, Exhs. 325-330. 
1068 SDG&E/SCG/Haines, Exhs. 327, 330.   
1069 SDG&E/SCG/Shimansky, Exhs. 262-265. 
1070 SDG&E/SCG/Haines, Exh. 327 and 330 at 4-6. 
1071 DRA, UCAN, and FEA offered testimony in opposition of SDG&E’s proposed NERBA; DRA, TURN, and 
SCGC opposed SCG’s proposed NERBA.   
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14.2.2 SoCalGas Issues 1 
The total request for Environmental Services is that the CPUC adopt Environmental 2 

Services’ TY 2012 forecast of $2.86M for O&M shared ($2.262M) and non-shared ($0.594M) 3 

expenses and a book expense value of $4.86M.1072  A summary of Environmental Services’ 4 

overall book expense value request is presented in the table below. 5 

Summary of TY2012 Change- (Thousands of 2009 Dollars) 6 

Description 2009 Adjusted-
Recorded 

TY2012 
Estimated Change 

Direct 
Testimony 
Reference1073 

Total Nonshared Service 600 594 -6 Section II 

Total Shared Services 
(Book Expense) 3,235 4,262* 1,027 Section III 

Total O&M (Book 
Expense) 3,835 4,856 1,021  

Total Capital 0 0 0 Section IV 

* SCG TY 2012 total shared services book expense consists of incurred costs of $2.262M less 7 
dollars billed out to SDG&E of $0.122M plus dollars billed in from SDG&E of $2.122M for a 8 
total of $4.262M. 9 

DRA supports the total book expense for SCG Environmental Expenses in Table 24-2 on 10 

page 3 of DRA-241074 and the total shared services for SDG&E Environmental Expenses in Table 11 

24-1 on page 2.  SCG agrees with DRA’s recommendation for accepting the total booked 12 

expenses for SCG Environmental Services expenses and the total shared expenses for SDG&E 13 

Environmental with no change. 14 

14.2.3 SDG&E Issues 15 
Environmental Services is requesting Commission adoption of their 2012 Test Year (TY) 16 

forecast of $11.05M for O&M shared ($7.614M) and non-shared ($3.433M) expenses and a 17 

book expense value of $8.96M less $0.054M for an updated total of $8.906M.1075 18 

                                                 
1072 SDG&E/Gomez/Haines, Exh. 328 at LPG-1.   
1073 SDG&E/Gomez/Haines, Exh. 328.   
1074 DRA/Sierra, Exh. 517.  
1075 SDG&E/Gomez/Haines, Exh. 326 at LPG-1. These numbers (and in the chart below) reflect SDG&E’s Updated 
Testimony modifications (a $0.054M reduction from the cost center 1EV000-000, for CUPA fees).  SDG&E’s 
Updated Testimony dated February 17, 2012 (Exhibit SDG&E/SCG-600) at UP-127.  This change was reflected in 
SDG&E’s RO model and Comparison Exhibit.  Id.at UP-1; March 2, 2012, Litigation Comparison Exhibit of 
SDG&E at 233-234 (showing $0.054M change from original $3.433M request to $3.379M).   
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A summary of Environmental Services’ overall request is presented in the tables below. 1 

Summary of TY2012 Change - (Thousands of 2009 Dollars) 2 

Description 2009 Adjusted-
Recorded 

TY2012 
Estimated Change 

Direct 
Testimony 
Reference1076 

Total Nonshared Service 2,867 3,433 566 Section II 

Total Shared Services  
(Book Expense) 4,189 5,527* 1,338 Section III 

Total O&M  
(Book expense) 7,056 8,906 1,850  

Total Capital 0 0 0 Section IV 

* SDG&E TY 2012 total shared services book expense consists of incurred costs of $7.614M 3 
less dollars billed out to SoCalGas, Corporate Center and Unregulated group of $2.122M, $72k 4 
and $15k, respectively, plus dollars billed in from SoCalGas of $0.122M for a total of 5 
$5.527M.   6 

DRA recommends that the Commission adjust funds for SDG&E non-shared services by 7 

$1.17 million and $1.201077 million for SDG&E’s shared services. This represents a 8 

recommendation from DRA to reduce SDG&E’s TY 2012 forecast by $2.37 million.  As shown 9 

below, the Commission should adopt SDG&E’s proposed TY 2012 expenses as accurate and 10 

reasonable. 11 

Non-Shared Services 12 
As discussed above in Section 3.5, SDG&E employed a methodology of using the 2009 13 

base year recorded expense as a starting point, and then adding and subtracting incremental costs 14 

as a valid and reliable methodology for the environmental non-shared expenses.  SDG&E’s 15 

testimony and workpapers detail the upward and downward incremental costs in a manner that 16 

document their reliability and accuracy.1078  DRA’s use of 2010 data without compensating for 17 

the reasonably anticipated incremental future changes does not provide for environmental costs 18 

for compliance-related activities due to new or modified regulations.  Consequently, DRA’s use 19 

of that 2010 data without the incremental adjustments to represent the future needs is not 20 

accurate.  Historic 2010 data does not include 2012 incremental environmental-related 21 

                                                 
1076 SDG&E/Gomez/Haines, Exh. 326. 
1077 DRA/Sierra Exh. 517 at 2, reflecting errata changes in Exh. 518 at i. 
1078 SDG&E’s forecasting methodology is further supported in Section 3.5, supra. 
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compliance activities as the new program and/or regulatory requirements may not have existed in 1 

2010.  SDG&E’s method to use the base year plus incremental changes (up or down) to  reflect 2 

the cost of the future activities is more appropriate for forecasting requirements to comply with 3 

new or modified environmental regulations or one-time non-routine costs or a reduction in costs 4 

due to increased efficiencies.  For example, the review of the 1EV000.000 cost centers expenses 5 

in the 2009 base year resulted in a downward or incremental reduction of $118,000 beginning in 6 

2010 due to operational efficiencies achieved through use of a second shift work instead of use 7 

of hazardous waste contractors. 8 

Further, DRA incorrectly states that SDG&E’s “assumptions used to generate 9 

incremental increases are inaccurate and do not reflect actual expenses, despite a small increase 10 

of SDG&E customers.”  Environmental expenses are not reasonably tied to growth or decrease 11 

in customer counts, but are most directly tied to existing, new or modified compliance 12 

requirements.  The changes in compliance requirements often apply to facilities that are already 13 

in place, so short-term changes in customer counts does not account for the cost impact of these 14 

changes. 15 

DRA also states that the “2005 to 2009 recorded expenses show no dramatic increases or 16 

fluctuations for labor and non-labor.”  Although DRA regards the fluctuations as not dramatic, 17 

they are significant for the non-shared services cost centers.  The 2010 actuals of $2,268,000 for 18 

1EV000.000 is $599,000 less than the 2009 historical spend.  In 2009, a $409,000 increase in 19 

expenses occurred as compared to the prior year 2008.   Thus, there are some inherent 20 

fluctuations to hazardous waste management work in the non-shared services due to unplanned 21 

events of weather, vehicle incidents, storm events, high heat conditions, variable O&M activity 22 

levels and hazardous material/waste emergency responses, contrary to DRA’s claims. 23 

The non-shared services activities related to waste management are strictly regulated and 24 

agency permit fees must be current and paid in order to conduct utility operations.  The non-25 

shared services expenses are for management of our company-owned and operated Treatment, 26 

Storage and Disposal facilities, hazardous waste transportation licenses, vacuum trucks for 27 

electric and gas vault dewatering, Toxic Substances Control Act (TSCA) waste disposal, federal 28 

Resource Conservation Recovery Act (RCRA) hazardous waste and California non-RCRA 29 

hazardous waste recycling, treatment or disposal, emergency response spill clean-ups, and 30 

facility and equipment permits.  SDG&E disagrees with DRA’s proposal to use the 2010 actuals, 31 
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which would reduce the 1EV000.000 cost centers by $1.17 million, because that methodology 1 

does not allow for incremental downward (second shift work savings) and upward (new permits 2 

and PCB program) pressure adjustments or change to waste management requirements.  SDG&E 3 

stands by its 2009 BY with incremental increases and decreases methodology as it provides a 4 

reasonable and accurate estimate for TY 2012 expenses. 5 

SDG&E Environmental Services Department Shared Services 6 
DRA recommends a TY 2012 forecast of $6.41 million for shared services recorded in 7 

SDG&E’s Environmental Services cost centers.  DRA’s proposed estimate is $1.201079 million 8 

lower than SDG&E’s TY forecast.  DRA also recommends support of the total shared services 9 

(booked expenses) for SDG&E Environmental O&M Expenses1080 and support of the total shared 10 

services (booked expenses) for SCG Environmental Expenses.1081  However, DRA 11 

inappropriately recommends reducing $1.2 million to SDG&E’s shared services incurred 12 

expenses, largely based on its inappropriate use of 2010 actual expenses instead of SDG&E’s 13 

accurate base year 2009 forecasting methodology (as discussed in complete detail in Ms. Haines 14 

rebuttal testimony1082 and in  Section 3.5 of this Brief). 15 

SDG&E agrees with DRA’s recommendation for accepting the total shared services 16 

Environmental Services booked expenses for SDG&E and SCG with no change.  However, 17 

because the source of SCG’s booked expenses is at SDG&E, DRA’s recommended reduction of 18 

$1.2 million to SDG&E’s shared services “incurred” expenses leaves a shortfall affecting both 19 

SCG and SDG&E.  Booked expenses ultimately depend on sufficient funding for incurred 20 

expenses.1083  DRA’s proposal to reduce incurred expenses would thus inappropriately underfund 21 

the resultant booked expense.  DRA’s recommended reductions to SDG&E shared services 22 

incurred expenses are by no means reasonable or appropriate. 23 

                                                 
1079 DRA/Sierra Exh. 517 at 2, reflecting errata change #2 in Exh. 518 at  i. 
1080 DRA/Sierra, Exh. 516 at 1. 
1081 DRA/Sierra, Exh. 516 at  2. 
1082 SDG&E/Haines, Exh. 327 at DRH-9-14.  Therein, Ms. Haines presents a more detailed rationale for the 
following cost centers:  Shared Services Cost Center 2100-0632.000, SDG&E Environmental Lab Operations; 
Shared Services Cost Center 2100-3035.000, SDG&E Site Assessment & Mitigation; and Shared Services Cost 
Center 2100-3082.000, SDG&E Environmental Strategy. 
1083 Ms. Haines presented an illustration of how shared services booked expenses for SDG&E and SCG tie back to 
SDG&E’s incurred expenses.  SDG&E/Haines, Exh. 327 at DRH-7-8 and Fig. 1.  Figure 1 in Ms. Haines’ rebuttal 
shows how the shared services booked expenses for SDG&E and SCG tie back to SDG&E’s incurred expenses.  
Figure 1 demonstrates what is meant by “incurred,” “retained,” and “billed” expenses, and how those costs are 
allocated between the utilities.  Costs begin in the right-hand column as “incurred,” and through an allocation 
mechanism, some are “retained”; while others are “billed” to the other utility. 
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SDG&E thus disagrees with DRA’s methodology for using 2010 recorded expenses for 1 

the TY 2012 and supports its methodology of using the 2009 base year and adding and 2 

subtracting incremental costs as a valid and reliable methodology for the Shared Services cost 3 

centers, for all of the reasons shown in Section 3.5 and in Ms. Haines’ rebuttal testimony.1084 4 

14.3 Fleet Services 5 
14.3.1 Common Issues 6 

Fleet Services acquires, maintains, repairs and salvages vehicles and related equipment 7 

necessary to support the safe and reliable delivery of gas and gas/electricity service to Southern 8 

California.1085  This organization performs an important part in Applicants’ ability to respond to 9 

emergency and routine service calls, and to enable employees to travel across large service 10 

territories in furtherance of the utilities’ service to customers.  Applicants forecast a level of 11 

O&M costs in the test year necessary to plan, manage and operate a fleet that is both service-12 

ready and in compliance with existing  and new applicable laws and regulations governing 13 

garage related environmental requirements, vehicle emissions and safety.1086 14 

DRA was the only party to submit testimony contesting Applicants’ test year forecasts.  15 

However, DRA provided no substantive arguments contesting any of Applicants’ fleet-related 16 

activities, cost drivers, or anticipated needs.1087  Instead, DRA focused on deriving lower 17 

forecasts by selectively relying on 2010 recorded data.1088  Section 3.5 of this Brief explains why 18 

DRA’s reliance on 2010 recorded data is inappropriate.1089  More importantly, by being 19 

singularly focused on deriving lower forecasts, DRA gives no consideration to impacts on 20 

service.1090  In the absence of any evidence to dispute Applicants’ explanation of test year needs, 21 

the Commission has the basis for adopting Applicants’ forecasts, which will provide for a 22 

functional, well-trained and compliant Fleet organization. 23 

14.3.2 SoCalGas Issues 24 
There are approximately 5,109 vehicles and construction equipment in SCG’s fleet1091 to 25 

serve approximately 20,000 square miles and over 5 million gas customers.1092 26 

                                                 
1084 SDG&E/Haines, Exh. 327 at DRH-9-14. 
1085 SDG&E/Madariaga, Exh. 103 at HM-2;  SCG/Madariaga, Exh. 106 at HM-2. 
1086 SDG&E/Madariaga, Exh. 105 at HM-2;  SCG/Madariaga, Exh. 108 at HM-2. 
1087 SDG&E/Madariaga, Exh. 105 at HM-1; SCG/Madariaga, Exh. 108 at HM-1. 
1088 Id.; DRA/Sierra, Exh. 513 at 4 and 9. 
1089 See also SDG&E/SCE/Madariaga, Exhs. 105 and 108. 
1090 SDG&E/Madariaga, Exh. 105 at HM-2;  SCG/Madariaga, Exh. 108 at HM-2. 
1091 SCG/Madariaga, Exh. 106 at HM-4 
1092 SCG/Smith, Exh. 2 at AS-3. 
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14.3.2.1 Non-Shared Services 1 

DRA contested SCG’s forecasts for 5 non-shared cost centers, in the categories of 2 

Ownership Costs, Maintenance Operations, and Maintenance Management.1093 3 

Ownership Costs.  Ownership Costs are the financing costs related to leasing and 4 

purchasing of fleet vehicles, where 61% of the forecast is for committed financing of existing 5 

vehicles and replacements currently under purchase order, 32% for 2010-2012 scheduled 6 

replacements, 4% for converting new gasoline vehicles to clean natural gas and 3% for 7 

incremental vehicle additions requested by operating departments.1094  Three major and 8 

interrelated components make up Ownership Costs:  amortization, interest and salvage; and, 9 

SCG used a cash-flow model to derive its forecast for each component.1095  Amortization and 10 

interest are expense items, while salvage is a credit item, and as such, the relationship among 11 

those components cannot be ignored.  DRA reduced the model’s output for amortization and 12 

interest (thereby reducing expense), but leaves salvage alone.1096  This is a fundamentally 13 

unsound approach which not only breaks the relationship among the components but produces a 14 

perverse result:  SCG will be restricted from new vehicle purchases/leases on the one hand while 15 

pressured to sell off existing vehicles on the other.1097  This will reduce the size of SCG’s fleet.  16 

Yet, nowhere did DRA argue that the existing fleet is too big or that new vehicle acquisitions are 17 

unjustified or excessive.  SCG strongly opposes any forecast that will diminish its fleet, which in 18 

turn will directly impact the level and quality of utility service to customers. 19 

Maintenance Operations.  Maintenance Operations covers all routine maintenance and 20 

safety inspections as well as compliance with all applicable environmental, safety and emissions 21 

laws and regulations, including Airborne Toxic Control Measure (ATCM) diesel engine 22 

retrofitting activities.1098  SCG must replace or retrofit 285 vehicles by 2012 and another 32 off-23 

road diesel engines by 2014.1099  DRA reduced SCG’s test year forecast1100 yet provided no 24 

explanation of why reductions in this cost category are prudent or necessary.  Further, while 25 

                                                 
1093 SCG JC Exh. at 117-122;  DRA/Sierra, Exh. 513 at 10.   
1094 SCG/Madariaga, Exh. 106 at HM-8. 
1095 Id. at HM-9.  A fourth component is vehicle license fees, which DRA did not contest.   
1096 SCG/Madariaga, Exh. 108 at HM-5. 
1097 Id. at HM-3. 
1098 SCG/Madariaga, Exh. 106 at HM-11. 
1099 Id. 
1100 DRA/Sierra, Exh. 513 at 10. 



319 
#265001 
   

SCG provided a detailed summary of laws and regulations that impact Fleet Services,1101 DRA’s 1 

analysis addressed none of them.1102  SCG must comply with these requirements to avoid fines 2 

and penalties as well as to ensure a safe and reliable fleet of vehicles; these are not optional 3 

activities.  DRA should have considered the importance of meeting these public health and safety 4 

measures when analyzing SCG’s forecast. 5 

Maintenance Management.  Maintenance Management coordinates, supervises and 6 

provides payroll support for garage technicians.1103  SCG’s forecast factored in the additional 7 

technicians needed by 2012 to institute training and tools to keep pace with changing 8 

technologies in vehicles (including hybrid and alternative fuel vehicles) and vehicle maintenance 9 

and emissions monitoring.1104  DRA’s recommendation of 2010 recorded costs as its alternate 10 

2012 forecast ignored SCG’s discussion of cost drivers as well as the linear upward trend 11 

captured by a multi-year methodology.1105  Moreover, DRA provided no indication that SCG’s 12 

projected staffing increases are unreasonable or excessive. 13 

14.3.2.2 Shared Services 14 

DRA contested the forecasts for 2 shared service cost centers:  Asset Management and 15 

Director, and used a 3-year (2008-2010) average to produce lower forecasts.1106  However, DRA 16 

did not address Asset Management’s incremental need for a vehicle technology project manager 17 

position to perform evaluation and establish strategic planning addressing the impact of changing 18 

technologies on the fleet mix at both utilities.1107 19 

DRA’s forecast for the Director cost center not only improperly relied on 2010 recorded 20 

data, but the wrong version of 2010 data (i.e., unadjusted rather than adjusted data), which 21 

resulted in a significantly lower forecast.1108  Further, DRA did not address the incremental need 22 

for a natural gas vehicle engineer as well as a project manager in charge of strategic planning to 23 

address impact of changing technologies.1109 24 

                                                 
1101 Exh. 573. 
1102 SCG/Madariaga, Exh. 108 at HM-6. 
1103 SCG/Madariaga, Exh. 106 at HM-12. 
1104 Id. 
1105 SCG/Madariaga, Exh. 108 at HM-8. 
1106 SCG JC Exh. at 123-126; DRA/Sierra,  Exh. 513 at 13. 
1107 SCG/Madariaga, Exh. 108 at HM-9. 
1108 Id.  
1109 Id. 
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14.3.3 SDG&E Issues 1 
There are approximately 2,299 vehicles and construction equipment in SDG&E’s fleet1110 2 

to serve approximately 4,100 square miles and over 1.4 million customers of electric service and 3 

845,000 customers of natural gas service.1111 4 

14.3.3.1 Non-Shared Services 5 

SDG&E has the same categories of non-shared service costs (and corresponding cost 6 

pressures and needs) as SCG: Ownership Costs, Maintenance Operations and Maintenance 7 

Management.1112  DRA took a similar approach to reducing SDG&E’s forecasts as it did with 8 

SCG’s.1113  Therefore, SDG&E incorporates by reference Section 14.3.2.1 as well as its rebuttal 9 

testimony to support its forecasts. 10 

14.3.3.2 Shared Services 11 

DRA contested the forecasts for 4 cost centers,1114 but again provided no specific 12 

arguments challenging the merits of SDG&E’s incremental costs or test year needs.1115  Further, 13 

DRA relied on 2010 recorded data, which SDG&E opposes.  Moreover, DRA’s use of 2010 14 

recorded data for its Asset Management forecast did not account for an inspector position that 15 

was vacated in 2010 (and thus not reflected in 2010 recorded data) but later filled.1116  For its 16 

Asset Planning forecast, DRA did not account for the fact that expenses incurred in 2010 did not 17 

clear until January 2011, which resulted in recorded costs being less than actually-incurred 18 

costs.1117  For its Financial & Systems forecast, DRA did not account for the transfer of two 19 

positions resulting from a 2010 organizational change as well as a partial-year vacancy which 20 

resulted in lower recorded costs that year.1118  Finally, for its Operations Support forecast, DRA 21 

did not account for a specific employee medical situation which caused 2010 non-labor costs to 22 

be unusually low.1119  DRA’s failure to vet and fully understand 2010 data materially impacted its 23 

test year forecasts. 24 

                                                 
1110 SDG&E/Madariaga, Exh. 103 at HM-4. 
1111 SDG&E/Niggli, Exh. 1 at MRN-2 to MRN-3. 
1112 SDG&E/Madariaga, Exh. 103 at HM-6. 
1113 SDG&E JC Exh. at 166-171; Exh. 513 at 4-7. 
1114 SDG&E JC Exh. at 172-174; Exh. 513 at 7-8. 
1115 SDG&E/Madariaga, Exh. 105 at HM-1. 
1116 Id. at HM-9. 
1117 Id. 
1118 Id. at HM-10. 
1119 Id. at HM-10 to HM-11. 
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14.4 Real Estate, Land and Facilities (REL&F) 1 
14.4.1 Common Issues 2 

REL&F plans, builds and maintains facilities for both SDG&E and SoCalGas, and is 3 

responsible for a combined portfolio of 3.55 million square feet.1120  REL&F also acquires the 4 

necessary real estate rights to support construction and maintenance of their vast infrastructure 5 

assets across Applicants’ service territory.1121  DRA did not challenge with any specificity any of 6 

REL&F’s O&M activities or capital projects, or the cost drivers responsible for the test year 7 

forecasts.1122  TURN and UCAN raised substantive challenges to some but not all of the capital 8 

projects for which they proposed lower forecasts.1123  DRA, TURN and UCAN relied heavily on 9 

2010 recorded data to derive lower forecasts,1124 which Applicants address in Section 3.5 of the 10 

brief.  Moreover, TURN/UCAN in particular mistakenly relied on unadjusted 2010 data1125 11 

(unlike DRA), which led them to propose significant and inappropriate reductions. 12 

14.4.2 SoCalGas Issues 13 
14.4.2.1 O&M 14 

DRA contested 4 O&M cost categories:  (1) Facilities Operations and Rents, (2) 15 

Transportation Program, (3) Shared Rents and (4) Shared Facility Operations.1126  The Facilities 16 

Operations and Rents forecast reflects all contractual rent and right-of-way agreements in place 17 

as of the Base Year 2009 (with fixed contractual escalation for base rents), rising easements costs 18 

and incremental costs for maintenance on 5 emission vapor recovery systems and water/energy 19 

conservation projects.1127  The Transportation Program forecast was supported by 3 specific cost 20 

drivers:  subsidy increase to encourage public transportation, expanding the areas served by the 21 

rideshare program and increasing parking subsidy to offset the loss of subsidy provided by the 22 

Gas Company Tower.1128  The Shared Rents and Facility Operations forecasts were also driven 23 

by several cost drivers resulting in a net decrease from 2009 levels.1129 24 

                                                 
1120 SDG&E/Seifert, Exh. 163 at JCS-2. 
1121 Id. at JCS-7. 
1122 SDG&E/Seifert, Exh. 166 at JCS-2 & JCS-11.  SCG/Seifert, Exh. 170 at JCS-2 & JCS-8. 
1123 TURN/Nahigian, Exh. 550; UCAN/Nahigian, Exh. 561.  
1124 TURN/Nahigian, Exh. 550 at 2; UCAN/Nahigian, Exh. 561 at 2; DRA/Sierra, Exh. 516. 
1125 Exh. 174 (introduced by TURN) explicitly states that the 2010 capital data is unadjusted, raw recorded spend.  
Exh. 574 is a data request response explaining this to TURN.  
1126 SCG JC Exh. at 139-146. 
1127 SCG/Taylor, Exh. 167 at DGT-3; SCG/Taylor, Exh. 169 at 5-10; SCG/Seifert, Exh. 170 at JCS-3 to JCS-4. 
1128 SCG/Taylor, Exh. 167 at DGT-11; SCG/Taylor, Exh. 169 at 12-13; SCG/Seifert, Exh. 170 at JCS-4. 
1129 SCG/Taylor, Exh. 167 at DGT-8 to DGT-11; SCG/Taylor, Exh. 169 at 17-72; SCG/Seifert, Exh. 170 at JCS-5. 
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Without addressing the merits of any REL&F activity or taking stock of any cost driver, 1 

DRA simply derived lower forecasts by using 2010 recorded data in its alternate forecasting.1130  2 

Therefore, the record substantiates the reasonableness of SCG’s O&M activities and forecasts.    3 

14.4.2.2 Capital 4 

SCG’s forecasted capital expenditures were supported by capital project workpapers 5 

detailing each project.1131  In addition, SCG provided additional details requested during 6 

discovery.1132  DRA recommended significant reductions to those forecasts using 2010 recorded 7 

data, but providing no more than vague and unsubstantiated claims of “inadequate data 8 

responses” and “fail[ure] to provide supportive documentation and justification.”1133  By not 9 

addressing the merits of any project description, cost driver or request for incremental resources, 10 

DRA has offered no evidence to dispute SCG’s capital projects or forecasted expenditures. 11 

TURN’s capital analysis suffered from an immediate and significant flaw:  reliance on 12 

2010 unadjusted capital spend data, as discussed earlier.  This led it to conclude that SCG only 13 

spent 7.1% of its forecasted capital in 2010, which supported its recommendation for a 50% 14 

across the board reduction to SCG’s forecasts.1134  However, TURN only raised substantive 15 

challenges to 4 specific capital projects,1135 which SCG addressed in rebuttal testimony. 16 

Redlands Headquarters Parking Lot.  SCG proposed to expand its parking lot to 17 

maximum capacity so that employees and visitors would have a secure and closer parking 18 

facility than an adjacent lot operated by a third party.1136  During hearings, TURN asked a series 19 

of questions regarding whether the safety rationale was valid in light of the expected use of a 20 

dedicated lot during early morning and evening hours.1137  That line of inquiry does not discount 21 

that SCG believes employees who park in the rented lot (which has no controlled entry and 22 

limited lighting and 1138) would be safer parking in a dedicated lot connected to the facility.  23 

Considering that SCG has no control over the long-term availability or condition of the rented 24 

lot, and the project will also address traffic flow, drainage, and pavement issues at both the 25 

                                                 
1130 SCG/Seifert, Exh. 170 at JCS-2. 
1131 SCG/Seifert, Exh. 168. 
1132 SCG/Seifert, Exh. 170 at Attachment 1. 
1133 DRA/Sierra, Exh. 516 at 26;  SCG JC Exh. at 147-150. 
1134 TURN/Nahigian, Exh. 550 at 3. 
1135 Id. at 4-6; SCG JC Exh. at 290-293. 
1136 SCG/Taylor, Exh. 167 at DGT-17; SCG/Seifert, Exh. 168 at JCS-CWP-17-R to JCS-CWP-18-R; SCG/Seifert, 
Exh. 170 at JCS-9 to JCS-10. 
1137 SCG/Seifert Tr. Vol. 21 at 2557:20-2566:5. 
1138 SCG/Seifert, Exh. 170 at JCS-10. 
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Redlands and Compton parking facilities,1139 this project represents a prudent investment that 1 

deserves funding. 2 

Monterey Park Data Center Master Plan.  TURN proposed no funding for this 3 

project.1140  SCG projected the bulk of its capital expenditures would be invested in 2012, 4 

however the capital expenditures were modeled as part of this GRC so that overheads and 5 

loaders would be applied to this project.1141  SCG’s test year rate base did not include the capital 6 

expenditures for this project.1142  SCG believes this resolves the issue raised by TURN on this 7 

capital project.1143 8 

Facilities Energy Efficiency Projects.  TURN opposed the capital forecast for a blanket 9 

budget that would support rooftop photovoltaic (PV) systems at various SCG facilities as well as 10 

demand response projects.1144  TURN disputed the underlying energy efficiency projects claiming 11 

their “poor economics.”1145  This capital project supports the state’s energy efficiency goals 12 

which are a matter of public record.  In D.09-06-049, which TURN raised during the cross 13 

examination, the Commission’s findings of fact stated: 14 

1.  California has a number of existing programs that support the large scale 15 
deployment of solar generating technologies, including the California Solar 16 
Initiative and the Renewables Portfolio Standard program,  17 

6.  Because new transmission facilities are not required to deploy rooftop solar PV 18 
facilities and construction requires little to no environmental review, the SPVP 19 
can help advance California’s broad goal of quickly developing renewable energy 20 
while other options are being pursued.1146  21 

SCG’s request for $1 million in 2011 and 2012 is reasonable for this scalable project, 22 

which will incrementally reduce electric demand and consumption at existing SCG facilities.1147 23 

Natural Gas Vehicle (NGV) Refueling Stations.  TURN reduced SCG’s forecast on the 24 

basis of 2010 recorded spending.1148  In addition to opposing TURN’s selective use of 2010 data, 25 

SCG explained that in 2010, SCG spent only half of its estimated project costs but was on track 26 

                                                 
1139 SCG/Seifert, Exh. 168 at JCS-CWP-17-R to JCS-CWP-18-R. 
1140 TURN/Nahigian, Exh. 550 at 4-5. 
1141 SCG/Seifert Tr. Vol. 21 at 2567:2-9. 
1142 SCG/Seifert Tr. Vol. 21 at .2566:25-2567:1;  SDG&E/Seifert, Exh. 171. 
1143 SDG&E/Seifert, Exh. 171. 
1144 SCG/Seifert, Exh. 168 at JCS-CWP-10-R; SCG/Seifert, Exh. 170 at JCS-11.   
1145 TURN/Nahigian, Exh. 550 at 5. 
1146 D.09-06-049. 
1147 SCG/Seifert, Exh. 168 at JCS-CWP-10-R; SCG/Seifert, Exh. 170 at JCS-11.   
1148 TURN/Nahigian, Exh. 550 at 5-6. 
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to complete the upgrades and enhancements by 2012.1149  Given SCG’s existing NGV stations are 1 

over 20 years old, combined with an increase in customer load, SCG’s forecast would allow 2 

SCG to meet its specific project targets.1150 3 

14.4.3 SDG&E Issues 4 
14.4.3.1 O&M 5 

DRA contested 7 O&M cost categories:  (1) Facility Operations & Capital Programs, (2) 6 

Land Services, (3) Rents, (4) Shared Facility Operations, (5) Shared Rents, (6) Shared Land 7 

Services & ROW and (7) Shared Facility Capital Programs.1151  Because DRA took the same 8 

approach with SDG&E as it did with SCG, by failing to address any activity, cost driver or 9 

incremental request,1152 SDG&E incorporates by reference the arguments raised in Sections 3.5 10 

and 14.4.2.1 of this Brief to support the reasonableness of its O&M forecasts of DRA’s forecasts.  11 

14.4.3.2 Capital 12 

SDG&E incorporates by reference Section 14.4.2.2 of this Brief to argue the deficiencies 13 

in the manner in which DRA1153 and UCAN1154 analyzed its forecasted capital expenditures (i.e., 14 

inappropriate and faulty reliance on 2010 data and lack of analysis).  UCAN challenged 3 15 

specific capital facilities projects as well as several blanket budgets.1155   16 

Blanket Budget Codes.  UCAN accepted SDG&E’s forecast for some but not all blanket 17 

budget codes.1156 SDG&E’s forecasts are supported by capital workpapers for each blanket 18 

code.1157 UCAN did not dispute the activities performed under these budget codes, but simply 19 

looked at 2010 recorded spend to predict significantly less spending in the forecast years.1158  20 

However, its approach was also selective, as UCAN did not dispute a blanket budget where 2010 21 

recorded spend significantly exceeded SDG&E’s forecast.1159  Because UCAN did not dispute the 22 

merits of these projects themselves, UCAN’s selective use of unadjusted 2010 recorded data to 23 

lower SDG&E’s blanket capital project forecasts is biased and unreliable.   24 

                                                 
1149 SCG/Seifert, Exh. 170 at JCS-11. 
1150 Id. at JCS-11 to JCS-12. 
1151 SDG&E JC Exh. at 209-222. 
1152 SDG&E/Seifert, Exh. 166 at JCS-2. 
1153 SDG&E JC Exh. at 223-232. 
1154 Id. at 423-435. 
1155 UCAN/Nahigian, Exh. 561 at 4-9. 
1156 Id. at 4-7. 
1157 SDG&E/Seifert, Exh. 164. 
1158 UCAN/Nahigian, Exh. 561 at 5-6. 
1159 SDG&E/Seifert, Exh. 166 at JCS-13. 
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Home Area Network (HAN) Testing Lab.  UCAN opposed funding for this lab, arguing 1 

inefficient use of ratepayer funds.1160  UCAN opined such a lab should be shared among all the 2 

electric utilities, with no recommendation as to how, when or where that might be accomplished 3 

considering the disparate circumstances of each utility.1161  The HAN Lab facility would support 4 

and manage the enablement of two-way communication inside the home supporting the 5 

automation of demand response, conservation and energy efficiency through customer defined 6 

preferences in SDG&E’s service territory.1162  SDG&E maintains that a HAN Lab to serve the 7 

interests of its own customers is a necessary and worthwhile investment.1163 8 

Rancho Bernardo Data Center Master Plan.  Although UCAN did not specifically 9 

address this capital project, the fact that UCAN accepted the forecast to replace 6 older 10 

Uninterruptible Power Supply (UPS) systems with new energy efficient UPS systems at Rancho 11 

Bernardo,1164 but proposed zero capital dollars for the expansion of the facility itself,1165 must be 12 

addressed.  The facility expansion is equally important to the overall capital improvements at 13 

Rancho Bernardo designed to allow growth in the IT function for SDG&E1166 and to support the 14 

reliable power supply for initiatives such as Op/Ex 20/20, Network Refresh, Smart Meters/Smart 15 

Grid and Mission Data Backup.1167  To accept the forecast for the UPS units but not the facilities 16 

expansion required to meet the UPS load demands is not prudent.  Therefore, the forecast for this 17 

project should be adopted as well. 18 

Facilities Renewable Energy Projects.  This scalable capital project’s purpose and 19 

funding request is similar to the project at SCG.  The $1 million costs in 2011 and 2012 will 20 

enable SDG&E to install PV systems at SDG&E facilities where feasible in an effort to help 21 

reduce system-wide power demand and relieve grid congestion in the San Diego service 22 

territory.1168   Therefore, SDG&E incorporates by reference the arguments set forth in Section 23 

14.4.2.2 to justify its capital forecast as reasonable for this project. 24 

                                                 
1160 UCAN/Nahigian, Exh. 561 at 6. 
1161 Id. 
1162 SDG&E/Seifert, Exh. 164 at JCS-CWP-15-R. 
1163 SDG&E/Seifert, Exh. 166 at JCS-14. 
1164 UCAN/Nahigian, Exh. 561 at 4, Table 3. 
1165 Id. 
1166 SDG&E/Seifert, Exh. 163 at JCS-21 to JCS-22; SDG&E/Seifert, Exh. 164 at JCS-CWP-34-R to JCS-CWP-35-
R. 
1167 SDG&E/Seifert, Exh. 164 at JCS-CWP-34-R to JCS-CWP-35-R. 
1168 Id. at JCS-CWP-26-R. 
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San Diego Energy Innovation Center (EIC).  The EIC is a facility constructed in the 1 

Clairemont Mesa region of San Diego that provides a permanent, central venue for conducting 2 

energy-related seminars and workshops so that customers can learn about energy efficiency, 3 

clean transportation, renewable generation and smart grid benefits.1169  SDG&E committed to this 4 

capital investment in furtherance of goals that SDG&E believes the Commission would support, 5 

such as reducing residential energy consumption and promoting innovation in energy efficiency 6 

technology.  UCAN recommended no capital funding, disputing this project as “hugely 7 

expensive” and having “an unreasonable payback for ratepayers.”1170  While funding for the 8 

EIC1171 (or any capital project) was not granted by the Commission in the recent energy 9 

efficiency consolidated proceeding (i.e., A.08-07-021 et al.), the Commission’s decision in the 10 

context of energy efficiency portfolio planning provides insight into how the Commission would 11 

view related capital expenditures: 12 

By law, each utility’s portfolio of programs for the funding cycle (2010-2012) 13 
must be cost-effective. We are also required to ensure that proposed expenditures 14 
are reasonable and do not include unnecessary costs.  At the same time, because 15 
of past successes, our increased emphasis on ensuring that energy efficiency 16 
efforts result in long-lasting savings and not just short-term results, and the more 17 
comprehensive approach adopted in California’s Strategic Plan, many energy 18 
efficiency efforts are more costly than previously.1172 19 

UCAN’s assessment that the EIC deserves zero funding is short-sighted and would assign 20 

no weight to role the EIC will play in contributing to the overall goals of reducing energy 21 

consumption by customers.  SDG&E believes the EIC merits consideration and funding in this 22 

GRC.1173 23 

14.5 Emergency Preparedness & Safety 24 
14.5.1 Common Issues 25 

Emergency Preparedness & Safety (EP&S) is responsible for the programs, policies and 26 

procedures aimed at reducing injuries and providing a safe working environment for utility 27 

employees.1174  DRA contested Applicants’ forecasts without specifically disputing the merits of 28 

                                                 
1169 SDG&E/Cordova, Exh. 155 at KHC-91 to KHC-92; SDG&E/Seifert, Exh. 163 at JCS-23; SDG&E/Seifert, Exh. 
164 at JCS-CWP-31-R. 
1170UCAN/Nahigian, Exh. 561 at 8. 
1171 SDG&E/Seifert, Exh.166 at Attachment 2 (response to UCAN-SDG&E-DR-52, Q. 16). 
1172 D.09-09-047 at 5. 
1173 The Commission denied without prejudice PG&E’s request for capital funding of a ZNE Lab and Demo Home, 
stating that capital costs were better suited to be analyzed in PG&E’s GRC.  D.09-09-047 at 293. 
1174 SDG&E/Drury, Exh. 190 at SDD-1; SCG/Drury, Exh. 194 at SDD-1.   
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any EP&S program or explanation of incremental cost drivers.1175  DRA was solely focused on 1 

deriving lower forecasts using 2010 recorded data,1176 which is not appropriate for the reasons 2 

discussed in Section 3.5 of this Brief.  For the reasons provided below, the evidence supports the 3 

reasonableness of Applicants’ forecasts for this important utility function. 4 

14.5.2. SoCalGas Issues 5 
14.5.2.1. O&M 6 

DRA contested 2 O&M cost centers:  (1) Field Safety (non-shared service) and (2) Safety 7 

Programs (shared service).1177  The Field Safety forecast includes a request for 2 additional 8 

occupational health nurses (OHNs) who will provide accessible first level care to employees 9 

seeking preventative or early treatment of work-related injuries.1178 DRA’s forecast eliminated 10 

the incremental costs for these additional OHNs.1179  In the absence of any argument by DRA 11 

against the merits of expanding the OHN program, SCG maintains that its incremental request is 12 

reasonable and prudent.1180  The Safety Programs forecast includes costs for oversight, training 13 

and development of policies and guidelines geared to improving employee safety (e.g., 14 

compliance with safety regulations, training programs to protect hearing, breathing and body 15 

mechanics).1181  DRA contested costs for “SES Director” by deriving a lower forecast using a 3-16 

year average (2008-2010) recorded data.1182  However, SCG’s proposal to maintain 2009 17 

recorded levels is reasonable and supported by the description of this program, which DRA did 18 

not specifically challenge.1183   19 

14.5.2.2 Capital 20 
DRA also contested SCG’s capital forecasts, claiming SCG failed to provide supporting 21 

documentation, including 2010 recorded data.1184  However, DRA relied on 2010 data which it 22 

claimed was not provided.  In addition, DRA claimed that SCG failed to provide cost-benefit 23 

analyses or vendor bids;1185 however, based on the entirety of DRA’s showing, DRA would most 24 

                                                 
1175 SDG&E/Edgar, Exh. 193 at SEE-1; SCG/Edgar,  Exh. 197 at SEE-2. 
1176 SDG&E/Edgar, Exh. 193 at SEE-1 to SEE-2; SCG/Edgar,  Exh. 197 at SEE-2 to SEE-3. 
1177 DRA/Sierra, Exh. 519 at 8-9; SCG JC Exh. at 151-154. 
1178 SCG/Edgar, Exh. 194 at SDD-3 to SDD-4; SCG/Drury, Exh. 196 at 6-7;  SCG/Edgar, Exh. 197 at SEE-5. 
1179 SCG/Edgar, Exh. 197 at SEE-5.  
1180 Id. 
1181 SCG/Drury, Exh. 194 at SDD-4 to SDD-5; SCG/Edgar, Exh. 197 at SEE-4. 
1182 DRA/Sierra, Exh. 519 at 9-10. 
1183 SCG/Edgar, Exh. 197 at SEE-4. 
1184 DRA/Sierra, Exh. 519 at 13. 
1185 Id. 
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likely have ignored that evidence.  For example, DRA footnoted a SCG data request response,1186 1 

but did not make the actual response part of the record.  Thus, DRA cannot substantiate its claim 2 

of inadequate documentation. 3 

14.5.3 SDG&E Issues 4 
14.5.3.1 O&M 5 

DRA contested 3 shared services O&M cost centers:  (1) Emergency Services, (2) Safety 6 

Programs and (3) Utility Security Services.1187  Emergency Services coordinates emergency 7 

response and recovery programs and oversees government and company standards and 8 

requirements.1188  Through its Safety Programs, SDG&E seeks to improve emergency planning, 9 

training and reporting.1189  Incremental costs for a body mechanics program, leadership and 10 

culture change training to eliminate unsafe behavior and practices, and a public safety web 11 

service to improve outreach with the public, are all worthy programs that would serve both 12 

utilities.1190  Utility Security Services costs are for security and guard services, the need for which 13 

cannot be over-emphasized.1191 14 

DRA provided no testimony specifically disputing the merits of any of these EP&S 15 

programs or functions, choosing instead to simply use alternate forecast methods (i.e., 3-year 16 

average (2008-2010)) to derive lower forecasts.1192  In the absence of any argument by DRA 17 

against the merits of funding these important program costs, SDG&E maintains that its O&M 18 

requests, supported by its incremental test year needs, are reasonable and should be adopted.   19 

14.5.3.2 Capital 20 
DRA’s proposed reductions to SDG&E’s capital expenditures forecasts1193 suffer from the 21 

same deficiencies contained in its SCG analysis; therefore, Section 14.5.2.2 is incorporated by 22 

reference to support SDG&E’s capital forecast. 23 

                                                 
1186 Id. at fn.18. 
1187 Id. at 5.  SDG&E JC Exh. at 239-244. 
1188 SDG&E/Drury, Exh. 190 at SDD-6. 
1189 SDG&E/Edgar, Exh. 193 at SEE-3. 
1190 Id. at SEE-4. 
1191 Id. at SEE-5. 
1192 Id. at SEE-2 to SEE-5. 
1193 DRA/Sierra, Exh. 519 at 11; SDG&E JC Exh. at 245-246. 
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14.6 Human Resources, Disability and Workers’ Compensation (with 1 
President/Chief Operating Officer and Chief Executive Officer Cost Centers) 2 

14.6.1 Common Issues 3 
Human Resources, Disability and Workers’ Compensation costs were presented together, 4 

along with cost centers for the President, Chief Operating Officer (COO) and Chief Executive 5 

Officer (CEO) positions at the two utilities.  These costs are directly related to the utilities’ 6 

workforce.  Thus, simply focusing on reducing costs in these functions ignores the relationship 7 

these costs bear with the quality and level of service rendered to Applicants’ customers. 8 

14.6.2 SoCalGas Issues 9 
14.6.2.1 Human Resources (HR) 10 

As employees are the human resources responsible for providing service to customers, 11 

HR has the critical and challenging task of recruiting, retaining and developing SCG’s 12 

workforce.  Given this workforce serves over 5.4 million households and 200,000 businesses in a 13 

20,000 square mile territory,1194 HR’s test year forecasts are commensurate with the pressures 14 

driven by high expectations of safety and service, rising medical and disability-related costs, and 15 

programs designed to seek and train only the most responsible, skilled and motivated 16 

individuals.1195  DRA challenged forecasts for several important HR functions.1196 17 

Organizational Effectiveness (OE).  DRA contested SCG’s forecast for OE activities.1197  18 

The merits of OE activities were not disputed by DRA; however, DRA’s alternate forecast to 19 

OE-related cost centers resulted in an $871K decrease to SCG’s shared service forecast1198 and 20 

$122K in the non-shared service forecast.1199  SCG’s original testimony and workpapers 21 

explained that after the 2010 reorganization, there was a shift to retain OE costs at SCG (thereby 22 

increasing directly-incurred costs), rather than receive shared service allocations from SDG&E 23 

(thereby decreasing billed-in costs).1200  A “functional view” showed that SCG’s incremental 24 

increase for OE costs was only $295K.1201  Therefore, DRA’s forecast reduction is excessive and 25 

unjustified.  As such, SCG’s combined OE forecast should be adopted.   26 

                                                 
1194 SCG/Smith, Exh. 2 at AS-3. 
1195 SCG/Edgar, Exh. 201 at SEE-1 to SEE-2. 
1196 DRA/Campbell, Exh. 523; SCG JC Exh. at 186-194. 
1197 DRA/Campbell, Exh. 523 at 28.   
1198 Id. at 31; SCG JC Exh. at 193. 
1199 Id. at 28; SCG JC Exh. at 191. 
1200 SCG/Edgar, Exh. 201 at SEE-13; SCG/Edgar, Exh. 202 at 86-88. 
1201 SCG/Edgar, Exh. 203 at SEE-4. 
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Relocation.  Both DRA and TURN proposed significant reductions to SCG’s forecast for 1 

Relocation costs based primarily on the lower level of historical spending during 2007-2009.1202  2 

DRA objected to charging ratepayers costs for relocation, and noted that shareholders would also 3 

benefit.1203  The Relocation program helps attract a larger pool of qualified and desirable 4 

employees1204 integral to the provision of utility service to customers/ratepayers.  Offering 5 

relocation services is essential for SCG to compete for the best candidates.  DRA and TURN 6 

largely ignore the ratepayer benefits associated with that effort.  SCG acknowledged that the 7 

economy contributed to low levels of hirings (and thus relocation costs), but noted the upward 8 

trend in gasoline, lodging and related costs as well as the need to expand hiring regionally and 9 

nationally.1205  SCG explained that the 2012 forecast was based on an expected 15 new hires 10 

requiring relocation in an effort to identify larger pools of qualified diverse candidates for mid-11 

manager positions and above.1206  Thus, Relocation costs are a justified utility cost which should 12 

be approved so that SCG can meet its hiring goals. 13 

14.6.2.2 Long-Term Disability (LTD) 14 
DRA used a 4-year historical average using 2010 recorded data to derive a lower LTD 15 

forecast,1207 but does not account for the labor escalation and the anticipated increases in 16 

headcount.1208  Thus, while DRA simply observed that “LTD costs have remained stable for the 17 

past 4 years,”1209 it never addressed these prospective cost drivers that supported SCG’s test year 18 

forecast.  Further, DRA’s use of inconsistent methodologies for SCG and SDG&E (where DRA 19 

simply recommended 2010 recorded spend1210) demonstrates that DRA was strictly focused on 20 

lower forecasts.  For these reasons, SCG’s LTD forecast is reasonable and appropriately derived 21 

and should be adopted. 22 

14.6.2.3 Workers’ Compensation (WC) 23 
DRA focused on deriving lower forecasts1211 without considering any WC-specific cost 24 

  25 

                                                 
1202 DRA/Campbell, Exh. 523 at 23; TURN/Jones, Exh. 548 at 12; SCG JC Exh. at 187 and 307. 
1203 DRA/Campbell, Exh. 523 at 10. 
1204 SCG/Edgar, Exh. 203 at SEE-7 to SEE-8. 
1205 Id. 
1206 Id. at Attachment 3. 
1207 DRA/Campbell, Exh. 523 at 24-25; SCG JC Exh. at 189. 
1208 SCG/Edgar, Exh. 203 at SEE-5. 
1209 DRA/Campbell, Exh. 523 at 25. 
1210 Id. at 12-13. 
1211 Id. at 26; SCG JC Exh. at 190. 
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drivers.1212  For example, California temporary disability rates will increase 2.4% over 2010 rates, 1 

Medicare new reporting requirements require compliance resources, and medical costs are 2 

expected to continue increasing.1213  TURN accepted SCG’s forecast for all WC subcategories 3 

except medical, arguing that the medical component should use the non-labor escalation factor 4 

instead of the non-standard escalation SCG used.1214  In its February 2012 Updated Testimony, 5 

SCG revised its WC costs to reflect the change in medical escalation accepted by Ms. Robinson 6 

(Exh. 377) from 12.07% to 6.8%.1215  This resulted in a $349K downward impact to SCG’s 7 

original WC forecast.1216  While SCG maintains that non-standard escalation is more sensible 8 

than using non-labor escalation since SCG’s method is based on known medical cost escalation 9 

rates,1217 SCG’s update adjustment produces a fair and reasonable outcome.  DRA’s forecast 10 

lacks merit given its failure to address SCG’s cost drivers.  For these reasons, SCG’s WC 11 

forecast is reasonable and appropriately derived and should be adopted. 12 

14.6.2.4 President/CEO and COO 13 
This cost center previously recorded costs for different executive-level positions.1218 14 

Therefore, the historical recorded costs which DRA used to derive a lower forecast1219 do not 15 

accurately reflect the costs associated with the current President/CEO and COO positions.1220  16 

DRA used a historical average, including 2010 recorded data, to derive a lower forecast.  SCG’s 17 

forecast more accurately captures the true costs for this cost center and should be adopted. 18 

14.6.3 SDG&E Issues 19 
14.6.3.1 HR 20 

OE.  Similar to its SCG analysis, DRA proposed significant reductions to SDG&E’s OE 21 

forecasts;1221 however, a functional view of OE-related costs showed only a $26K incremental 22 

                                                 
1212 SCG/Edgar, Exh. 203 at SEE-9. 
1213 Id. at SEE-9 to SEE-10. 
1214 Id.  
1215 Updated Testimony at UP-129. 
1216 Id. 
1217 SCG/Edgar, Exh. 203 at SEE-10. 
1218 Id. at SEE-6. 
1219 DRA/Campbell, Exh. 523 at 30; SCG JC Exh. at 188. 
1220 SCG/Edgar, Exh. 203 at SEE-6.  Ms. Robinson addresses the Total Compensation Study and executive 
compensation levels. 
1221 DRA/Campbell, Exh. 523 at 7-8 and 18-19; SDG&E JC Exh. at 288 & 295-296.  Further, the non-labor costs 
include dues to the American Gas Association (AGA), which continues to be a prudent investment for a gas utility.  
AGA is a valuable industry resource for information, research and guidance.  SCG/Edgar, Exh. 202 at 72; 
SCG/Edgar, Exh. 203 at SEE-6. 
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increase from 2009 costs.1222  For the same reasons set forth in Section 14.6.2.1 above, SDG&E’s 1 

forecast for combined OE costs is reasonable and represents only a modest increase, whereas 2 

DRA’s forecast is excessively low. 3 

Vice President (VP) of HR.  DRA reduced the forecast for the VP function.1223  However, 4 

in noting that SDG&E’s increase “is 88% over 2009 levels,”1224 DRA did not consider the impact 5 

of the reduced allocation of costs to SCG resulting from the 2010 reorganization, which was 6 

explained in the direct testimony.1225  DRA did not dispute the merits of the VP position itself,1226 7 

which should validate SDG&E’s forecast given the increased dedication of VP services to 8 

SDG&E in the test year. 9 

HR Services & Analysis.  DRA also contested the forecast for HR Services & 10 

Analysis,1227 accepting SDG&E’s labor forecast but disputing the non-labor forecast.1228  Instead, 11 

DRA used a 5-year average (2006-2010) for non-labor to derive a lower overall forecast.1229  12 

SDG&E opposes DRA’s reliance on 2010 recorded data.  Moreover, dad DRA used that same 13 

methodology for labor as it did for non-labor, the result would be a $93K increase to SDG&E’s 14 

forecast.1230  This demonstrates DRA’s selective and inconsistent treatment of historical data and 15 

forecasting. 16 

Staffing.  DRA reduced the 2012 Staffing forecast using 2010 recorded data, but did not 17 

take into account SDG&E’s specific need to improve its pre-employment testing program geared 18 

to obtaining useful information about applicants which will help determine who is more qualified 19 

and well-rounded and less likely to leave the company.1231 20 

Relocation.  DRA proposed a significant reduction to SDG&E’s forecast for Relocation 21 

Costs, recommending 2009 recorded costs for 2012.1232  SDG&E incorporates by reference its 22 

arguments for SCG in Section 14.6.2.1 above, and additionally highlights that recent hiring data 23 

                                                 
1222 SDG&E/Edgar, Exh. 200 at SEE-5. 
1223 DRA/Campbell, Exh. 523 at 16-17; SDG&E JC Exh. at 290. 
1224 DRA/Campbell, Exh. 523 at 17. 
1225 SDG&E/Edgar, Exh. 200 at SEE-3 to SEE-4. 
1226 Id. at SEE-3. 
1227 DRA/Campbell, Exh. 523 at 17-18; SDG&E JC Exh. at 292-294. 
1228 Id. at 17.   
1229 Id. at 18. 
1230 SDG&E/Edgar, Exh. 200 at SEE-6. 
1231 Id. at SEE-7. 
1232 DRA/Campbell, Exh. 523 at 11; SDG&E JC Exh. at 285. 
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at SDG&E clearly demonstrates that hirings as of September 2011 (253) already exceeded all of 1 

2010 hirings (166), which supports the need for increased funding in the test year.1233 2 

14.6.3.2 LTD 3 
SDG&E incorporates by reference its arguments for SCG in Section 14.6.2.2 above, and 4 

additionally highlights that DRA used 2010 recorded spend as its 2012 forecast (which DRA did 5 

not use for SCG),1234 demonstrating that the DRA process was more an exercise in deriving lower 6 

forecasts than truly assessing the merits of the utility’s proposal.  SDG&E’s LTD forecast is 7 

reasonable and appropriately derived and should therefore be adopted. 8 

14.6.3.3 WC 9 
SDG&E incorporates by reference its arguments for SCG in Section 14.6.2.3 above, and 10 

additionally highlights that UCAN agreed with DRA’s forecast methodology (with a noted 11 

correction),1235 But both parties failed to consider the specific cost drivers responsible for 12 

SDG&E’s WC forecast.1236  Notwithstanding, in SDG&E’s Updated Testimony, SDG&E 13 

adjusted its WC forecast to reflect a lower medical escalation factor, which results in a $169K 14 

reduction to SDG&E’s original forecast.1237  Further, SDG&E’s average WC costs are below the 15 

average California insured rate.1238  SDG&E’s WC forecast is reasonable and appropriately 16 

derived and should be adopted. 17 

14.7 Controller, Regulatory Affairs and Finances 18 

14.7.1 Common Issues1239 19 

BACKGROUND 20 

In this 2012 GRC, SCG and SDG&E are seeking A&G costs for three Divisions 21 

(Controller, Regulatory Affairs and Finance), primarily consisting of labor costs (i.e., FTEs).1240  22 

                                                 
1233 SDG&E/Edgar, Exh. 200 at SEE-8. 
1234 Id. at SEE-13. 
1235 Id.  
1236 Id. at SEE-12 to SEE-13. 
1237 Updated Testimony at UP-127. 
1238 SDG&E/Edgar, Exh. 200 at SEE-12. 
1239 The testimony for the Controller, Regulatory Affairs, and Finance Divisions is the same for SCG and SDG&E in 
this 2012 GRC proceeding.  Accordingly, for purposes of citing to Exhibits in this Section of the brief, references to 
Mr. Deremer’s Direct Testimony will generally be limited to cites to SCG/Deremer Exh. 341, which is identical to 
SDG&E/Deremer, Exh. 339.  Mr. Deremer’s Rebuttal Testimony for both SCG and SDG&E will be cited as 
SCG/SDG&E/Deremer, Exh. 343. 
1240 A FTE of one is equal to a single employee that has or will work every business hour of a calendar year (i.e., 
2080 hours).  A number of less than one indicates that an employee worked a partial year or a position had a 
vacancy during the year. 
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These Divisions perform shared services functions that are allocated primarily between SCG and 1 

SDG&E.  The sharing of functions in these particular areas creates efficiencies by standardizing 2 

policies and practices and by reducing overlap in activities between both Utilities.1241 3 

COMMON FORECASTING METHODOLOGY 4 

In developing their cost forecasts, SCG and SDG&E thoroughly reviewed the historical 5 

data and implemented adjustments where appropriate.1242  The 2009 base year costs reflect 2009 6 

adjusted-incurred costs by cost center.  In some instances, the 2009 costs have been adjusted to 7 

reflect the organizational structure as of April 2010 (following the 2010 reorganization discussed 8 

in the Direct Testimony of Mike Niggli (Exh. 1) and Anne Smith (Exh. 2).  For the 2005-2008 9 

historical data, it was adjusted to reflect the 2009/2010 organizational structure in order to allow 10 

a meaningful comparison of historical costs.  The 2005-2009 historical data was also adjusted to 11 

remove certain items that are not being sought for recovery in this GRC (e.g., unused event 12 

tickets and affiliate compliance audit costs).  The detail related to the 2009 adjusted costs can be 13 

found in Mr. Deremer’s Workpapers (Exhs. 340 and 342) along with a presentation with 14 

adjustments of the historical period 2005-2008.  The 2005-2009 adjusted-recorded historical 15 

costs are an appropriate starting point for forecasting the TY 2012 costs. 16 

The 2012 total forecasted incurred costs for the Controller, Regulatory Affairs, and 17 

Finance Divisions is $49.0 million compared to the adjusted recorded 2009 base year cost of 18 

$43.0 million.  This is an increase of $6.0 million or 13.9%.1243  The following factors impacted 19 

the forecast for both Utilities: 20 

• The regulatory challenges for both the Controller and Regulatory Affairs Divisions 21 
primarily relate to increased regulatory scrutiny, oversight of the business, and policy 22 
driven objectives.1244  For example, the Controller Division is managing the changing 23 
SOX interpretations to include risk assessments when evaluating business controls as 24 
well as managing the process for the convergence of accounting principles generally 25 
accepted in the United States (Generally Accepted Accounting Principles or GAAP) 26 
to the International Financial Reporting Standards (IFRS) as being directed by the 27 
Securities and Exchange Commission (SEC).1245  Regulatory Affairs continues to 28 
manage the increasing regulatory requirements at the federal and state level, including 29 

                                                 
1241 SCG/Deremer, Exh. 341 at 1. 
1242 Id. at 2. 
1243 The original 2012 total forecasted incurred costs for the Controller, Regulatory Affairs, and Finance divisions 
presented in SCG/Deremer, Exh. 341 at 4 have been revised to reflect the correction of errors discovered in SCG’s 
2010 actual claims data, as well as SCG’s 2010-2012 forecasted claims costs.  For more details, see SCG’s response 
to TURN –SCG-DR-24, Question 1, which is included in SCG/SDG&E/Deremer, Exh. 343 as Attachment A.   
1244 Id. at 3. 
1245 Id. 
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the policy objectives of increased renewables and reductions in GHG emissions.  For 1 
both organizations, the increased pressure will be primarily managed by the existing 2 
workforce as has been accomplished over the past several years with the exception of 3 
a few incremental FTE’s requested for regulatory affairs. 4 

• The 2010 reorganization moved functions into the Utilities that were previously 5 
provided by Sempra Energy Corporate Center (SECC) shared service functions.1246  6 
However, as explained in Bruce Folkmann’s Direct Testimony (Exh. 272 at 10-12), 7 
the 2010 reorganization did not create additional costs on a net, combined basis to 8 
SCG, SDG&E and SECC.1247  The reasons for the reorganization are discussed in the 9 
policy testimonies of Michael R. Niggli (Exh. 1), and Anne Smith (Exh. 2).  A zero-10 
based budget methodology was used to forecast costs related to the SECC transfers 11 
based primarily on current employee salaries. 12 

• The demands on the organization and its Divisions are dynamic.  For the Controller 13 
and Regulatory Affairs Divisions, the five year historical period (2005-2009) is a 14 
reasonable period to capture the workload fluctuations associated with the 15 
business.1248  As such, both Divisions have used a five year average across all cost 16 
centers (excluding claims payments and SECC corporate transfers) to derive the TY 17 
2012 forecast.  The Divisions are managed in a manner that meets the demands in 18 
particular departments by moving resources within the applicable Division as 19 
necessary.  As projects ramp-up and down, the organization reallocates the necessary 20 
resources to meet current needs. 21 

• The modest growth in the Finance Division is necessary to ensure the rigorous 22 
financial analysis and cash management for proposed projects and initiatives, 23 
financial transactions, and commodity purchases.1249  Given the tight capital markets 24 
and economic downturn, it is critical that sound and thorough analysis is performed 25 
over the Utilities projected five year aggressive capital program of $10.6 billion, 26 
reflecting CPUC approval of AMI and Sunrise Powerlink projects and to analyze 27 
special projects such as the tax equity investments and other renewable and smart grid 28 
projects.1250 29 

CONTROLLER DIVISION 30 
The Controller Division provides accounting, business control, and third party claims 31 

management services primarily to the Utilities.1251  The Controller Division consists of the 32 

following areas:1252 33 

• Vice President – CFO and Controller 34 
• Utility Accounting 35 
• Accounting Operations 36 

                                                 
1246 Id. at 5. 
1247 SCG/Folkmann, Exh. 274 at 10-12. 
1248 SCG/Deremer, Exh. 341 at 5. 
1249 Id. at 6. 
1250 Id. 
1251 Id. at 1.  Also, the Controller Division allocates a minimal amount of costs to SECC and its Affiliates. 
1252 Id. at 6-20. 
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• Financial Systems and Business Controls 1 
• Planning & Analysis (third party claims expenses are managed within this group) 2 
• Claims Payments and Recovery Costs 3 

As explained by Mr. Deremer, over the years 2005-2009, the Controller Division has 4 

experienced fluctuating costs associated with the services it provides to SCG, SDG&E, SECC, 5 

and Affiliates. 1253  The higher costs in the earlier years reflects the additional resources that were 6 

needed for the prior GRC in 2005-2006 as well as the start-up of the Management Accountant 7 

Rotational Program (MARP), which is an employee development program intended to attract 8 

and retain highly talented accounting and finance professionals.1254  The latter years of 2007-2008 9 

reflect a decrease in costs compared to the prior years as certain activities stabilized while new 10 

activities are ramping up.  2009 saw a high level of vacancies, particularly in the Cost 11 

Accounting area which drove costs even lower.  The cyclical nature of the historical five year 12 

period is representative of a typical business cycle for the Controller Division.1255  Therefore, 13 

instead of forecasting each individual cost center separately, the Controller Division is using a 14 

five year average across the entire division (excluding claims payments and SECC corporate 15 

transfers).  As a result, individual departments and cost centers may see variances compared to 16 

prior years, but it is the overall request for the Controller Division over the rate case cycle that 17 

should be the focus. 18 

The Controller Division incurred costs (excluding claims) as forecasted for TY 19 

2012 is $18.5 million compared to $16.5 million for the base year 2009.  This is an 20 

increase of $2.0 million or 12.3%.  The five year average forecast methodology as 21 

discussed above accounts for $1.2 million of the change.  The remainder of the change 22 

relates to the transfer of 10 FTEs (9 to Utility Accounting and 1 to Financial Systems) 23 

and $0.8 million from SECC as part of the 2010 reorganization related to the bank 24 

reconciliation and business analysis functions.  As noted above, while the 2010 25 

reorganization results in an increase in costs in this cost center, there is an overall net 26 

decrease in costs for SCG, SDG&E and SECC on a combined basis. 27 

                                                 
1253 Id. at 6. 
1254 Id. 
1255 Id. 
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REGULATORY AFFAIRS DIVISION 1 

The Regulatory Affairs Division provides policy, case management, regulatory analysis, 2 

and advocacy before various legislative and regulatory bodies, including the Commission, 3 

FERC. CAISO, and CEC.1256  The Regulatory Affairs Division consists of the following areas:1257 4 

• Senior Vice President – Finance, Regulatory, and Legislative Affairs 5 
• Regulatory Relations and Legislative Affairs 6 
• California Case Management 7 
• GRC, Rates, and Analysis 8 
• FERC, CAISO, and Compliance 9 

The Regulatory Affairs Division primarily used the five year average of 2005-2009 costs 10 

to forecast the TY 2012.1258  The historical five year period represents a reasonable business 11 

cycle in Regulatory Affairs.  As shown in Mr. Deremer’s Direct Testimony, Regulatory Affairs 12 

costs were higher in 2005 and 2006 due primarily to the processing of the 2008 GRC.1259  13 

Beginning in 2007 through 2009, Regulatory Affairs costs have remained relatively stable in 14 

years with no GRC proceeding.1260  The five year average captures the peak in Regulatory 15 

Affairs costs related primarily to the GRC and the valleys in non-GRC years.  The five year 16 

average of Regulatory Affairs historical costs is $11.6 million. 17 

The Regulatory Affairs 2012 forecasted incurred costs are $13.1 million 18 

compared to the 2009 base year of $10.9 million.1261  This is an increase of $2.2 million or 19 

19.9%.  The increase primarily relates to the transfer of 6 FTEs and $0.9 million from 20 

SECC in the areas of legislative affairs, regulatory strategy, and State agency affairs 21 

moving to the Utilities.1262  In addition, 3 FTEs that were included in the SDG&E AMI 22 

business case were added to base margin as discussed in the testimony of Paul C. 23 

Pruschki (Exh. 94 at 12-15).  SDG&E AMI costs are part of base margin beginning with 24 

the 2012 GRC.  The 3 FTEs were part of the SDG&E AMI business case as approved in 25 

D.07-04-043.  Lastly, Regulatory Affairs expects reallocation of costs related to its case 26 

management activities before the CPUC and non-transmission costs associated with 27 

                                                 
1256 Id. at 1. 
1257 Id. at 20-31. 
1258 Id. at 21. 
1259 Id. 
1260 Id. 
1261 Id. at 22. 
1262 Id. 
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North American Electric Reliability Corporation (NERC) Reliability Standards that were 1 

previously recovered in FERC jurisdictional rates.1263 2 

FINANCE DIVISION 3 

The Finance Division provides financial analysis, risk management, and strategic analysis 4 

services to the Utilities.1264  This includes, but is not limited to, forecasting cash flow and capital 5 

requirements, evaluating various project proposals for economic benefits to our customers, risk 6 

management primarily related to commodity purchases, and strategic initiatives for improved 7 

effectiveness and efficiency of business processes and services to our customers.1265  The Finance 8 

Division consists of the following areas:1266   9 

• Financial Analysis 10 
• Risk Management 11 
• Strategic Analysis 12 

The Finance Division is seeking a $0.8 million or 31% increase in the TY 2012 13 

forecasted costs compared to the 2009 base year.1267  The Finance Division has evolved over the 14 

last few years and stabilized under its current structure in 2009.  Beginning in 2009, the Finance 15 

Division began reporting to the Senior Vice President of Finance, Regulatory and Legislative 16 

Affairs and continued to grow.  By the beginning of 2010, the Finance Division had expanded 17 

with another four FTEs beyond 2009 levels and is expected to add another two FTEs beyond the 18 

2009 base year.1268  Consistent with the Controller and Regulatory Affairs Divisions, the TY 19 

2012 forecast for the Finance Division is evaluated on an aggregate basis.  The Finance Division 20 

is viewed in its totality and forecasted as such.  For the Finance Division, the TY 2012 is 21 

forecasted by taking the 2009 base year costs and adding the expected and already known growth 22 

to the Division.1269  The base year method for forecasting costs is appropriate given the recent 23 

growth in the Division. 24 

Of the additional FTEs above the 2009 base year, one FTE for the Finance Division 25 

relates to a transfer from SECC as a result of the 2010 reorganization.1270  This additional FTE 26 

leads the Strategic Analysis Department for both Utilities.  Two FTEs have already been added 27 
                                                 
1263 Id. 
1264 Id. at 2. 
1265 Id. 
1266 Id. at 31-40. 
1267 Id. at 32. 
1268 Id. 
1269 Id. at 33. 
1270 Id. 
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to the Financial Analysis group in late 2009/ early 2010.  An additional FTE is also forecasted 1 

for the Risk Management group and two additional FTEs for the Strategic Analysis 2 

department.1271  One of the Strategic Analysis FTEs has already been hired as well.  Additional 3 

details are provided in Mr. Deremer’s Direct Testimony (Exh. 341 at 31-40). 4 

14.7.2 SoCalGas Issues 5 

SUMMARY OF SCG’s TY 2012 REQUEST 6 
For SCG, the TY 2012 forecasted book expense is $22.0 million compared to the 2009 7 

adjusted recorded costs of $19.8 million.1272  This is an increase of $2.2 million or 11.1%.  Mr. 8 

Deremer’s SCG Direct Testimony (Exh. 341) and Workpapers (Exh. 342) detail the breakdown 9 

of these costs by Division (Controller, Regulatory and Finance) and cost centers within each 10 

Division, for both shared and non-shared costs.  Mr. Deremer’s Direct Testimony and 11 

Workpapers also provide a breakdown by FTE count.  The only intervenors to object to SCG’s 12 

forecasts for these Divisions were DRA, UCAN and TURN.  With respect to UCAN/TURN’s 13 

similar recommendations, they are addressed below in Section 14.7.3. 14 

 15 

 16 

DRA’s Recommendations Are Flawed 17 

Non-Shared Services 18 

DRA has recommended that SCG’s Non-shared Services request of $9,283,000 (labor 19 

and non-labor combined) be reduced by $1,828,000 to $7,455,000.1273  DRA’s recommended 20 

reduction is limited to Claims Payments. 21 

• Claims Payments: Consistent with its forecast for SDG&E, SCG’s 2012 Claims 22 
Payments forecast of $7,062,000 is based on the 3-year average (2007-2009) of historical 23 
costs adjusted by the impact of the higher SIR SCG will pay for liability claims under its 24 
insurance policy.1274  In estimating SCG claims expense, DRA decides to take a 25 
significantly different approach versus the methodology it proposes for SDG&E, without 26 
providing any logical reasoning.  Where DRA promotes the use of just 2010 recorded 27 
claims as a basis for SDG&E, DRA instead recommends using a five-year average (2006-28 

                                                 
1271 Id. 
1272 SCG’s original 2012 forecasted book expense presented in SCG/Deremer, Exh. 341 at 3 has been revised to 
reflect the correction of errors discovered in SCG’s 2010 actual claims data, as well as SCG’s 2010-2012 forecasted 
claims costs.  For more details, see SCG’s response to TURN –SCG-DR-24, Question 1, which is included in 
SCG/SDG&E/Deremer, Exh. 343 as Attachment A.  
1273 SCG/SDG&E/Deremer, Exh. 343 at 10 and fn.7. 
1274 Id. at 10 and fn.8. 
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2010) to arrive at its SCG 2012 Claims Payments forecast of $5,234,000.1275  DRA failed 1 
to cite any reason why there should be such a disparity in the two forecasting 2 
methodologies for essentially the same expense.  Contrary to DRA, SCG and SDG&E 3 
use the three-year average approach as the most reasonable means to balance the year-to-4 
year volatility in claims expense, while still capturing the more recent changes in the 5 
liability claims environment.  In addition, as it did for SDG&E’s claims expense, DRA 6 
ignores (failing to even mention) the impact of higher SIR.  The existence of the higher 7 
SIR will cause SCG’s claims payments to increase in future years and must be 8 
incorporated into the test year forecast.  Given that DRA did not object to the higher SIR 9 
cost, the impact of reflecting the SIR using DRA’s preferred forecasting methodology is 10 
contained in Attachment C to Mr. Deremer’s rebuttal testimony.  However, as noted for 11 
DRA’s forecast of SDG&E claims expense, DRA’s basis for deriving the SCG claims 12 
test-year forecast is overtly inconsistent. 13 

Shared Services 14 

In Exh. 525 DRA recommends that SCG’s Shared Services request of $12,690,000 (labor 15 

and non-labor combined) be reduced by $2,567,080 to $10,122,920.1276  Of this amount, 16 

$1,934,080 of DRA’s recommended reduction reflects mathematical errors made in Table 32-15 17 

(SCG Shared Services) in DRA’s testimony.1277  When the DRA errors are corrected and DRA’s 18 

revised forecast (Exh. 526) for costs billed-in from SDG&E is taken into account, the total DRA 19 

forecast for SCG Shared Services is $12,401,000, a reduction of $289,000 from SCG’s forecast.  20 

DRA’s remaining proposed reductions pertain to Financial Planning, California Case 21 

Management and Regulatory Accounts.  As shown below, each reduction is without merit. 22 

• Financial Planning: DRA recommends a test year forecast of $315,000 for Financial 23 
Planning compared to SCG’s forecast of $407,000, a reduction of $92,000.1278  DRA’s 24 
forecast is flawed because it cherry picks this particular area to apply an updated five-25 
year average period (2006-2010) to derive a selective reduction.  DRA also incorrectly 26 
applies its five-year average to book expense, rather than applying it to incurred expense 27 
and then using the shared service allocation percentages to derive book expense. 28 

                                                 
1275 Id. at 11 and fn.9. 
1276 Id. at 11. 
1277 Id. at 11 and 14-15 and fn.10.  In Table 32-15 (at 23) of DRA/Campbell, Exh. 525.  DRA provides a breakdown 
of its forecasted costs for the Controller, Regulatory Affairs and Finance division’s Shared Services as compared to 
the forecast filed by SCG.  DRA’s table, however, mistakenly contains a number of technical math/spreadsheet 
errors that resulted in DRA’s total being off by about $2 million.  Through a discovery inquiry, SCG brought these 
errors to DRA’s attention.  The actual data request and DRA’s response acknowledging the errors are contained in 
Attachment B to Mr. Deremer’s Rebuttal Testimony (Exh. 343).  In addition, DRA filed a subsequent Errata dated 
11/28/11 (Exh. 526) that confirms the errors, and provides a revised forecast for costs billed-in from SDG&E. 
1278 Id. at 12. 
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• California Case Management: DRA recommends a test year forecast of $441,000 for 1 
California Case Management compared to SCG’s forecast of $520,000, a reduction of 2 
$79,000.1279  DRA’s forecast contains the same error of the five-year average (2006-3 
2010) being incorrectly applied to book expense, as well as the failure to include one 4 
incremental FTE to support the increasing regulatory case load.  DRA raises no objection 5 
to the additional FTE. 6 

• Regulatory Accounts: DRA recommends a test year forecast of $61,000 for Regulatory 7 
Accounts compared to SCG’s forecast of $75,000, a reduction of $14,000.1280  For this 8 
cost center, SCG used the 2009 base year recorded, since the cost center had not evolved 9 
in the earlier years of the five-year average period (2005-2009).1281  Therefore, the costs 10 
from the prior years, more specifically 2005-2006, are understated.  Consistent with the 11 
other aspects of the Finance division, SCG utilized the base year as a more reflective 12 
forecast for the GRC test year due to the more recent evolution of the organization.  In 13 
applying its 2006-2010 five-year average, DRA neglects to acknowledge these facts, and 14 
again misapplies its five-year average to the book expense. 15 

• Billed in from SDG&E: DRA recommends a reduction of $104,000 to billed-in costs 16 
from SDG&E shared service costs centers for Controller, Regulatory Affairs and 17 
Finance.1282  DRA’s adjustment to the billed-in expense represents the flow-through 18 
impact of an adjustment to the SDG&E shared service 2012 labor or non-labor forecast 19 
for incurred costs.  DRA’s recommendation should be rejected, since it is inaccurate and 20 
illogical given that DRA only recommends $138,000 of reductions to SDG&E shared 21 
service cost centers for Controller, Regulatory Affairs and Finance.1283  Overall, for the 22 
Controller, Regulatory and Finance division, SDG&E’s shared service billed-out 23 
allocations approximate 39% of SDG&E’s total shared service incurred charges.  A 24 
similar proportional relationship should exist between DRA’s recommended reduction to 25 
SDG&E billed in costs and its recommended reductions to SDG&E shared service cost 26 
centers.  However, DRA’s recommended reduction for billed-in costs from SDG&E 27 
represents about 75% of its proposed reductions to individual SDG&E shared service cost 28 
centers.  Furthermore, since DRA’s proposed reductions for SDG&E shared services 29 
were applied directly to book expense (after shared service allocations), rather than 30 
incurred expense, there would be no allocation to SCG. 31 

 32 
 33 
 34 

                                                 
1279 Id. at 13. 
1280 Id. 
1281 Id. 
1282 Exh. 526, Errata to DRA-32.  
1283 Id. 
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14.7.3 SDG&E Issues 1 
SUMMARY OF SDG&E’s TY 2012 REQUEST 2 

For SDG&E, the TY 2012 forecasted book expense is $26.8 million compared to the 3 

2009 adjusted recorded costs of $23.0 million.1284  This is an increase of $3.8 million or 16.6%.  4 

Mr. Deremer’s SDG&E Direct Testimony (Exh. 339) and Workpapers (Exh. 340) detail the 5 

breakdown of these costs by Division (Controller, Regulatory and Finance) and cost centers 6 

within each Division, for both shared and non-shared costs.  Mr. Deremer also provides a 7 

breakdown by FTE count.  The only intervenors to object to SDG&E’s forecasts for these 8 

Divisions were DRA, UCAN and TURN.  Since both UCAN and TURN relied on the same 9 

witness for their objections, this Section of the Opening Brief will refer to them as 10 

UCAN/TURN.  As summarized below and detailed in Mr. Deremer’s Rebuttal Testimony (Exh. 11 

343), none of DRA’s or UCAN/TURN’s recommendations are valid. 12 

DRA’s Recommendations Are Flawed 13 

Non-Shared Services 14 

DRA has recommended that SDG&E’s Non-shared Services request of $12,229,000 15 

(labor and non-labor combined) be reduced by $2,691,000 to $9,538,000.1285  DRA’s 16 

recommended reductions reflect the following three areas: Claims Payments (proposed reduction 17 

of $2,215,000 [revised to $2,056,000]); Cost Accounting (proposed reduction of $42,000); and 18 

FERC, CAISO and Compliance (proposed reduction of $434,000).1286 19 

• Claims Payments: DRA recommends a test year forecast of $4,858,0001287 for Claims 20 
Payments compared to SDG&E’s forecast of $6,914,000, a $2,056,000 reduction.1288  21 
SDG&E’s forecast of $6,914,000 is based on the three-year average (2007-2009) 22 
recorded amounts adjusted by the impact of the higher SIR, or deductible, SDG&E is 23 
now paying for liability claims under its insurance policy.1289  SDG&E uses the three-24 
year average (versus the five-year average) to most appropriately reflect the recent trends 25 
SDG&E is experiencing in claims activity, and also (versus one-year recorded) to 26 
account for the significant fluctuations that can be seen in claims expense from one year 27 
to the next.  DRA’s proposed forecast of $4,858,000, which uses the single year’s 28 

                                                 
1284 SDG&E/Deremer, Exh. 339 at 3, Table KD-1. 
1285 SCG/SDG&E/Deremer, Exh. 343 at 3 and fn.2. 
1286 Id. at 3. 
1287 SDG&E has adjusted DRA’s initial test year forecast of $4,699,000 to reflect the correction of errors discovered 
in SDG&E’s 2010 actual claims data.  For additional details on SDG&E and SCG’s claims corrections, please refer 
to SCG’s response in TURN-SCG-DR-24, question 1, which is included as Attachment A to Mr. Deremer’s Rebuttal 
Testimony (Exh. 343). 
1288 Id. 
1289 Id. 
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recorded amount from 2010, violates the fundamental premise that claims expense cannot 1 
be reasonably predicted by one year’s activity.  SDG&E cannot predict what types of 2 
liability incidents it will experience in a given year, and has seen volatility year to year, 3 
as evidenced by a fluctuation in claims expense from 2007-2009, where the expense went 4 
from $2.0 million in 2007, up to $9.5 million in 2008, and back down to $6.2 million in 5 
2009.1290  Because of this volatility, SDG&E uses the three-year average of this time 6 
period as a reasonable basis for its GRC test year forecast.  DRA, on the other hand, 7 
simply chose 2010 recorded as its basis since it yielded a lower result, without providing 8 
any logical supporting argument for why that forecast basis should be used.  Furthermore, 9 
DRA fails to incorporate, but raises no objection to, SDG&E’s adjustment to its forecast 10 
to account for the increase in the SIR, which has increased from the historical level of $1 11 
million to the current amount of $4 million.1291  Given that DRA did not object to the 12 
higher SIR cost, the impact of reflecting the SIR using DRA’s preferred forecasting 13 
methodology is contained in Attachment C to Mr. Deremer’s Rebuttal Testimony (Exh. 14 
343).  That said, DRA’s basis of 2010 recorded costs for the claims forecast is not 15 
appropriate. 16 

• Cost Accounting: For Cost Accounting, DRA proposes a test year forecast of $2,009,000 17 
compared to SDG&E’s request of $2,051,000, a reduction of $42,000.1292  As part of its 18 
recommendation, DRA accepts SDG&E’s forecast of $1,944,000 for labor (five-year 19 
average 2005-2009), but then inconsistently recommends using a one-year recorded 20 
number (2009) for non-labor.  While the final number yields a result that lowers the 21 
overall forecast for DRA, the logic behind the methodology has no merit.  Cost 22 
Accounting, like the Controller’s division in general, has remained relatively intact as an 23 
organizational structure for many years.  For a department such as Cost Accounting, the 24 
five-year averaging serves as a good basis for the costs SDG&E would expect to see over 25 
the rate case cycle by smoothing out the effects from year-to-year swings due to work 26 
flow, temporary vacancies, rate case cycles, etc.1293 27 

• FERC, CAISO & Compliance: For FERC, CAISO and Compliance costs, DRA 28 
recommends a test year forecast of $704,000 compared to SDG&E’s request of 29 
$1,138,000, a $434,000 proposed reduction.1294  SDG&E’s forecast utilizes a five-year 30 
historical average (2005-2009) plus the addition of $200,000 in costs to reflect the 31 
inclusion of NERC Reliability Standard compliance costs allocated to GRC electric 32 
generation/procurement, which were previously recovered as electric transmission 33 
costs.1295  DRA’s forecast is based on a two-year average (2009-2010), without any 34 

                                                 
1290 Id. at 4. 
1291 SDG&E/Deremer, Exh. 339 at 18 and SDG&E/DeBont, Exh. 213 at 17.  
1292 SCG/SDG&E/Deremer, Exh. 343 at 4. 
1293 Id. at 5. 
1294 Id. 
1295 Id. 
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consideration (or even mention) of the incremental NERC costs.  Again, DRA has 1 
abandoned the widely accepted five-year average methodology for an established 2 
organization, and instead randomly chooses a two-year average to simply achieve a lower 3 
result.1296  DRA highlights in its testimony that this department’s costs have trended 4 
downward over the past two years (2009 and 2010).  More important, however, is the fact 5 
that the costs have fluctuated year-to-year since 2005, increasing three times and 6 
decreasing twice.1297  Given that DRA did not object to the re-allocation of GRC-related 7 
NERC costs, the impact of reflecting the NERC expenses using DRA’s preferred 8 
forecasting methodology is contained in Attachment C to Mr. Deremer’s Rebuttal 9 
Testimony (Exh. 343).  That said, DRA fails to justify its use of 2009-2010 recorded 10 
costs for the FERC, CAISO and Compliance forecast. 11 

Shared Services 12 

DRA recommends that SDG&E’s Shared Services request of $14,582,000 (labor and 13 

non-labor combined) be reduced by $248,000 to $14,334,000.1298  DRA’s recommended 14 

reductions reflect the following four areas: Business Controls (proposed reduction of $14,000); 15 

Senior Vice President, Finance, Reg., Legis. (proposed reduction of $41,000); California Case 16 

Management (proposed reduction of $82,000); and Billed in from SCG (proposed reduction of 17 

$110,000).1299 18 

• Business Controls: DRA recommends a test year forecast for Business Controls of 19 
$186,000 compared to SDG&E’s forecast of $200,000, a $14,000 reduction.1300  Again, 20 
DRA’s forecast is flawed because it selectively uses an updated 5-year average period 21 
(2006-2010) to derive a lower forecast, but neglects to apply this methodology across 22 
other areas in the Controller’s division.  In SDG&E’s testimony, the five-year period of 23 
2005-2009 is consistently applied to achieve the most reasonable forecast for the 24 
Controller’s division as a whole.  DRA also incorrectly applies its basis (2006-2010 five-25 
year average) to book expense, whereas SDG&E’s forecast is based on first applying the 26 
five-year average to incurred expense and then allocating the shared service costs to the 27 
entities that utilize the shared service to arrive at book expense.1301  Like SDG&E, DRA 28 
should have taken the average of incurred expenses,1302 and then adjusted that average by 29 
the appropriate TY 2012 allocation percentages to arrive at the final 2012 book expense 30 
forecast.  As explained by Mr. Deremer: 31 

                                                 
1296 Id. at 6. 
1297 Id. 
1298 Id. 
1299 Id. at 6-7. 
1300 Id. at 7. 
1301 As explained in Mr. Deremer’s Rebuttal Testimony (Exh. 343), book expense equals incurred costs net of 
allocations in/out from shared services. 
1302 Incurred expenses are the costs charged by cost center before allocations for shared services. 
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This is an important distinction for comparison, as SDG&E based its test year 1 
forecasts on this methodology.  Allocation percentages may change over time due 2 
to shifts in the work responsibilities within shared service organizations, but do 3 
not necessarily impact the total incurred costs from year to year.  By applying the 4 
five-year average to the book expense, DRA erroneously incorporates historical 5 
shared service allocations in its five-year averages, when it should only be using 6 
the 2012 allocation percentages that are directly applied to the test year.  This 7 
correction for Business Controls, as well as for the other Shared Service cost 8 
centers DRA takes exception to, is reflected in Attachment C to [Mr. Deremer’s] 9 
rebuttal testimony.1303 10 

• Senior Vice President (SVP) Finance, Regulatory and Legislative Affairs: For SVP of 11 
Finance, Regulatory and Legislative Affairs, DRA recommends a test year forecast of 12 
$484,000, compared to SDG&E’s forecast of $525,000, a $41,000 reduction.1304  Once 13 
again, DRA selectively uses the 2006-2010 five-year average period, and again 14 
misapplies the average to the book expense rather than incurred expense. 15 

• California Case Management: DRA recommends a test year forecast of $870,000 for 16 
California Case Management, compared to SDG&E’s forecast of $952,000, a reduction 17 
of $82,000.1305  Again, DRA selectively utilizes the most recent five-year average to this 18 
particular area and misapplies this average to book expense.  In addition, DRA ignores 19 
SDG&E’s request (raising no objection) for one additional FTE in this area to account for 20 
increasing work load in the regulatory case management arena. 21 

• Billed-In From SCG: DRA recommends a reduction of $110,000 to billed-in costs from 22 
SCG shared service costs centers for Controller, Regulatory Affairs and Finance.1306  23 
DRA’s recommendation should be rejected, since it is inaccurate and illogical given that 24 
DRA only recommends $185,000 of total reductions to SCG shared service cost centers 25 
for Controller, Regulatory Affairs and Finance.  Overall, for the Controller, Regulatory 26 
and Finance division, SCG’s shared service billed-out allocations approximate 36% of 27 
SCG’s total shared service incurred charges.  A similar proportional relationship should 28 
exist between DRA’s recommended reduction to SCG billed in costs and its 29 
recommended reductions to SCG shared service cost centers.  However, DRA’s 30 
recommended reduction for billed-in costs from SCG represents almost 60% of its 31 
proposed reductions to individual SCG shared service cost centers.1307  Furthermore, since 32 
DRA's proposed reductions for SCG shared services were applied directly to book 33 
expense (after shared service allocations), rather than incurred expense, there would be 34 
no allocation to SDG&E.1308 35 

                                                 
1303 SCG/SDG&E/Deremer, Exh. 343 at 8. 
1304 Id. at 9. 
1305 Id. 
1306 Id. 
1307 Id. 
1308 Id. at 10. 
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TURN/UCAN’s Recommendations Are Also Flawed 1 

In joint testimony, TURN/UCAN recommend that SDG&E and SCG’s Shared Service 2 

request of $11,975,000 for certain Regulatory Affairs division incurred costs (labor and non-3 

labor combined), be reduced by $2,506,000 to $9,469,000.1309  Additionally TURN/UCAN 4 

recommend that SDG&E and SCG’s Shared Service Request of $1,567,000 for Financial 5 

Analysis cost centers 2100-3429 and 2100-3663 (labor and non-labor combined), be reduced by 6 

$213,000 to $1,354,000.1310 7 

• Regulatory Affairs: TURN/UCAN recommend a reduction to certain Regulatory Affairs 8 
cost centers of $1,050,000 to reflect the usage of the four year average (2007-2010) 9 
versus SDG&E/SCG’s use of a division-wide five-year average (2005-2009).1311  10 
TURN/UCAN simply selected the forecasting methodology that yields a lower result.  11 
TURN/UCAN also ignore SDG&E’s incremental 2012 forecast adjustment to 1RA001 – 12 
Electric Forecasting & Tariffs, which represents the addition of three load research staff 13 
members as outlined in the SDG&E AMI business case and discussed in the testimony of 14 
Paul C. Pruschki (Exh. 94 at 12-15).  As previously stated, the five-year average has been 15 
a widely accepted forecasting technique in prior rate cases to account for organizations 16 
that have remained together.  Regulatory Affairs is one such organization. 17 

• Exclusion of 2010-2011 Labor Escalation: TURN/UCAN recommend the exclusion of 18 
2010-2011 labor escalation specifically for the California segment of the Regulatory 19 
Affairs division.1312  The basis for this recommendation is their claim that investor-owned 20 
utility regulatory personnel should be treated the same as other participants in the 21 
regulatory process (i.e., DRA and intervenors), who since 2009 have allegedly 22 
experienced salary cuts and wage freezes.1313  In implementing their recommendation, 23 
TURN/UCAN reduce the amounts proposed by SDG&E/SCG by 5.4% (labor escalation 24 
for 2010-2011) or $509,000.  Here, TURN/UCAN attempt to make an “apples to apples” 25 
comparison between staff members of a state-administered consumer advocacy division, 26 
private non-profit consumer advocacy groups, and state-regulated investor owned 27 
utilities.  However, there are inherent differences between these organizations.  For 28 
example, intervenors generally focus on certain items of particular interest (i.e., lower 29 
rates), and can be selective in their engagement of regulatory issues.  However, 30 
SDG&E/SCG Regulatory Affairs are involved in nearly all energy matters before the 31 
CPUC.1314  SDG&E/SCG is unique in its role as both a regulated entity and an investor-32 
owned business.  Thus, whether a labor escalation is appropriate in this proceeding has 33 

                                                 
1309 Id. at 16, see fn.12. 
1310 Id., see fn.13. 
1311 Id. at 17. 
1312 Id. at 18. 
1313 Id. 
1314 Id. at 18-19. 
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nothing to do with how DRA or TURN/UCAN employees are paid.  Indeed, society is 1 
filled with a number of examples of related jobs offering different pay, such a lawyers 2 
who work at private firms versus those who work as public defenders, or judges who 3 
work for the state versus those who work for private arbitration services or professors 4 
who work at private universities versus those who work at public schools.  In all of these 5 
cases, compensation is different for a variety of legitimate and market driven reasons. 6 

• Affiliate Compliance: TURN/UCAN recommend that 50% of SDG&E and SCG’s 7 
Affiliate Compliance department costs of $551,000 be assigned to shareholders at the 8 
global level, reducing ratepayer costs by $277,000.  TURN/UCAN assert that ratepayers 9 
would not need to pay to assure that affiliate transactions abuse does not occur if the 10 
utility did not have any unregulated affiliates.  According to TURN/UCAN, the costs 11 
related to assuring compliance by unregulated affiliates are part of the cost of doing 12 
business of those affiliates.  As explained by Mr. Deremer, TURN/UCAN incorrectly 13 
assume that there are no ratepayer benefits derived from the utilities’ affiliate compliance 14 
departments.1315  Indeed, the Affiliate Compliance Rules are in place to ensure that these 15 
transactions are fair and do not create cross subsidies.  The Affiliate Compliance 16 
department is an important component of the compliance process, with various 17 
responsibilities, including utility-specific oversight and services to ensure compliance, 18 
and the development and submittal of various mandated reports to the Commission on a 19 
periodic basis.  SDG&E and SCG Affiliate Compliance department costs are an 20 
appropriate ratepayer expense, since that compliance allows the utilities and ratepayers to 21 
benefit from certain affiliate transactions, such as a procurement transaction where an 22 
affiliate is the least-cost best-fit candidate.1316  SDG&E and SCG’s Affiliate Compliance 23 
departments do not provide direct services to Sempra Energy Corporate Center or its 24 
affiliates.  One exception is the affiliate compliance audits, which are considered a 100% 25 
shareholder expense and are excluded from SDG&E/SCG’s A&G showing.1317 26 

• Legislative Affairs: TURN/UCAN recommend that 100% of costs incurred by Legislative 27 
Affairs (SDG&E cost center 2100-4006) be assigned to shareholders, because lobbying 28 
activities are involved.  TURN/UCAN appear to confuse the Legislative Affairs group 29 
located in San Diego with the State Governmental Affairs department located in 30 
Sacramento.  In actuality, Legislative Affairs performs an internal utility function: it 31 
coordinates with various departments and areas around SDG&E and SCG to identify, 32 
develop, and synthesize company positions on various key policy issues that affect the 33 
utilities and their customers.1318  As a general principal, Legislative Affairs does not 34 
engage in external lobbying.  The group may provide the results of analysis of key issues 35 
for external dialogue, but are otherwise there to advise and inform other parts of the 36 
utilities, such as the customer service groups, of the impacts of proposed legislation and 37 

                                                 
1315 Id. at 19-20. 
1316 Id. at 20. 
1317 Id. 
1318 Id. at 21 
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policies, and the possible impact on the utilities and/or its customers.1319  The State 1 
Governmental Affairs group, which is responsible for providing an external advocacy 2 
function for the utilities, does participate in what would be considered lobbying type 3 
activity.  However, the costs associated with the State Governmental Affairs group are 4 
not being sought for recovery as part of this 2012 GRC.1320 5 

• Regulatory Strategy: TURN/UCAN claim that SDG&E’s Regulatory Strategy Group 6 
recorded zero costs for 2010, and therefore asserts that SDG&E/SCG’s 2012 cost request 7 
of $176,000 for Regulatory Strategy be denied.1321  However, SDG&E’s Regulatory 8 
Strategy Group did, in fact, record costs in 2010.  2010 adjusted-recorded cost data and 9 
recorded capital expenditure data, which was provided to TURN/UCAN, DRA and other 10 
intervenors on April 11, 2011, shows that 2010 incurred costs for cost center 2100-3797 11 
totaled $159,000, which closely aligns with SDG&E/SCG’s 2010 forecasted costs of 12 
$164,000.1322 13 

• Financial Analysis: TURN/UCAN recommend re-basing Financial Analysis cost centers 14 
to use 2010 recorded data, thus including the real cost of the incremental positions that 15 
SDG&E hired, but also including offsetting cost savings that SDG&E allegedly ignored.  16 
TURN/UCAN arbitrarily select cost centers that have 2010 recorded costs below 2009 17 
levels.  Without further investigation, TURN/UCAN simply consider the cost declines to 18 
be indicative of future department demands, and therefore determine that the difference 19 
from 2009 to 2010 funding isn’t needed.  In reality, the positions were filled in these cost 20 
centers in January 2010 and November 2009, respectively.1323  However, these new hires 21 
were coincidentally offset by additional vacancies that occurred during 2010, thereby 22 
causing labor costs to decline from 2009 levels.1324  Contrary to TURN/UCAN’s 23 
assumption that 2010 cost savings will continue into TY 2012, the Financial Analysis 24 
department as a whole has increased its labor count, from 21 FTEs at the end of 2010 to 25 
25 FTEs at August 31, 2011.1325  Moreover, TURN/UCAN ignore other cost centers in the 26 
Finance group, such as 2100-3590 and 2100-3724, that actually have 2010 recorded costs 27 
that are higher than 2009 and/or higher than SDG&E/SCG’s test year forecast.1326 28 

14.8 Legal and External Affairs 29 

All outstanding issues with DRA regarding the Legal and External Departments appear 30 

resolved.  DRA did not oppose Applicants’ O&M forecasts.1327  With respect to attorney 31 

                                                 
1319 Id. 
1320 Id., see fn.14.  
1321 TURN / UCAN incorrectly associate the Regulatory Strategy group with cost center 2100-3717, which is 
actually the cost center for Regulatory Tariffs.  Regulatory Tariffs also recorded costs in 2010.    
1322 SCG/SDG&E/Deremer Exh. 343 at 22. 
1323 Id. at 22. 
1324 Id. at 22-23. 
1325 Id. 
1326 Id. 
1327 DRA/Campbell, Exh. 527 at 2. 
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timekeeping, DRA entered into a Joint Stipulation with both SCG and SDG&E outlining a 1 

proposal that is mutually acceptable to the parties.1328  TURN and UCAN contested several O&M 2 

forecasts, which are addressed in the utility-specific sections below. 3 

14.8.2 SoCalGas Issues 4 
14.8.2.1 Legal Department 5 

TURN reduced SCG’s test year O&M forecast1329 without addressing the merits of SCG’s 6 

incremental need for 3 full-time equivalents (FTEs) to meet the increasing demands of its 7 

dedicated Law Department in the test year.1330  TURN did not treat the Law Department as a 8 

separate, utility-specific department, and instead attempted to combine SCG’s Law Department 9 

costs with the Corporate Center Law Department (CCLD).1331  TURN then used a 4-year average 10 

using 2010 recorded data to reduce SCG’s forecast.1332  The more appropriate review would have 11 

been to analyze the costs for those respective departments separately as DRA did.1333  Thus, 12 

TURN’s convoluted “combined view” analysis was unreliable1334 and objectionable for the 13 

reasons described in Section 3.5 of this Brief.  TURN’s witness also used a different 14 

methodology for SDG&E’s Law Department (i.e., 2-year average),1335 which shows that witness 15 

Garrick Jones singularly focused on deriving lower forecasts. 16 

SCG appropriately used a zero-based forecast and incorporated its specific incremental 17 

cost drivers behind its proposal.1336  In terms of CCLD resources, SCG stated that it “intends to 18 

use CCLD attorneys for matters involving governance, securities, real estate, labor/employment, 19 

and certain environmental related matters,”1337 which are specialized areas of law that were 20 

retained at CCLD.1338  CCLD costs are sponsored by the Corporate Center witness. 21 

14.8.2.2 External Affairs Department 22 
No party submitted testimony opposing SCG’s test year forecasts for this department.  23 

SCG therefore requests approval of its test year forecast. 24 

                                                 
1328 Exhs. 234 and 235. 
1329 SCG JC Exh. at 317-318. 
1330 SCG/Shepherd, Exh. 233 at CAS-5. 
1331 TURN/Jones, Exh. 548 at 9-11. 
1332 Id. at 11. 
1333 SCG/Shepherd, Exh. 233 at CAS-4 to CAS-5.  
1334 Id. at CAS-5. 
1335 TURN/Jones, Exh. 547 at 5. 
1336 SCG/Shepherd, Exh. 231 at CAS-17 to CAS-20. 
1337 Id. at CAS-14. 
1338 SDG&E/SCE/Folkmann, Exh. 276 at BAF-47. 
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14.8.3 SDG&E Issues 1 
14.8.3.1 Legal Department 2 

UCAN reduced SDG&E’s test year O&M forecast;1339 however, UCAN did not address 3 

the merits of SDG&E’s incremental need for 6 FTEs to meet its own demands.1340  SDG&E 4 

incorporates by reference Section 14.8.2.1 of this Brief to defend the merits of its test year 5 

forecast over the merits of UCAN’s forecast.1341  As mentioned in the SCG section above, Mr. 6 

Jones’s use of inconsistent methodologies for SCG and SDG&E does not lend credence to his 7 

“combined view” analysis given that both utility Law Departments were formerly at the 8 

Corporate Center and were created at the same time as a result of the same reorganization. 9 

14.8.3.2. External Affairs Department 10 

UCAN recommended no funding for the cost centers for Vice President (VP) of External 11 

Affairs and Community Relations,1342 and a reduced forecast for Media & Employee 12 

Communications.1343  Although the External Affairs Department also includes Regional Public 13 

Affairs (RPA), the costs for RPA are specific to the electric distribution function at SDG&E and 14 

are therefore addressed by the Electric Distribution witness.1344 15 

VP of External Affairs.  UCAN justified its reduction to SDG&E’s forecast by claiming 16 

“[r]atepayers should not bear the cost associated with inefficiencies that result from 17 

reorganization.”1345  UCAN’s argument is not indicative of a thorough or balanced analysis of the 18 

reorganization or of this particular cost center, and the need for dedicated senior leadership at 19 

SDG&E’s dedicated External Affairs Department, especially in light of the fact that the 20 

reorganization resulted in an overall net decrease in costs. 1346  Furthermore, UCAN’s analysis of 21 

SDG&E’s workpapers (i.e., misinterpretation that SDG&E ratepayers would fund Corporate 22 

Center activities) demonstrated UCAN’s fundamental lack of understanding of the presentation 23 

of shared services workpapers in this GRC.1347  Those workpapers systematically show for all 24 

shared services functional areas costs that are allocated-in and allocated-out to ensure that 25 
                                                 
1339 SDG&E JC Exh. at 472-473. 
1340 SDG&E/Shepherd, Exh. 230 at CAS-5. 
1341 See also, SDG&E/Shepherd, Exh. 230. 
1342 SDG&E JC Exh. at 474-475.  Within the Community Relations Department, UCAN proposed no funding for 
cost center 2100-4009 (Community Relations – SD) but did not contest 2100-4011 (Corporate Community 
Partnerships). 
1343Id.  
1344 Exhs. 61 & 63. 
1345 UCAN/McClary and Norin, Exh. 557 at 82. 
1346 SDG&E/Shepherd, Exh. 230 at CAS-7 to CAS-8. 
1347 Id. at CAS-8. 
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ratepayers do not cross-subsidize costs.1348  For these reasons, the Commission should reject 1 

UCAN’s proposed reductions to SDG&E’s test year forecast. 2 

Community Relations.  UCAN recommended no funding for Community Relations 3 

based on the presumption that this department engages only in activities that promote the 4 

corporation rather than activities that provide a “genuine customer benefit.”1349  UCAN cited to 5 

78 pages of SDG&E’s supplemental workpapers containing written materials of Community 6 

Relations activities, yet in all those provided materials, selects a few events which it believes 7 

amount to nothing more than corporate image enhancement.1350  UCAN failed to mention the 8 

events contained in those workpapers that involved topics such as critical peak pricing (CPP) and 9 

rate shock; Sunrise Powerlink and community fire safety; operational issues and CPP; customer 10 

assistance, smart meters, smart grid, renewables portfolio; and environment, safety, and energy 11 

efficiency.1351  These topics are clearly of interest to customers/ratepayers, contrary to UCAN’s 12 

broad assertion.  Providing no funding for these activities would be detrimental to this important 13 

task of communicating with customers and constituents regarding SDG&E’s utility operations 14 

and efforts.  For these reasons, the Commission should reject UCAN’s proposed reductions to 15 

SDG&E’s test year forecast. 16 

Media & Employee Communications.  UCAN recommended a reduction to SDG&E’s 17 

forecast based on the premise that because new channels of media (social media) have existed 18 

for years, these media provide an opportunity to reduce communication costs and that the 19 

complexity of the electric industry does not necessitate additional funding.1352  This argument 20 

does not negate the need for SDG&E’s request for a small increase in staff.1353  Further, UCAN’s 21 

basis for reducing SDG&E’s Media & Employee Communications (Internal Communications) 22 

forecast by 30%1354 is arbitrary and once again attributable to UCAN’s misunderstanding of the 23 

presentation of shared service costs in workpapers.1355  The fact that SDG&E shows allocations to 24 

Corporate Center does not per se diminish this cost center’s role in providing utility service; 25 

rather, it ensures that to the extent some activities are performed for another entity, those costs 26 

                                                 
1348 Id. 
1349 UCAN/McClary and Norin, Exh. 557 at 79. 
1350 Id.; SDG&E/Shepherd, Exh. 230 at CAS-9.   
1351 SDG&E/Shepherd, Exh. 230 at CAS-9. 
1352 UCAN/McClary and Norin, Exh. 557 at 83. 
1353 SDG&E/Shepherd, Exh. 230 at CAS-10 to CAS-11. 
1354 UCAN/McClary and Norin, Exh. 557 at 83. 
1355 SDG&E/Shepherd, Exh. 230 at CAS-10. 
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are appropriately billed to that entity and not borne by SDG&E’s ratepayers.1356  An adequately 1 

staffed Media & Employee Communications department is important to make sure that 2 

information regarding SDG&E is quickly and accurately disseminated, and that misinformation 3 

from outside sources is likewise corrected expeditiously.1357 Adding 2 FTEs will help meet these 4 

goals.1358  For these reasons, the Commission should reject UCAN’s proposed reductions to 5 

SDG&E’s test year forecast. 6 

15. Corporate Center Costs Allocated to Utilities1359 7 
BACKGROUND 8 

In 1998, the Commission approved of the merger of Enova Corporation and Pacific 9 

Enterprises, the former parent companies of SDG&E and SCG, respectively (collectively 10 

“Utilities”) to form Sempra Energy.1360  Sempra Energy then formed a centralized Corporate 11 

Center combining many shared services of both Utilities and eventually serving non-regulated 12 

businesses as well.  As described in detail in Bruce Folkmann’s Direct Testimony (Exh. 272 and 13 

274) and Workpapers (Exh. 273 and 275), Corporate Center costs are charged out to SDG&E, 14 

SCG, or Global through a variety of allocation methodologies, or are retained at Sempra 15 

Energy.1361  The allocations from Corporate Center go to appropriate FERC accounts at SDG&E 16 

and SCG.  17 

SUMMARY OF 2009-2012 COSTS AND ALLOCATIONS 18 
Corporate Center forecasts an overall escalated budget in TY 2012 of $244.1 million, of 19 

which it proposes to allocate $59.6 million to SDG&E and $56.5 million to SCG, or 20 

approximately 48% combined.1362  The remaining 52% of costs will be allocated to non-regulated 21 

business units or excluded and retained at Sempra Energy.  A summary of Corporate Center 22 

costs and their allocation is shown in the following table included in Mr. Folkmann’s Direct 23 

Testimony (Exh. 272 at 9).  Most of the tables presented in Direct Testimony show unescalated 24 

                                                 
1356 Id. 
1357 Id. at CAS-11. 
1358 Id. 
1359 The Corporate Center testimony is the same for SDG&E and SCG in this 2012 GRC proceeding.  Accordingly, 
for purposes of citing to Exhibits in this Section of the brief, references to Mr. Folkmann’s Direct Testimony will 
generally be limited to cites to SDG&E/Folkmann, Exh. 272, which is essentially identical to SCG/Folkmann, 
Exh. 274.  Mr. Folkmann’s Rebuttal Testimony for both SCG and SDG&E will be cited as SCG/SDG&E/Folkmann, 
Exh. 276. 
1360 D.98-03-073. 
1361 SDG&E/Folkmann, Exh. 272 at 2. 
1362 SCG/SDG&E/Folkmann, Exh. 276 at 1. 
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dollars for comparability with the Base Year; escalation is included in final allocations to 1 

SDG&E and SCG. 2 

 3 
DRA and UCAN were the only intervenors to object to the proposed allocations.  DRA 4 

seeks to reduce the SDG&E allocations to $32.9 million and SCG allocations to $34.3 million, 5 

for a total reduction of $49.0 million or 42% below Sempra Energy’s already-reasonable 6 

request.1363  UCAN only seeks to alter one of the allocation methodologies (Multi-Factor), which 7 

they estimate would reduce allocations to SDG&E by $6.7 million and to SCG by $600,000.1364   8 

COST ALLOCATIONS 9 
Corporate Center expenses not recoverable in rate-making (e.g., lobbying, contributions, 10 

corporate branding) are not charged out to business units and are referred to as “retained” at 11 

Sempra Energy.  All other Corporate Center costs are directly-assigned when possible or are 12 

allocated by an appropriate Causal/Beneficial or Multi-Factor allocation method.1365 13 

The Multi-Factor is rooted in D.98-03-073 (Att. B at 17), which states: 14 

The formula will be based on Affiliate’s proportionate share of (1) total assets, (2) 15 
operating revenues, (3) operating and Maintenance expenses (excluding the direct 16 
Cost of Sales, purchased gas, cost of electric generation for utility operations and 17 
income taxes), and (4) number of employees. 18 

                                                 
1363 DRA/Bower, Exh. 497 at 5. 
1364 UCAN/McClary and Norin, Exh. 557 at 77. 
1365 SDG&E/Folkmann, Exh. 272 at 3-7, also see example of cost allocation process. 

(2009 $ - 000's)
Base Year 2009 - 2012 Forecast Base Year 2009 - 2012 Forecast

Services Provided 2009 Incr/(Decr) 2012 2009 Incr/(Decr) 2012

A  Finance 47,946       9,953         57,899       23,733       2,569         26,302       
B  Governance 9,547         564            10,111       4,939         714            5,654         
C  Legal 73,567       (36,403)     37,163       49,156       (23,874)     25,282       
D  Human Resources 20,297       (3,240)       17,058       15,044       (2,059)       12,985       
E  External Affairs 23,691       (17,516)     6,175         5,855         (3,815)       2,040         
F  Facilities/Assets 19,451       (4,009)       15,442       11,761       (1,667)       10,094       
G  Pension & Benefits 122,689      (29,917)     92,773       45,727       (16,595)     29,132       

     Total 317,188$    (80,567)$    236,621$    156,215$    (44,726)$    111,489$    

Allocations Escalated
2012

SDG&E 89,056$      (31,728)$    57,328$      59,618$      
So Cal Gas 67,159       (12,999)     54,160       56,481       
   Total Utility 156,215      (44,726)     111,489      116,099$    

Global / Retained 160,973      (35,841)     125,132      

     Total 317,188$    (80,567)$    236,621$    

Corporate Center Utility Allocations
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Sempra Energy calculates the Multi-Factor components using its audited financial statements, 1 

prepared under U.S. GAAP and certain additional information.1366  This approach helps to 2 

consistently reflect the operational levels of Sempra Energy’s respective businesses.1367  To arrive 3 

at the proportions expected for TY 2012, Sempra Energy used historical calculations from the 4 

previous five years (2005-2009) to derive a trend line.  Sempra Energy has applied the Multi-5 

Factor allocation method in a consistent manner, including in the 2004 Cost of Service case 6 

(D.04-12-015) and 2008 GRC (D.08-07-046).1368  Neither DRA nor UCAN objected in those 7 

proceedings.   8 

As explained in Mr. Folkmann’s Rebuttal Testimony (Exh. 276 at 3-12), both DRA and 9 

UCAN raise issues concerning aspects of the Multi-Factor allocation method.  Contrary to their 10 

previous approval of this approach, DRA and UCAN now believe certain aspects of the 11 

calculation weight the factors more heavily toward SDG&E and SCG.1369  As detailed in Mr. 12 

Folkmann’s Rebuttal Testimony (Exh. 276 at 4-12) and summarized below , DRA’s and 13 

UCAN’s recommendations are without merit. 14 

• Adjustment to Operating Revenue -- DWR Sales 15 
The DWR sales collected by SDG&E originated 10 years ago when the state of 16 
California selected DWR as the agency that would procure long-term power contracts 17 
to help ensure a stable, fixed-rate supply of electricity was available to California 18 
ratepayers.1370  Customer bills contain separate line items for the DWR share, but 19 
SDG&E merely passes the billings on as a receivable and remits them concurrently to 20 
DWR as a payable, with no reflection in the Income Statement.  Sempra Energy adds 21 
DWR billings to the Multi-Factor calculation, as it still represents actual revenue-22 
related collections effort at SDG&E, just as if such deliveries were sourced from 23 
SDG&E’s own balanced power purchases.  DRA would exclude customer billings on 24 
behalf of DWR contracts from SDG&E’s operating revenues.1371 25 

UCAN’s argument against including DWR sales is based on the fact that the DWR 26 
contract concludes in 2013 and the general expectation that DWR will issue some 27 
level of credits back to customers.  However, although the DWR contracts are due to 28 
expire, the demand for the power supplied by DWR will continue, and once SDG&E 29 
resumes procurement of that power, the revenues from it will be thus reflected in its 30 

                                                 
1366 SDG&E/SCG/Folkmann, Exh. 276 at 3. 
1367 Id. 
1368 Id. 
1369 The change in ratios for 2012 proposed by DRA would reduce SDG&E’s allocations by $751,000, and SCG’s 
allocations by $525,000, for the remaining costs not otherwise disallowed in DRA’s report.  UCAN’s testimony 
estimated reductions of $6.7 million to SDG&E (6.3%) and $600,000 to SCG (0.7%).  However, as detailed in Mr. 
Folkmann’s Rebuttal Testimony (Exh. 276 at 4), UCAN’s analysis suffers from a number of calculation errors. 
1370 SDG&E/SCG/Folkmann, Exh. 276 at 4-5. 
1371 Id. at 4. 
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operating revenue.1372  Thus, the inclusion is valid and necessary for a reasonable and 1 
comparable 2012 forecast. 2 

• Adjustment to Total Assets -- Value of SONGS 3 
DRA would exclude from SDG&E’s assets its ownership of SONGS.1373  A portion of 4 
SONGS has been recovered in prior years through the Transition Cost Balancing 5 
Account.  For FERC reporting purposes, this portion of SONGS is required to be 6 
included on SDG&E’s books, although it is no longer included in SDG&E’s U.S. 7 
GAAP reporting.1374  Thus, SONGS remains a component of SDG&E’s generation 8 
portfolio, and therefore it is appropriate to reflect its value like other assets in the 9 
Multi-Factor calculation. 10 

UCAN recommends different treatment for the inclusion of  SONGS based on the 11 
fact that it is a 20% investment in the total asset.1375  UCAN believes this should be 12 
accomplished by using the Equity Method of accounting, as a “net asset,” similar to 13 
the way a partially-owned business investment would be reflected in financial 14 
statements.  In the case of SONGS, SDG&E holds an undivided 20% minority 15 
interest.1376  The Equity Method of accounting may only be applied when equity, such 16 
as common stock, is owned.  This was explained in response to data request UCAN-17 
SDG&E-DR-68 Q15-16 (Exh. 276 at 17), which was ignored by UCAN.  More 18 
importantly, there are substantive reasons for Sempra Energy’s treatment of SONGS 19 
in the Multi-Factor calculation, as explained in Mr. Folkmann’s Rebuttal Testimony 20 
(Exh. 276 at 7).  Accordingly, Sempra Energy‘s methodology of including SONGS in 21 
the Multi-Factor is appropriate and reasonable.  22 

• Adjustment to Total Assets -- Gross Plant Value vs. Net  23 
For all assets, DRA takes issue with the use of Gross Plant as a measure of Total 24 
Assets.  DRA suggests that Sempra Energy should use only “net” asset values (Gross 25 
Plant less accumulated depreciation) as a basis for the Multi-Factor.1377  The factors 26 
used in the calculation are meant to provide a relative measurement of the size and 27 
overall activity level of each Sempra Energy business unit.1378  The Net Asset value of 28 
assets is irrelevant to the use of an asset in operations.  Sempra Energy believes that 29 
the originally capitalized amount for its Gross Plant is a better representation of assets 30 
in service than Net Assets, which vary depending on an asset’s useful life and age.1379   31 

• Use of Regression Methodology to Forecast the Multi-Factor 32 
UCAN rejects the use of regression analysis (or trending) in forecasting the Multi-33 
Factor allocation method based on the inclusion of the 2008 sale of the Sempra 34 
Energy’s Commodities business.1380  Specifically, UCAN takes issue with it because it 35 
“implicitly assumes that similar divestitures will continue into the future,” therefore 36 
overstating the utilities’ allocations.  Sempra Energy objects to this one-sided logic, 37 

                                                 
1372 Id. at 6. 
1373 Id. 
1374 Id. 
1375 Id. at 7. 
1376 Id. 
1377 Id. at 8. 
1378 Id. 
1379 Id. 
1380 Id. at 9. 
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which ignores the fact that, for example, growth at SDG&E or SCG could have the 1 
same effect as sales of Sempra Energy’s other businesses.1381  Thus, Sempra Energy’s 2 
calculations are not implicitly or otherwise assuming that divestitures will continue 3 
into the future.  Rather, the calculation is objectively based on inclusion of regular 4 
business events1382 occurring over the required forecasting period, which in this GRC 5 
(according to the GRC Rate Plan) runs from 2005-2009.  Consistent use of this 6 
objective approach over multiple GRCs will capture the overall impact of various 7 
business events over time, ensuring that any particular GRC forecast is reasonable.1383  8 
As further explained in Mr. Folkmann’s Rebuttal Testimony (Exh. 276 at 10-12), 9 
UCAN’s attempts to alter Sempra Energy’s regression analysis is flawed and that 10 
when compared to the Utilities’ share of Multi-Factor forecasted in the 2004 and 11 
2008 GRC proceedings versus actual rates throughout those years, the variances cut 12 
in favor of ratepayers in 7 out of those 8 years. 13 

ESCALATION 14 
Because of the variety of standard and non-standard costs, the approach taken in this 15 

filing is for the Corporate Center to escalate forecasted costs for the Utilities, which they then 16 

treat as Non-Standard so that they are not escalated further.  For details regarding the escalation 17 

factors used, see Mr. Folkmann’s Direct Testimony (Exh. 272 at 8).  DRA in their report 18 

proposed their own escalation indexes, which would reduce Sempra Energy’s allocations to the 19 

utilities by approximately $1.0 million.1384  Sempra Energy has since then submitted Updated 20 

Testimony with the most current escalation rates, resulting in reduced allocations to SDG&E of 21 

$197,000 and to SCG of $196,000.1385 22 

2010 REORGANIZATION 23 
In early in 2010, Sempra Energy implemented a reorganization that would transfer many 24 

Corporate Center and Global shared functions into the business units.  The realignment of 25 

allocated shared functions is the primary reason for the large reductions in corporate center 26 

allocations shown in the table above under Summary of 2009-2012 Costs.  However, costs that 27 

were previously allocated to the utilities are now simply internal utility costs.  This is shown in 28 

the table at page 11 of Mr. Folkmann’s Direct Testimony (Exh. 272) -- notwithstanding other 29 

issues discussed in this GRC testimony, the transferred functions added to SDG&E and SCG did 30 

not result in overall increased costs to the Utilities. 31 

                                                 
1381 Id. and response to data request UCAN-SDG&E-DR-24 Q16 at 19. 
1382 SDG&E/SCG/Folkmann, Exh. 276 at 9 (Divestures, like the sale of the Commodities division, should be 
considered a regular type of business event for an energy company, including one with multiple business units like 
Sempra Energy). 
1383 Id. at 9. 
1384 SDG&E/SCG/Folkmann, Exh. 276 at 2 
1385 SDG&E/SCG, Exh. 600 at 4. 
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UCAN was the only intervener to take issue with the reorganization.  Relying mainly on 1 

the hearsay testimony of a former Sempra Energy employee, UCAN claims that inefficiencies at 2 

the Corporate Center were widely know prior to 2010 and that the timing of the reorganization 3 

was somehow strategic or intended to obscure forecasts for this rate case.  UCAN also makes the 4 

more technical argument that zero-based forecasting is impossible because of a lack of history 5 

under the new reorganization.  As explained in Mr. Folkmann’s Rebuttal Testimony (Exh. 276 at 6 

12-13), all of these arguments lack merit. 7 

FORECASTING APPROACH 8 
The Corporate Center is made up of the following divisions: Finance, Governance, Legal, 9 

Human Resources, External Affairs, Facilities/Assets (including Depreciation), and Pension & 10 

Benefits.1386  The division forecasts exclude labor overheads such as payroll tax and benefits, 11 

which are shown separately in the Pension & Benefits division.  Corporate Center’s costs were 12 

forecast in total by cost center and then allocated to SDG&E, SCG and Global/Retained.  None 13 

of the costs allocated to Global or costs that are being retained at the Corporate Center are 14 

included in this application. 15 

The detailed reductions presented below exclude the impact of DRA’s proposed 16 

escalation and Multi-Factor adjustment, which were previously summarized in this Brief. 17 

15.1 Finance1387 18 
Sempra Energy’s Finance Division forecasts an overall escalated budget in 2012 of $60.1 19 

million, of which it proposes to allocate $13.2 million to SDG&E and $14.4 million to SCG.1388  20 

DRA seeks to reduce the SDG&E allocations to $9.6 million and SCG allocations to $10.2 21 

million, a 28% reduction, or $7.8 million.1389  The problems with DRA’s recommendations as to 22 

specific cost centers within the Finance Division are summarized below and more fully discussed 23 

in Mr. Folkmann’s Rebuttal Testimony (Exh. 276 at 14-27). 24 

• Chief Financial Officer (CFO) – Cost Center 1100-0039 25 
DRA proposes that there is a duplication between the Corporate Center CFO and the 26 
CFO at SCG, and seeks to disallow the $259,000 SCG allocation for the Corporate 27 
Center CFO.  In many cases, DRA’s familiarity with the roles of the various 28 
departments appears to be limited to the department name or employee title, despite 29 
testimony from Corporate Center and the utilities that provided specific descriptions.   30 

                                                 
1386 SDG&E/Folkmann, Exh. 272 at 7. 
1387 Note that Communications is covered in Section 15.5 and Investor Relations is covered in this Finance Section. 
1388 Details supporting these allocations can be found in Exh. 272 at 13-26. 
1389 DRA/Bower, Exh. 496 at 29 and 497 at 3. 
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There is a distinct difference between the accounting and finance functions at the 1 
Utilities and the accounting and finance functions at Corporate Center. Although 2 
there are senior positions in all three entities, they each oversee these distinctly 3 
different functions. 4 

• SVP/Controller and Asst. Controller - Cost Centers 1100-0338 and 1100-0054 5 
DRA proposes that there is a duplication of the Corporate Center SVP/Controller and 6 
Asst. Controller with the utilities’ VP/Controller, and would disallow all of Corporate 7 
Center’s utility allocations, $598,000.1390  Again, DRA presumes that similar titles 8 
imply a duplication of responsibilities.  The respective Controllers oversee 9 
completely independent functions at their respective organizations, separate 10 
accounting, reporting and planning groups, all of which contribute to different 11 
business requirements. 12 

• Corporate Acctg Special Projects - Cost Center 1100-0012 13 
DRA recommends that all $246,000 of the utility allocations for this cost center be 14 
disallowed on the basis that Sempra Energy has not sufficiently described and 15 
supported how this function relates to the Utilities.1391  In fact, this was thoroughly 16 
addressed in response to DRA-SDG&E-001 Q15 and Q16 (Exh. 276 at 25 of Att. A).  17 
This cost center was created to absorb the responsibilities of the former director of 18 
Corporate Financial Accounting (cost center 1100-0345) and it is essentially the 19 
same, still-needed function, with special project duties as well.   20 

• Accounting Research - Cost Center 1100-0347 21 
DRA proposes a reduction of $88,000 from utility allocations, preferring to use 2010 22 
recorded data as the basis for their forecast.  Sempra Energy does not support the use 23 
of 2010 data, and, furthermore, the costs for this group were unusually low in 2010 24 
due to an extended absence by a senior employee.  For a further discussion of the 25 
inappropriateness of using 2010 data, see Section 10.3 of this Opening Brief. 26 

• Financial Reporting Director - Cost Center 1100-0047 27 
DRA proposes a reduction of $39,000 from utility allocations, again utilizing 2010 28 
recorded costs as a new basis.  DRA’s only rationale for this is a “non-labor review.”  29 
Again, Sempra Energy does not support the use of 2010 data in this case.  Moreover, 30 
DRA ignored relevant information provided to them during the course of discovery in 31 
DRA-SDG&E-001, Q24 (Exh. 276 at 27 of Att. A), where it was explained that this 32 
cost center included costs for a software purchase in 2009 which included licenses 33 
and maintenance through 2010, but which would be incremental in 2011 and beyond.   34 

• Financial Reporting - Cost Center 1100-0048 35 
DRA recommends reducing utility allocations by $28,000, again to match 2010 36 
recorded costs.  DRA testimony states that over the last three years, non-labor has 37 
trended lower and therefore, the 2010 data should be used for forecasting.  This is not 38 
logical, since for the past three years, total costs in this area have in fact trended 39 
higher, as staffing costs (labor) offset the need for temporary help recorded as non-40 
labor.  Thus, the assumption used by DRA is incorrect, and their use of 2010 data 41 
cannot be supported. 42 

• Financial Reporting D&T Fees - Cost Center 1100-0219 43 
                                                 
1390 $598,000 is net of $43,000 TY escalation = $324,000 to SDG&E and $317,000 to SCG. 
1391 $246,000 is net of $15,000 TY escalation = $261,000 combined allocations. 



359 
#265001 
   

DRA is recommending a reduction from utility allocations of $900,000, stating costs 1 
have trended lower over the last three years; therefore, the 2010 data should be used 2 
for forecasting.  First, DRA’s observation is incorrect, as 2010 recorded costs were 3 
higher than 2009, and there is no apparent trend.  Not only does it not make sense to 4 
use 2010 data to update the forecast, DRA does not acknowledge that external audit 5 
fees will increase as a function of capital growth, not just for escalation.  This was 6 
explained further in data requests DRA-SDG&E-019, Q12 (Exh. 276 at 28 of Att. A), 7 
but has apparently been overlooked by DRA.   8 

• VP of Corporate Tax (1100-0046) 9 
DRA proposes to reduce $249,000 in utility allocations, maintaining that the increase 10 
in this cost center is incremental, and ignoring the evidence that shows costs 11 
transferring from other Tax cost centers.  In workpapers (Exh. 273 at 72-91) as well 12 
as data requests DRA-SDG&E-001, Q30 & 32 (Exh. 276 at 29-30 of Att. A), Sempra 13 
Energy explained the transfers did not increase FTEs, and any fluctuations caused in 14 
individual cost centers were offset within the department, as shown.  The offsetting 15 
amounts were again provided in data responses DRA-SDG&E-019, Q14 (Exh. 276 at 16 
31 of Att. A), where Sempra Energy showed that across the Tax department, labor 17 
expense was flat. 18 

• Domestic Tax Compliance (1100-0373) 19 
DRA proposes a reduction of $198,000 from utility allocations for this cost center.  20 
Instead of acknowledging the cost center variations and reorganizations described 21 
above, DRA proposes a four-year average basis, citing a Commission procedure used 22 
in instances when costs have fluctuated.  Even if Sempra Energy agreed that 23 
averaging was appropriate, we note that a three-year average for the Tax Services 24 
department overall would result in a basis of $2.611 million, higher even than Sempra 25 
Energy’s escalated 2012 request of $2.567 million.  DRA appears to have selected 26 
averaging formulas and cost centers that suit its predisposition in favor of reductions, 27 
rather than accepting Sempra Energy’s objective and reasonable forecast. 28 

• International Tax (1100-0374) 29 
DRA proposes a disallowance of the entire $693,000 allocation to the utilities, based 30 
solely on the cost center name.  There appears to be no comprehension of the average 31 
allocation methodology used for the whole Tax Services department, despite ample 32 
support provided via data responses DRA-SDG&E-019, Q22, and AUDITOR-DR-33 
017, Q2 (Exh. 276 at 32-33 of Att. A), prepared direct testimony (Exh. 272 at 19) and 34 
workpapers (Exh. 273 at 536). 35 

• Tax Law Group (1100-0399) 36 
DRA is seeking a reduction of $43,000 from the proposed utility allocations for this 37 
cost center.  Instead of acknowledging the cost center transfers mentioned above, 38 
again DRA cites a Commission procedure to use in instances when costs have 39 
fluctuated.  However, contrary to DRA’s treatment of Domestic Tax Compliance, 40 
where it used a four-year average, DRA now proposes a two-year average for the Tax 41 
Law Group.  This is a transparent effort to pick an average resulting in the lowest 42 
utility allocation, without any foundation in fact or consideration of consistency.  43 
Moreover, DRA does not seem to realize that, when viewed as a whole department, 44 
the costs for Tax Services are relatively flat, and there is no incremental request for 45 
2012 for the utilities. 46 
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• Corporate Cash Management (1100-0224) 1 
For short-term credit and bank fees, Sempra proposes a total budget of $19.626 2 
million, of which $2.308 million is for SDG&E and $3.258 million is for SCG.  DRA 3 
would reduce allocations by $669,000 to SDG&E and $946,000 to SCG.  DRA bases 4 
these significant adjustments on a simple average of historical recorded costs, which 5 
are no longer comparable and should not be used for averaging.  This cost center 6 
records all business unit bank fees, for both operational accounts, and short-term lines 7 
of credit.  Sempra Energy renewed its short-term lines of credit in 2010, which it does 8 
only every 2-3 years, so the forecast in the GRC Application includes the most recent 9 
rates -- reflecting today’s more restrictive financial environment compared to the last 10 
line of credit renewal in 2008.  This information was described to DRA in multiple 11 
data responses and provided in detail in Sempra Energy’s response to data request 12 
DRA-SDG&E-019 Q31 (Exh. 276 at 34 of Att. A). 13 

• VP Investor Relations (Cost Center 1100-0375) 14 
DRA proposes to reduce $130,000 from utility allocations for this cost center, 15 
disallowing incremental costs for a new FTE based on alleged insufficient 16 
justification.  The additional FTE is the existing administrative assistant, simply 17 
changing from being shared (half-time) to full-time, which had only a small impact 18 
on incremental costs.  The larger contributor was the transition of the VP with a more 19 
senior officer during 2010.  The 2012 forecast takes this into account.  In fact, if DRA 20 
did refer to 2010 recorded data in this case, they would note that 2010 actuals are 21 
already much higher than Sempra Energy’s TY 2012 forecast for the cost center. 22 

• Investor Relations/Shareholder Services (1100-0042) 23 
Throughout its report on Corporate Center, DRA’s proposals include the impact of 24 
their Multi-Factor change discussed above.  However, in some cost centers, certain 25 
costs were forecast as directly charged, so the total cost center would not be impacted 26 
by a Multi-Factor change.  DRA’s calculation adjustment erroneously applied the 27 
Multi-Factor changes to the entire cost center, regardless of direct charges.  In cost 28 
center 1100-0042, the computation included a material error of over $260,000.  Thus, 29 
DRA’s overall reduction based on a change in Multi-Factor assumptions is not valid 30 
for this cost center. 31 

• Corporate Planning/Financial Systems (1100-0342) 32 
DRA proposes a $43,000 reduction from utility allocations because this cost center 33 
has “fluctuated slightly” in historical non-labor costs.  DRA recommends using 2010 34 
recorded data as their basis.  However, they are ignoring the fact that this department 35 
incurs cyclical costs for software maintenance and periodic upgrades for Sempra 36 
Energy’s financial systems.  Non-labor does fluctuate year to year, but Sempra 37 
Energy’s forecast has already considered this and represents a five year average of 38 
costs; 2010 actuals are not representative.  Furthermore, DRA has included the same 39 
mathematical calculation error in their adjustment for the Multi-Factor, similar to the 40 
one described in Investor Relations, above. 41 

• VP Risk Analysis & Mgmt (1100-0010) 42 
DRA proposes to disallow all of the $190,000 allocation to each utility, based on the 43 
assertion that Sempra Energy has not justified the expense in its testimony.1392  44 

                                                 
1392 $190,000 net of $13,000 TY escalation = $203,000 to each utility. 
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Sempra Energy’s responses to DRA-SDG&E-034 Q2, DRA-SDG&E-019 Q4, and 1 
DRA-SDG&E-001 Q9 (Exh. 276 at 35-39 of Att. A) each address the function that 2 
this cost center serves.  The new department arose from increased lawsuits and 3 
litigation that resulted from the wildfires in 2007.  The considerable increase in 4 
lawsuits required an increase in financial risk analysis resources, and prior to the 5 
creation of this cost center, this analysis was being performed by outside counsel or 6 
consultants.   7 

• Financial Leadership Program (1100-0340) 8 
DRA would disallow allocations of $578,000 each to SDG&E and SCG for the 9 
Corporate Center accounting rotation program, as they believe it to be duplicative of 10 
the utilities’ similar programs.1393  These programs are not functions by themselves, 11 
but serve as cost effective recruiting vehicles and organized training programs for 12 
entry-level financial staff who eventually fill positions in other cost centers, at the 13 
Utilities, Global and Corporate Center.  The Utilities created their separate programs 14 
to comply with affiliate rules addressing joint recruiting.  Without this separation, the 15 
combined programs would still lead to the same cost, since the recruitment needs 16 
across the organization have not changed. 17 

15.2 Governance1394 18 

Sempra Energy groups the Internal Audit department, Corporate Secretary and Board of 19 

Directors, and its senior executives within in this category.  Of its total $10.8 million forecast, 20 

Sempra Energy proposes an allocation of $3.1 million to SDG&E and $2.9 million to SCG, or 21 

56% overall to the utilities. 1395  Although this represents an increase of $1.1 million from the base 22 

year, including escalation, DRA would eliminate $845,000, leaving an increment of only 23 

$265,000 for escalation and anticipated growth.  The problems with DRA’s recommendations as 24 

to specific cost centers within the Governance Division are summarized below and more fully 25 

discussed in Mr. Folkmann’s Rebuttal Testimony (Exh. 276 at 27-29). 26 

• Financial & Operational Audit Services (1100-0041) 27 
DRA proposes a reduction of $391,000 in utility allocations for increased staffing, 28 
claiming “no justification”.  Sempra Energy provided numerous descriptions of 29 
growth areas throughout testimony and workpapers and data responses.  (See Exh. 30 
276 at 40 of Att. A)  Furthermore, DRA determined, for this one cost center out of a 31 
department of six cost centers, that non-labor costs were “trending downward” based 32 
on 2010 recorded data.  DRA is blindly viewing dollar amounts for trends, despite the 33 
provision of detailed, year-over-year explanations of historical spending levels in 34 
numerous data responses.   35 

• Audit Quality Assurance (1100-0050) 36 

                                                 
1393 $578,000 net of $40,000 TY escalation = $618,000 to each utility 
1394 Finance is covered in Section 15.1. 
1395 SDG&E/SCG/Folkmann, Exh. 276 at 27. 
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DRA removed 100% of the $148,000 allocations associated with this cost center, 1 
claiming insufficient justification and the fact that 2010 recorded data showed almost no 2 
expense.1396  As explained in a response to DRA data request DRA-SDG&E-004, Q4 & 3 
19 (Exh. 276 at 43 of Att. A) this cost center was carved out from the pre-existing Audit 4 
Services organization to provide administrative support to all audit groups and the VP.  5 
There were no new employees added overall, and with a change in department 6 
leadership, the staff and expenses of this cost center were blended again with other cost 7 
centers in 2010. 8 

• Corporate Secretary (1100-0143) 9 
DRA proposes to reduce $151,000 from the 2012 forecast allocations, using 2010 10 
recorded costs as the basis,.  Although Sempra Energy would normally not support 11 
using 2010 recorded data as the new base year for forecasting, in the course of 12 
reviewing the costs for this rebuttal, we recognized some budget assumption errors 13 
that would prompt us to adjust our forecast to an amount similar to the 2010 data.  14 
Thus, in this particular case, Sempra Energy accepts DRA’s adjustment. 15 

15.3 Legal1397 16 

Of its total $38.0 million escalated forecast for Legal services, Sempra Energy proposes 17 

an allocation of $15.7 million to SDG&E and $10.1 million to SCG, or 68% overall to the 18 

utilities.1398  DRA would eliminate $18.6 million, reducing Sempra Energy’s request by 72%.  As 19 

summarized below and detailed in Mr. Folkmann’s Rebuttal Testimony, DRA’ recommendations 20 

are invalid (Exh. 276 at 29-32). 21 

• Executive VP & General Counsel (1100-0141) 22 
DRA takes the position that Corporate Center General Counsel is duplicative, and 23 
proposes to remove $614,000 in utility allocations.  Again DRA is basing its belief on 24 
a job title rather than an understanding of specific functions.  The Corporate Center 25 
General Counsel is the executive leader of the Corporate Center Law Department and 26 
its particular practice areas, including litigation, labor, regulatory, environmental, and 27 
commercial.  Corporate services include real estate, mergers and acquisitions, and 28 
SEC matters, which are usually not handled at the business units. 29 

• Corporate Center Law Department (1100-0144) 30 
DRA disagrees with the addition of two additional attorneys needed in support of 31 
Sempra Energy’s capital growth, and reduces utility allocations by $184,000.1399  As 32 
Sempra’s capital plans call for significant new utility investments in electric 33 
generation, transmission, gas infrastructure, and new metering technology, that 34 
growth creates demand on legal services at Corporate Center.  The addition of two 35 
attorney level FTE’s at Corporate Center is necessary to augment the level of 36 
available support in these practice areas.  (See DRA-SDG&E-028, Q3, Exh. 276 at 47 37 

                                                 
1396 $148,000 net of $10,000 TY escalation = $158,000 combined allocations. 
1397 Human Resources is covered in Section 15.4. 
1398 SDG&E/SCG/Folkmann, Exh. 276 at 29. 
1399 DRA/Bower, Exh. 496 at 36 ($292,000 total reduction, includes $55,000 escalation and $53,000 for Multi-
Factor adjustment = $184,000 net disallowance). 
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of Att. A). 1 

• Outside Legal (1100-0145) 2 
Outside Legal is made up of non-labor fees paid to external law firms, primarily for 3 
assistance in litigation matters.  As described in Mr. Folkmann’s Direct Testimony 4 
(Exh. 272 at 37-38), when neither the business unit department nor Corporate Center 5 
Law Department (CCLD) is able to provide the necessary legal services, outside 6 
counsel is hired.  Sempra Energy requests a TY 2012 forecast of allocated outside 7 
counsel costs of $10.949 to SDG&E and $6.737 to SCG.  DRA proposed a 8 
disallowance of all of the $17.686 million, claiming a lack of justification and citing 9 
the 2010 Reorganization and the formation of SDG&E and SCG’s own legal 10 
departments to replace the need for outside counsel.  It is unclear if DRA’s intention 11 
was truly to reject all Outside Legal or all of the Corporate Center Law Department 12 
(its testimony repeatedly refers to the costs in Outside Legal as CCLD.).  Yet, for 13 
DRA to claim a lack of informative data as the basis for its rejection is disingenuous, 14 
as the Corporate Center alone responded to nearly 70 specific questions from DRA 15 
regarding the legal area, including providing comprehensive historical matter detail 16 
through 2010. 17 

Moreover, during the hearing, DRA’s witness, Ms. Donna-Fay Bower admitted that 18 
she was not aware of the impact of the 2010 Reorganization on the attorneys working 19 
for the Utilities and had not even reviewed the testimony of SDG&E/SCG witness 20 
Cheryl Shepherd who had explained how, as a result of the 2010 Reorganization, 21 
attorneys had been assigned to various Sempra Energy business units, including the 22 
Utilities.1400  That is, the attorneys who had been working on utility matters prior to 23 
the 2010 Reorganization as Sempra Energy employees were simply re-organized as 24 
SDG&E or SCG employees.  Accordingly, the total number of attorneys available to 25 
work on utility matters did not change, and therefore, the Utilities’ need for outside 26 
counsel did not change.  DRA’s proposed disallowance ignores these facts.  With 27 
respect to Ms. Bower’s claim that the Utilities had failed to provide DRA with 28 
information, Ms. Bower admitted at the hearing that the Utilities actually had 29 
responded to many data requests on this issue, including data requests supporting the 30 
Utilities forecasting methodology showing how they calculated the total $17.686 31 
million forecast for outside counsel.1401  Ms. Bower also admitted that she agreed with 32 
many of the responses and/or that her testimony failed to include any specific analysis 33 
or discussion of the responses.1402  Finally, Ms. Bower admitted that the entirety of her 34 
basis for disallowing all of the Utilities’ outside legal costs was limited to two 35 
sentences in her testimony.1403  In sum, DRA has failed to adequately support its 36 
request that all costs for outside legal counsel be denied.  The 2010 Reorganization 37 
did not impact the number of attorneys that would be available to work on utility 38 
matters.  Given the volume of legal matters faced by the utilities and the history of 39 
using outside legal counsel for a significant portion of these matters, the need for 40 
outside counsel has not evaporated. 41 

                                                 
1400 DRA/Bower, Tr. Vol. 33 at 4416-4419  
1401 Id. at 4421-4440. 
1402 Id. 
1403 Id. at 4452-4453. 
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15.4 Human Resources1404 1 

The shared HR services forecast total of $18.3 million is primarily allocated based on 2 

number of employees at each business unit; thus the allocation is $6.1 million for SDG&E and 3 

$7.8 million for SCG.1405  DRA proposes reductions of $1.4 million to these utility allocations.  4 

The problems with DRA’s recommendations are summarized below and more fully discussed in 5 

Mr. Folkmann’s Rebuttal Testimony (Exh. 276 at 32-34). 6 

• Executive Compensation Services (1100-0136) 7 
DRA proposed a disallowance of $89,000 from utility allocations, basing its 8 
adjustment on 2010 recorded costs.  Sempra Energy disagrees with DRA’s selective 9 
practice of using 2010 recorded data, and points out that 2010 is not a representative 10 
year for this cost center because it contains a large prior-year credit and also does not 11 
include the cyclical consulting expense that is otherwise averaged in the 2012 12 
forecast.  DRA again has failed to properly analyze 2010 activity before making its 13 
recommendation. 14 

• Corporate Human Resources (HR) Business Partner (1100-0130) 15 
DRA proposes that since the utilities already have a HR business partner function, 16 
that the Corporate Center position is duplicative, and disallows 100% of the $828,000 17 
utilities allocation for this department.1406  DRA is misguided as to the functions of the 18 
HR business partner department which is not a shared service but rather provides 19 
necessary HR support for the shared services that do exist at Corporate Center, as 20 
explained in Mr. Folkmann’s Direct Testimony (Exh. 272 at BAF-47).  21 

• Corporate Community Partnerships (1100-0155) 22 
DRA proposes a disallowance of 100% of the $259,000 allocation to the utilities, 23 
based on an assumption of duplication with the utilities since the 2010 24 
Reorganization.1407  The two remaining employees at Corporate Center working on 25 
corporate community partnerships continue to support employee-based giving and 26 
volunteer programs, which are not duplicate activities of the corporate-based 27 
community support activities that are now based at SDG&E.  The utilities do not 28 
administer the company-wide employee based Volunteer Incentive Program, the 29 
scholarship programs, and the Sempra Employee Giving Network. 30 

• Internal Communications (1100-0170) 31 
For the same rationale as Corporate Community Partnerships described above, DRA 32 
has proposed a disallowance of 100% of the $136,000 allocation for this cost center, 33 
with one remaining employee, who primarily focuses on the administration of the 34 
Corporate intranet system and its use as a communication tool to all employees 35 
company-wide, including policy publication, company news, etc.1408  The utilities may 36 

                                                 
1404 Legal is covered in Section 15.3. 
1405 SDG&E/SCG/Folkmann, Exh. 276 at 32. 
1406 $828,000 net of $58,000 TY escalation = $886,000 combined allocation. 
1407 $259,000 net of $18,000 TY escalation = $277,000 combined allocation. 
1408 $136,000 net of $9,000 TY escalation = $145,000 combined allocation. 
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have some separate vehicles for communicating to their employee base, but they are 1 
not duplicative of the overall focus of this cost center. 2 

15.5 External Affairs 3 

Of its total $6.6 million forecast for communications and government policy functions, 4 

Sempra Energy proposes an allocation of $1.1 million to SDG&E and $1.1 million to SCG, or 5 

33% overall to the utilities.1409  Although costs have declined dramatically, DRA still proposes to 6 

eliminate $360,000, as described below.  The problems with DRA’s recommendations are 7 

summarized below and more fully discussed in Mr. Folkmann’s Rebuttal Testimony (Exh. 276 at 8 

34-36). 9 

• VP Corporate Relations (1100-0150) 10 
DRA proposes a reduction of $81,000 in utility allocations for incremental costs, 11 
claiming Corporate Center testimony provides “insufficient justification” and that 12 
non-labor costs were “trending downward.”  Sempra Energy provided data responses 13 
to DRA explaining that the incremental costs were for a new FTE DRA-SDG&E-009, 14 
Q17 (Exh. 276 at 51 of Att. A), for consolidation of certain compliance costs now 15 
under the responsibility of the new VP of Corporate Relations.  Also, in 2009 the VP 16 
purposely terminated several consulting and membership contracts, which reduced 17 
non-labor significantly but should not be construed as a trend (See Exh. 276 at 53-54 18 
of Att. A).  Adjusting Sempra Energy’s forecast allocations for these reasons is short-19 
sighted and does not lead to a reasonable forecast. 20 

• Government Programs and Corp Responsibility (1100-0157) 21 
DRA proposes that since expenses in this cost center have fluctuated from year to 22 
year, that they prefer a four-year average as the basis for a forecast, resulting in a 23 
$110,000 reduction to utility allocations.  Sempra Energy’s zero-based approach takes 24 
into consideration individual job positions and cost elements and expected spending 25 
levels which is a more effective method of forecasting given the organizational 26 
changes that have occurred within this department. Moreover, Sempra Energy objects 27 
to DRA’s patent selectivity in its methodologies, noting that 2010 actual recorded 28 
costs were the highest of any of the historical years, so they declined to use it as the 29 
new “base” for 2012 as they have for numerous other cost centers in their report.   30 

15.6 Facilities/Assets1410 31 

DRA’s adjustments in this group are limited to their proposed change in the Multi-Factor 32 

allocation and escalation differences which were already summarized earlier in this Brief. 33 

                                                 
1409 SDG&E/SCG/Folkmann, Exh. 276 at 34-35. 
1410 Executive is covered in Section 15.2. 
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15.7 Pension & Benefits1411 1 

Sempra Energy has grouped the cost forecasts for Corporate Center employee benefits in 2 

this category, although direct testimony that describes the benefit plans and supporting 3 

documentation was submitted by witness Debbie Robinson (Exhs. 372-377).  Of Sempra 4 

Energy’s $94.6 million forecast total for benefits, payroll taxes, incentive compensation and 5 

supplemental retirement, the only allocation to utilities are those that follow employees and 6 

officers’ same allocation as for their base salaries, which results in $15.5 million to SDG&E and 7 

$14.7 million to SCG, a total of 32% in overall allocation to the utilities.1412  DRA seeks to 8 

reduce the SDG&E allocations to $5.3 million and SCG allocations to $5.3 million, or 12% 9 

combined.1413  This is a 65% reduction from Sempra Energy’s already-reasonable request.  10 

DRA’s reductions of $19.6 million can be categorized as: 11 

• $1.6 million in standard benefit overheads as a result of DRA’s labor adjustments; 12 

• $0.6 million from DRA’s Multi-Factor and escalation differences (previously 13 

summarized); 14 

• $3.8 million disallowance of 50% of requested incentive bonuses (ICP); 1414 and 15 

• $13.6 million disallowance of any long-term incentives or supplemental retirement. 16 

The first two items are standard employee benefits on the labor items and allocation 17 

formulas that DRA disputes in their report, and with which we disagree on all but one cost 18 

center.  Our agreement on cost center 1100-0143 would result in an adjustment to Pension & 19 

Benefits of approximately $75,000.  The third and fourth items that DRA proposes to reduce are 20 

for incentive compensation and supplemental retirement benefits, and as explained in Ms. 21 

Robinson’s testimony, each of these reductions is without merit. 22 

15.8 Pension & Benefits 23 
[See Section 15.7] 24 

15.9 Insurance 25 
Applicants forecast total insurance expense in TY 2012 of $126.4 million, and allocate 26 

$97.5 million to SDG&E and $15.9 million to SCG.  DRA proposes to reduce SDG&E’s 27 
                                                 
1411 Depreciation and Rate of Return issues were not contested by intervenors.  However, this issue is covered in 
SDG&E/Folkmann, Exh. 272 at 59-63. 
1412 SDG&E/SCG/Folkmann, Exh. 276 at 37. 
1413 DRA/Bower, Exh. 497 at 4. 
1414 Incentive Compensation difference $3,547 (DRA/Bower, Exh. 496 at 52) increased to $4,683 (DRA/Bower, 
Exh. 497 at 4); added $1.1 million to $2.7 million as stated in SDG&E/SCG/Folkmann, Exh. 276 at 37. 
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allocation to $84.7 million and SCG’s allocation to $14.2 million.  DRA reductions of $14.4 1 

million include $13.5 million to Liability Insurance, $887,000 to Property Insurance, and 2 

$43,000 to Surety Bonds.  UCAN proposes to reduce SDG&E’s allocation by $36.8 million for a 3 

total TY 2012 forecast of $89.6 million. Their reductions are $35.8 million to Wildfire Insurance, 4 

$964,000 to Nuclear Property Insurance, and $55,000 to Nuclear Liability Insurance.  FEA seeks 5 

to reduce SDG&E allocations by $14.567 million for a total TY 2012 forecast of $111.86 6 

million. Their reductions are $13.7 million to Wildfire Insurance and $867,000 to Liability 7 

Insurance.  Intervenors also propose other adjustments, for example DRA’s audit report would 8 

revise the multifactor allocation method which is used in some (but not all) insurance categories.  9 

However, DRA’s multifactor allocation recommendations are improper, and are incorrectly 10 

applied to some insurance costs for which the multifactor allocation was never even used.  See 11 

Exh. 276 (Folkmann rebuttal) and section 15 of this Opening Brief.  Intervenors also propose to 12 

modify escalation adjustments utilized in the insurance area, as discussed below. 13 

DRA recommends lower escalation rates than proposed by Applicants, and propose using 14 

the Global Insight Power planner index as the basis for their escalation rates. However, DRA 15 

provides no rationale or justification for its use.  FEA also recommends reducing the escalation 16 

rate to be consistent with CPI escalation used for other expenses.  However, they provide no 17 

calculations or recommended reductions, nor do they state what baseline they would use. The 18 

3.5% escalation factor used by Applicants reflects pressures unique to the insurance market and 19 

is conservative.  Insurance forecasts in this GRC will not be accurate if they utilize standard 20 

escalation factors used by other utility areas.  For example, Property Insurance has increased by 21 

approximately 6% per year (based on a simple average), between 2005-2010, and Liability 22 

Insurance (excluding Fire coverage) has increased by nearly 8% per year over the same period.  23 

Exh. 217 at 3.  Because certain premium increases may be attributed to program and property 24 

additions, Applicant selected a more conservative 3.5% escalation, which is somewhat higher 25 

than standard non-labor, but lower than overall recent experience for insurance.  This escalation 26 

is reasonable based on actual historical trends and should be utilized in forecasting insurance 27 

expense in this proceeding.  Exh. 217 at 4. 28 

15.9.1 Property Insurance 29 

Applicants forecast Property Insurance expense of $15.9 million in 2012, of which it 30 

allocates $5.4 million to SDG&E and $3.3 million to SCG. DRA would reduce the SDG&E 31 
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allocation to $4.8 million and SCG allocation to $2.9 million1415.  DRA has recommended that 1 

$887,000 in Property Insurance allocations to SDG&E and SCG be removed from the test year 2 

based on trend data and their multi-factor and escalation proposals. 1416 UCAN would remove 3 

$964,000 in Property Insurance allocations for SONGS nuclear be removed from the test year.1417 4 

A. Excess Property - Cost Center 1100-0404 5 
DRA cuts $499,000 from SDG&E allocations and $311,000 from SCG allocations, for a 6 

total of $810,000.1418   $115,000 of the disallowance is due to the change in escalation rates 7 

discussed above.  SDG&E’s escalated TY forecast is $7.012 million.  DRA claims that over the 8 

last four years the costs in this cost center have trended lower.  This is incorrect; for the prior five 9 

years all premiums for this cost center have been higher than $6 million.  2010 was the only year 10 

in recent history to fall below $6 million.  However DRA’s use of 2010 data is inappropriate.  11 

Costs for this group were unusually low in 2010 due to Sempra’s decision to opt out of the 12 

hurricane insurance coverage pool (which is not even applicable to SDG&E or SCG).   Therefore 13 

DRA’s use of 2010 recorded costs is not an appropriate base from which to forecast TY 2012, 14 

and their proposed adjustment should be rejected.  Exh. 217 at 5. 15 

B. SONGS Nuclear Property Insurance - Cost Center 1100-0401 16 
DRA has recommended that $63,000 be removed from SDG&E allocations, of which 17 

$28,000 is due to the revised escalation rate discussed above.   DRA’s reduction of $63,000 18 

included their recommended changes to the multi-factor; however this cost center is allocated 19 

100% to SDG&E and thus does not use the multi-factor rates.  Exh. 217 at 6. 20 

UCAN argues that the entire $964,000 forecast in 2012 should be disallowed on the basis 21 

that the Nuclear Electric Insurance Limited (NEIL) credits will continue to offset premiums in 22 

forecast years.1419  UCAN argues that “NEIL’s finances have not been as gloomy as SDG&E 23 

expected them to be.”  UCAN used information from Edison’s GRC (a Marsh letter dated May 7, 24 

2010 and a NEIL report of April 14, 2010) to argue that the 3.5% annual increase should be 25 

denied, and assumes a NEIL credit of $125 million.  UCAN forecasts zero as the NEIL insurance 26 

cost (i.e., credits equal to premiums).  However UCAN is basing its assumption on outdated data 27 
                                                 
1415 DRA/Bower, Exh. 498 at 9. 
1416 DRA/Bower, Exh. 498 at 8.  SDG&E’s growth impacts the Multi-Factor trend, increasing overall allocations; 
however this is offset by somewhat declining Multi-Factor allocation ratios to SoCalGas, relative to SDG&E and 
other business units. 
1417  UCAN/Marcus, Exh. 558 at 82. 
1418  DRA/Bower, Exh. 498 at 7. 
1419  UCAN/Marcus, Exh. 558 at 82. 
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from two years ago.  SDG&E’s forecast is based on more current information obtained from 1 

SONGS insurance broker Marsh1420 during discussions with nuclear property insurer NEIL.  Exh. 2 

217 at 6.  Distributions are not likely for the near future, as evidenced in Exh. 217, Appendix A 3 

at 3.  Given that the largest historical loss in NEIL’s history (Crystal River) will continue to grow 4 

in scope and size, and that distributions are not guaranteed, SDG&E (and Marsh) anticipate that 5 

the future distributions are not likely in 2013 and 2014.  Exh. 217 at 7. 6 

NEIL also has announced to its’ insured members their intent to increase premium rates 7 

for the primary property policy in future years, starting in 2012.  Marsh has advised clients of 8 

NEIL’s increase in premium rates as well, due primarily to the Crystal River loss.  NEIL plans a 9 

30%-40% increase in property premium over the next three years.  The increase in 2012 is now 10 

expected to be 15%, and 25% in 2013, with the balance of the increase (0%-10%, to be 11 

determined by NEIL) coming in 2014.  Exh. 217 at 7.  Thus the 3.5% escalation used by 12 

Applicants is conservative.  The Commission should accept Applicant’s nuclear property 13 

insurance forecast of $964,000. 14 

15.9.2 Liability Insurance 15 
Applicants forecast an overall budget in TY 2012 for Liability Insurance of $109.378 16 

million, including $78.667 million for fire-related policies, primarily for SDG&E.  DRA 17 

removes $13.486 million of Corporate Liability Insurance allocations from 2012 based on an 18 

incorrect adjustment to 2010 recorded costs, as well as DRA’s multi-factor and escalation 19 

proposals. 1421  UCAN would cut $35.8 million of Wildfire Insurance allocations1422 and $55,000 20 

of SONGS Nuclear Liability Insurance allocations from 2012.1423  The majority of UCAN’s cut is 21 

based on the incorrect premise that the cost of Wildfire Insurance is not cost effective or 22 

justified.  FEA would cut Wildfire Insurance by $13.7 million1424, arguing that the total TY 2012 23 

forecast should equal recorded 2010 actuals.  FEA also recommends reductions of $828,000 to 24 

                                                 
1420  Marsh is not an “actuary” as UCAN stated; Marsh is the world's leading insurance broker and risk adviser. 
Marsh provides brokerage and claims advocacy services, consultative risk management advice, captive management 
and advisory services, and many other tools and service platforms to clients in over 100 countries. SDG&E/SCG/De 
Bont,  Exh. 217 at 6. 
1421  DRA/Bower, Exh. 498 at 7. 
1422  UCAN/Sulpizio, Exh. 566 at 18. 
1423  UCAN/Marcus, Exh. 558 at 82. 
1424  Exh. 577 at 70. 
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D&O insurance and $39,000 to Group Umbrella insurance.1425  These proposed cuts by 1 

intervenors should be rejected; they are addressed by insurance policy type below. 2 

A. Wildfire Liability - Cost Center 1100-0445 3 
DRA incorrectly asserts that the 2010 recorded costs include $8.376 million that belong 4 

in cost center 1100-0446 and therefore removed it from its base for escalation.1426  In addition, 5 

$766,000 of the disallowance of $8.981 million in utility allocations is due to the change in 6 

escalation rates discussed above.  The 2010 recorded liability insurance costs provided to parties 7 

by Applicants during the course of the proceeding are accurate as provided and do not warrant 8 

DRA’s adjustment.  DRA assumes the costs have been double counted between this cost center 9 

and cost center 1100-0446.  There is no double counting and no further adjustment is needed; the 10 

recorded costs of $40.729 million represent the total actual renewal amounts for this policy only.  11 

DRA’s disallowance of $8.981 million includes their changes to the multi-factor; however, this 12 

cost center allocation method is not impacted by multi-factor rates and DRA’s adjustment 13 

therefore should be rejected.  Exh. 217 at 9.  The Commission should reject DRA’s proposed 14 

adjustments in their entirety and adopt Applicants’ TY 2012 forecast of $42.9 million. 15 

B. Wildfire Reinsurance - Cost Center 1100-0446 16 
DRA asserts that the recorded costs of $24.23 million for 2010 exclude the first 17 

installment of the policy because it was included in cost center 1100-0445.1427  DRA would cut an 18 

additional $772,000 due to escalation as discussed above.   The assertion that the expense is 19 

being double counted between this cost center and cost center 100-0445 is inaccurate.  The 20 

recorded actual costs in this cost center include only three installments and do not represent a full 21 

year of premiums as this policy was not procured until June 2010.  Exh. 217 at 10.   DRA 22 

annualized the $24.23 million to arrive at a base of $32.606 million and used that as the basis for 23 

their forecast.  DRA states that their proposed cut of $1.6 million includes their recommended 24 

changes to the multi-factor; however this cost center is allocated 100% to SDG&E and not 25 

subject to the multi-factor rates.  The Commission should reject all of DRA’s proposed 26 

reductions and adopt Applicants’ forecast of $35.8 million as reasonable. 27 

                                                 
1425  Exh. 577 at 72 and 76. 
1426  DRA/Bower, Exh. 498 at 11. 
1427DRA/Bower, Exh. 498 at 12. 
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FEA recommends that $13.7 million be removed from SDG&E allocations in 2012 using 1 

2010 recorded costs as a base. 1428  The 2010 actual costs should not be used as a basis for the 2 

forecast, as it is not accurately representative of the TY 2012 forecast.  FEA provides no 3 

rationale for their proposed reduction, other than allegations of fault in two wildfire lawsuits.  4 

The use of 2010 recorded costs has no connection with their recommendation, as they are not 5 

proposing a reduction based on these allegations, but rather a proposed reduction on spending to 6 

2010 levels.  In addition, the 2010 recorded costs only contain three quarterly payments, as the 7 

policy was not in place for the entire year.  Therefore, 2010 recorded data does not represent a 8 

full year premium.  Exh. 217 at 10.  The Commission should deny FEA proposals for the reasons 9 

listed above.  Applicants’ forecast is accurate and reasonable and should be adopted. 10 

C. Directors & Officers (D&O) Liability - Cost Center 1100-0427 11 
DRA cuts 50% ($982,000 to SDG&E and $971,000 to SCG) of the allocation for D&O 12 

insurance.  D&O insurance is no different from any other type of insurance; it is a risk mitigation 13 

tool that protects against catastrophic losses.  This insurance is one of the factors that aid in 14 

attracting and retaining qualified officers and directors, which is in the best interests of both 15 

ratepayers and shareholders.  Shareholders are already paying for a portion of this insurance 16 

since the costs are allocated based on the multi-factor formula.  Exh. 217 at 11.  Finally, DRA’s 17 

adjustments contained mathematical errors that would result in less than 50% allocation to 18 

ratepayers.1429  The Commission should reject DRA’s proposal to change allocation methods. 19 

DRA claims that over the last four years, the cost center has trended lower.  DRA is 20 

wrong.   Since 2005 the policy has had fluctuations both higher and lower than the 2012 forecast 21 

with no trend easily identifiable.  2010 is the lowest year in the last six years, but this is an 22 

aberration, not a downward trend.  In 2010, the policy was lower due to Sempra Energy’s 23 

favorable risk profile and a soft insurance market.  Applicants’ expert testified that the lower 24 

rates from 2010 will not be sustained.  Exh. 217 at 11.  2010 actuals are not an accurate basis for 25 

TY 2012 and the Commission should accept Applicants’ 2012 forecast of $4.2 million. 26 

FEA cuts $828,000 in D&O insurance for SDG&E’s allocations based on an assertion 27 

that the insurance only comes into play when and if a shareholder sues the officers and 28 

                                                 
1428 Exh. 577 at 70. 
1429 The correct calculation would have been a 50% sharing of the premium before any allocations, resulting in a 
decrease of $1.4M, and not the $1.9M DRA proposed. 
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directors.1430   FEA argues that the costs should be split equally between ratepayers and 1 

shareholders.1431  As noted above D&O insurance is no different from any other type of 2 

insurance; and these costs are allocated based on the multi-factor method which already charges 3 

a portion to the shareholders. The Commission should reject FEA’s change in allocation method. 4 

FEA argues that since the costs in this cost center have trended lower, 2010 costs should 5 

be used.1432  Applicants disagree.  Since 2005 the policy has experienced fluctuations both higher 6 

and lower than the TY 2012 forecast with no trend easily identifiable.  It appears that both DRA 7 

and FEA have chosen 2010 costs because it is the lowest year of the last six years.  This is not a 8 

sound basis for a TY forecast.  2010 costs are not a result of a downward trend, but were due to a 9 

lower policy premium as a result of a favorable risk profile and a “soft” insurance market. 1433  10 

The D&O insurance market has been soft for an extended period of time. Rates have hit near 11 

bottom, and insurers cannot underwrite the risk exposure and continue to lower rates.  Based on 12 

the current market, the D&O insurance market lower rates from 2010 will not be sustained.  Exh. 13 

217 at 12.  The Commission should adopt Applicants’ more realistic TY 2012 forecast and reject 14 

the use of 2010 recorded costs as they are not an accurate basis as proposed by FEA. 15 

D. Excess Worker’s Compensation - Cost Center 1100-0429 16 
DRA recommends that $87,750 be removed from the TY 2012 forecast, reducing 17 

SDG&E and SCG allocations by $39,000 and $48,000, respectively. $42,750 of that reduction is 18 

the result of using 2010 recorded cost as the basis for the forecast.1434  The remaining $45,000 is 19 

due to revised escalation rates discussed in Section III above.  Applicants disagree with DRA’s 20 

escalation proposal as noted above, and disagree with the use of 2010 data in this instance as 21 

well as the use of Global Insights for the escalation.  Exh. 217 at 13. 22 

E. Global Worker’s Compensation - Cost Center 1100-0439 23 
DRA disallows all costs associated with the Global Worker’s Compensation ($1,000 to 24 

SDG&E, $0 to SCG) even though utility employees are covered. 1435  The actual number of utility 25 

employees covered has been specifically provided to DRA, who provides no specific rationale 26 

for the proposed disallowance and has apparently ignored the additional supporting data. This 27 

                                                 
1430 Exh. 577 at 71. 
1431 Id. at 73. 
1432 Id. at 72. 
1433  A “soft” market is characterized by the availability of adequate types and amounts of insurance. 
1434  DRA/Bower, Exh. 498 at 14. 
1435  Id. 
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policy is allocated based on actual premiums per business unit and therefore there is no reason 1 

for this disallowance.  Exh. 217 at 13.  DRA also stated that their reduction included their 2 

recommended changes to the multi-factor; however this cost center allocation method is not 3 

impacted by multi-factor rates, so such a reduction would be inappropriate. 4 

F. SONGS Nuclear Liability - Cost Center 1100-0425 5 
DRA recommends that Applicants’ TY 2012 forecast of $462,000 be reduced by 6 

$112,0001436. DRA claims that over the last four years, the cost center has trended higher and 7 

proposed that in this instance, the most recent year 2010 cost could be used.  This is 8 

inappropriate because 2010 costs data contained a credit that was received in March 2010, but 9 

was applicable specifically to the 2009 policy, thus, the 2010 data was unusually low.  Exh. 217 10 

at 14.  This information was supplied to DRA but DRA did not adjust accordingly. Applicants 11 

appropriately based this forecast on the actual policy premiums.  DRA’s methodology is 12 

inaccurate and should be rejected. DRA also stated that their reduction of $112,000 included 13 

their changes to the multi-factor; however this cost center is allocated 100% to SDG&E and not 14 

subject to the multi-factor rates.  Id.  This DRA proposal should also be denied.  15 

UCAN claims that the escalation rate used for SONGS liability insurance is overstated, 16 

citing a letter that states nuclear liability policies will be flat for 2011 and 20121437  This letter is 17 

outdated. Applicants based its TY 2012 forecast on current information, which shows that 18 

premiums have trended higher since the Price Anderson Act required facilities to purchase 19 

higher limits in 2010.1438  The actual premiums were as follows: 20 

 21 

                                                 
1436  Id. 
1437  UCAN Testimony of William B. Marcus – Attachments page 37 (UCAN-2).  
1438  SDG&E/SCE/DeBont, Exh. 217,  Attachment A at .8. 

SONGS Nuclear Liability
Policy Year Premium
2011-2012 $447,800
2010-2011 $431,132
2009-2010 $360,037
2008-2009 $361,141
2007-2008 $370,542
2006-2007 $374,494

Total Growth $73,306
Percent Growth 3.91%
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Applicants’ forecast method accurately recognized the increasing cost trend. In addition, 1 

UCAN inappropriately includes the escalation for the non-nuclear liability policy for SONGS 2 

Mesa, which is in a different cost center 1100-0426 and is budgeted at $646,000. This adjustment 3 

is incorrect and should be rejected.  The escalation in this cost center has nothing to do with 4 

SONGS Nuclear liability and should not be included.  The Commission should reject UCAN’s 5 

method and adopt Applicants’ forecast of $462,000 as reasonable. 6 

G. Group Executive - Cost Center 1100-0433 7 
DRA cuts utility allocations of $78,000 ($39,000 per utility) based on an assertion that 8 

this type of insurance only benefits executives and does not serve ratepayer interests.1439 The 9 

group executive policy is designed to protect key employee executives and their families against 10 

claims resulting from personal injury, bodily injury or property damage lawsuits.  It is one 11 

component of a competitive compensation and benefits package, and should not be 12 

micromanaged so long as overall compensation is at market.  The Commission should deny 13 

DRA’s disallowance of these expenses. 14 

FEA cuts $39,000 allocated to SDG&E in TY 2012 on the basis that this insurance only 15 

benefits select executive employees and is in addition to the liability policies already provided by 16 

the company.1440  FEA confuses commercial liability insurance with personal liability 17 

insurance.1441 The executive umbrella liability insurance policy is not in addition to, nor is it a 18 

duplication of, the insurance afforded by the commercial liability insurance.  The Commission 19 

should deny FEA’s proposal; Applicants’ TY 2012 forecast of $94,000 is appropriate. 20 

H. Liability Insurance Allocation Adjustment 21 
DRA requested that $730,000 be removed to reflect the changes they proposed to the 22 

multi-factor.  Applicants have addressed DRA’s proposed adjustments to the multi-factor above 23 

and in the testimony of Bruce Folkmann in Exh. 226. 24 

15.9.3 Surety Bonds 25 

Applicants forecast an overall budget in TY 2012 for Surety Bonds of $1.2 million, all of 26 

which will be directly charged in the amounts - $854,000 to SDG&E and $257,000 to SCG. 27 
                                                 
1439  DRA/Bower, Exh. 497 at 14. 
1440 Exh. 577 at 76. 
1441 Commercial insurance liability coverage is designed to provide coverage for third party liability arising out of 
the Insureds (the company and its employees) scope of operations and work. Personal liability insurance, as 
provided under the executive umbrella liability policy as part of an executive compensation program, is designed to 
provide coverage for third party liability arising out of the Insureds (executive employees) own personal actions that 
are unrelated to work. SDG&E/SCE/DeBont, Exh. 217 at 16.  
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DRA seeks to reduce the SDG&E allocations to $821,000 and SCG allocations to 1 

$247,0001442. They state that over the last three years, the cost center has trended higher and 2 

argue that the most recent year 2010 should be used. The last three years show no trend, with 3 

actual costs in 2008 of $139,000, 2009 of $1.047M and $1.067M.  The Commission should 4 

reject DRA’s proposed reductions and adopt Applicants’ TY 2012 forecast. 5 

15.9.4 UCAN’s Wildfire Insurance Arguments Should Be Rejected 6 
UCAN’s argues that SDG&E’s forecasted “Wildfire Property Damage Reinsurance” 7 

premium expense of $35.8 million cannot be justified.”1443  UCAN proposes that SDG&E be 8 

permitted to collect only $6.5 million in additional insurance expense for the year 2012 rather 9 

than the forecasted increase of $42.3 million1444 based on claims that SDG&E did not explore 10 

fully alternative risk transfer (ART) mechanisms and that SDG&E relies too heavily on the 11 

commercial and reinsurance market.  However, SDG&E’s rebuttal, Exh. 217 showed why 12 

UCAN’s testimony and “alternatives” lack validity and why the Commission should adopt 13 

SDG&E’s TY 2012 forecast.  In short: 14 

• SDG&E did explore fully alternative risk transfer mechanisms, selecting the most 15 
appropriate ART mechanism to address the most pressing risk exposure they faced – 16 
the lack of insurance capacity to address the biggest wildfire loss risk exposure, 17 
property damage and defense costs. 18 

• SDG&E’s reliance upon the commercial and reinsurance market is a sound and stable 19 
approach to risk transfer, and protects SDG&E and its ratepayers from the 20 
catastrophic wildfire risk exposure it faces. 21 

• The reinsurance transaction was completed by licensed reinsurance brokerage and 22 
reinsurance company professionals, with oversight from captive managers, the South 23 
Carolina Department of Insurance, and ratings agencies. 24 

UCAN claims that “SDG&E failed to thoroughly explore the possibility that alternative program 25 

structures, incorporating alternative risk transfer (ART) techniques would have enabled the 26 

Company to build capacity more cost effectively”.1445  However UCAN ignored pertinent facts 27 

provided in Exh. 213 and in data responses to UCAN.1446  For both 2010 and 2011 insurance 28 

renewals, SDG&E explored several options with its insurance broker Marsh and reinsurance 29 

broker Guy Carpenter.  SDG&E’s goal since the 2009-10 policy year, when wildfire liability 30 

                                                 
1442 DRA/Bower, Exh. 497 at 14. 
1443 UCAN/Sulpizio, Exh. 566 at 2. 
1444 Id. at 3. 
1445 UCAN/Sulpizio, Exh. 566 at 2. 
1446 SDG&E/SCE/DeBont, Exh 217 at 18 (citing UCAN Data request UCAN-SDG&E-DR-26 question 1). 
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insurance limits dropped by two-thirds to $400 million, has been to get back to the 2008-09  1 

policy year limit of nearly $1.2 billion as risk transfer mechanisms (insurance and  other 2 

alternative risk transfer options) became commercially and reasonably  available.  Great strides 3 

were made in reaching that goal with the 2010-11 renewal. The insurance program put into 4 

place, providing SDG&E a combined $1 billion in wildfire protection, allows SDG&E to build 5 

coverage and limits in the most cost effective manner for the future.  That progress was 6 

continued with the 2011-12 renewal.  Exh. 217at 21. 7 

In addition, given the inability in recent years to obtain traditional liability insurance at 8 

historical levels, the coverage program may also include Alternative Risk Transfer (ART) 9 

mechanisms, which operate to supplement traditional liability insurance in order to achieve 10 

higher coverage levels.  ART includes such products as reinsurance, catastrophe bonds, and 11 

“captive” insurance.  In D.10-12-053, the Commission expressly endorsed consideration of ART 12 

mechanisms as a means of supplementing the coverage offered through traditional liability 13 

insurance.  The CPUC found that SDG&E’s exploration of ART mechanisms in its 2009 renewal 14 

was reasonable; SDG&E followed the same Commission-approved approach in considering 15 

ART mechanisms in the 2011-12 renewal.  Exh. 217 at 19. 16 

In the 2010 renewal, SDG&E was able to secure coverage through a new ART product 17 

offered by the reinsurance market.  The reinsurance ART product is essentially identical to 18 

traditional liability insurance in terms of the mechanics of the coverage – the difference is mainly 19 

in the identity of the insurers (reinsurance coverage is written by the reinsurance market rather 20 

than the commercial insurance market) and the terms of coverage.  The reinsurance product had 21 

never been offered previously; it was not available to SDG&E prior to the 2010 renewal.  22 

SDG&E purchased wildfire property damage reinsurance coverage through a sponsored 23 

protected cell captive insurance company.  This ART product offered the broadest coverage 24 

solution at the lowest cost. The primary purpose of a captive is to finance the risks of its owners 25 

or participants.  Captives are typically licensed under special purpose insurer laws and operate 26 

under a different regulatory system than commercial insurers. This arrangement produced over 27 

$1,000,000 in tax savings for the past two insurance renewals.  Exh. 217 at 20. 28 

Use of a separate ART mechanism – catastrophe bonds (cat bonds) – was also explored 29 

in 2010 and again in 2011.  Cat bonds are risk-linked capital market securities that transfer a 30 

specified set of risks or perils from a sponsor to investors.  As in 2010, cat bond costs exceeded 31 
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the cost of the program placed in 2011 and limits available were significantly lower than limits 1 

available in the reinsurance market.  SDG&E thoroughly explored ART structures in its 2010 2 

and 2011 liability insurance renewals.  UCAN’s claim that SDG&E’s procurement approach was 3 

flawed is inaccurate.  UCAN applied erroneous information and flawed analysis, and ignored 4 

SDG&E’s urgent need to replace the significant loss in wildfire insurance capacity at the lowest 5 

cost possible that would provide risk transfer protection for SDG&E and its ratepayers, and to 6 

improve terms and pricing in the $400 million commercial insurance program. Id.  SDG&E’s 7 

procurement approach – which the Commission deemed to be reasonable in D.10-12-053 and 8 

again in Resolution E-4450 (December 15, 2011) accomplished these goals in both insurance 9 

renewals.   The Commission stated that “[i]n an effort to establish sound public policy, we agree 10 

that SDG&E’s decision to obtain all the liability insurance that was reasonably available in the 11 

world’s insurance market was a prudent risk mitigation strategy.” D.10-12-053 at 32. 12 

A. SDG&E Negotiated the Best Possible Terms. 13 
UCAN asserts that the “California insurance market is currently unstable and could be 14 

costly.” 1447 UCAN cites the August 31, 2009 Joint Amended Application A.09-08-0201448 and 15 

statements made therein as evidence of insurance market instability.  However, that Application 16 

preceded the development of SDG&E’s ART reinsurance solution.1449  UCAN relied on outdated 17 

information to make an inaccurate assessment about the stability of the insurance market.  Since 18 

A.09-08-020 was filed, SDG&E has gone through two insurance renewals and added many new 19 

insurers and reinsurers to the wildfire insurance programs.  The reinsurance market is stable and 20 

capacity is available for reasonably priced programs, where the reinsurer’s cost of capital is 21 

slightly lower than the prevailing market terms.   Exh. 217 at 21.  UCAN also argues that 22 

SDG&E’s wildfire property damage program is “extremely fragmented and populated by 23 

opportunistic underwriters”1450  This is not the case; SDG&E and its brokers spread the risk 24 

among many reinsurance markets under a common coverage form.  The reinsurance program 25 

uses a number of markets to obtain the capacity needed while diversifying and reducing exposure 26 

with any one market.  The reinsurance binds coverage for SDG&E’s captive insurer under 27 

common terms for all markets, providing stability to SDG&E’s program.  Exh. 217 at 22.  This 28 

                                                 
1447 UCAN/Sulpizio, Exh. 566 at 5. 
1448 Id. 
1449 SDG&E/DeBont, Exh. 213 at 8-9. 
1450 UCAN/Sulpizio, Exh. 566 at 6. 
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wildfire reinsurance is a new form of capacity for specific property exposures, which consist of 1 

strict liability for property damage under the concept of inverse condemnation.1451 2 

UCAN claims that the $600 million wildfire property damage reinsurance program is 3 

narrow in scope, and therefore is not as cost effective as SDG&E asserts it to be.1452   But in 4 

reality, the wildfire property damage reinsurance program is designed to be narrower in scope 5 

than the $400 million commercial insurance program.  Of the various ART products available in 6 

the market, the reinsurance product is the closest in type to traditional commercial liability 7 

insurance, and is the most cost-effective.1453 In addition to covering loss adjustment expenses, the 8 

reinsurance program offers protection for property damage, which represents ~80% of the 2007 9 

wildfire losses sustained by SDG&E.  This is a significant amount of risk transfer protection for 10 

the most significant and most likely wildfire loss costs that SDG&E could potentially face in the 11 

future.  Defense costs are covered as a loss adjustment expense in association with any covered 12 

element of loss (property damage) found in the reinsurance contracts.  If property is damaged or 13 

destroyed and defense costs are incurred, they are covered by the insurance and supporting 14 

reinsurance contracts.  While bodily injury is not covered under this program, it is not a 15 

significant loss exposure when compared to property damage and defense costs.  SDG&E 16 

obtained additional capacity in the commercial insurance program to provide protection for this 17 

element of risk exposure within the commercial insurance program as well.  The reinsurance 18 

program provides significant financial protection for the largest wildfire risk exposures, and is 19 

cost effective.   Exh. 217 at 25.  In accordance with the approach endorsed by the Commission in 20 

D.10-12-053, and given its risk profile, SDG&E’s liability insurance procurement strategy for 21 

the 2011-2012 renewal was to canvass the global insurance market to procure all the insurance 22 

coverage that was reasonably available. This approach is consistent with the Commission’s 23 

policy in favor of utility procurement of sufficient liability insurance to protect against natural 24 

                                                 
1451 As described in SDG&E/DeBont, Exh. 213 at 6, the notion that SDG&E could be held strictly liable under a 
theory of inverse condemnation for wildfire damages caused by a utility power line, even where the utility was not 
at fault, was “very unsettling” to all underwriters. 
1452 UCAN/Sulpizio, Exh. 566 at 8. 
1453 The $600 million in wildfire reinsurance limits SDG&E has obtained for the 2011-2012 policy period will have 
an average rate of 5¢ ($0.0510) per dollar of coverage, slightly less than the expiring policy year rate ($0.0534). By 
comparison, for the traditional wildfire insurance program providing $425 million in liability limits, the average rate 
was $0.0741 per dollar of coverage in the final $100mm layer ($325mm-$425mm). Reinsurance coverage is 
narrower than the commercial wildfire coverage in SDG&E’s $425 million wildfire tower. 
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disasters and other occurrences, which are an ever-present risk in California.  The Commission 1 

should reject UCAN’s inaccurate assertions. 2 

B. There Were No Offsetting Revenues as UCAN Alleges. 3 
UCAN incorrectly asserts that Cox settlement reduced the net loss sustained by 4 

insurers.1454  The Cox settlement did not reduce the net loss sustained by insurers. SDG&E and 5 

Cox Communications signed an agreement settling SDG&E’s claims against Cox in the 2007 6 

Guejito wildfire1455.  The settlement provides that SDG&E – and not insurers - would receive 7 

$444 million from Cox that will be used only for wildfire-related expenditures. SDG&E’s 8 

insurers did not obtain rights of subrogation.  The standard commercial insurance policy contains 9 

a condition on recoveries, whereby recoveries flow to the insurers only after the insured has been 10 

made whole first for its losses in excess of available insurance.  Exh. 217 at 29. The 2007 11 

wildfire losses greatly exceeded insurance coverage limits, as reported in Sempra Energy SEC 12 

filings. SDG&E will never be made whole from insurance and subrogation proceeds for these 13 

losses. It is incorrect to assume that wildfire losses were only $1.1 billion minus the Cox 14 

settlement.  All aspects of the 2007 loss, including the Cox settlement, were discussed with 15 

underwriters during the renewal process.  All underwriters knew they would not receive any 16 

recovery for their payment of claims, because the losses far exceeded the insurance coverage and 17 

Cox settlement. Insurer payback continues to play a role in their resistance to lowering prices.  18 

The Commission should reject UCAN’s argument as it is false.  Id. 19 

C. UCAN’s Other Wildfire Catastrophe Risk Alternative Strategies and Options Are 20 
Untenable 21 
UCAN argues that “SDG&E has not considered alternative program structures”1456and  22 

suggests may be possible to build capacity more cost effectively by restructuring the $400 23 

million tower of wildfire liability insurance while also lending greater stability to the overall 24 

program.  It is impossible to guarantee stability in a risk transfer program, if an insured has 25 

sustained a large catastrophic loss.  Exh. 217 at 30. UCAN’s witness Sulpizio proposed a loss 26 

stabilization plan (Plan) reinsured 50%-90% in the reinsurance marketplace, as an alternative to 27 

the AEGIS and EIM layers (the primary layers of insurance coverage, up to $60 million).1457  28 

SDG&E’s expert pointed out several shortcomings in the UCAN Plan.  The Plan replaces the 29 
                                                 
1454 UCAN/Sulpizio, Exh. 566 at 11. 
1455 Id. 
1456 UCAN/Sulpizio, Exh. 566 at 11. 
1457 Id. at 12. 
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leading two layers of wildfire liability coverage, but these are layers in which reinsurers 1 

traditionally do not participate, and which would cost much more if they were negotiated.  2 

SDG&E’s rate-on-line pricing (average rate on line of 5.1%) is much less inexpensive than the 3 

UCAN Plan because of the high attachment point and layers the reinsurers participate in.  These 4 

layers have greater exposure to loss, and thus the rate on line would be significantly greater; in 5 

addition the layer in which the Plan is suggested to reside in is the broader bodily injury and 6 

property damage coverage layer.  The UCAN Plan also creates a self-insurance reserve within 7 

the first two layers of the insurance program that amounts to $10 to $30 million of retained risk.  8 

This is a significant amount of risk to retain and exposes ratepayers to much higher rates to fund 9 

such a program. Exh. 217 at 31.  Forming a group captive was also suggested by UCAN as 10 

another means of employing one of a variety of alternative risk financing techniques.1458 SDG&E, 11 

in fact, utilizes such a mechanism, i.e. the mutual insurer structure of AEGIS and EIM; and a 12 

group captive among the California utilities continues to be a consideration.  Exh. 217 at 32. 13 

UCAN claims that SDG&E restricted its options by refusing to explore alternatives like 14 

the California Earthquake Authority (CEA) cat bonds.1459  However SDG&E’s reinsurance 15 

broker Guy Carpenter is the co-broker on CEA’s placement, is well informed of the CEA’s 16 

activities, and is more knowledgeable whether a cat bond is suitable as an alternative risk transfer 17 

mechanism for SDG&E.  When Cat bonds were explored for SDG&E in early 2010, they were 18 

more expensive than traditional insurance/indemnity coverage.  The same held true for SDG&E 19 

for the 2011 renewal.  Cat bonds are also best employed for use in large risk pools.  While 20 

SDG&E is a sizable entity, its operation and exposures are not as vast or sizable as the CEA, so 21 

the diversification benefits are not nearly as evident.  Exh. 217 at 33.  The Cat bond market is 22 

very volatile in terms of having adequate financial commitment to provide a sizable insurance 23 

limit.  Capacity fluctuates regularly as supporting financial markets come and go.  Id. at 34. 24 

UCAN argues that “contingent capital” costs are far lower than insurance. 1460 Although 25 

SDG&E examined contingent capital options (including Industry Loss Warranties, parametric 26 

triggers and other non-traditional coverages), such contingent covers have several shortcomings.  27 

They would very likely not provide adequate protection in the same manner as traditional 28 

indemnity covers, and could prove more costly since they could restrict the company’s 29 

                                                 
1458 Id. at 13-14. 
1459 Id. at 14-15. 
1460 Id. at 15-17. 
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operational capital.  They cost equal to or more than traditional reinsurance and if these products 1 

were as cost effective as UCAN asserts they are, they would be more widely used in all aspects 2 

of reinsurance, rather than being a small subset of the overall market.   Exh. 217 at 35.  The 3 

Commission should not rely on UCAN’s unsupported arguments to judge SDG&E’s alternative 4 

program structure.  The Commission should rely on the better informed and more relevant 5 

testimony submitted by SDG&E.  SDG&E has the best alternative risk transfer program that 6 

provides the most insurance capacity and the lowest cost possible. 7 

15.9.5  Insurance - Conclusion 8 
DRA recommends that $12.735 million of allocations for Corporate Insurance to SDG&E 9 

and $1.68 million in allocations to SCG be disallowed, for a total of $14.416 million.  However, 10 

$8.9 million of reductions are based on incorrect claims that Applicants' fire insurance costs were 11 

double counted.  DRA’s adjustments to the multi-factor allocation calculation and revised 12 

escalation rates should also be rejected for reasons set forth above.   DRA's recommendations are 13 

flawed and should be denied by the Commission. 14 

FEA recommends reductions of $14.567 million of allocations to SDG&E.  Most of these 15 

are a result of their assertion that 2010 recorded actuals should be used as a basis for the 2012 16 

forecast. However 2010 was not a representative year because the relevant policy was not in 17 

effect until June 26th, 2010.  Therefore the Commission should reject the FEA recommendation 18 

to base 2012 costs on 2010 partial information.  FEA’s remaining cuts are the result of 19 

misunderstanding certain policies and should be rejected by the Commission. 20 

UCAN argues that SDG&E should only be allowed to collect $6.5 million in additional 21 

expense (out of a forecasted increase of $42.3 million).  However, SDG&E has explored 22 

alternative risk transfer mechanisms, and selected the most appropriate ART mechanism to 23 

address the most pressing risk exposure faced.  SDG&E’s reliance upon the commercial and 24 

reinsurance market is a sound and stable approach to risk transfer, and protects SDG&E and its 25 

ratepayers from the catastrophic wildfire risk exposure it faces.  UCAN also recommends 26 

reductions of $1.019 million related to the SONGS nuclear insurance forecast.  However UCAN 27 

used outdated estimates and therefore this adjustment should be denied by the Commission. 28 

16. Shared Services and Assets 29 
16.1 Shared Services Policy and Billing 30 
Applicants submitted direct testimony and workpapers to describe their Shared Services 31 

policy and billing procedures as well summaries of all the shared services costs for each 32 
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functional area, as sponsored by the respective witnesses for those areas.1461  No party contested 1 

Applicants’ policy and billing procedures.  However DRA made several recommendations, 2 

which are appropriately addressed as needed by witnesses sponsoring specific shared services 3 

costs and the RO model.1462 4 

TURN/ UCAN complained that “the multiplicity of shared service accounts impedes 5 

regulation,”1463 and recommended no more than 100 for each utility in the next GRC, as well as a 6 

$1.5 million off-the-top reduction to account for the further potential reductions they would have 7 

derived but for resource constraints.1464  TURN/UCAN’s request for an “undistributed reduction" 8 

of $1.5 million is arbitrary, purely speculative, and unjustifiably punitive.1465  Further, other than 9 

referring to their own resource constraints,1466 TURN/UCAN do not support why limiting each 10 

utility to 100 cost centers is appropriate or prudent.1467  Shared services costs are summarized and 11 

presented at a cost center level for each functional area to show transparency of their allocations 12 

as well as the audit trail to ensure appropriate entities are being billed for their share of 13 

services.1468 Applicants will use a sufficient number of cost centers to achieve this important 14 

function.  Notwithstanding, since the last GRC, shared service cost centers were reduced from 15 

217 to 185 for SDG&E and 146 to 112 for SCG.1469  Therefore, the Commission should reject 16 

TURN/UCAN’s recommendations as unsupported and unnecessary. 17 

16.2 Shared Assets 18 

Applicants served testimonies describing the utilities’ shared assets policy and 19 

treatment.1470  No party contested Applicants’ direct testimonies regarding shared assets. 20 

17. Employee Issues (generic employee-related issues) 21 
17.2 Compensation and Benefits 22 
SDG&E’s and SCG’s proposed request for compensation cost recovery is reasonable, 23 

consistent with past Commission decisions, will benefit customers and should be approved.1471  24 

As in past rate cases, SDG&E and SCG have requested incentive compensation cost recovery 25 
                                                 
1461 Exhs. 207, 208, 210 & 211. 
1462 SDG&E/Reyes, Exh. 209 at EJR-4; SCG/Reyes, Exh. 212 at EJR-4.  
1463 TURN/UCAN/Marcus, Exh. 543 at 10. 
1464 Id. at 13. 
1465 SDG&E/Reyes, Exh. 209 at EJR-4 to EJR-5; SCG/Reyes, Exh. 212 at EJR-4 to EJR-5. 
1466 TURN/UCAN/Marcus, Exh. 543 at 11. 
1467 SDG&E/Reyes, Exh. 209 at EJR-5; SCG/Reyes, Exh. 212 at EJR-5. 
1468 SDG&E/Reyes, Exh. 209 at EJR-5; SCG/Reyes, Exh. 212 at EJR-5. 
1469 SDG&E/Reyes, Exh. 209 at EJR-5; SCG/Reyes, Exh. 212 at EJR-5. 
1470 Exhs. 359 & 360. 
1471 SDG&E/SCG/Robinson, Exhs. 372-377.   
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that is but one piece of a total compensation package.  Use of a combined variable incentive and 1 

base pay compensation package instead of a compensation package completely consisting of 2 

base pay is reasonable, consistent with industry standards, and within utility management 3 

discretion.  The Commission historically has declined to “micromanage”1472 utilities by dictating 4 

the ratio of base and incentive-based pay within a recoverable compensation package, as long as 5 

total compensation packages are shown to be at market.  The Commission should do the same 6 

here and adopt SCG’s and SDG&E’s compensation request as reasonable and supported by a 7 

thorough evidentiary record. 8 

Specifically, the record shows that SCG’s target total compensation is within 3.2 percent 9 

of market,1473 and SDG&E’s target total compensation is within 3.4 percent of market.1474  Both 10 

of these findings fall within Commission guidance that compensation levels falling between plus 11 

or minus five percent of the relevant market are considered to be “at market” and reasonable.1475 12 

Despite this knowledge, DRA witness Dao Phan’s testimony presents a distorted picture of 13 

SDG&E’s and SCG’s reasonable, market-based compensation portfolio, arguing against the 14 

Companies’ actual, not target, ICP expenses.1476  Based on this and other faulty logic, DRA 15 

recommends a $29.046M, or 80 percent, disallowance for SCG’s and a $43.592M, or 76 percent, 16 

disallowance for SDG&E’s request for rate recovery of its expenses for short-term and long-term 17 

incentive programs and special recognition programs.  If adopted, this drastic cut would 18 

seriously impact SDG&E’s and SCG’s ability to maintain a competitive compensation and 19 

benefits program.  Maintaining a competitive, market-based compensation and benefits program 20 

  21 

                                                 
1472 D.92-12-057, Cal. PUC LEXIS 971 at *126 (quoting consensus report of workshops conducted by Commission 
staff). 
1473 SCG/Robinson, Exh. 375 at DSR-4, Table DSR-2. 
1474 SDG&E/Robinson, Exh. 374 at DSR-4, Table DSR-2.   
1475 D.95-12-055. 
1476 DRA/Phan, Exh. 520.  DRA’s testimony related to short-term and long-term incentives is presented in Exhibit 
520.  Testimony on the Employee Recognition program is presented in DRA/Hunter, Exh. 521.  DRA did not 
present testimony related to the Spot Cash program. 
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is critical to attracting, retaining and motivating a skilled, high-performing workforce.1477 1 

DRA’s testimony is particularly puzzling because SCG’s and SDG&E’s Total Compensation 2 

Study was jointly sponsored with DRA and conducted by Towers Watson, a nationally 3 

recognized compensation and benefits consulting firm.1478  On the stand, DRA witness Dr. Marek 4 

Kanter confirmed that DRA jointly selected Towers Perrin (now Towers Watson) with SDG&E 5 

and SCG “to conduct a total compensation study to assess the competitiveness of San Diego Gas 6 

& Electric Company total compensation levels for the 2012 general rate case.”1479 Dr. Kanter also 7 

confirmed that:  (1) study team decisions were reached through consensus; (2) DRA actively 8 

participated in developing and agreeing to peer group criteria; (3) DRA actively participated and 9 

agreed with the benchmark and job matching processes that were important to assess the peer 10 

group; and (4) DRA concluded that all sample benchmark jobs were matched appropriately.  11 

Finally, Dr. Kanter confirmed that after Towers Watson had finished their analysis and put the 12 

study together, DRA provided input and comments on the study before it was finalized.1480 13 

SCG and SDG&E address several of the main issues raised by intervenors below.1481 14 

SCG AND SDG&E’S TOTAL COMPENSATION PACKAGE 15 

Short-term Incentives 16 

Short-term incentives have been a part of SDG&E’s total compensation program for 17 

more than twenty years.  SDG&E’s short-term Incentive Compensation Plan, or “ICP,” rewards 18 

employee contributions to meeting key safety, diversity, customer service, financial and strategic 19 

project goals.  The program measures individual and company performance.  Virtually all non-20 

                                                 
1477 In addition to DRA’s testimony, the following intervenors also filed testimony related to compensation 
(addressed throughout this section): 

- William B. Marcus of JBS Energy, Inc. on behalf of UCAN and TURN:  Mr. Marcus’ testimony relates to 
general executive compensation issues, long-term incentives and executive short-term incentives. 

- Steven McClary and Laura Norin of MWR & Associates, LLC on behalf of UCAN.  Mr. McClary’s and 
Ms. Norin’s testimony relates to short-term incentives and Spot Cash Awards. 

- Garrick Jones of JBS Energy, Inc. on behalf of UCAN and TURN:  Mr. Jones’ testimony relates to 
benefits. 

- Michael Phillips on behalf of Joint Parties.  Mr. Phillips’ testimony relates to executive compensation 
issues and the Total Compensation Study. 

- Faith Bautista, Jorge Corralejo and Len Canty on behalf of Joint Parties.  This testimony relates to 
executive compensation issues. 

1478 SDG&E/SCG/Robinson, Exhs. 372, 374, Appendix I, “Towers Watson Total Compensation Study.”  
1479 DRA/Kanter, Tr. Vol. 32 at 4256-57, confirming quote from SDG&E/SCG/Robinson, Exhs. 372, 374 Appendix 
F of Appendix I at F-2. 
1480 DRA/Kanter, Tr. Vol. 32 at 4255-64. 
1481 These issues are addressed in more complete detail in the testimonies of Debbie Robinson 
(SDG&E/SCG/Robinson, Exhs. 372-377), and Lane Ringlee (SDG&E/SCG/Ringlee Exh. 390.)  For sake of brevity, 
all issues are not addressed in complete detail here.   
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represented employees participate in the ICP and a portion of their total compensation is at risk 1 

based on meeting performance goals. 2 

SDG&E and SCG are requesting ratepayer funding of ICP based on target performance.  3 

If actual performance exceeds target performance, the amount of ICP above target is funded by 4 

shareholders.  The Total Compensation Study, which was jointly sponsored by SDG&E/SCG 5 

and the DRA, found that total compensation was “at market.”  As described above, SDG&E’s 6 

target total compensation is within 3.4 percent of market and SCG’s target total compensation is 7 

within 3.2 percent of market, which is within the guideline of plus or minus 5 percent established 8 

by the Commission.  Compensation professionals, including Towers Watson, consider a range of 9 

plus or minus 10 percent of the average of the external market data to be competitive and wider 10 

ranges are common for long-term incentives and benefits.1482 11 

Compensation costs are reasonable and full recovery of SCG and SDG&E’s forecasted 12 

revenue requirement for ICP is justified.  Incentive compensation is an important part of a 13 

competitive compensation package.  As such, it should be treated no differently than base pay for 14 

cost recovery purposes.  The Commission held in D.03-02-035 that “the utility is entitled to all of 15 

its reasonable costs and expenses, as well as an opportunity to earn a rate of return on the utilities 16 

rate base.”  Certainly, compensation is just such a cost. 17 

Indeed, in past decisions (e.g., D.92-12-057),1483 the Commission concluded that “... 18 

incentive pay is part and parcel of the overall compensation scheme,”1484 that “…the Commission 19 

should not attempt to micromanage utility incentive compensation programs” and “…the 20 

allocation of total cash compensation between salaries and incentives should be left to each 21 

utility’s discretion.”1485 22 

D.04-07-022 supported this result, quoting D.92-12-057 for the conclusion that it is 23 

“clear how the issue of incentive compensation programs should be handled.”1486 The 24 

Commission further illustrated the point: 25 

We also note that it would be within SCE’s managerial discretion 26 
to offer all cash compensation to employees in the form of base 27 
pay instead of a mix of base pay and incentive pay.  In the event 28 

                                                 
1482 SDG&E/SCG/Robinson, Exhs. 372, 375, Appendix 1 Towers Study at 6. 
1483 See also D.04-07-022 and D.93-12-043. 
1484 D.92-12-057 at 38.   
1485 D.92-12-057, Cal. PUC LEXIS 971 at *126 (quoting consensus report of workshops conducted by Commission 
staff). 
1486 D.04-07-022 at 206 (quoting D.92-12-057, 1992 Cal. PUC LEXIS 971 at *126). 
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SCE were to do so, we would not take issue with ratepayer funding 1 
of the resulting compensation as long as total compensation is 2 
reasonable.  If total compensation does not exceed market levels, a 3 
disallowance of reasonable expenses for the Results Sharing 4 
program would in effect be a substitution of our judgment for that 5 
of SCE managers regarding the appropriate mix of base and 6 
incentive pay.  That is the sort of micromanagement that the 7 
Commission rejected in D.92-12-057, and that we reject here.1487 8 

DRA’s misleading argument that the language of D.08-07-046 was nullified by a later 9 

decision1488 in no way affected the Commission’s finding in D.08-07-046: 10 

Because total compensation is reasonable, (defined as prevailing 11 
market rates for comparable skills) the ratepayers should 12 
reasonably fund a revenue requirement that includes the full 13 
market-based employee compensation for the adopted levels of 14 
staff. Thus, there is no basis to exclude the incentive component 15 
and force shareholders to assume a portion of the reasonable cost 16 
of employee compensation. We find no merit in DRA's argument 17 
that shareholders should fund any portion of the incentive portion 18 
of market-based employee compensation. We do not agree that 19 
incentives solely benefit the company: if employees work harder or 20 
smarter to earn incentives (even just to achieve the target 21 
incentives) then ratepayers should benefit too.1489 22 

Further: 23 

Finding of Fact 23:  The incentive compensation of certain 24 
employees is an integral part of employee total compensation. 25 
Total compensation studies show both SDG&E and SoCalGas are 26 
at-market. Incentive compensation is reasonably included in the 27 
test year forecast.1490 28 

Thus, SDG&E and SCG sees no basis for DRA’s arbitrary recommendations, including a 29 

30/70 split of non-executive ICP, with shareholders funding 70 percent.  Shareholders already 30 

fund a portion of ICP to the extent that performance exceeds target.  ICP is part of a reasonable, 31 

market-based total compensation package and SDG&E and SCG should receive full cost 32 

recovery for this program, consistent with past Commission decisions. 33 

SCG and SDG&E also disagree with specific points cited by DRA concerning the ICP 34 

performance measures: 35 

                                                 
1487D.04-07-022 at 217. 
1488 The Commission did modify the decision to clear up confusion regarding whether the “guidance [was] intended 
to be controlling for future proceedings,” in D.09-06-052, but did not negate D.08-07-046. 
1489 D.08-07-046 at 22 (emphasis added). 
1490 D.08-07-046 at 92, FOF 23.   
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• DRA asserts that the financial performance measures, which are based on 1 
SDG&E’s and SCG’s operational income and corporate earnings, benefit only 2 
shareholders, and therefore, should be funded solely by shareholders.  SDG&E 3 
disputes the claim that a financially strong utility does not benefit ratepayers – as 4 
financial goals encourage employees to control costs and maintain the financial 5 
strength of the company.  Financially strong companies typically have lower 6 
financing costs, helping to reduce the cost of utility projects, which benefit 7 
ratepayers.  Financial measures were weighted at 30 percent of total ICP in the 8 
2011 non-executive ICP plans. 9 

• DRA recommends 50/50 ratepayer and shareholder funding of the plan’s 10 
operational measures based on the rationale that ratepayers and shareholders 11 
benefit equally.  This is incorrect. The operational goals include metrics related to 12 
customer satisfaction, safety, supplier diversity and completion of major projects.  13 
These measures clearly benefit ratepayers.  Operational measures were weighted 14 
at 20 percent of total ICP in the 2011 non-executive ICP plans. 15 

• DRA recommends 55/45 sharing of the plan’s individual performance metric, 16 
with shareholders paying 55 percent.  This is inappropriate.  The individual 17 
performance measure is based on the employee’s contribution to the achievement 18 
of individual, departmental and company goals.  Individual performance measures 19 
were weighted at 50 percent of total ICP in the 2011 non-executive ICP plans. 20 

DRA also disregarded SCG’s and SDG&E’s headcount forecast and, instead, assumed 21 

that the number of employees would remain at 2010 levels.1491  Using the 2010 target ICP as a 22 

starting point, DRA recommends zero ratepayer funding of ICP for executives and ratepayer 23 

funding of 30 percent of ICP for non-executives.1492  This methodology is inherently faulty as 24 

discussed herein and in Section 3.5.  DRA proposes denying any ratepayer funding of ICP for 25 

executives on the grounds that their base salaries “already reflect a high level of compensation” 26 

and that they receive broad-based and executive benefits.  The executive benefit programs that 27 

DRA uses as an excuse to recommend denial of ICP cost recovery are programs for which DRA 28 

is also recommending zero ratepayer funding.  These programs include long-term incentives, 29 

nonqualified deferred compensation and nonqualified pension plans. 30 

As evidenced by the Total Compensation Study, SDG&E’s and SCG’s compensation and 31 

benefits program is reasonable and “at market.”  ICP is an integral component of this competitive 32 

total compensation program and the Commission should continue its historical practice of 33 

approving full cost recovery for this program. 34 

                                                 
1491 DRA/Phan, Exh. 520 at 8. 
1492 Notably, DRA provided no workpapers to support its testimony.  Consequently, the analysis herein relies solely 
on DRA’s testimony. 
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UCAN and TURN argue that SDG&E and SCG deliberately under-spent funds awarded 1 

in the 2008 GRC in order to increase Earnings Before Interest & Tax (EBIT) and ICP 2 

bonuses.1493  This is incorrect.  This rationale is flawed and should be rejected by the 3 

Commission.  UCAN and TURN disregard two important factors that are part of the ICP payout.  4 

First, the utilities are only asking for cost recovery of ICP at target.1494  And, as the Compensation 5 

Study has demonstrated,1495 compensation at the utilities is within market goals as established and 6 

approved by the Commission.1496  Second, any ICP payouts above target are incurred by the 7 

shareholders, not the ratepayers.1497  Although increases in EBIT may result in higher ICP 8 

payouts, they are not paid for by ratepayers.  Therefore, the conclusion reached by UCAN is 9 

incorrect and is not reflective of the purpose or goals of ICP. 10 

UCAN and TURN recommend zero ratepayer funding for ICP unless SCG and SDG&E 11 

redesign their ICP to conform with TURN/UCAN’s recommended structure and performance 12 

metrics.1498 As discussed above in the Companies’ rebuttal to DRA, the Total Compensation 13 

Study, which was jointly sponsored by the utilities and DRA, found that SDG&E’s total 14 

compensation is reasonable.  Cost recovery for incentive compensation should be treated no 15 

differently than base pay.  The allocation of total compensation between base pay and incentive 16 

compensation and the design of the incentive plans should be based on the company’s discretion 17 

and not micromanaged by TURN and UCAN or any other party.  TURN/UCAN’s reliability 18 

metrics proposal is inconsistent with Commission precedent, unworkable, and should be rejected 19 

by the Commission.1499 20 

Long-Term Incentives 21 

Long-term incentives are a critical component of a competitive compensation and 22 

benefits package needed to attract, motivate and retain key management employees.  According 23 

to Aon Hewitt, 89% of U.S. companies provide at least one long-term incentive program.1500 24 

SCG’s and SDG&E’s long-term incentives are provided primarily in the form of 25 

performance-based restricted stock units.  The actual compensation realized by participants is 26 

                                                 
1493 TURN/UCAN/Marcus, Exh. 543 at  5-7. 
1494 SDG&E/Robinson, Exh. 372 at DSR-7:7-9; SCG/Robinson, Exh. 377 at DSR-7:3-5. 
1495 SDG&E/Robinson, Exh. 372 at DSR-7:15-18; SCG/Robinson, Exh. 377 at DSR-7:12-16. 
1496 SDG&E/Robinson, Exh. 372 at DSR-4:1-2; SCG/Robinson, Exh. 377 at DSR-4:1-2. 
1497 SDG&E/Robinson, Exh. 372 at DSR-7:7-9; SCG/Robinson, Exh. 377 at DSR-7:3-5. 
1498 UCAN/McClary/Norin, Exh. 557 at 15-37. 
1499 See further discussion at SDG&E/Robinson, Exh. 374 at DSR-9-10; SCG/Robinson, Exh. 377 at DSR-9-10.    
1500 Hewitt Associates 2009 Total Compensation Database. 
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dependent on Sempra Energy’s four-year financial performance relative to the companies in the 1 

S&P Utilities Index and the overall market.  The four-year performance period for long-term 2 

incentives makes them a particularly powerful retention tool. 3 

DRA recommends disallowing 100% of Long-Term Incentive Plan expenses.  DRA 4 

argues that costs for the plan were excluded from rates prior to a 2006 accounting rule change 5 

that required expensing of stock options, and claims that ratepayer funding for long-term 6 

incentives would “saddle ratepayers with a new expense while producing no commensurate 7 

value.”1501 8 

But ratepayers do benefit from SCG’s and SDG&E’s ability to attract, motivate and 9 

retain key management employees.  Moreover, the Total Compensation Study, jointly sponsored 10 

by SDG&E and SCG and the DRA, found SDG&E and SCG’s total compensation to be 11 

competitive and “at market.”  Long-term incentives were a component of the compensation and 12 

benefits package analyzed in the Total Compensation Study.  Given that SDG&E and SCG’s 13 

total compensation is competitive, the DRA should not be able to selectively exclude specific 14 

components of compensation from the revenue requirement.  If long-term incentives were 15 

reduced or eliminated, base pay would need to increase in order to maintain a competitive 16 

compensation package.  In contrast to base pay, long-term incentives encourage retention and 17 

provide a direct linkage to sustained, long-term company performance. 18 

DRA classifies long-term incentives as a “new” expense resulting from the 2006 19 

implementation of FAS123R, which required companies to recognize expense for stock options.  20 

Long-term incentives are not a “new” expense.  DRA misstates the impact of FAS123R on the 21 

Companies’ financial statements.  Since 2003, SDG&E and SCG have delivered 70% to 80% of 22 

their long-term incentive awards (based on the grant date value) in the form of performance-23 

based restricted stock and performance-based restricted stock units.  SDG&E and SCG were 24 

required to recognize expense for these awards during this entire period, including the years prior 25 

to the 2006 implementation of FAS123R. 26 

TURN and UCAN’s recommendation for zero ratepayer funding for long-term incentives 27 

is also misguided.  Mr. Marcus mischaracterizes all long-term incentives as executive 28 

compensation, and misstates the accounting treatment for Sempra Energy’s long-term 29 

                                                 
1501 DRA/Phan, Exh. 520 at 15. 
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incentives.1502  The Commission should approve SCG’s and SDG&E’s long-term incentive plan 1 

costs as a part of their reasonable total compensation package. 2 

Other Compensation Package Components 3 

DRA, UCAN, TURN, and the Joint Parties also provide various misguided testimony 4 

regarding some or all of the following components of SDG&E’s and SCG’s Special Recognition 5 

Awards.  As more fully detailed in Ms. Robinson’s testimony, the Special Recognition Awards 6 

program is an important part of SDG&E’s and SCG’s total compensation package.1503 7 

HEADCOUNT 8 

SDG&E’s and SCG’s benefits expense forecasts are based on the projected number of 9 

physical employees, or headcount, anticipated to receive these benefits.1504  Headcount is a 10 

combination of full-time and part-time employees.  DRA’s benefits expense forecast is based on 11 

a derived forecast of “employee population” or FTEs. 1505  FTEs are an accumulation of labor 12 

hours made up of part-time, full-time, overtime and in some cases contract labor hours for only 13 

activities recovered in a GRC, which are then converted to 40-hour units.1506   Therefore, 14 

headcount and FTEs are fundamentally different and are not interchangeable. 15 

DRA’s incorrectly forecasted SDG&E’s TY 2012 “employee population” at 4,241, and 16 

SCG’s TY 2012 “employee population” at 5,757, essentially based on the incorrect assumption 17 

that headcount and FTEs are interchangeable.1507  DRA’s numbers are fundamentally inaccurate.  18 

DRA’s methodology produced an “employee population” that is approximately 25 percent lower 19 

than SDG&E’s TY 2012 headcount forecast of 5,642 and is also 16 percent lower than 20 

SDG&E’s 2009 actual headcount of 5,067.1508  For SCG, DRA’s “employee population” is 21 

approximately 26 percent lower than SCG’s TY 2012 headcount forecast of 7,734 and 19 percent 22 

lower than SCG’s 2009 actual headcount of 7,136.   DRA’s use of the term “employee 23 

population” refers to FTE and was derived from the DRA Results of Operations (RO) Model. 24 

                                                 
1502 See SDG&E/Robinson, Exh. 374 at DSR-12-13; SCG/Robinson, Exh. 377 at DSR-10-12. 
1503 SDG&E/Robinson, Exh. 374 at DSR-13-16; SCG/Robinson, Exh. 377 at DSR-12-14. 
1504 SDG&E/Robinson, Exh. 374 at DSR-18-23; SCG/Robinson, Exh. 377 at DSR-16-21. 
1505 SDG&E/Robinson, Exh. 374; SCE/Robinson, Exh. 377, Attachment C.   
1506 FTEs are calculated based on the quotient of accumulated part-time and full-time labor hours divided by 40-hour 
units. 
1507 DRA confirmed in a data request response that  4,241 and 5,757 are estimates of FTE generated in the RO 
model using DRA’s estimated labor dollars; they are not estimates of headcount. SDG&E/Robinson, Exh. 374; 
SCE/Robinson, Exh. 377, Attachment C.   
1508 See SDG&E/Robinson, Exh. 374; SCE/Robinson, Exh. 377, Attachment E. 
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As benefit costs are primarily based on the projected number of employees receiving the 1 

benefits, using headcount as a basis for projecting benefits expense is more appropriate than 2 

using FTEs.  As such, DRA’s methodology of using FTEs instead of headcount produces an 3 

inaccurate forecast for TY2012 benefits expenses.  In order to be comparable, DRA would have 4 

had to convert its derived FTE forecast to a headcount number to be used specifically to forecast 5 

benefits expense for TY 2012.  By skipping that step, DRA’s TY2012 forecast is inaccurate and 6 

should be considered unreliable by the Commission. 7 

It is important to recognize that DRA did not identify unreasonable assumptions in the 8 

SDG&E and SCG forecasts and otherwise provided no analysis of their forecasted headcount 9 

amounts. 10 

Although labor forecasts for all other GRC witnesses areas are based on FTEs, SCG’s 11 

and SDG&E’s health and welfare benefits expense forecast are primarily based on the number of 12 

employees, or headcount, as benefit costs are driven specifically by the number of employees 13 

receiving these benefits.  As described above, a FTE position is a calculation of activity level and 14 

does not represent the actual number of employees performing the work.  To explain this 15 

rationale, we provided the following definitions of headcount and FTE in a data response to 16 

DRA: 17 

“Headcount” does not equal “Full Time Equivalent (FTE).”  An 18 
FTE position is an indication of activity level and not a specific 19 
headcount in any given year.  In some cases, headcount may be 20 
less than the FTE count.  For example, the activity level driving the 21 
forecasted incremental FTE in an operational area may ultimately 22 
be performed using internal labor, outside contractors, overtime or 23 
a mix of each.  In other cases, headcount may be more than the 24 
FTE count if the positions are filled with part-time employees. 25 

In the 2012 GRC all positions are identified as FTE.  The Witness 26 
and GRC Planner used management judgment to translate the 27 
incremental FTE that may result in an increase in headcount.  SCG 28 
can provide a summary in table format of 2010-2012 estimated 29 
incremental headcount by witness area, which was used to 30 
determine certain pension and benefits forecasts which are 31 
headcount driven and are not based on activity levels.  This 32 
summary is attached below. 1509 33 

                                                 
1509 SDG&E/Robinson, Exh. 374 at DSR-19-20; SCE/Robinson, Exh. 377 at DSR-17-18.   
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During the course of preparations of GRC testimony, SDG&E and SCG consulted with 1 

each operational witness area and worked with GRC planning teams to translate its FTE forecast 2 

to the headcount forecast used specifically for purposes of forecasting compensation and benefits 3 

expenses.  In a testimony overview meeting with DRA, SCG verbally described the process that 4 

it used for converting FTE to headcount and also explained the rationale for doing so.  This 5 

information, process and forecast of headcount were also provided to DRA via a later SCG data 6 

response.1510  The process described here was identical for SDG&E and SCG. 7 

In addition, even if FTEs were used as the basis to calculate these costs, labor dollars and 8 

their associated FTE forecasts included in this GRC are only a subset of all labor dollars and 9 

their associated FTE forecasts because certain labor dollars are recovered in other regulatory 10 

proceedings (e.g. FERC, other CPUC proceedings, etc.).  However, all non-labor health & 11 

welfare benefits, for all labor dollars and their associated FTE forecasts for all employees, are 12 

requested in the GRC regardless which regulatory proceeding the labor dollars and their 13 

associated FTE forecast are recovered.   Therefore DRA’s proposed use of FTEs, based only on 14 

the FTE from this GRC, understates the revenue requirement for health and welfare benefits for 15 

the company.  In other words, the result of using FTE as the basis of health & welfare benefits 16 

costs will lead to a much lower FTE count than actual total company-wide FTE and thus a 17 

shortfall in the request for total health & welfare expenses. 18 

DRA describes in testimony that DRA’s TY 2012 estimates are generally lower than 19 

SDG&E and SCG estimates due to its recommendation of a lower labor expense; fewer 20 

employees are expected to result in lower benefit expenses.1511 21 

Further, 22 

SDG&E’s TY 2012 employee population estimate is 5,280 while 23 
DRA’s employee population estimate for SDG&E’s TY is 4,241. 24 
SCG’s TY 2012 employee population estimate is 6,236 while 25 
DRA’s employee population estimate for SCG’s TY is 5,757. See 26 
Exhibit DRA-02 for more details on DRA’s calculation of each 27 
company’s employee population. The Results of Operations (RO) 28 
model does not use either employee population or labor expense to 29 
forecast the TY benefit estimates. To account for this, DRA 30 
divided each company’s TY estimate by the TY population to 31 
arrive at a program cost per person, and then multiplied that 32 

                                                 
1510 Id. 
1511 DRA/Hunter, Exh. 521 at 6. 
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program cost by DRA’s estimated employee population to arrive at 1 
DRA’s TY estimate.1512 2 

As described above, employee population (or FTE) and headcount are not comparable or 3 

interchangeable.  DRA’s use of employee population to recalculate health and welfare benefits 4 

results in a much larger disallowance then if DRA had more appropriately used a headcount 5 

based forecast (see the comparison in Table 1 below).  If SDG&E’s proposed headcount number 6 

is compared to DRA proposed employee population (FTE), the actual proposed disallowance 7 

results in a 25% reduction for both utilities (see Table 1 below).  Even though comparing FTE’s 8 

to headcount is an apples-to-oranges comparison, it’s important to identify the magnitude of 9 

DRA proposed disallowance based on its use of an incorrect methodology. 10 

TABLE 1 – DRA’S TY 2012 EMPLOYEE POPULATION (FTE) 11 
COMPARED TO SDG&E AND SCG TY2012 HEADCOUNT 12 

UTILITY SDG&E/SCG 
TY2012 Forecast 

(Headcount) 

DRA’s Proposed 
Adjusted TY 2012  

Forecast (FTE) 

DIFFERENCE 
Headcount vs. 
Proposed FTE 

% CHANGE 

SDG&E 5,642 4,241 (1,401) (24.80%) 
SCG 7,734 5,757 (1,977) (25.60%) 
TOTAL  13,376 9,998 (3,378) (25.30%) 

As shown above, to provide a more accurate forecast, DRA should have translated its 13 

proposed reductions in FTEs to reductions in headcount where appropriate in order to correctly 14 

estimate a total employee population.  Therefore, DRA’s results cannot be relied upon to 15 

accurately calculate employee health & welfare benefits.  It would be inappropriate for the 16 

Commission to adopt DRA’s proposed health and welfare benefit expenses based on a flawed 17 

forecast methodology. 18 

UCAN and TURN propose recommendations for reductions based on DRA’s proposed 19 

disallowances (see table below), provide alternatives for reductions and state that further 20 

reductions may result if DRA’s proposed reductions due to their derived “employee population” 21 

is accepted by the Commission.  Statements that convey the message to “reduce the overall 22 

forecast to account for DRA’s lower forecast of employees” are made in the following areas: 23 

                                                 
1512 Id. 
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UCAN 1513 TURN1514 
Medical (1PB000), page 10, lines 11-16 and 
page 19, Line 1-2 

Medical (2PB000), page 14, line 10-13 and 
page 20, line 16-17 

Life Insurance (1PB000.06), page 22, line 8-9  
Retirement Savings Plan (1PB000.014), page 
23, line 1-2; and page 21, line 14-15 

Retirement Savings Plan (2PB000.014), page 
23, lines 17-16 and page 27, line 6-7 

 1 
As stated in rebuttal to DRA above, these recommended reductions based on ”employee 2 

population” use FTE numbers, not headcount numbers.  Health & welfare benefits are more 3 

accurately based on actual number of employees receiving these benefits or “headcount,” not 4 

FTEs.  As previously stated, FTE and headcount are not comparable or interchangeable.  5 

Therefore, SDG&E and SCG strongly disagrees with DRA’s, UCAN’s and TURN’s proposed 6 

disallowances based on DRA’s derived employee population (FTEs).   The Commission should 7 

reject these proposed disallowances as they are based on DRA’s flawed methodology. 8 

EMPLOYEE BENEFITS 9 
As discussed in Ms. Robinson’s direct and rebuttal testimonies,1515 SCG’s and SDG&E’s 10 

benefit programs are a critical component of a competitive total rewards program.  SCG and 11 

SDG&E offers a comprehensive and balanced employee benefits program that includes: 12 

• Health benefits; medical, dental, vision, wellness, employee assistance program 13 
(EAP), and mental health and substance abuse benefits; 14 

• Welfare benefits: long-term disability, workers’ compensation, life insurance, 15 
accidental death and dismemberment insurance (AD&D) insurance, and business 16 
travel accident insurance; 17 

• Retirement benefits: pension and retirement savings plans; and 18 
• Other benefit programs. 19 

Long-term disability and workers compensation are covered by Sarah Edgar1516 and broad-based 20 

pension benefits and post-retirement benefits are covered by David Sarkaria.1517 This section 21 

addresses Health Benefits issues for SDG&E and SCG.  For sake of brevity, all other issues are 22 

addressed in Ms. Robinson’s rebuttal testimonies.1518 23 

                                                 
1513 UCAN/TURN/Jones. 
1514 UCAN/TURN/Jones. 
1515 SDG&E/SCG/Robinson, Exhs. 372-377.   
1516 SDG&E/SCE/Edgar, Exhs. 198-204.  
1517 SDG&E/SCG/Sarkaria, Exhs. 404-408 
1518 SDG&E/SCG/Robinson, Exhs. 374, 377.   
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DRA’s testimony related to health and welfare benefits forecasted expenses for all 1 

benefits are based on a flawed “employee population” forecast, as discussed above.1519  DRA’s 2 

proposes disallowance of $29.987M, or 37%, of SDG&E’s forecasted benefit expenses.1520  3 

DRA’s proposes disallowance of $36.630M, or 34%, of SCG’s forecasted benefit expenses.1521 4 

DRA understates the impact of medical premium cost escalation and classifies SDG&E’s 5 

wellness programs (which are a key part of SDG&E’s and SCG’s efforts to improve employee 6 

health and mitigate medical cost escalation) as an unnecessary luxury.  DRA also recommends 7 

denial of ratepayer funding for programs that are “above and beyond what is legally required” or 8 

“supererogatory,” despite the fact that such programs are common components of total rewards 9 

packages offered in the market. 10 

Global Insight “Cost Planner” forecast has consistently understated actual medical 11 

premium escalation.  Global Insight’s Cost Planner is a forecast of the U.S. Bureau of Labor 12 

Statistics Employment Cost Index for health benefits.  Use of this index to forecast SDG&E’s 13 

medical escalation is inappropriate because: 14 

• The Employment Cost Index for health benefits includes non-medical benefits 15 

such as dental and vision benefits.  Dental and vision benefits have experienced 16 

significantly lower cost escalation compared to medical benefits.   Using an index 17 

that includes these non-medical benefits to forecast medical expenses understates 18 

medical escalation.  SDG&E separately forecasted dental and vision expenses and 19 

DRA did not dispute the escalation rate for these benefits. 20 

• When companies included in the Employment Cost Index eliminate health benefit 21 

coverage, their benefit costs drop to zero.  This would have a downward effect on 22 

the health insurance ECI series.1522 23 

• The U.S. Bureau of Labor Statistics discusses additional concerns and cautions 24 

users to exercise care in using and interpreting this information: 25 

                                                 
1519 DRA/Hunter, Exh. 521.  In addition to the testimony related to benefits filed by DRA, intervenor testimony was 
filed by Garrick Jones or JBS Energy, Inc. on behalf of UCAN and TURN. 
1520 SDG&E’s Updated Testimony dated February 17, 2012 (Exhibit SDG&E/SCG-600) at UP-127; updating 
SDG&E/Robinson, Exh. 374 at DSR-25. 
1521 SDG&E/SCG/Robinson, Tr. Vol. 28 at 3687; SCG’s Updated Testimony dated February 17, 2012 (Exhibit 
SDG&E/SCG-600) at UP-129; updating SCG/Robinson, Exh. 377 at DSR-23. 
1522 Email from Alan Zilberman, Bureau of Labor Statistics, dated April 28, 2008 as cited in SCE 2012 Rate Case 
Rebuttal Testimony, Exhibit No. SCE-21 at 62. 
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The 12-month percent change in health insurance costs from the 1 
ECI should be used with caution.  First, employer non-response for 2 
the health insurance component is substantial, which may affect 3 
the quality of the estimate.  Second, there are fewer observations 4 
supporting health insurance estimates as compared with total 5 
benefits estimates.  Finally, in some cases, respondents are able to 6 
report only a single cost for a combination of benefits (for 7 
example, life insurance and health insurance); in these instances, 8 
BLS allocates the cost among the benefits.  Users should also be 9 
aware that ECI may understate health insurer increases for a fixed 10 
set of plans because employers may reduce their contributions or 11 
employees may switch to lower cost health plans where there is an 12 
employee contribution.  For these reasons, please exercise care in 13 
using and interpreting these estimates.1523 14 

• The Employment Cost Index measures nationwide trends.  Medical escalation in 15 

California has generally exceeded nationwide medical escalation. 16 

DRA has advocated the use of the Global Insights Cost Planner Index to forecast medical 17 

escalation in prior General Rate Case proceedings for SDG&E, SCG, and the other California 18 

utilities.  Ms. Robinson showed a comparison of charts demonstrating actual 2007 through 2010 19 

California medical escalation to the Global Insights Cost Planner Index forecasts used by the 20 

DRA in past General Rate Case proceedings, which shows that the Global Insights forecast was 21 

much lower than the actual increases experienced by California employers.1524  In addition, as 22 

discussed above, DRA’s employee population forecast is flawed in its use of FTEs rather than 23 

headcount to project benefit costs and understates the number of covered employees.  DRA’s 24 

forecast of medical expenses is thus flawed and should be rejected. 25 

UCAN and TURN submitted testimony related to benefits in the testimony of Garrick 26 

Jones of JBS Energy.1525  While he does not object to DRA’s recommendation, Mr. Jones also 27 

provides an alternative recommendation.  Mr. Jones’ recommendation would provide recovery 28 

for all insured employees based on the rate for the lowest cost medical plan, reducing SDG&E’s 29 

                                                 
1523 Source: http://www.bls.gov/ect/sp/echealth.pdf at 2.   
1524 SDG&E/Robinson, Exh. 374 at DSR-28-30; SCG/Robinson, Exh. 377 at DSR-26-28.   
1525 TURN/UCAN/Jones, Exh. 547.   
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TY2012 revenue requirement from $53.099M to $48.462M,1526 and reducing SCG’s TY2012 1 

revenue requirement from $67.416M to $64.345M.1527 2 

SDG&E’s and SCG’s benefits are competitive compared to other California employers 3 

and compared to other utilities.  UCAN recommends changes to employee/employer cost sharing 4 

in order to encourage more employees to select coverage through the lowest cost HMO, 5 

currently the Anthem Blue Cross HMO. But, as discussed in Ms. Robinson’s direct and rebuttal 6 

testimony,1528 SDG&E’s HMO enrollment level of 76 percent far exceeds the nationwide average 7 

of 20 percent and the regional average for the Western U.S. of 31 percent.1529 8 

SDG&E’s and SCG’s cost sharing arrangements already encourage employees to select 9 

the lowest cost HMO.  The company pays a higher percentage of the medical premium for the 10 

Anthem Blue Cross HMO than for the other HMO plans and the Point of Service Plan. 11 

The Companies continuously analyze possible means of reducing medical cost escalation, 12 

including changes to medical plan designs and employer/employee cost sharing.  Beginning in 13 

2012, the Pacificare HMO, which was the company’s highest cost HMO plan, is no longer 14 

offered.  In addition, the Scripps network, which generally is more expensive than most other 15 

medical groups, is offered under a separate Anthem Blue Cross – Scripps HMO.  The cost 16 

sharing for this new HMO requires employees to pay a greater share of the premium.  These 17 

changes provide additional incentive for employees to select the lowest cost HMO plan. 18 

SDG&E Medical Expenses 19 

SDG&E’s initial forecasted Test Year 2012 medical expense of $55.684 million was 20 

determined based on actual medical premium rate increases for 2009, 2010 and a forecast of 21 

                                                 
1526 Testimony on Pensions, Compensation, HR and External Affairs for San Diego Gas & Electric Company’s 2012 
Test Year General Rate Case, Prepared testimony of Garrick Jones, p. 10, adjusted to account for changes in 
SDG&E’s Updated Testimony dated February 17, 2012 (Exhibit SDG&E/SCG-600) at UP-127; updating 
SDG&E/Robinson, Exh. 374 at DSR-25. 
1527 Errata Testimony on Pensions, Compensation, HR and External Affairs for Southern California Gas Company’s 
2012 Test Year General Rate Case, Prepared testimony of Garrick Jones, p. 21, adjusted to account for changes in 
SDG&E/SCG/Robinson, Tr. Vol. 28 at 3687; SCG’s Updated Testimony dated February 17, 2012 (Exhibit 
SDG&E/SCG-600) at UP-129; updating SCG/Robinson, Exh. 377 at DSR-23. 
1528 SDG&E/Robinson, Exh. 372, p. DSR-15; SDG&E/Robinson, Exh. 374, p. DSR-31; SCG/Robinson, Exh. 375, 
p. DSR-14; SCG/Robinson, Exh. 377, p. DSR-29. 
1529 2009 Kaiser Family Foundation Employee Health Benefits Survey: 20 percent of covered workers are enrolled 
in HMOs, while 60 percent are enrolled in PPOs, 10 percent in POS plans, and the remaining 10 percent in high 
deductible and indemnity plans. 
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2011 and of 2012 rates.1530  When SDG&E’s GRC testimony was prepared in December 2010, 1 

medical cost escalation for 2012 was forecasted at 12%.  SDG&E recently negotiated final 2012 2 

renewal rates with its health insurance carriers.  The overall rate increase for 2012 will be 6.8% 3 

and SDG&E updated its forecasted Test Year 2012 medical expense to $53.099 million as a 4 

result.1531  SDG&E’s better than expected medical insurance renewal is slightly higher than a 5 

recently published forecast of nationwide 2012 trends.  According to the 2011 Towers Watson 6 

Health Care Trend Survey published on August 24, 2011, the employer health care costs are 7 

expected to increase by 5.9% in 2012.  Historically, California medical cost escalation has been 8 

higher than the nationwide average. 9 

Medical Expense Forecast 

Thousands of 2009 $1532 

2009 Actual 2012
2009-2012 

Change 

2009-2012 
Percent 
Change

SDG&E Forecast $36,828 $53,099 $16,271  44%
DRA Forecast $36,828 $35,419 ($1,409) -4%

DRA recommends using Global Insight “Cost Planner” escalation rates of 4.8% in 2010, 10 

4.0% in 2011 and 4.1% in 2012.1533  Additionally, DRA used a lower employee population 11 

forecast that further reduced the forecast expense.1534  This resulted in a recommendation of 12 

$35.419 million in Test Year 2012. 13 

DRA fails to acknowledge SDG&E’s actual medical cost escalation of 3.5% in 2010 and 14 

13% in 2011.  Instead, DRA uses Global Insight Cost Planner forecasts of 4.8% in 2010 and 15 

4.0% in 2011. 16 

SCG Medical Expenses 17 

SCG’s initial forecasted Test Year 2012 medical expense of $70.735 million was 18 

determined based on actual medical premium rate increases for 2009, 2010 and a forecast of 19 

                                                 
1530 SDG&E/Robinson, Exh. 374 at DSR-25.  As noted to DRA in data response DEF-SDG&E-04-STA 
(SDG&E/Robinson, Exh. 374, Attachment D), the 2011 increase in medical rates was within rounding of the 13% 
projected increase for 2011.   
1531 See SDG&E’s Updated Testimony dated February 17, 2012 (Exhibit SDG&E/SCG-600) at UP-127; updating 
SDG&E/Robinson, Exh. 374 at DSR-25 
1532 Values in this table have been updated to account for SDG&E’s updated medical projection shown in SDG&E’s 
Updated Testimony (Id.).   
1533 DRA/Hunter, Exh. 521 at 7-8.  
1534 Id. at 5-6. 
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2011 and of 2012 rates.1535  When SCG’s GRC testimony was prepared in December 2010, 1 

medical cost escalation for 2012 was forecasted at 12%.  SCG recently negotiated final 2012 2 

renewal rates with its health insurance carriers.  The overall rate increase for 2012 will be 6.8% 3 

and SCG updated its forecasted Test Year 2012 medical expense to $67.416 million as a 4 

result.1536  SCG’s better than expected medical insurance renewal is slightly higher than a 5 

recently published forecast of nationwide 2012 trends.  According to the 2011 Towers Watson 6 

Health Care Trend Survey published on August 24, 2011, the employer health care costs are 7 

expected to increase by 5.9% in 2012.  Historically, California medical cost escalation has been 8 

higher than the nationwide average. 9 

Medical Expense Forecast 

Thousands of 2009 $1537

2009 Actual 2012
2009-2012 

Change

2009-2012 
Percent 
Change

SCG Forecast $50,248 $67,416 $17,168  34%
DRA Forecast $50,248 $43,851 ($6,397) -13%

 10 
DRA recommends using Global Insight “Cost Planner” escalation rates of 4.8% in 2010, 11 

4.0% in 2011 and 4.1% in 2012.1538  Additionally, DRA used a lower employee population 12 

forecast that further reduced the forecast expense.1539  This resulted in a recommendation of 13 

$35.419 million in Test Year 2012. 14 

DRA fails to acknowledge SCG’s actual medical cost escalation of 3.5% in 2010 and 15 

13% in 2011.  Instead, DRA uses Global Insight Cost Planner forecasts of 4.8% in 2010 and 16 

4.0% in 2011. 17 

17.3 Diversity 18 
 SDG&E and SCG reserve the right to address any party’s discussion in Opening Briefs 19 
on this issue. 20 

17.3.1 SoCalGas 21 

 See above. 22 

                                                 
1535 SCG/Robinson, Exh. 377 at DSR-23.  As noted to DRA in data response DEF-SCG-09-STA (SCG/Robinson, 
Exh. 377, Attachment D), the 2011 increase in medical rates was within rounding of the 13% projected increase for 
2011.  
1536 SDG&E/SCG/Robinson, Tr. Vol. 28 at 3687; SCG’s Updated Testimony dated February 17, 2012 (Exhibit 
SDG&E/SCG-600) at UP-129; updating SCG/Robinson, Exh. 377 at DSR-23. 
1537 Values in this table have been updated to account for SDG&E’s updated medical projection shown in SDG&E’s 
Updated Testimony (Id.).   
1538 DRA/Hunter, Exh. 521 at 7-8.  
1539 Id. at 5-6. 
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17.3.2 SDG&E 1 
 See above. 2 

17.4 Pensions 3 
SCG’s and SDG&E’s pension and postretirement health and welfare plans are key 4 

components of the total compensation package provided to the Companies’ nonrepresented and 5 

represented employees.1540  DRA generally agrees with the SDG&E and SCG proposals 6 

regarding pension expenses for TY 2012, including recovery of pension and PBOP expense 7 

based on 2009 actual amounts and continuation of the current balancing account mechanism for 8 

recovery of future pension expenses,1541 as shown in Sections 17.4.2 through 17.5.2 below.  9 

However, additional aspects of the Companies’ request were either modified or omitted from 10 

DRA’s Report, as follows: 11 

DRA did not address the Companies’ request to modify the current funding mechanism, 12 

if required in the future, to avoid benefit restrictions.1542  The Commission should adopt the 13 

Companies’ proposal to avoid potential disruption in benefit distributions for retiring employees. 14 

DRA did not address SDG&E’s request for recovery of the surety bond cost which is 15 

required to maintain an 80% funded ratio, thereby avoiding benefit restrictions for retiring 16 

employees.1543  Since DRA failed to provide a justification for opposing this request, the 17 

Commission should approve SDG&E’s proposal. 18 

Further, contrary to DRA’s agreement with two-way balancing accounts for pension 19 

benefits, DRA recommends changing from the current two-way balancing account to a one-way 20 

balancing account for PBOP expenses (discussed below in Section 17.5).  This position is 21 

inconsistent and contrary to DRA’s endorsement of two-way balancing accounts for pension 22 

benefits.  The rationale for maintaining the two-way balancing account mechanism is the same 23 

for both pension and PBOP:  the inability to accurately predict the impact of external economic 24 

factors such as interest rates, return on benefit trust assets, legislative changes and, in the case of 25 

PBOP, health care trend rate.  Two-way balancing accounts should be approved for both pension 26 

and PBOP expenses, as discussed below. 27 

UCAN misinterpreted the Companies’ intent in proposing 2009 pension and PBOP 28 

expense levels for purposes of rate recovery in TY 2012, claiming that such proposal was 29 
                                                 
1540 SDG&E/Sarkaria, Exh. 404 at DS-1; SCG/Sarkaria Exh. 406 at DS-1.   
1541 See DRA/Hunter, Exh. 522; SDG&E-SCG/Sarkaria Exhs. 404-408.   
1542 SDG&E/Sarkaria, Exh. 404 at DS-13; SCG/Sarkaria, Exh. 406 at DS-13. 
1543 SDG&E/Sarkaria, Exh. 404 at DS-3, DS-11. 
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entirely conditioned on continuation of two-way balancing accounts for these expenses.1544  1 

UCAN’s brief testimony on this issue (without a clear recommendation) is misguided1545 and 2 

should be disregarded. 3 

17.4.1 SoCalGas 4 
SCG forecasted a total of $101,047K in Pension and PBOP expenses for TY 2012.  DRA 5 

agreed with this forecast, and no party opposed SCG’s proposal in testimony.1546  The 6 

Commission should approve SCG’s Pension and PBOP request as proposed. 7 

Summary of SCG Pension and PBOP Expenses for TY 2012 8 
($ in thousands) 9 

Description SCG Proposed DRA Report on 
Results of Operations

SCG - DRA Variance

Pension $75,105 $75,105 $    0 
Surety Bond $        0 $         0 $    0 
PBOP $25,942 $25,942 $    0 

TOTAL $101,047 $101,047 $    0 

17.4.2 SDG&E 10 
SDG&E forecasted a total of $74,037K in Pension and PBOP expenses for TY 2012.  11 

DRA essentially agreed with SDG&E’s forecast,1547 but recommended a lower forecast of 12 

$72,387K while not addressing SDG&E’s $1.65 million to cover an additional surety bond 13 

request.  No other party opposed SDG&E’s proposal in testimony.  As discussed below, the 14 

Commission should approve SDG&E’s Pension and PBOP request (including surety bond), as 15 

proposed. 16 

 17 

 18 

                                                 
1544 McClary-Norin/UCAN, Exh. 557 at 14. 
1545 See SDG&E-SCG/Sarkaria, Exh. 408 at DS-8.  Mr. Sarkaria testified that the intent of the proposal was to use 
the existence of the two-way balancing account for pension and PBOP funding to allow an extra year to pass before 
the impact of higher required pension funding took effect.  By allowing this extra year, there is an expectation that 
market returns will recover from the 2008 market decline and reduce ERISA minimum required pension funding 
and PBOP expense levels. 
1546 The market value of the SCG pension assets significantly declined as a result of the economic downturn, 
however, its funded ratio remained above 80 percent.  Unlike SDG&E, the SCG plan did not face the risk of benefit 
restrictions.  Consequently, no surety bonds were required to maintain benefit distributions to pension plan 
participants.  SDG&E-SCG/Sarkaria, Exh. 408 at  DS-4. 
The funded percentage of the SCG plan is not expected to fall below 80 percent based on the latest actuarial 
projections.  However, in order to avoid potential benefit restrictions in the future, SCG proposed that future 
contributions be based on the greater of the ERISA required minimum or the amount necessary to maintain an 85 
percent funding level. Id.  No party disagreed with this proposal in testimony. 
1547 DRA/Hunter, Exh. 522 at 2. 
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Summary of SDG&E Pension and PBOP Expenses for TY 2012 1 
($ in thousands) 2 

Description SDG&E Proposed DRA Report on 
Results of Operations 

SDG&E – DRA 
Variance 

Pension $56,833 $56,833            $      0 
Surety Bond $  1,650 $         0            $1,650 
PBOP $15,554 $15,554            $       0 

TOTAL $74,037 $72,387            $1,650 

Mr. Sarkaria testified that, as a result of the 2008 financial crisis, the value of SDG&E’s 3 

pension assets declined to the extent that the funded ratio fell below 80 percent.1548  In order to 4 

avoid benefit restrictions and increase the funded ratio to the 80 percent level, the Company 5 

secured a surety bond, backed by a letter of credit, with an aggregate face value of $110 million.  6 

Pursuant to ERISA, the security bond must remain in place until the plan’s funded ratio reaches 7 

90 percent.  SDG&E’s projected minimum required contribution for TY 2012 would have to be 8 

increased by approximately $90.5 million in order to attain a 90 percent funded level.  9 

Consequently, the Company requested an additional $1.65 million to cover this expense which is 10 

not included in the minimum required pension contribution (see table above).  In effect, the 11 

surety bond defers a significant increase in contributions and the resulting impact on ratepayers 12 

assuming the Company was to request and receive Commission approval.  Since the cost of 13 

surety bonds tends to vary based on market interest rates and other economic factors, the 14 

Company believes the expense can be tracked using the two-way balancing account process. 15 

As noted above, SDG&E must maintain the surety bond until such time as the funded 16 

percentage reaches 90 percent.  Thereafter, the funded percentage is expected to remain well 17 

above 80 percent due to anticipated improvement in market returns and required future 18 

contributions pursuant to ERISA as amended by the Pension Protection Act of 2006.1549 19 

17.5 PBOPS 20 
The Proposed Two-Way Balancing Account is Appropriate. 21 

As Mr. Sarkaria testified, retaining the Companies’ proposed two-way balancing account 22 

for PBOPs is reasonable and consistent with Commission precedent and DRA’s prior 23 

positions.1550  Contrary to DRA’s agreement with two-way balancing accounts for pension 24 

benefits, DRA recommends changing from the current two-way balancing account to a one-way 25 

                                                 
1548 SDG&E/SCG/Sarkaria, Exh. 408 at DS-7-8. 
1549 Id. 
1550 Id. at DS-5-8.   
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balancing account for PBOP expenses.1551  This position is totally inconsistent and contrary to 1 

DRA’s endorsement of two-way balancing accounts for pension benefits.  The rationale for 2 

maintaining the two-way balancing account mechanism is the same for both pension and PBOP:  3 

the inability to accurately predict the impact of external economic factors such as interest rates, 4 

return on benefit trust assets, legislative changes and, in the case of PBOP, health care trend 5 

rate.1552 6 

DRA accurately describes how two-way balancing accounts “serve to protect both 7 

ratepayers and shareholders”1553 including the impact of variability due to “factors not subject to 8 

management control.”1554  But DRA abandons the concept of two-way balancing accounts on the 9 

basis that “the cost of the risk to shareholders is already included in the opportunity to earn a rate 10 

of return.”1555  This makes no sense.  It appears that DRA incorrectly considers PBOP expense to 11 

be a component of the Companies’ fixed asset rate base upon which it earns an approved rate of 12 

return.  This is simply not true.  The opportunity to earn a rate of return arises within the PBOP 13 

trusts whose assets are segregated for the benefit of participants. 14 

The Commission established criteria related to rate recovery of PBOP expenses in its 15 

Phase 2 Decision of the Order Instituting Investigation (D.92-12-015), which have been in place 16 

since 1993.  The Companies’ have recovered PBOP expenses based on the Financial Accounting 17 

Standard 715-60 (formerly FAS 106).  Annual PBOP expenses are determined based on actuarial 18 

calculations performed by the Companies’ enrolled actuaries, Towers Watson.  The Companies 19 

maintain several independent trusts, both Voluntary Employees’ Benefit Association (VEBA) 20 

trusts and IRC Section 401(h) trusts, dedicated solely to the funding of PBOP.  Unlike pensions, 21 

PBOP trusts are not subject to minimum required funding levels.  Rate recovery is based on the 22 

lesser of the FAS 760-15 expense or the maximum tax deductible contribution.  Certain VEBAs 23 

(those that fund union-represented PBOP) and 401(h) trusts are, like the pension trusts, tax 24 

exempt.  Consequently, the return on investment from PBOP trust assets is dependent on 25 

economic conditions and market performance.  The two-way balancing account “balances” the 26 

risk to shareholders and ratepayers by insuring that ratepayers receive the benefit of high returns 27 

                                                 
1551 DRA/Hunter, Exh. 522 at 7.   
1552 SDG&E/Sarkaria, Exh. 404 at DS-12 and -19; SCG/Sarkaria Exh. 406 at DS-12, -19, and -20.  
1553 DRA/Hunter, Exh. 522 at 6. 
1554 Id. at 6-7. 
1555 Id. at  7. 
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(i.e., refund of over-collections) and shareholders avoid the risk of low returns (i.e., adjustment 1 

in rates to reflect a lower than projected return on PBOP trust assets). 2 

The Companies’ actuaries, Towers Watson, prepare annual projections of PBOP 3 

expenses which incorporate estimates of numerous variables including:  benefit claims 4 

experience, return on trust asset investments, applicable discount rate, participant mortality, plan 5 

enrollment patterns, projected retirement dates, dependent status, health care trend rate, plan 6 

design changes, and premium cost sharing.1556  Of particular significance are the discount rate 7 

and health care trend rate assumptions which extend over the life of the plan. 8 

Pursuant to generally accepted accounting principles, the applicable discount rate is 9 

determined at a single point in time – the last day of the plan year (December 31).  No options 10 

for discount rate averaging or smoothing is permitted.  Consequently, the level of variance 11 

between the assumed and actual rate can significantly increase or decrease the plan liability and 12 

resulting PBOP expense. 13 

It is not surprising that the Commission and DRA have supported two-way balancing 14 

accounts for PBOP.  As DRA states in its report, medical escalation is one of the major cost 15 

drivers that impacts the estimated TY 2012 expense.  It goes on to state: “the risk of over-16 

estimation in this instance is reduced because only the actual expense will be borne by the 17 

ratepayers, and DRA does not take issue with this [medical] escalation rate being used for PBOP 18 

expense forecast.”1557  Clearly, DRA understands that an estimate related to any external variable 19 

will be corrected by virtue of the balancing account mechanism.  If the actual medical escalation 20 

rate is lower than projected, the related over-collection will be refunded to ratepayers. 21 

Mr. Sarkaria demonstrated why the two-way balancing account is a reasonable way of 22 

treating PBOP expenses, by showing their historic variability.1558  Attachment B to Mr. 23 

Sarkaria’s rebuttal testimony shows the history of projected versus actual PBOP expense for the 24 

period 2007 thru 2010.  A comparison of the projected PBOP expenses submitted in the 25 

Companies’ 2008 GRC with the actual expenses shows the variability of actual expenses, either 26 

over or under the projected amount.  The two-way balancing account mechanism is functioning 27 

as designed and there is no basis for changing it. 28 

                                                 
1556 SDG&E/Sarkaria, Exh. 404 at DS-16, -17, and -19; SCG/Sarkaria Exh. 406 at DS-16, -17, -19, and -20.      
1557 DRA/Hunter, Exh. 522 at 8. 
1558 SDG&E/SCG/Sarkaria, Exh. 408 at DS-7. 
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DRA challenges the Companies’ claim that the Commission has “consistently approved 1 

the use of a two-way balancing account mechanism,” citing a single decision (PG&E D.11-05-2 

018).1559  Consistency is demonstrated by historical precedent.  The Commission approved two-3 

way PBOP balancing accounts for SDG&E (D.08-07-046 – Appendix 1), SCG (D.08-07-046 – 4 

Appendix 2) and SCE (D.06-05-016 and D.09-03-025).  In fact, DRA supported, or did not 5 

object to, two-way balancing accounts for PBOP in each of the above-referenced cases. 6 

In 2009, the Commission approved the Companies’ petition to modify the mechanism for 7 

recovery of PBOP expenses which are now subject to an annual accounting and true-up (D.09-8 

09-011).  The Commission’s Order modified the 2008 Settlement for SDG&E and SCG (D.08-9 

07-046) but did not change the fundamental two-way PBOP balancing account mechanism.  10 

Annual true-up of PBOP expenses reduces rate volatility by smoothing the annual impact of 11 

various external economic variables while avoiding the potential accrual of a large over- or 12 

under-collection in rates.  The periodic true-up process insures that any under-collection will be 13 

recovered by shareholders and any over-collection will be refunded to ratepayers with interest.  14 

The Commission should not alter this currently effective two-way PBOP balancing account 15 

mechanism; the Companies’ PBOP request should be adopted as proposed. 16 

17.5.1  SoCalGas 17 
See Section 17.4.1, above. 18 

17.5.2  SDG&E 19 
See Section 17.4.2, above. 20 

18. Rate Base 21 
18.1 Common Issues 22 
Each contested issue will be addressed under the subject-specific or utility-specific 23 

sections below.1560 24 

18.2 Working Cash 25 

As described in Mr. Jack Lewis’ Direct Testimony and Workpapers (Exhs. 462-463 ), 26 

SDG&E calculated a working cash requirement of $127 million to compensate utility investors 27 

for providing operating capital to fund daily operating needs.  Although this is the amount that 28 

SDG&E would normally include in its TY 2012 GRC request (to be included in the rate base on 29 

                                                 
1559 Id. at 7 and Attachment B.   
1560 DRA made several recommendations impacting Applicants’ rate base (e.g., AFUDC, third party 
reimbursements, deferred taxes and NOLs) which are addressed in other sections of the brief.      
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which SDG&E is entitled to earn a return), SDG&E has elected to request a zero ($0) funding 1 

level for SDG&E’s TY 2012 GRC working case requirement.  Similarly, SCG has a working 2 

cash requirement of $42.5 million.  (Exhs. 464-465)  Like SDG&E, although this is the amount 3 

that SCG would normally include in its TY2012 GRC request (to be included in the rate base on 4 

which SCG is entitled to earn a return), SCG has also elected to request a zero ($0) funding level 5 

for SCG’s 2012 GRC working cash requirement.  These one-time, non-precedential policy 6 

decisions were made in recognition of the economy and its impact on our customers. 7 

No intervener objected to any of Mr. Lewis’ working cash calculated requirements or to 8 

Mr. Lewis’ proposal to forego working cash funding in this TY 2012 GRC proceeding. 9 

18.3 SoCalGas Issues 10 
DRA’s rate base witness did not specifically contest SCG’s rate base testimony (Exh. 11 

224).1561  TURN raised two specific rate base issues that SCG addressed in rebuttal testimony:  12 

(1) New Business Forfeitures and (2) Regulatory Purchases.1562 13 

New Business Forfeitures.  TURN forecasted a higher test year amount for this item 14 

using a 3-year average (2008 to 2010).1563  However, TURN compared 2010 historical data 15 

(which was not adjusted for overheads and State and Federal taxes) to 2005-2009 data.1564  This 16 

skewed TURN’s analysis of historical costs and trends and ultimately led to a faulty proposal.1565  17 

Although SCG objects to TURN’s use of 2010 data in this GRC (see Section 3.5 of the brief), 18 

use of 2010 data that is not adjusted and therefore not comparable to the other recorded years’ 19 

data will yield unreliable and corrupted results.  SCG showed in its rebuttal testimony that when 20 

2010 recorded data is adjusted for overheads and taxes, SCG’s forecasts are nonetheless 21 

reasonable compared to TURN’s forecast.1566  Therefore, SCG’s forecast should be adopted. 22 

Regulator Purchases.  TURN disputed SCG’s accounting treatment of regulator 23 

purchases that will close to plant in 2012, and recommended that these purchases be removed 24 

from test year rate base by treating them as purchased in 2013 (outside the test year).1567  This is 25 

not sound ratemaking regarding inventory assets, which is typically closed to plant when 26 

                                                 
1561 DRA/Bower, Exh. 499 at 5.   
1562 SDG&E/SCG/Yee, Exh. 226 at GGY-1. 
1563 TURN/Marcus, Exh. 545 at 20-21. 
1564 SDG&E/SCG/Yee, Exh. 226 at GGY-7. 
1565 SDG&E/SCG/Yee, Exh. 226 at GGY-7 to GGY-9. 
1566 Id. 
1567 TURN/Marcus, Exh. 545 at 23. 
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purchased.1568  To be conservative, SCG only proposed that 78.87% be closed to plant in 2012 1 

based on a 5-year historical average.1569  Since the regulators will support SCG’s operational 2 

plans to systematically replace old regulators in 2012,1570 SCG’s rate base treatment of these 3 

regulators is reasonable and should be adopted. 4 

18.4 SDG&E Issues 5 
18.4.1 Legacy Meters 6 

BACKGROUND 7 
The Commission initiated the Advanced Metering, Demand Response and Dynamic 8 

Pricing OIR in June 2002 (R.02-06-001).  This comprehensive rulemaking proceeding was 9 

directed and guided by both the Commission and CEC.  As a result of R.02-06-001, all three 10 

California electric utilities under the Commission’s jurisdiction (PG&E, SCE and SDG&E) were 11 

required to file applications proposing an AMI deployment plan.  One obvious impact of such 12 

deployment would be the replacement of electro-mechanical meters (a.k.a. “legacy meters”) with 13 

Smart Meters.  That is, electro-mechanical meters that were in service (i.e., used and useful for 14 

purposes of ratemaking treatment) would be taken out of service and, as a result, no longer be 15 

used and useful.  In response to the Commission’s mandate to file an AMI application, SDG&E 16 

filed A.05-03-015.  A.05-03-015 was supported, in part, by testimony directly addressing 17 

ratemaking treatment for the legacy meters.  Ultimately, an all-party settlement was reached in 18 

A.05-03-015, presented to the Commission and approved in D.07-04-043.  Despite having joined 19 

the all-party settlement and supporting its approval by the Commission, DRA is now attempting 20 

to reverse course by objecting to the ratemaking treatment for legacy meters that was included as 21 

part of SDG&E’s AMI application.  TURN is similarly objecting to SDG&E’s proposed 22 

ratemaking treatment for legacy meters.  No other intervenors have objected. 23 

As shown below and discussed in Ed Fong’s Meter Rebuttal Testimony (Exh. 346), Gary 24 

Hayes’ Meter Rebuttal Testimony (Exh. 349) and Michael Foster’s Meter Rebuttal Testimony 25 

(Exh. 358), DRA’s and TURN’s proposals for treatment of the legacy meters, namely that they 26 

be amortized over an accelerated period (shorter than the remaining book life) and that the rate of 27 

return be zero, are unreasonable and contrary to Commission policy and D.07-04-043.1571 28 

                                                 
1568 SDG&E/SCG/Yee, Exh. 226 at GGY-10. 
1569 Id. 
1570 Id. 
1571 SDG&E/Fong, Exh. 346 at 2. 
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THE ISSUE OF LEGACY METER TREATMENT WAS SETTLED IN SDG&E’S AMI 1 
PROCEEDING 2 

In support of SDG&E’s AMI Application (A.05-03-015), Mr. Fong submitted the 3 

following testimony explaining the proposed ratemaking treatment for legacy meters: 4 

VI. COST RECOVERY AND OTHER ISSUES 5 

A. Disposition and Recovery of Replaced Meters 6 

SDG&E proposes to recover the remaining book value of the installed 7 
costs for existing meters consistent with current ratemaking treatment 8 
adopted by the Commission, using normal straight-line remaining life 9 
depreciation method.  SDG&E will recover the installed cost of the 10 
existing meters over the remaining life prior implementation of AMI 11 
technology.1572 12 

It is evident from this testimony that SDG&E’s cost recovery proposal for legacy meters was 13 

included as part of the Commission’s formal record in SDG&E’s AMI proceeding.  Moreover, 14 

by referring to “consistent with current ratemaking treatment” as the basis for how to treat the 15 

legacy meters, SDG&E was clearly conveying that the cost of legacy meters is embedded in 16 

SDG&E’s rate base and therefore, the associated depreciation cost and rate of return are included 17 

in current revenue requirements.1573  In other words, SDG&E’s AMI business case, like any 18 

incremental investment, is based on incremental AMI costs and benefits.1574  The return on legacy 19 

meters is not an incremental cost, but rather included in current rates.1575  With respect to 20 

benefits, DRA fails to mention that ratepayers have and will continue to receive substantial 21 

operating benefits from SDG&E’s implementation of AMI and that, if dynamic pricing is 22 

approved, demand response benefits will also begin to accrue.1576  In essence, DRA and TURN 23 

are requesting that even more benefits accrue to ratepayers by denying a return on legacy meters.  24 

However, these additional benefits were not part of the original settlement agreement. 25 

D.07-04-043 ADOPTED THE ALL PARTY SETTLEMENT PROVISIONS IN SDG&E’S 26 
AMI APPLICATION, INCLUDING SDG&E’S COST RECOVERY PROPOSAL FOR 27 
LEGACY METERS 28 

In D.07-04-043, the Commission states: 29 

In this decision, we analyze the Settlement Agreement in light of the litigation 30 
positions of the parties in order to consider reasonableness.  We find the 31 

                                                 
1572 Id. at Attachment A at EF-A28 (or EF-26 in original). 
1573 Id. at 6. 
1574 Id. 
1575 Id. at 11. 
1576 Id. 
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Settlement Agreement to be reasonable in light of the whole record, consistent 1 
with the law, and in the public interest.1577 2 

… 3 

The Settlement is an uncontested, or “all active party” settlement.  All parties who 4 
sponsored prepared testimony are signatories to the Settlement Agreement.1578 5 

The AMI Settlement Agreement was attached as Appendix A to D.07-04-043, and among other 6 

things, included the following language: 7 

In summary, the Settling Parties agree that SDG&E’s AMI deployment and cost 8 
recovery proposal as set forth in SDG&E’s Application 05-03-015, including the 9 
supporting testimony, is reasonable and should be adopted by the Commission 10 
with the following modifications . . . .1579 11 

In addition, D.07-04-043 stated the following: 12 

The Settlement starts with the SDG&E proposal in its application, and makes 13 
specified modifications.  The Settling parties fully developed their positions 14 
before settlement and submitted prepared testimony and additional information 15 
requested by the ALJ.  The totality of the information provided is sufficient to 16 
allow us to determine the overall reasonableness of the Settlement and to permit 17 
us to discharge our future regulatory obligations with respect to the parties and 18 
their intentions.1580 19 

Finally, D.07-04-043 Findings of Fact Nos. 32 and 33 state: 20 

The Settlement Agreement among SDG&E, DRA, and UCAN has unanimous 21 
support of all active parties, representing different viewpoints. 22 

The Settlement Agreement encompasses SDG&E’s application and testimony, 23 
with specified modifications.1581 24 

Thus, cost recovery issues, including SDG&E’s proposal regarding legacy meters that 25 

was part of Mr. Fong’s testimony, were not ignored in D.07-04-043.  The only cost recovery 26 

issue disputed by DRA was that of revenue requirement and cost allocation, not the treatment of 27 

legacy meters. 28 

SDG&E SHOULD BE GRANTED A RETURN ON ITS LEGACY METERS 29 
As noted above, both DRA and TURN have proposed a rate of return of zero for 30 

SDG&E’s legacy meters.  Knowing that the Commission in a recent ruling involving PG&E’s 31 

legacy meters (D.11-05-018) approved a rate of return of 6.2%, DRA and TURN attempt to 32 

                                                 
1577 D.07-04-043 at 2. 
1578 Id. at 8. 
1579 Id. at 2 of Appendix A (emphasis added). 
1580 Id. at 86-87 (emphasis added). 
1581 Id. at 93 (emphasis added). 
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differentiate SDG&E’s AMI circumstances from PG&E’s.  These arguments are flawed, mainly 1 

because, like PG&E, SDG&E was directed to implement an AMI deployment plan.1582  2 

Moreover, contrary to DRA’s suggestion, it does not make sense to treat SDG&E differently 3 

than PG&E because SDG&E is not experiencing delays in deployment similar to those 4 

experienced by PG&E.  Doing so would effectively punish SDG&E for achieving a relatively 5 

smooth and timely implementation of its Smart Meters.1583 6 

Furthermore, as explained by Mr. Hayes, a zero or reduced rate of return would be 7 

contrary to regulatory policy encouraging technological innovation at utilities: 8 

The recovery of stranded costs is a crucial factor in a regulated entity’s decision to 9 
invest: if the utility perceives that good-faith expenditure in new technology will 10 
be accompanied by a total loss of return on obsolete plant, there exists no 11 
incentive to upgrade.  Good policy, therefore, should strive to encourage 12 
modernization by allowing the full recovery of stranded investment.1584 13 

The Commission agreed when it stated that “[w]e do not wish to discourage utilities from 14 

replacing their existing assets with new technologies under these circumstances, especially when 15 

we have found the replacement to be cost-effective for customers.”1585  Mr. Hayes also noted that 16 

a zero or reduced rate of return would send a negative signal to investors considering investing in 17 

utilities: 18 

Although the Commission’s ordering of a six-year write-off with no return might 19 
not cause an immediate adjustment to the stock price of Sempra Energy, it will 20 
not go unnoticed by the investment community.  Wall Street analysts pay close 21 
attention to general rate cases in assessing a State’s regulatory environment and it 22 
is likely that the complete extinguishment of all return on a stranded investment – 23 
especially when related to technical innovation – could be construed as 24 
unsupportive.  As the Commission and the California IOUs learned in years past, 25 
market access and the cost of capital are directly affected by investors’ perception 26 
of a State’s regulatory setting.1586 27 

Again, the Commission agreed when it expressed concern that a “reduced return would send the 28 

wrong signal to investors who may wish to consider future technological replacements that could 29 

better serve customers.”1587 30 

                                                 
1582 SDG&E/Fong, Exh. 346 at 7-10. 
1583 Id. at 10.  
1584 SDG&E/Hayes, Exh. 349 at 2. 
1585 D.11-05-018 at 62. 
1586 Id. at 3. 
1587 Id. 
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In sum, in a regulated setting, where authorized returns are determined on a company-1 

level basis1588, investors reasonably expect to earn a fair return on their capital during the time it’s 2 

deployed.  DRA’s alternative proposal to allow a 4.5% rate is better than zero, but nevertheless 3 

inequitable in that as of a certain date, an $85 million investment in a regulated utility that once 4 

provided investors an after-tax yield of 8.4% would yield just 2.7% after tax.1589  The 5 

Commission should keep in mind that were it to adopt such ratemaking, the $85 million of 6 

remaining capital invested in legacy meters would not simply go away: interest will continue to 7 

accrue on debt, preferred dividends will continue to become due, and common shareholders will 8 

continue to anticipate dividends.  Finally, “[f]rom an investor’s standpoint … the accelerated 9 

recovery of one’s initial investment does not ameliorate a complete loss of return on that 10 

investment – over any time period.”1590  SDG&E would have no quarrel with a six-year 11 

amortization period were the assets to continue earning a full authorized rate of return.  12 

However, in and of itself, a shortened depreciation period does not fully mitigate the loss of 13 

eliminating the expected rate of return. 14 

DRA’S METHODOLOGY FOR CALCULATING RATE RECOVERY IGNORES REAL 15 
COSTS 16 

As discussed in Mr. Foster’s Rebuttal Meter Testimony (Exh. 358), DRA’s methodology 17 

for calculating its proposed rate recovery for the legacy meters is too simplified.  For both of its 18 

rate scenarios (0% and 4.5%), DRA’s rate recovery is based on the following formula: 19 

Annual Rate Recovery = (net plant balance of $85.1 + ($85.1 x rate of return x 6)) / 6 years1591 20 

Based on this formula, DRA calculated a $14.8 million annual recovery based on the zero 21 

return scenario and $18.01 million annual recovery based on the 4.5% return scenario.1592  These 22 

figures, however, fail to account for income tax expenses (the formula ignores the tax expense 23 

gross-up associated with income tax expense), property tax expense (the formula ignores the fact 24 

that to the extent SDG&E earns a return on the legacy meters, even if they are not in rate base, 25 

SDG&E will pay property taxes), deferred taxes (the formula ignores the fact that although the 26 

remaining tax basis for the legacy meters is zero, the book basis is positive, creating deferred tax 27 

liabilities), and basis of return (by calculating return base on a constant, non-declining basis, the 28 

                                                 
1588 See, e.g., D.07-12-049 (December 20, 2007), SDG&E’s most recent cost-of-capital decision. 
1589 DRA’s alternative 4.5% rate is actually only 2.7%, after accounting for combined federal and state taxes of 40%. 
1590 SDG&E/Hayes, Exh. 349 at 6. 
1591 SDG&E/Foster, Exh. 358 at 2. 
1592 Id. at 1-2. 
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formula ignores the fact that rate base, being a function of net plan, is assumed to decline with 1 

depreciation).1593  Finally, if the Commission is inclined to adopt DRA’s 4.5% scenario, it should 2 

use a rate of 4.61%, which is the actual six-year average (beginning in 2012 and ending in 2017), 3 

resulting in an annual recovery of $18.11 million, not $18.01 million.1594 4 

CONCLUSION 5 

If the Commission decides that amortization of SDG&E’s retired electric legacy meters 6 

should be accelerated, the Commission should still allow SDG&E to earn its full rate of return.  7 

In the event the Commission does not accommodate that request, then the rate of return should 8 

be set with the same formula as that applied in PG&E’s GRC decision (D.11-05-018).  That is, if 9 

the Commission determines that SDG&E legacy meters should be treated similarly to those of 10 

PG&E, then SDG&E proposes that the 6-year amortization period be applied with rate of return 11 

of 6.2%.  SDG&E assumes that the before tax rate of return is composed of a 6.55% return on 12 

equity (similar to PG&E’s ROE on legacy meters1595), 5.62% cost of embedded debt and 7.25% 13 

cost of preferred equity.1596 14 

18.4.2 Other Rate Base Issues 15 
DRA was the only party submitting testimony contesting SDG&E’s rate base 16 

testimony.1597  DRA contested inclusion of fuel in storage in SDG&E’s gas rate base.1598  DRA 17 

also argued that carrying costs should be made at the short-term rate of debt and addressed in the 18 

next cost allocation proceeding (i.e., Triennial Cost Allocation Proceeding (TCAP) which is now 19 

merged to first address Pipeline Safety and Integrity Program1599).1600  The Commission has 20 

approved SDG&E’s inclusion of fuel in storage in rate base since 1982, as it represents 21 

permanent fuel inventory maintained over the long-term to assure continued and reliable 22 

operations.1601  In addition, deferring this issue to the TCAP would unduly prejudice SDG&E by 23 

                                                 
1593 Id. at 2-3. 
1594 Id. at 3-4. 
1595 D.11-05-018 (PG&E GRC Decision) at 63 and Conclusion of Law 11. 
1596 SDG&E/Fong, Exh. 347 at 12-13.  SDG&E capital structure: Common equity – 49.00%, Debt – 45.25% and 
Preferred – 5.75%. 
1597 DRA/Bower, Exh. 499 at 1. 
1598 Id. at 4-5. 
1599 A.11-11-002.   
1600 DRA/Bower, Exh. 499 at 4-5. 
1601 SDG&E/SCG/Yee, Exh. 226 at GGY-2. 
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denying timely cost recovery.1602  Consistent treatment of fuel in storage by SDG&E should be 1 

maintained in this GRC. 2 

19. Depreciation 3 
19.1 Common Issues 4 

Applicants’ depreciation studies to determine service lives, retirement dispersion and net 5 

salvage rates were conducted in accordance with the Commission’s longstanding Standard 6 

Practice (SP) U-4 methodology.1603  DRA, TURN, and UCAN proposed specific changes to 7 

SCG’s and SDG&E’s depreciation study results for a number of plant accounts.  There are two 8 

common issues that are being addressed in this section:  (1) DRA’s third party reimbursements 9 

(TPR) issue and (2) TURN/UCAN’s “historical database” recommendation, which is based on 10 

witness Jacob Pous’ own analysis of TPRs, which he refers to as “reimbursed retirements.” 11 

19.1.1 DRA’s TPR Issue 12 
Introduction.  DRA proposed to reduce Applicants’ rate base by a combined $133 13 

million ($123 million at SDG&E and $10 million at SCG) because DRA claimed that amounts 14 

Applicants received during the period 2000-2010 were TPRs that “still have not been spent or 15 

assigned to accumulated depreciation reserve.”1604  As detailed in Applicants’ rebuttal testimony, 16 

the data provided to DRA simply does not support that claim.  Rather, despite Applicants best 17 

efforts to explain what the data actually represents and how it should be interpreted, DRA 18 

continued to request information throughout the discovery process under its flawed approach and 19 

understanding of utility plant accounting.1605 20 

DRA also proposed that Applicants prospectively change their accounting for TPRs,1606  21 

claiming that Applicants’ treatment do not follow (1) FERC Uniform System of Accounts 22 

(USoA) for gas utilities and (2) 1981 NARUC guidance.1607  The record shows that DRA’s 23 

understanding of its own source materials is not accurate and reliable, which may be attributable 24 

to the fact that witness Marek Kanter is not an accountant.1608  This is probative because, as 25 

addressed below, the USoA contains provisions that more directly addresses accounting for 26 

TPRs, which Dr. Kanter completely ignored until his cross examination.  Moreover, when 27 

                                                 
1602 Id. at GGY-3. 
1603 SDG&E/Wieczorek, Exh. 236 at BW-3;  SCG/Wieczorek, Exh. 241 at BW-3. 
1604 DRA/Kanter, Exh. 471 at 12. 
1605 SDG&E/SCE/Dais & Moresen, Exh. 361 at DM-10 to DM-12. 
1606 DRA/Kanter, Exh. 471 at 12. 
1607 Id. 
1608 Exh. 540; DRA, Tr. Vol. 32 at 4267:19-4269:2. 
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confronted with a more recent NARUC publication supporting Applicants’ accounting, Dr. 1 

Kanter was quick to minimize NARUC’s relevance. 2 

DRA contradicted its own TPR position.  DRA argued in testimony that the USoA 3 

“provides that the entire TPR should be credited to the depreciation reserve, explicitly stating 4 

that gross salvage and third party reimbursements be credited to depreciation reserve.”1609  DRA 5 

quoted the section of the USoA regarding charges to account 108 (Accumulated Provision for 6 

Depreciation of Electric Utility Plant)1610 that it claimed was “explicit” about TPRs: 7 

B.  At the time of retirement of depreciable gas utility plant, this account shall be 8 
charged with the book cost of the property retired and the cost of removal and 9 
shall be credited with the salvage value and any other amounts recovered, such as 10 
insurance.1611 11 

DRA interpreted this language as meaning that all third party payments should be booked to 12 

depreciation reserve and not against actual project costs.1612  This section of the USoA deals with 13 

retirement of utility plant, which Applicants follow in the proper context.1613  For instance, when 14 

during a construction project existing pipe is removed, and if that pipe has a gross salvage value, 15 

that value will be recorded to the plant’s depreciation reserve.1614 16 

However, this section of the USoA does not address the accounting for third party 17 

payments when they are received for construction projects, otherwise known as Contributions In 18 

Aid of Construction (CIAC).1615  CIAC is the primary type of TPR for Applicants, although there 19 

are others, such as claims damage (charged to O&M, not plant),1616 which Applicants explained 20 

to DRA  Applicants follow the USoA’s explicit guidance on how CIAC is to be treated for 21 

accounting purposes:1617 22 

D.  The gas plant accounts shall not include the cost or other value of gas plant 23 
contributed to the company.  Contributions in the form of money or its equivalent 24 
toward the construction of gas plant shall be credited to the accounts charged with 25 
the cost of construction.1618  26 

. . . 27 

                                                 
1609 DRA/Kanter, Exh. 471 at 16. 
1610 Exh. 589 at 15. 
1611 DRA/Kanter, Exh. 471 at 16. 
1612 SDG&E/SCE/Dais & Moresen, Exh. 361 at DM-8. 
1613 Id. 
1614 Id. 
1615 Id. at DM-4 to DM-6. 
1616 Id. at Attachment 2 (responses to DRA-SDG&E-059-MRK, Q1 and DRA-SCG-053-MRK, Q2). 
1617 Id. at DM-4 to DM-6 (as amended by Exh. 362). 
1618 Id. at DM-5. 
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The electric plant accounts shall not include the cost or other value of electric 1 
plant contributed to the company.  Contributions in the form of money or its 2 
equivalent toward the construction of electric plant shall be credited to accounts 3 
charged with the cost of construction.1619 4 

During evidentiary hearings, Dr. Kanter ultimately admitted the relevance of the USoA’s 5 

provisions on CIAC accounting, which he previously did not consider: 6 

Q: Do you dispute that SDG&E should account for CIAC payments consistent 7 
with section of the FERC USOA mainly the electric plant section? 8 

A: For new construction, I agree with that. 9 

Q: And similarly do you agree that SoCalGas gas utility should follow FERC 10 
Uniform System of Accounts Section D with respect to contributions received 11 
for construction costs? 12 

A: Yeah, I agree, um…for new construction.1620 13 

DRA also relied on a 1981 guidance piece from NARUC, which also dealt with asset 14 

retirements.1621  However, Applicants presented an excerpt from NARUC’s 2003 Rate Case and 15 

Audit Manual, which stated (in relevant part): 16 

CIAC and Customer Advances are payments made by customers generally to 17 
fund plant additions for new or expanded service.  . . .  For certain of the utility 18 
industries (e.g., water and wastewater), it is common for the CIAC and Customer 19 
Advances to be contained in its own rate base account, whereas for other 20 
industries (e.g., electric and gas) it is common for these items to be netted against 21 
the plant costs associated with their payment.1622 22 

Clearly in contradiction to DRA’s TPR position, Dr. Kanter stated this about the NARUC quote 23 

above: 24 

Q: Do you dispute that SDG&E and SoCalGas should account for CIAC 25 
payments consistent with the 2003 NARUC document guidance? 26 

A: Insofar as the document is in disagreement with my recommendation, I do 27 
disagree with it.1623 28 

He was also quick to discount NARUC’s relevance in noting, “it does not have the force 29 

of law.”1624  Indeed, NARUC provides its industry guidance on topics and does not carry the 30 

force of law, but the 2003 quote is more probative on the proper treatment of CIAC than is 31 

                                                 
1619 Id. 
1620 DRA, Tr. Vol. 32 at 4281:15-27. 
1621 DRA/Kanter, Exh. 471 at 16. 
1622 SDG&E/SCE/Dais & Moresen, Exh. 361 at DM-9 to DM-10. 
1623 DRA, Tr. Vol. 32 at 4285:21-27. 
1624 Id. at 4284:11-17. 
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DRA’s use of a 1981 quote.1625  Moreover, Dr. Kanter’s treatment of his own authoritative 1 

resources demonstrates his lack of familiarity with accounting guidance and his arbitrary 2 

judgment as to which guidance he finds useful or not.  Therefore, his proposed rate base 3 

adjustments should be rejected as lacking all foundation. 4 

DRA’s audit findings do not support its TPR position.  DRA’s own audit of Applicants’ 5 

plant accounting and depreciation records resulted in no audit finding of improper accounting of 6 

TPRs.1626  DRA did not discover any misstatement of (1) the utilities’ weighted average recorded 7 

Plant in Service for 2009 (approximately $8.4 billion and $6.6 billion for SCG and SDG&E, 8 

respectively);1627 (2) the various 2009 capital expenditure totals in the testimony of the utilities’ 9 

witnesses;1628 and (3) the utilities’ weighted average recorded accumulated depreciation and 10 

amortization for 2009 (approximately $5 billion and $2.9 billion for SCG and SDG&E, 11 

respectively).1629  Regardless of how DRA may attempt to rebut the relevance of DRA’s audit 12 

report on the TPR issue, the fact remains that given this is at least a $133 million issue according 13 

to DRA,1630 Dr. Kanter did not alert the auditors about this issue with any expediency or 14 

urgency.1631  Furthermore, DRA’s auditors, a CPA and Certified Internal Auditor,1632 did not 15 

identify any problem with Applicants’ plant accounting presentation, upon reviewing the 16 

utilities’ testimony and workpapers, plant accounting system and procedures, capital budgeting 17 

procedures, work orders and selected accounting transactions and source documentation, board 18 

minutes, internal audit reports, annual reports, analytical review procedures, data requests and 19 

discussion with the utilities’ personnel.1633  It is inconceivable that an accounting problem of this 20 

purported magnitude and severity would not have been identified by DRA’s auditors or at least 21 

brought to their attention early by anyone at DRA. 22 

SCE concurs that DRA’s TPR proposal lacks merit.  DRA referenced SCE’s 2012 GRC 23 

depreciation study to support its contention that “TPRs less expenses should be treated as gross 24 

salvage.”1634  However, SCE likewise found that DRA’s interpretation of FERC and NARUC 25 

                                                 
1625 SDG&E/SCG/Dais & Moresen, Exh. 361 at DM-9. 
1626 DRA/Fok & Novack, Exh. 489. 
1627 Id. at 50-15 to 50-16. 
1628 Id. at 50-16. 
1629 Id. 
1630 DRA/Kanter, Exh. 471 at 15. 
1631 DRA, Tr. Vol. 32 at 4286:19 – 4287:21. 
1632 DRA, Exh. 540.  Francis Fok is a CPA; Grant Novack is a Certified Internal Auditor. 
1633 DRA/Fok & Novack, Exh. 489 at 50-15. 
1634 SCG/Wright, Exh. 417 at 16-17. 
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sources “are applied out of context and misinterpreted.”1635  SCE also clarified that DRA’s 1 

reference to SCE’s treatment of TPRs is erroneous and does not lend support to DRA’s TPR 2 

issue.1636  This further demonstrates that DRA lacks a clear understanding of how utilities in 3 

general account for TPRs and CIAC. 4 

Conclusion.  The record on the TPR issue supports Applicants’ current treatment of 5 

TPRs and therefore should not result in any rate base reduction or prospective changes to 6 

Applicants’ accounting practices. 7 

19.1.2. TURN/UCAN’s Historical Database Recommendation 8 
Like DRA’s depreciation witness, Mr. Pous for TURN/UCAN is not an accountant.1637  9 

And, like Dr. Kanter, Mr. Pous also concluded that, based on his understanding of the USoA1638 10 

and the 1981 NARUC guidance,1639 “absent an explicit and definitive contractual provision 11 

requiring the funds obtained from a third party be assigned to plant, all funds received less 12 

expenses ‘shall’ be booked as salvage in the accumulated provision for depreciation.”1640  For the 13 

same reasons provided in the discussion of DRA’s TPR proposal, Mr. Pous’ understanding of the 14 

accounting treatment for CIAC is wrong.  His incorrect understanding of “reimbursed 15 

retirements” led him to conclude that “[t]he net result of the Company’s actions is the creation of 16 

a historical database for net salvage purposes that results in artificial and excessive levels of 17 

negative net salvage….”1641  He therefore recommended that the Commission should order 18 

Applicants to “(1) change its practices so that it properly accounts for reimbursed retirements in 19 

accordance with NARUC’s Interpretation 67 regarding this matter; and (2) perform account-20 

specific analysis necessary to revise the Company’s historical database on an annual basis….”1642 21 

Applicants’ depreciation witness addressed in his rebuttal testimony the burdensome and 22 

onerous nature of Mr. Pous’ recommendation, especially where the basis for that 23 

recommendation lacks any credibility.1643  Moreover, Applicants noted that the last time a 24 

TURN/UCAN consultant recommended extensive reporting as necessary for evaluation in the 25 

                                                 
1635 Exh. 589 at 15 (Rebuttal Testimony of Brent Fielder). 
1636 Id. at 16-17. 
1637 TURN/Pous, Exh. 551 at Appendix A, p. 1 of 11. 
1638 Id. at 25;  TURN/Pous, Exh. 552 at 31. 
1639 TURN/Pous, Exh. 551 at 25; TURN/Pous, Exh. 552 at 32. 
1640 Id. 
1641 Id. 
1642 TURN/Pous, Exh. 551 at 25; TURN/Pous, Exh. 552 at 33-34. 
1643 SCG/Wieczorek, Exh. 240 at BW-24 to BW-26; SDG&E/Wieczorek, Exh. 244 at BW-20 to BW-22. 
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following GRC cycle (which Applicants complied with), parties to this current GRC provided no 1 

indication that those reports were reviewed or considered.1644  These additional requirements 2 

should not simply be suggested unless there is a compelling need to justify the extensive time 3 

and resources that must be expended to meet those requirements.  Therefore, TURN/UCAN’s 4 

recommendation lacks any foundation and should be rejected. 5 

19.2 SoCalGas Issues 6 
19.2.1 TURN Proposals 7 

TURN contested the Average Service Lives (ASLs) for 4 plant accounts1645 and Future 8 

Net Salvage (FNS) rates for 5 plant accounts.1646  SCG’s rebuttal testimony fully addressed 9 

TURN’s analyses for these accounts in addition to the arguments TURN made against SCG’s 10 

depreciation study methodology in general.1647  To summarize, the Commission should adopt 11 

SCG’s proposed ASLs and FNS rates for the following reasons: 12 

• SCG’s depreciation study was performed using SP U-4 which has been recognized by 13 
the Commission (and DRA) as the appropriate guide to determining ASLs and FNS 14 
rates.1648 15 

• SCG’s depreciation witness exercised sound and reasonable judgment based on his 16 
experience performing depreciation studies and on his first-hand knowledge of SCG’s 17 
plant.1649  TURN presented no facts that would result in a finding that Mr. 18 
Wieczorek’s judgment was flawed or less credible when compared to the analysis 19 
presented by its own witness, Mr. Pous. 20 

• DRA did not oppose Applicants’ ASL results.1650   21 

• SCG still has a great deal of older transmission and distribution service pipe in 22 
operation that will need replacing; thus, ASLs should reflect the current mix of plant 23 
assets that are providing service to current ratepayers.1651  TURN’s recommendations 24 
demonstrated a “quick fix” approach by where Mr. Pous selected among the range of 25 
outcomes that would yield longer ASLs to reduce depreciation expense.  However, by 26 
not selecting the best fit, his choice of longer ASLs would benefit current ratepayers 27 
to the detriment of future ratepayers.1652 28 

• Account G367 (Transmission Mains), the same Iowa curve that the Commission 29 
authorized in the 2008 GRC supports SCG’s ASL of 57 years (as opposed to TURN’s 30 

                                                 
1644 Id. 
1645 TURN/Pous, Exh. 551 at 12. 
1646 Id. at 29. 
1647 SCG/Wieczorek, Exh. 240. 
1648 Id. at BW-2 & BW-4. 
1649 Id. at BW-6 to BW-7. 
1650 DRA/Kanter, Exh. 471 at 4. 
1651 SDG&E/Wieczorek, Exh. 244 at BW-9. 
1652 Id. 
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forecast of 65 years).  The current focus on pipeline safety and integrity efforts at the 1 
Commission lend credence to SCG’s analysis regarding these assets.  Further, PG&E 2 
was recently authorized a 45-year life for G367 assets, which supports the 3 
reasonableness of SCG’s results over TURN’s results.1653 4 

• Account G376 (Distribution Mains), the same Iowa curve that the Commission 5 
authorized in the 2008 GRC now supports SCG’s ASL of 55 years (as opposed to 6 
TURN’s forecast of 66 years).  As with Transmission Mains, the current focus on 7 
pipeline safety and integrity efforts at the Commission lend credence to SCG’s 8 
analysis regarding these assets.  Further, PG&E was recently authorized a 53-year life 9 
for G376 assets, which is more in line with SCG’s ASL study results.1654 10 

• Account G380 (Distribution Services), the same Iowa curve that the Commission 11 
authorized in the 2008 GRC supports SCG’s ASL of 51 years (as opposed to TURN’s 12 
forecast of 56 years).  Further, PG&E was recently authorized a 53-year life for G380 13 
assets, which is more in line with SCG’s ASL study results.1655 14 

• Account G390 (Structures & Improvements), SCG’s proposal to maintain the 15 
currently-authorized ASL of 20 years reasonably reflects that SCG’s largest leased 16 
facility has a new term of 15 years, and that replacement activity for this account is 17 
often less than 20 years.  TURN’s ASL proposal of a minimum of 30 years would 18 
unfairly defer costs to future ratepayers when accounting data points to an ASL of 19 
substantially less than 30 years.1656 20 

• All investor-owned utilities are experiencing that the ASLs are increasing, which 21 
correlates to FNS becoming more negative.  Even DRA acknowledged that the 22 
prevailing trend in the energy industry is towards higher net salvage rates.1657 23 

• SCG is experiencing more situations on past abandoned pipelines that require present 24 
day physical removal never envisioned.  While this impact is not fully apparent 25 
within the historical 15-year FNS study period, SCG took this into consideration 26 
when not discounting the proposed FNS rates needed to capture these anticipated 27 
removal costs.1658 28 

• Account 352 (UGS Wells), SCG’s proposed FNS rate of -45% is supported by the 15-29 
year historical picture and represents a reasonable decrease in the FNS rate adopted in 30 
the 2008 GRC (-60%).  TURN’s proposed rate of -30% is unreasonably low.1659 31 

• Account 367 (Transmission Mains), SCG’s proposed FNS rate of -30% is supported 32 
by the 15-year historical picture and represents a reasonable increase in the FNS rate 33 
adopted in the 2008 GRC (-20%).  TURN’s proposed rate of -20% is unreasonably 34 
low, especially considering the anticipated work on SCG’s transmission pipelines.1660 35 

                                                 
1653 Id. at BW-8 to BW-9. 
1654 Id. at BW-9 to BW-10. 
1655 Id. at BW-11. 
1656 Id. at BW-12 to BW-13. 
1657 Id. at BW-13. 
1658 Id. at BW-14 to BW-15. 
1659 Id. at BW-15 to BW-16. 
1660 Id. at BW-16 to BW-17. 
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• Account 376 (Distribution Mains), SCG’s proposed FNS rate of -55% is supported by 1 
the 15-year historical picture and represents a reasonable increase in the FNS rate 2 
adopted in the 2008 GRC (-60%).  TURN’s proposed rate of -40% is unreasonably 3 
low, especially considering that TURN relied on a 4-year band of low FNS rates.  4 
However the remaining 11 years on average reflect a significantly higher FNS rate 5 
than what is being proposed by SCG.1661 6 

• Account 378 (Distribution M&R Equipment), SCG’s proposed FNS rate of -85% is 7 
supported by the 15-year historical picture and represents a reasonable decrease in the 8 
FNS rate adopted in the 2008 GRC (-100%).  TURN’s proposed rate of -35% is 9 
unreasonably low, and is based on its flawed understanding of reimbursed 10 
retirements, addressed in the “Common Issues” section of this Brief.1662 11 

• Account 391.2 (Computer Equipment), SCG proposed to keep the FNS rate at 0% 12 
whereas TURN proposed a +2% rate.  Gross salvage for computer equipment is 13 
becoming a thing of the past, as the current trend is away from re-using parts due to 14 
the rapid rate of obsolescence.  SCG’s rate reflects this reality whereas TURN’s rate 15 
does not.1663 16 

For these reasons, the record supports adoption of SCG’s ASLs and FNS rates as 17 

proposed.  SCG’s results also represent equitable outcomes for both current and future 18 

ratepayers. 19 

19.2.2 DRA’s FNS Analysis 20 
DRA accepted 26 of the 27 FNS rates proposed by SCG but chose to zero out one particular plant 21 

account, which happens to be one of the largest on SCG’s books (i.e., Gas Mains).1664  DRA did not 22 
appear to contest SCG’s deprecation study results, but used Gas Mains to apply its TPR-related 23 
adjustment.1665  In addition to DRA’s flawed TPR analysis, the manner in which DRA proposes to adjust 24 
the FNS rate is purely arbitrary, contrary to SP U-4 (which DRA itself validated) and creates a significant 25 
intergenerational equity issue, whereby future ratepayers are harmed.1666 26 

19.3 SDG&E Issues 27 
19.3.1 UCAN Proposals 28 

SDG&E incorporates by reference the general points that SCG raised in Section 19.2.1 to address 29 
TURN’s proposed adjustments to ASLs and FNS rates.  In addition, SDG&E summarizes the account-30 
specific proposals offered by UCAN below: 31 

                                                 
1661 Id. at BW-17 to BW-18. 
1662 Id. at BW-19. 
1663 Id. at BW-19 to BW-20. 
1664 Id. at BW-3. 
1665 DRA/Kanter, Exh. 471 at 11-12. 
1666 SDG&E/Wieczorek, Exh. 244 at BW-3 to BW-5. 
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• Account E364 (Poles, Towers & Fixtures), SDG&E’s selection of a 44-year ASL is 1 
reasonable and represents the better fit, as shown by the competing Iowa curve 2 
analyses presented in its rebuttal.1667 3 

• Account E366 (Underground Conduit), SDG&E’s selection of a 52-year ASL is 4 
reasonable and represents the better fit, as shown by the competing Iowa curve 5 
analyses presented in its rebuttal.1668 6 
Account E367 (Underground Conductors & Devices), SDG&E’s selection of a 40-7 
year ASL is reasonable and represents the better fit, as shown by the competing Iowa 8 
curve analyses presented in its rebuttal.1669   9 

• Account G367 (Transmission Mains), SDG&E’s ASL of 45 years (as opposed to 10 
UCAN’s forecast of 60 years) is reasonable, does not increase the 2008 GRC 11 
authorized FNS rate and takes into account the increased anticipated replacement of 12 
transmission mains.  Further, as noted in the SCG section for this same account, 13 
PG&E’s 45-year life for G367 assets supports the reasonableness of SCG’s results 14 
over UCAN’s results.1670 15 

• Account G368 (Compressor Station Equipment), SDG&E’s proposal to retain the 27-16 
year ASL (as opposed to UCAN’s forecast of 40 years) is a better reflection of the life 17 
of a compressor station.  Further, PG&E was recently authorized a 25-year ASL for 18 
its compressor station assets.1671   19 

• Account G376 (Distribution Mains), SDG&E’s ASL of 60 years (as opposed to 20 
UCAN’s forecast of 69 years) is reasonable.  SDG&E truncated historical data after 21 
18 years at a point where the data began to lose reliability.  UCAN criticized this 22 
truncation; however, it recognized that the historical data for this particular account 23 
indicated a lifespan that was excessively long.  Further, as noted in the SCG section 24 
for this same account, PG&E’s 53-year life for G376 assets supports the 25 
reasonableness of SCG’s results over UCAN’s results.1672 26 

• Account 362 (Electric Distribution Station Equipment), SDG&E’s proposed FNS rate 27 
of -100% is supported by the 15-year historical picture and represents a reasonable 28 
forecast in comparison to UCAN’s proposed -10% rate.  UCAN argued that the 29 
copper contained in these assets would more than offset any removal costs.  However 30 
UCAN did not consider costs associated with the extensive and ongoing PCB testing 31 
requirements and potential decontamination as well as the fact that the majority of the 32 
gross salvage related to transformers is reflected in a different FERC account.1673 33 

• Account 364 (Electric Distribution Poles, Towers & Fixtures), SDG&E’s proposed -34 
95% rate is more prudent than the -60% rate proposed by UCAN.  The 15-year 35 
historical data supports the reasonableness of SDG&E’s forecast; and, PG&E was 36 

                                                 
1667 SCG/Wieczorek, Exh. 240 at BW-9 to BW-10. 
1668 Id. at BW-11. 
1669 Id. at BW-12. 
1670 Id. at BW-13. 
1671 Id. at BW-13 to BW-14. 
1672 Id. at BW-15 to BW-16. 
1673 Id. at BW-18 to BW-20. 
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recently authorized a rate of -80%.  Further, in SCE’s current 2012 GRC, SCE is 1 
currently defending a FNS proposal of -200% to TURN’s -90% rate.1674 2 

• Account 365 (Electric Overhead Conductors & Devices), SDG&E’s proposed FNS 3 
rate of -70% is more prudent than the -50% rate proposed by UCAN, under the 4 
premise that data earlier than 10 years was “too stale.”  There is no credible basis for 5 
that observation, thus SDG&E’s 15-year analysis is reasonable.1675  6 

• Account 366 (Electric Underground Conduit), SDG&E’s proposal to keep the -40% 7 
rate unchanged is more prudent than the -25% rate proposed by UCAN.  Although 8 
UCAN attempted an “economies of scale” argument to justify its forecast, that 9 
argument should result in an increase to the FNS rate, not a decrease.  SDG&E’s 10 
proposed rate does not suffer from this flaw.1676 11 

• Account 367 (Electric Underground Conductors & Devices), SDG&E’s proposed -12 
55% rate is more prudent than the -45% rate proposed by UCAN.  SDG&E’s 15-year 13 
analysis was adjusted for specific facts regarding this asset class, which resulted in a 14 
lower FNS proposal than the study’s -67% result.  UCAN’s proposal is too low and 15 
bears no relationship to the historical experience for this account.1677 16 

• Account 369.2 (Electric Underground Services), SDG&E’s proposed -70% rate is 17 
more prudent than the -45% rate proposed by UCAN.  SDG&E’s 15-year analysis 18 
was adjusted for specific facts regarding this asset class, which resulted in a lower 19 
FNS proposal than the study’s -75% result.  The 15-year historical study for this 20 
account ranged from -43% to -254%.  For UCAN to just select the lowest end of that 21 
range reflects a lack of objective and credible analysis by Mr. Pous.1678 22 

For these reasons, the record supports adoption of SDG&E’s ASLs and FNS rates as 23 

proposed.  SDG&E’s results also represent equitable outcomes for both current and future 24 

ratepayers. 25 

19.3.2 DRA’s FNS Analysis 26 
As it did with SCG, DRA did not take issue with SDG&E’s depreciation study results for FNS, 27 

but instead applied its TPR proposal to zero out 2 of the 41 FNS rates proposed by SDG&E.1679  For the 28 
same reasons presented in Section 19.2.2 of this Brief, DRA’s proposals should be rejected. 29 

20. Taxes 30 
20.1 Common Issues 31 

The contested areas are (1) treatment of net operating losses (NOLs) in the deferred tax 32 

calculation, (2) forecast for payroll taxes, (3) forecast for franchise fees and (4) meals and 33 

                                                 
1674 Id. at BW-20 to BW-21. 
1675 Id. at BW-21. 
1676 Id. at BW-21 to BW-22. 
1677 Id. at BW-22. 
1678 Id. at BW-23. 
1679 DRA/Kanter, Exh. 471 at 8-10. 
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entertainment deduction.1680  Item (1) is addressed as a common issue, while the remaining items 1 

are addressed on a utility-specific basis. 2 

20.1.1 NOLs and Deferred Taxes 3 

Applicants summarize the main counter-arguments to DRA’s position with the 4 

expectation that the rebuttal testimonies submitted by Applicants and intervening utilities1681 will 5 

serve as the principal resources upon which the Commission will use to assess the merits of 6 

DRA’s position, including the testimony of SCE’s expert witness, James Warren.1682  DRA 7 

summarized its position on this issue as follows: 8 

2010 Tax Relief Act – reject Sempra’s use of “carry forwards” to shift the 9 
resulting deferred tax asset from the year incurred to future years because this 10 
practice was rejected in Decision No. 84-05-036 (1984 Tax OII Decision) and 11 
Sempra’s method for deriving weighted average deferred tax balance is 12 
inconsistent with ratemaking treatment of capital additions and its assumption of 13 
deferred income tax payments.1683 14 

This led DRA to compute a significantly higher deferred tax balance than Applicants, as 15 

shown in the Joint Comparison Exhibits.1684 16 

Interpretation of OII 24.  DRA confirmed the authority of the Commission’s 17 

longstanding tax decision hereafter referred to as “OII 24,”1685 and in fact alleged Applicants 18 

were “over-turning the Commission’s long standing prohibition against the practice of carry 19 

forwards for ratemaking purposes,”1686  DRA relied on the following language from OII 24 as 20 

support for its position: 21 

We agree that the practice of excluding carry backs and carry forwards from the 22 
test-year calculation of income taxes is well-founded and should continue.1687 23 

In OII 24, the Commission ruled with the utility parties (which included SDG&E, SCG, 24 

SCE and PG&E) and against a Staff witness on this issue.1688  Therefore, the utilities are well 25 

aware of what the Commission meant by this statement.1689  OII 24 addressed the treatment of 26 

                                                 
1680 SDG&E/SCE/Rose, Exh. 302 at RGR-1 to RGR-2. 
1681 Exh. 579 (PG&E Rebuttal) & Exh. 589 (SCE Rebuttal). 
1682 Exh. 590. 
1683 DRA/Loy, Exh. 480 at 1-2. 
1684 SCG JC Exh. at 217-218; SDG&E JC Exh. at 319. 
1685 DRA, Tr. Vol. 32 at 4324:8-11. 
1686 DRA/Loy, Exh. 480 at 15. 
1687 Id. at 13. 
1688 OII 24, 1984 Cal. PUC LEXIS 1325 at 40-45. 
1689 Exh. 589 at 12. 
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NOLs in the context of income taxes, which is an expense item in a utility’s cost-of-service.1690  1 

Applicants fully comply with OII 24 by not carrying forward or carrying back projected NOLs in 2 

its income tax expense calculation, as also noted by PG&E and SCE.1691  OII 24 did not address 3 

NOLs in the context of deferred taxes, which relate to rate base.1692  Thus, the purpose of OII 24 4 

was not directed at establishing the timing for the recognition of deferred taxes.1693  It is clear that 5 

DRA has taken OII 24 out of context when applying the prohibition of NOL carry forwards and 6 

carry backs to the deferred tax calculation. 7 

Although OII 24 did not specifically address NOLs in the context of deferred taxes, 8 

FERC specifically did, in a case involving Kern River Station.1694  FERC stated: 9 

In the instant case the NOL was properly included in Account No. 190.  The large 10 
depreciation deduction for the “bonus” depreciation was properly reflected as a 11 
credit in Account 282 and served to reduce rate base to reflect the difference in 12 
timing previously described.  However, the impact of this deduction was so great 13 
that it exceeded the taxable cash that would have been generated under the 14 
straight line regulatory method.  Thus, Kern River was not able to use the full 15 
extent of the deduction in the first year it was available.  However, as discussed, 16 
the full accelerated depreciation amount is included in the credit ADIT in Account 17 
No. 282.  Without a corresponding debit in Account No. 190, Kern River’s rate 18 
base would be reduced even though it did not achieve the tax savings, and 19 
additional cash flow, that a credit entry in Account No. 282 is intended to offset.  20 
Therefore the NOL is carried forward as a regulatory asset in future years and is 21 
reduced as the tax savings actually accrue to Kern River.1695 22 

By analogy, Applicants have projected large NOLs due to the bonus depreciation enacted 23 

by the Tax Relief Act, precluding them from fully using the depreciation deductions (i.e., tax 24 

benefits).  Consistent with the FERC decision above, Applicants carried forward their unused tax 25 

benefits to future years in computing the deferred tax balance.1696 26 

Equity is determined by examining the intent of the tax benefit.  DRA claimed that 27 

Applicants’ use of carrying NOLs forward to future years was “unnecessarily harmful” and 28 

“fatally flawed because it creates by definition intergeneration inequities.”1697  In essence, DRA is 29 

arguing that it is appropriate that the reduction to rate base should not only come by way of 30 

                                                 
1690 SDG&E/SCG/Rose, Exh. 302 at RGR-11; Exh. 579 at 1-2; Exh. 589 at 12. 
1691 Exh. 579 at 1-3; Exh. 589 at 13.   
1692 SDG&E/SCG/Rose, Exh. 302 at RGR-11; Exh. 579 at 1-2; Exh. 589 at 12. 
1693 Exh. 590 at 23. 
1694 Id. at 13-14. 
1695 Id. at 14. 
1696 SDG&E/SCG/Rose, Exh. 302 at RGR-10 to RGR-11 (as amended by Exhs. 303 and 338). 
1697 DRA/Loy, Exh. 480 at 14. 
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deferred taxes that a utility can use, but also by those that a utility cannot use because of the 1 

NOL tax position.1698  Stated another way, DRA believes that it is fair that rate base reductions 2 

include both the monetized portion of deferred taxes (i.e., the actual cash tax benefit received) 3 

and the non-monetized portion.1699  On the contrary, fairness and equity in ratemaking dictate that 4 

if a utility has not received a tax benefit, it should not be imputed in rates as if it had been 5 

received.1700  “There cannot be a tax savings unless and until an NOL is applied to reduce the 6 

Companies taxable income.  Only at that time should deferred taxes related to non-monetized 7 

bonus depreciation be included in rate base.”1701 8 

The Commission recognized this in D.88-12-033, where it held that deferred taxes are 9 

booked for ratemaking purposes only when two conditions are met:  (1) there is a tax savings 10 

associated with the use of accelerated versus straight-line depreciation and (2) the taxes have 11 

been collected from ratepayers.1702  This treatment reflects the primary intent of allowing utilities 12 

to recognize the benefits of accelerated depreciation.1703  They serve as an interest-free loan or 13 

advance from the government which can be used to invest in plant and equipment.1704  Ratepayers 14 

are allocated the full tax benefits of what the utility receives as a cash tax benefit through lower 15 

rate base.1705  However, an NOL produces no cash tax benefit for the utility and therefore must be 16 

carried back or forward so that it can.1706  Until an NOL can be used to offset taxable income in 17 

future years (as is the point of contention here), it represents an unrealized benefit to the utility.  18 

Therefore, the equitable and proper ratemaking treatment of an NOL in relation to how and when 19 

ratepayers should recognize the tax benefit (in the form of a reduction to rate base) must match 20 

the utility’s ability to realize the cash tax benefit.  As PG&E characterized it: 21 

for the utility to receive a cash flow benefit that can be passed through to 22 
ratepayers in the form of a rate base reduction, there has to be tax savings.  To the 23 
extent there are not “tax savings” as is the case when there is an NOL carry-24 
forward, there is no cash flow (i.e., no cost-free capital) and no rate base reduction 25 
as a result.1707 26 

                                                 
1698 SDG&E/SCG/Rose, Exh 302 at RGR-12 to RGR-13. 
1699 Exh. 589 at 11, citing D.88-12-033. 
1700 SDG&E/SCG/Rose, Exh. 302 at RGR-13. 
1701 Exh. 589 at 12. 
1702 Id. at 11. 
1703 Exh. 590 at 7. 
1704 Id. at 7-8; SDG&E/SCG/Rose, Exh. 302 at RGR-12; Exh. 579 at 1-3. 
1705 Exh. 590 at 8. 
1706 Id. at 10 and 19. 
1707 Exh. 579 at 1-5. 
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Applicants, SCE and PG&E explain in detail the normalization rules and why DRA’s 1 

proposal would place a utility in a position to violate those rules.  The key point about the 2 

normalization rules is that it maintains the intent behind accelerated depreciation.  The 3 

normalization rules are designed to prevent public utility commissions from imputing unrealized 4 

tax benefits in setting rates.1708  They are designed to allow access to accelerated depreciation 5 

only to utilities whose ratemaking is consistent with Congressional intent, where the incremental 6 

cash produced by this tax benefit remains a utility capital investment incentive.1709  When the tax 7 

normalization rules are violated, there are adverse consequences for both the utility and the 8 

ratepayer. 9 

Normalization Violation.  Applicants explained that the DRA’s position, if adopted, 10 

would place them in a position of violating the tax normalization rules “[b]y lowering rate base 11 

using a deferred tax reserve that is in excess of the difference between tax expense recovered in 12 

rates and taxes actually paid.”1710  SCE explained, “[t]he inclusion of these incremental deferred 13 

taxes reflected as a reduction in rate base when they have not been included in the Company’s 14 

deferred tax expense would directly conflict with the second depreciation normalization 15 

requirement.”1711  PG&E concurred, “[t]hese rules further require that rate base be reduced by no 16 

more than the consistently computed deferred taxes, with the intent to clearly limit the allowable 17 

rate base reduction to the amount of no-cost capital supplied by the government as a result of the 18 

mandated ratemaking process.”1712 19 

If a utility violates the tax normalization rules, the utility would become ineligible to 20 

utilize accelerated federal tax depreciation, including bonus depreciation.1713  The deferred taxes 21 

generated because of accelerated depreciation would therefore no longer be available to reduce 22 

rate base.1714  Applicants noted, “[i]f the Commission disallows Applicants from carrying forward 23 

NOLs, thereby putting them at odds with the normalization rules, Applicants should be allowed 24 

to elect out of bonus depreciation (as they are entitled to do under the Internal Revenue Code) so 25 

that they are no longer in an NOL position.”1715  Mr. Warren for SCE observed the same thing:  26 

                                                 
1708 SDG&E/SCG/Rose, Exh. 302 at RGR-13. 
1709 Exh. 590 at 15. 
1710 SDG&E/SCG/Rose, Exh. 302 at RGR-8. 
1711 Exh. 590 at 19. 
1712 Exh. 579 at 1-14. 
1713 SDG&E/SCG/Rose, Exh. 302 at RGR-8. 
1714 Exh. 590 at 22. 
1715 SDG&E/SCG/Rose, Exh. 302 at RGR-13. 
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“[t]hus in a perverse twist of logic, the DRA’s proposal renders the Company worse off claiming 1 

accelerated depreciation than not claiming it.”1716  Adoption of DRA’s proposal would create a 2 

lose-lose situation for both the utility and its ratepayers. 3 

DRA’s Method of Computing Deferred Taxes.  DRA maintained that its use of a gross-4 

up factor is justified.1717  However, a gross-up factor is an attempt to predict an impact that is 5 

calculable by incorporating bonus depreciation in the RO model, and as such, will produce an 6 

inaccurate and inferior result.1718  Applicants stand ready to assist DRA in properly incorporating 7 

bonus depreciation into its version of the RO model, in accordance with the normalization rules, 8 

and have been continually available to assist since submitting their July 2011 revisions.1719 9 

20.2 SoCalGas Issues 10 
20.2.1 Payroll Taxes 11 

SCG and TURN agree on all the tax parameters used in computing forecasted payroll tax 12 

expense, such as tax rates and applicable wage bases.1720  The only difference remaining is 13 

whether those parameters should be applied to 2009 wages inclusive or exclusive of a labor 14 

escalation or inflation to calculate the composite payroll tax rate.1721  SCG proposed no escalation 15 

of taxable wages when calculating the rate while TURN did.1722  SCG agreed in concept that if 16 

wages are inflated, and there are no other factors that impact the rate, the composite tax rate 17 

will decrease, thus lowering payroll tax expense.1723  If you increase the denominator faster than 18 

your numerator, the resulting ratio will shrink.  However, while TURN escalated wages,1724 19 

TURN did not assume any changes to employee count or wage stratification, which would not 20 

only impact taxable wages (denominator) but payroll taxes paid on those wages (numerator), and 21 

not necessarily on a 1:1 basis.  SCG’s method is simpler than TURN’s, but it represents a more 22 

balanced approach that does not assume that only one factor (wage inflation) can impact the 23 

composite payroll tax rate.  Thus, SCG composite payroll tax rate produces a balanced, 24 

reasonable forecast.1725 25 

                                                 
1716 Exh. 590 at 19-20. 
1717 DRA, Tr. Vol. 32 at 4313:23-28. 
1718 SDG&E/SCG/Rose, Exh. 302 at RGR-5. 
1719 DRA, Tr. Vol. at 4315:24-27 and 4342:7-12. 
1720 SCG JC Exh. at 336.   
1721 Id. 
1722 Id. 
1723 SDG&E/SCG/Rose, Exh. 302 at RGR-18. 
1724 TURN/Marcus, Exh. 545 at 52. 
1725 SDG&E/SCG/Rose, Exh. 302 at RGR-18; SCG JC Exh. at 336. 
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DRA assumed SCG used a 5-year average (2005-2009) and therefore proposed the same 1 

averaging methodology;1726 yet, SCG did not use a 5-year average.1727  DRA also used 2010 data 2 

in its 5-year average,1728 the use of which is addressed in Section 3.5 of this Brief.  SCG 3 

maintains its forecast is more reasonable and proper than DRA’s forecast. 4 

20.2.2 Franchise Fees 5 
Both TURN and DRA used 2010 recorded data to develop a lower forecast for franchise 6 

fees.1729  Section 3.5 addresses the use of 2010 recorded data in this GRC.  In addition, DRA’s 7 

method applied franchise fee payments recorded in the calendar year to the same calendar year’s 8 

gross receipts, which ignores the fact that a significant portion of the franchise fees applicable to 9 

gross receipts from one calendar year are paid in the next calendar year.  SCG’s method accounts 10 

for this payment lag.1730 11 

20.2.3 Meals & Entertainment (M&E) Deduction 12 
This issue was litigated in the last GRC, with DRA raising the same arguments opposing 13 

inclusion of this expense item.1731  There was no substantive ruling resolving this specific 14 

issue.1732  Applicants re-introduced their case-in-chief from the 2008 GRC defending the 15 

inclusion of the M&E expenses.1733  DRA noted then, as it did in this current case, “DRA’s 16 

justification for removing entertainment-related expenses from all revenue requirements is that 17 

these social and cultural activities are of dubious benefit to ratepayers.”1734  Thus, DRA 18 

recommended a 50% limitation for all business travel and 100% elimination of business travel 19 

that included entertainment and paying for family members.1735 20 

The tax laws allow a company to fully deduct meals and travel expenses that are ordinary 21 

and necessary business expenses but limit deductions for M&E expenses incurred for business 22 

development, entertainment or similar purposes to 50%.  The company maintains strict policies 23 

over M&E that require documentation of business purpose, which are subject to IRS and internal 24 

auditing.  A 50% haircut on all M&E expenses imposed by the tax laws represents a balance of 25 

                                                 
1726 DRA/Loy, Exh.480 at 10. 
1727 SDG&E/SCG/Rose, Exh. 302 at RGR-16. 
1728 DRA/Loy, Exh. 480 at 10. 
1729 Id. at 11; TURN/Marcus, Exh. 545 at 54. 
1730 SDG&E/SCG/Rose, Exh. 302 at RGR-20 to RGR-21. 
1731 DRA, Tr. Vol. 32 at :4308:5 – 4310:19. 
1732 Id. at 4310:23-28. 
1733 Exh. 483.   
1734 DRA/Loy, Exh. 480 at 9. 
1735 Id. at 8. 
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the business and non-business value derived by incurring those expenses.  DRA’s approach is 1 

overly restrictive of legitimate business travel expenses (which should be 100% deductible), and 2 

of M&E which is already subject to a 50% haircut.  In addition, M&E serves a business interest 3 

by enhancing business relationships with vendors, suppliers and other key constituents who play 4 

a role in SCG’s business in serving ratepayers.1736  DRA’s proposed reductions simply do not 5 

recognize any value in such activities, where SCG does. 6 

20.3 SDG&E Issues 7 
20.3.1 Payroll Taxes 8 

For the same reasons given to defend SCG’s payroll tax forecast and methodology, 9 

SDG&E incorporates by reference Section 20.2.1 of this Brief to defend its test year payroll tax 10 

forecast against DRA’s and UCAN’s forecast.1737 11 

20.3.2 Franchise Fees 12 
SDG&E used a 5-year average (2005-2009) in developing its forecast for franchise 13 

fees.1738  UCAN reduced SDG&E’s test year forecast for gas franchise fees by using a 2-year 14 

average including 2010 recorded data.1739  UCAN found SDG&E’s 5-year average (2005-2009) 15 

for electric franchise fee forecast reasonable.1740  But for yielding a lower overall forecast, UCAN 16 

did not provide a sound rationale for why a 5-year average exclusive of 2010 recorded data is 17 

appropriate for electric but not for gas.1741  By including 2010 recorded data for gas (see Section 18 

3.5 of the brief) and shortening the averaging period from 5 to 2 years, UCAN produces a 19 

forecast that lacks consistency and merit.  Moreover, SDG&E incorporates by reference Section 20 

20.2.2 to justify its forecast for franchise fees. 21 

21. Miscellaneous Revenues 22 
21.1 Common Issues 23 
Miscellaneous Revenues are comprised of fees and revenues collected by SCG and 24 

SDG&E from non-rate sources for the provision of specific products or services.1742  They 25 

include such revenues as service establishment charges, collection fees and rents.  Miscellaneous 26 

revenues also reflect certain credits to be returned to ratepayers pursuant to previous 27 

                                                 
1736 Exh. 483 (July 2007 Rebuttal Testimony of Robert M. Schlax at 2) 
1737 SDG&E JC Exh. at 320 & 481. 
1738 Id. at 479. 
1739 UCAN/Marcus, Exh. 558 at 84-85. 
1740 Id. at 84. 
1741 SDG&E/SCG/Rose, Exh. 302 at RGR-22. 
1742 SCG/Cahill, Exh. 436 at 1; SDG&E/Cahill, Exh. 433 at 1. 
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Commission Decisions.1743  Miscellaneous revenues are incorporated into rates as a reduction to 1 

base margin revenue requirements charged to customers for utility service, thereby lowering 2 

rates. 3 

For purposes of forecasting TY 2012 miscellaneous revenues, SCG and SDG&E 4 

performed an item by item analysis of miscellaneous revenue accounts, including a review of 5 

prior-year recorded results as well as the factors that could impact future results.1744  The 6 

forecasts were developed using methodologies that reflect the drivers for each miscellaneous 7 

revenue item.  For many items, such as service establishment charges, where the Utilities have 8 

multiple years of recorded activity, the forecast was developed using a multi-year recorded 9 

average adjusted by estimated customer or sales growth factors, where applicable.1745  In 10 

circumstances where the charge is based on a per customer basis, a customer growth factor was 11 

applied to adjust historical results to develop the 2012 forecast.1746  Where the charge is based on 12 

a per kilowatt-hour or per therm basis, a sales growth factor was applied in deriving the 13 

forecast.1747  Generally, unless otherwise specified, the customer or sales growth factors were 14 

applied at a system-wide level for simplicity and consistency purposes.1748  In instances where the 15 

multi-year recorded results are not available or recent factors have caused the multi-year results 16 

to no longer reflect a reasonable expectation of the future, the Utilities used the most recent 17 

recorded year (2009) to develop the forecast.1749  In other cases, such as rents from property or 18 

pole attachment fees, the forecast is based on executed lease agreements adjusted for applicable 19 

escalation clauses.1750  Finally, for other miscellaneous revenue items not reflected in the 20 

categories described above, a forecasting methodology was applied to reflect the unique 21 

circumstances of the particular activity.1751 22 

21.2 SoCalGas Issues 23 
SUMMARY OF SCG MISCELLANEOUS REVENUES REQUEST 24 

The total SCG estimated miscellaneous revenues request for TY 2012 is $103.655 25 

million, representing an increase of $24.548 million from 2009 recorded revenue of $77.856 26 

                                                 
1743 SCG/Cahill, Exh. 436 at 1. 
1744 Id. 
1745 SCG/Cahill, Exh. 436 at 1; SDG&E/Cahill, Exh. 433 at 1. 
1746 Id. 
1747 Id. at 1-2; Id. at 1-2. 
1748 Id. at 2; Id. at 2. 
1749 Id. 
1750 Id. 
1751 Id. 
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million.1752  As shown in Mr. Cahill’s SCG Direct Testimony (Exh. 436) and Workpapers (Exh. 1 

438), this increase is primarily due to the increase in shared asset revenue.  TURN was the only 2 

intervener to object to SCG’s miscellaneous revenues request.  As noted in Mr. Cahill’s Errata 3 

(Exh. 437), SCG has agreed to adopt TURN suggestions related to Rent from Property Used in 4 

Operations and Training Activity.1753  As explained below, however, TURN’s other suggestions 5 

regarding Residential and Commercial Part, Pipeline Services, the Federal Energy Retrofit 6 

Program, and Crude Oil Sales are flawed. 7 

TURN’s RECOMMENDED ADJUSTMENTS SHOULD BE DENIED 8 

A. Residential and Commercial Parts 9 

In forecasting customer service revenues that have a considerable history of recorded 10 

data, with some year-to-year variations, SoCalGas has consistently applied the five-year average 11 

(adjusted for 2010-2012 growth) as the basis of the forecasts.  Both the Residential and 12 

Commercial parts program fit this pattern, and it is appropriate to apply the forecast in a manner 13 

consistent with other customer service revenues.1754  TURN, on the other hand, takes an 14 

inconsistent approach to forecasting, focused more on using the method producing the highest 15 

result as opposed to the most accurate result.  Accordingly, in this case, TURN used a two-year 16 

(2009-2010) average in dollars per customer multiplied by TURN’s 2012 customer (active 17 

meter) base.  This resulted in an increase of $181,000 over SCG’s forecast.  In light of the year to 18 

year variations reflected in customer service revenues, TURN’s approach is without merit. 19 

B. Pipeline Services 20 

SCG is proposing a TY 2012 forecast for Pipeline Service revenues of $0.  TURN 21 

proposes $709,000 for Pipeline Services.  TURN’s forecasting methodology for Pipeline 22 

Services is similar to how SCG generally forecasts customer service-related revenues and SCG 23 

would normally agree that such a methodology is appropriate.  However, SCG provides these 24 

specific services at the request of different customers and expects very little to no activity in 25 

2012.  In fact, SCG received $449,000 in 2010, which is less than half the revenue received in 26 

                                                 
1752 SCG/Cahill, Exh. 437 (Errata). 
1753 The miscellaneous revenues total of $103.655 million reflects the changes noted in Mr. Cahill’s Errata (Exh. 
437). 
1754 SCG/Cahill, Exh. 439 at 2; See also, SCG/Fong, Exh. 145 at 54-55. 
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2009.1755  Specifically, projects related to military installations and other campus-style projects 1 

have greatly decreased, supporting SoCalGas’ assertion that this service will diminish to zero.1756 2 

Federal Energy Retrofit Program 3 

SCG forecasts revenue from the Federal Energy Retrofit Program of $440,000 for TY 4 

2012.  TURN provides a forecast of $526,000, which is an additional amount of $86,000.  5 

TURN’s forecast is based on a five-year average that includes 2010.  SCG used a five-year 6 

average from 2005-2009, and maintains that using the as-filed five-year forecast is appropriate, 7 

similar to how SCG forecasts other categories, such as customer service revenues.1757  For a 8 

further discussion of the inappropriateness of using 2010 data as the basis for forecasts in this 9 

proceeding, see Section 10.3 of this Opening Brief. 10 

Crude Oil Sales 11 

SCG forecasts revenue from Crude Oil Sales of $6.689 million for TY 20121758.  TURN 12 

provides a forecast of $7.215 million.  The difference between 2012 forecasts is due to TURN’s 13 

use of a new oil price forecast (August 31, 2011) to establish 2012 forecasted revenues.  14 

SoCalGas maintains that its forecast is appropriate, and that it is unreasonable to pick at random 15 

a future price on a particular day and use it to forecast future pricing.  TURN’s method of 16 

arbitrarily picking another point in time in the future to update the price forecast also 17 

circumvents the GRC update process, and should be rejected. 18 

Other than the exceptions noted above, TURN’s recommended forecasts for these 19 

miscellaneous revenue item adjustments are unwarranted, and SoCalGas’ miscellaneous revenue 20 

forecast should be adopted. 21 

21.3 SDG&E Issues 22 
SUMMARY OF SDG&E MISCELLANEOUS REVENUES REQUEST 23 

The total SDG&E estimated miscellaneous revenues for TY 2012 are $18.1391759 million 24 

for electric distribution and $5.428 million for gas base margin service, representing a decrease 25 

of $1.521 million from 2009 recorded revenue.1760  This excludes miscellaneous revenues 26 

associated with electric transmission properties and facilities, wheeling charges and other non-27 

                                                 
1755 Id. 
1756 Id. 
1757 Id. at 4. 
1758 The $6.689 million reflects the changes noted in Mr. Cahill’s Errata (Exh. 437). 
1759 Total reflects adoption of adjustment to pole fee identified in Mr. Cahill’s Rebuttal Testimony (Exh. 435 at TJC-
1, “Settled Rate” column). 
1760 SDG&E/Cahill, Exh. 433 at 1-2 and 11. 
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distribution sources recovered through separate ratemaking mechanisms.1761  As shown in Mr. 1 

Cahill’s SDG&E Direct Testimony (Exh. 433) and Workpapers (Exh. 434), this decrease is 2 

primarily due to the decrease in Service Establishment Charge revenue.  UCAN was the only 3 

intervener to object to SDG&E’s miscellaneous revenues request, and its issue was limited to the 4 

Pole Attachment Fee SDG&E charges to third parties (e.g., telephone and cable companies) to 5 

attach their equipment to SDG&E’s poles.  As summarized below and shown in Mr. Cahill’s 6 

SDG&E Rebuttal Testimony (Exh. 435), UCAN’s recommendation is flawed. 7 

UCAN’s POLE FEE RECOMMENDATION SHOULD BE DENIED 8 

As explained in Mr. Cahill’s SDG&E Direct Testimony, the fees SDG&E charges are 9 

based on existing lease agreements.  Generally, pursuant to D.98-10-058, telephone and cable 10 

companies have rights to access utility distribution poles.1762  In D.98-10-058, the Commission 11 

determined that with respect to the terms of such access (including fees to be paid), they would 12 

not be set by tariff, but instead, parties were free to negotiate pricing terms.1763  In the prior 2008 13 

GRC, for purposes of calculating the miscellaneous pole fee revenue, SDG&E used an average 14 

rate of $5.86.1764  Initially, for purposes of this 2012 GRC, SDG&E used an average rate of 15 

$20.89.  However, as noted in footnote 2 in Mr. Cahill’s SDG&E Direct Testimony (Exh. 433), 16 

this rate was the subject of litigation (C.10-03-005) pending before the Commission and could 17 

change following a ruling or settlement.  The complaint was filed by the California Cable and 18 

Telecommunications Association (CCTA), wherein it challenged SDG&E’s proposed rate of 19 

$20.89 per pole attachment. 20 

Following discovery and meet and confer, in early January 2011, the complaint was 21 

settled and the parties agreed to a five-year escalating fee schedule, with a rate of $13.30 for 22 

2012 that rises to $16.35 in 2016.1765  The settlement agreement and details leading up to the 23 

settlement were provided to the Commission and other parties in the form of Advice Letter 2225-24 

E, wherein SDG&E requested that the settlement agreement be approved effective February 25 

20,2011.1766  As shown in the disposition letter from Julie Fitch, dated February 23, 2011, 26 

                                                 
1761 Id. at 1. 
1762 D.98-10-058, Conclusion of Law 4. 
1763 Id. at 12. 
1764 SDG&E/Cahill, Exh. 435 at 3. 
1765 UCAN/Schilberg, Exh. 565, Attachment 6. 
1766 Id. 
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SDG&E’s request for approval was granted.1767  It should be noted that a number of parties were 1 

served with Advice Letter 2225-E, including UCAN, but none objected.  Moreover, the 2 

settlement reached in C.10-03-005 represents a favorable outcome that could have resulted in 3 

lower fees had the complainant prevailed.  Accordingly, in light of the approved settled rate, the 4 

resultant TY 2012 forecast for miscellaneous pole fees should be adopted. 5 

22. Sales and Customers 6 
Electric sales and customers for SDG&E only were addressed in the testimony and 7 

exhibits of Mr. Schiermeyer (Exhs. 266-71) while gas sales and customers for both SDG&E and 8 

SCG were addressed in the testimony and exhibits of Mr. Wilder (Exhs. 246-47, 250-52, and 9 

255).   10 

22.1 Common Issues 11 
While the gas customer and new meter forecasts of SDG&E and SCG were prepared 12 

similarly, the testimony of intervenors took different approaches for the two utilities so this 13 

subject area will be discussed separately for each. 14 

22.2 SCG Issues 15 
The presentation for SCG in this regard is limited to the gas customer and new meter 16 

forecasts because the gas sales (or volume) assumptions used those adopted by the Commission 17 

in SCG’s Biennial Cost Allocation Proceeding (BCAP) in D.09-11-006.1768 18 

As explained by Mr. Wilder in Exh. 251, year-average total active SCG customers are 19 

forecasted to increase from 5.480 million in 2009 to 5.621 million in 2012.  This represents a 20 

total three-year increase of 140,741 SCG customers, and a compound annual growth rate of 0.85 21 

percent.  Active customers are forecast to grow by a net 55,000 from 2011 to 2012, compared to 22 

recorded net growth of 13,000 from 2008 to 2009.1769  SCG forecasts new meter sets of 45,526, 23 

55,496, and 64,799 for 2010, 2011, and 2012, respectively.  Mr. Wilder explained in detail the 24 

method he used to forecast customer growth by customer class.1770 25 

SCG’s forecast of active customers and new meter sets is reasonable given that it was 26 

made in 2010 based on recorded data through BY 2009, and took into account reasonable 27 

forecast outlooks and inputs at the time the forecast was conducted.  DRA’s TY 2012 forecast of 28 

                                                 
1767 Id. 
1768 SCG/Wilder, Exh. 251 at 1.   
1769 See, SCG/Wilder, Table SCG-SRW-1, Exh. 251 at 2.   
1770  SCG/Wilder, Exh. 251 at  2-4.   
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5,584,627 total active customers is 0.6% lower than SCG’s forecast of 5,621,055, and TURN’s 1 

forecast of 5,554,681 is 1.2% lower than SCG’s.  In addition to active customers, TURN also 2 

forecasted new meter sets of 26,585 for 2010, 23,413 for 2011, and 33,245 for 2012 – much 3 

lower than SCG’s new meter set forecast of 45,526, 55,496, and 64,799 for those respective 4 

years. 5 

Both DRA and TURN used similar methodologies to SCG’s to develop their forecasts.  6 

The differences arise mainly from the fact that DRA and TURN submitted testimony nine 7 

months later than SCG, and thus had access to more recent recorded data and underlying 8 

economic forecasts.  Both DRA and TURN estimated their models using recorded data through 9 

December 2010, an option which was not available to SCG when it filed its GRC application.  10 

And in the case of new home building permits – the main driver for new meter sets -- actual 11 

construction activity and the outlook have declined since SCG developed its forecast in 2010. 12 

DRA used housing inputs from the June 2011 UCLA Anderson Forecast for California, 13 

and TURN used housing inputs from IHS Global Insight’s July 2011 Regional forecast for 14 

southern California.  By contrast, in accordance with the GRC RCP, SCG is required to prepare 15 

its forecast and submit its testimony at a much earlier point in the proceeding.  SCG used 16 

recorded data through BY 2009 and prepared its forecasts based on the information available at 17 

the time of its forecast development.  SCG’s customer/meter-set forecast is reasonable given the 18 

information available at the time it was developed. 19 

While SCG acknowledges that economic conditions have improved more slowly than 20 

originally forecast, it would be inappropriate to make isolated updates to the GRC for several 21 

reasons.  First, selective updating ignores the fact that while certain cost drivers may be lower 22 

than expected, other cost drivers may be higher than expected, and there is no provision to reflect 23 

those instances.  If economic activity were now higher than when SCG prepared its forecasts, it 24 

would not be permitted to revise them upward based on more recent data.  If one were to attempt 25 

to uniformly update all cost drivers and recorded data for all facets of the forecasts, the GRC 26 

would be an endless exercise, and not feasible to process.  Second, the RCP is very prescriptive 27 

regarding the types of information that may be updated in a GRC, and the proposals by DRA and 28 

TURN contravene this intent.  Third, the revenue requirement associated with the customer and 29 

new meter forecasts must reflect the level of activity that SCG expects to occur over the 2012-30 

2015 period.  The proposals by the intervenors would base the revenue requirement for new 31 
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business on an uncharacteristically low activity level that may not be consistent with new 1 

business activity in a more normal economic period.  SCG thus requests that the Commission 2 

reject both the DRA and TURN customer and new meter set forecasts, and approve its 3 

reasonable forecast of customers and new meter sets as proposed. 4 

22.3 SDG&E Issues 5 
22.3.1 SDG&E Electric Sales and Customers 6 

22.3.1.1.  Electric Customers – SDG&E forecasts average annual electric customers of 7 

1,382,469, 1,391,185, and 1,404,144 for 2010, 2011, and 2012, respectively which is an annual 8 

average growth rate of 0.7% over 2010-12.  The forecast by customer class is presented in Mr. 9 

Schiermeyer’s direct testimony.1771  Mr. Schiermeyer also explained the method used to develop 10 

the forecast of electric meters by customer class.1772 11 

DRA developed its own methodology to forecast total electric customers but did so in a 12 

similar fashion as SDG&E.  Both SDG&E and DRA individually forecasted the residential, 13 

small commercial, medium and large commercial and industrial, agriculture, and lighting 14 

customer classes.  These individual forecasts were combined to create a total electric customer 15 

forecast. 16 

UCAN adopted SDG&E’s methodology with updated economic and demographic data to 17 

forecast electric customers.  However, in doing so UCAN used a flawed methodology to estimate 18 

an electric customer forecast that was lower than expected using the updated economic and 19 

demographic information.  A comparison of the electric customer forecasts for SDG&E, DRA 20 

and UCAN are summarized in the table below. 21 

 22 

 23 

 24 

 25 

 26 

 27 

 28 

 29 

                                                 
1771 SDG&E/Schiermeyer, Exh. 266, Table KS-1 at 1.   
1772 SDG&E/Schiermeyer, Exh. 266 at 1-2.   
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SDG&E, DRA and UCAN Average Annual Electric Customers 1 
2009 - 2012 2 

 3 

DRA’s forecast is slightly higher than SDG&E’s forecast in every customer category, 4 

including the total system electric customer count, but still is extremely close to SDG&E’s 5 

electric customer forecast.  DRA forecasted total electric customers to grow at an average annual 6 

percent growth rate of 0.73% compared to SDG&E’s 0.69%.  SDG&E considers UCAN’s 7 

electric customer forecast to be too low when compared to both SDG&E and DRA with an 8 

average annual percent growth rate of 0.53%. 9 

Revised customer forecasts by DRA, incorporating the SDG&E revisions agreed to by 10 

DRA, are shown in the electric customer counts in the table above.  This reflects an updated 11 

comparison of the information provided in DRA’s testimony.1773  The revised comparison shows 12 

that the electric customer forecasts by DRA and SDG&E are very close in all customer classes, 13 

and differ by less than 0.1% in 2012 total customers.  With these mutually agreed upon revisions, 14 

                                                 
1773 DRA/Renaghan, Exh. 491 at 3, Table 3-1.   

Average Annual % Change
2009 2010 2011 2012 2009 ‐ 2012

Residential
DRA 1,221,215 1,227,609 1,235,107 1,245,526 0.66%
SDG&E 1,221,215 1,227,609 1,234,330 1,244,624 0.63%
UCAN 1,221,215 1,227,677 1,233,290 1,241,515 0.55%
Small Commercial
DRA 121,411 121,464 122,986 125,121 1.01%
SDG&E 121,411 121,464 122,916 124,819 0.93%
UCAN 121,411 120,011 121,062 122,244 0.23%
Medium and Large C & I
DRA 23,124 23,922 24,586 25,495 3.31%
SDG&E 23,124 23,922 24,572 25,433 3.22%
UCAN 23,124 23,275 23,742 24,270 1.63%
Agriculture
DRA 3,345 3,348 3,348 3,348 0.03%
SDG&E 3,345 3,348 3,348 3,348 0.03%
UCAN 3,345 3,348 3,348 3,348 0.03%
Lighting
DRA 6,231 6,149 6,063 5,970 ‐1.42%
SDG&E 6,231 6,126 6,019 5,920 ‐1.69%
UCAN 6,231 6,126 6,019 5,919 ‐1.70%
Total System
DRA 1,375,326 1,382,492 1,392,090 1,405,459 0.73%
SDG&E 1,375,326 1,382,469 1,391,185 1,404,144 0.69%
UCAN 1,375,326 1,380,437 1,387,461 1,397,296 0.53%
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SDG&E agrees with DRA’s findings that “SDG&E’s forecasts of electric and gas customers for 1 

TY 2012 are reasonable.”1774 2 

SDG&E analyzed UCAN’s workpapers and concluded that UCAN’s electric customer 3 

forecast was too low, even when updated with IHS Global Insight’s July 2011 economic and 4 

demographic information.  SDG&E found that UCAN created an electric customer forecast 5 

using updated economic and demographic driver information, but with January 2010 as its 6 

forecasted starting point.  It only makes sense that a forecast updated with July 2011 economic 7 

and demographic information should also take into account actual electric customer counts 8 

through June 2011 for a forecast starting point.  SDG&E, through its analysis of UCAN’s 9 

workpapers, created a comparison of UCAN’s original customer forecast with a UCAN customer 10 

forecast that includes updated actual electric customer counts through June 2011 in the table 11 

below. 12 

UCAN’s Proposed Electric Customer Forecasts versus  13 
UCAN Electric Customer Forecast Incorporating Updated Customer Counts  14 

(as calculated by SDG&E) 15 
Total Average Annual: 2009 - 2012 16 

 17 

As shown by the differences in this table,1775 UCAN’s original electric customer forecast 18 

for 2012 is estimated to be 3,736 electric customers lower than it should be if July 2011 19 

economic and demographic information were used to complete an updated electric customer 20 

forecast with a forecast starting point of July 2011.  It is also important to note that average 21 

annual percent change of 0.62% for the revised UCAN forecast approaches SDG&E’s average 22 

annual percent change of 0.69% from the previous table. 23 

Moreover, UCAN’s Table 35 in its testimony is misleading and incorrect.  UCAN stated:  24 

“Given that more than half of this forecast period has passed, it is worthwhile to evaluate the 25 

forecasts to-date.”1776  UCAN’s Table 35 compares the 2011 average annual electric customer 26 

forecasts for SDG&E, DRA and UCAN with SDG&E’s actual customer counts from January 27 

                                                 
1774 Id. at 15. 
1775 2009, 2010 and the first 6 months of 2011 are actual customer counts for “UCAN-Recalibrated.” 
1776 UCAN/McClary/Norin Exh. 557 at 50.   

Average Annual % Change
2009 2010 2011 2012 2009 ‐ 2012

UCAN 1,375,326 1,380,437 1,387,461 1,397,296 0.53%
UCAN‐Using Updated Customer Counts 1,375,326 1,382,924 1,390,866 1,401,032 0.62%
Difference 0 ‐2,487 ‐3,405 ‐3,736
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2011 through June 2011.  UCAN made two errors in its calculation of the data in this table.  1 

First, the 2011 average annual electric forecasts shown by UCAN for SDG&E, DRA and UCAN 2 

are actually the 2012 average annual electric customer forecasts.  Second, because the actual 3 

electric customer counts for January 2011 through June 2011 represent a six month timeframe, it 4 

would be inappropriate to compare a six month actual average with a twelve month forecasted 5 

average.  UCAN is effectively comparing six months’ worth of actual growth with two full years 6 

of forecasted growth for all three parties.  SDG&E calculated what it considered to be an 7 

appropriate comparison of a six month forecasted customer count with six month actual 8 

customer count for the first half of 2011 in the table below. 9 

SDG&E, DRA, UCAN Forecasts versus Actual Customer Counts 10 
Average from January 2011 through June 2011 11 

 12 

Monthly electric customer forecasts for UCAN and DRA were found in their associated 13 

workpapers and are summarized in the table above.  SDG&E’s 2011 electric customer forecast, 14 

for the first six months, tracked almost identically with actual customer counts, differing by only 15 

0.001%, or by eight customers. 16 

UCAN claims that “SDG&E’s customer growth forecast is much higher than recent, 17 

actual customer growth rates.”1777  However, UCAN used the three lowest growth rates in a 18 

20-year history to illustrate this argument in Figures 13, 14 and 15 of its testimony.1778  In the 19 

figure below, SDG&E added a longer history of total customer growth rates to UCAN’s 20 

testimony Figure 13 to illustrate that SDG&E experiences total customer growth that follows a 21 

business cycle.  Given that SDG&E’s customer forecast is tracking well through June 2011, and 22 

given the agreement with DRA on future economic growth as shown, SDG&E’s electric 23 

customer forecast is more reasonable than UCAN’s.   24 

                                                 
1777 Id. at 46, section A.   
1778 Id.   

SDG&E Forecast (January 2011 - June 2011) 1,388,359

DRA Forecast (January 2011 - June 2011) 1,389,233

UCAN Forecast (January 2011 - June 2011) 1,385,291

January 2011 - June 2011 Actual Customer Counts 1,388,367

Average Total Electric Customers
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 1 

As noted before, UCAN indicated in its testimony that it used SDG&E’s models but 2 

updated the forecast data to reflect IHS Global Insight’s most recent forecast.  As discussed 3 

above for the SCG customer forecast, it is inappropriate for the Commission to allow selective 4 

use of data that is more recent than available to SDG&E at the time of preparing its forecast.  5 

While SDG&E acknowledges that economic conditions have improved more slowly than 6 

originally forecast, it would be inappropriate to make isolated updates to the GRC for several 7 

reasons.  First, selective updating ignores the fact that while certain cost drivers may be lower 8 

than expected, other cost drivers may be higher than expected, and there is no provision to reflect 9 

those instances.  If economic activity were now higher than when SDG&E prepared its forecasts, 10 

it would not be permitted to revise them upward based on more recent data.  If one were to 11 

attempt to uniformly update all cost drivers and recorded data for all facets of the forecasts, the 12 

GRC would be an endless exercise, and not feasible to process.  Second, the RCP is very 13 

prescriptive regarding the types of information that may be updated in a GRC, and the proposals 14 

by UCAN contravene this intent.  Third, the revenue requirement associated with the customer 15 
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and new meter forecasts must reflect the level of work that SDG&E expects to occur over the 1 

2012-2015 period.  As shown in Figure 1, the proposals by the intervenors would base the 2 

revenue requirement for new business on an uncharacteristically low activity level that may not 3 

be consistent with new business activity in a more normal economic period. 4 

For the reasons expressed above, the Commission should adopt SDG&E’s electric 5 

customer forecast. 6 

22.3.1.2.  Electric Sales – SDG&E forecasts electric customer sales in 2012 of 20,809 7 

gWh in total, with Mr. Schiermeyer’s direct testimony showing electric sales by customer 8 

class.1779  This sales forecast used the 2012 forecast adopted by the CEC.  DRA adopted 9 

SDG&E’s electric sales forecast for 2010, 2011 and TY 2012.  SDG&E and DRA are both using 10 

the latest adopted and fully vetted forecasts available from the CEC. 11 

In its testimony, UCAN proposes that SDG&E replace the electric sales forecast it 12 

submitted for this GRC with an electric sales forecast from a Joint-Utility scenario it submitted 13 

as part of its 2010 Long Term Procurement Plan (LTPP) filing.  In addition to this replacement, 14 

UCAN suggests that SDG&E further modify the 2010 Joint-Utility sales electric forecast with 15 

energy efficiency and CHP adjustments from a different 2010 LTPP scenario, known as the 16 

“Required Scenario,” resulting in a mix-and-match set of forecast parts that are not in balance 17 

with other aspects of this GRC filing. 18 

SDG&E opposes selected use of a different forecast from a different proceeding for the 19 

reasons noted above.  In summary, a) selective updating ignores the fact that while certain cost 20 

drivers may be lower than expected, other cost drivers may be higher than expected, b) the RCP 21 

is very prescriptive regarding the types of information that may be updated in a GRC, and c) the 22 

revenue requirement associated with the demand forecasts must reflect the level of work that 23 

SDG&E expects to occur over the 2012-2015 period. 24 

22.3.2 SDG&E Gas Sales and Customers 25 

Like for SCG, SDG&E used the gas sales (volume) adopted by the Commission in 26 

SDG&E’s BCAP in D.09-11-006.  For gas customers, SDG&E used a forecast method similar to 27 

SCG’s.  Year-average total gas customers are forecasted to increase from 842,441 in 2009 to 28 

859,709 in 2012, representing a total three-year increase of 17,268 customers and a compound 29 

annual growth rate of 0.68 percent.  Gas customers are forecast to grow by a net 7,244 from 2011 30 

                                                 
1779 SDG&E/Schiermeyer, Exh. 266, Table KS-2 at 2.   
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to 2012, compared to recorded net growth of 3,588 from 2008 to 2009.  SDG&E’s forecast of 1 

gas customer growth by customer class was shown in Mr. Wilder’s SDG&E direct testimony.1780 2 

DRA used a methodology similar to SDG&E’s to forecast total gas customers for TY 3 

2012 of 859,721 – virtually the same as SDG&E’s forecast of 859,709.  Given these essentially 4 

identical forecasts, as well as DRA’s conclusion that “SDG&E’s forecasts of electric and gas 5 

customers for TY 2012 are reasonable,”1781 SDG&E’s gas customer forecast should be adopted. 6 

23. Regulatory Accounts 7 
The SDG&E and SCG Regulatory Accounts area was presented in the testimony and 8 

exhibits of Mr. Shimansky (Exhs. 262-65 and Update Exhibit, Section V).  While certain parties 9 

opposed balancing account treatment for certain costs, no party opposed Mr. Shimansky’s 10 

testimony addressing the procedures, forecast account balances (updated for December 31, 2011 11 

actual balances in the Update Exhibit), and the proposed disposition of regulatory account 12 

balances.1782  Other SDG&E/SCG witnesses addressed the policy questions of whether costs in 13 

certain areas are uncertain enough to warrant balancing account treatment. 14 

23.1 Common Issues 15 
SDG&E and SCG have several regulatory accounts in common that are subject to this 16 

GRC.  As noted above, however, Mr. Shimansky did not sponsor the need for balancing account 17 

treatment and his proposed disposition of account balances was not contested.  For a complete 18 

description of GRC regulatory accounts and proposed dispositions, see Mr. Shimansky’s 19 

SDG&E and SCG testimony.1783  For the updated balances in existing regulatory accounts 20 

addressed by the GRC, see Section V of the Update Exhibit.   21 

Two changes to Mr. Shimansky’s direct testimony should be noted.  In his direct 22 

testimony, he proposed to eliminate balancing account treatment for DIMP costs1784 and did not 23 

propose balancing account treatment for TIMP costs.  As he notes at p. 16 of the Update Exhibit, 24 

SDG&E and SCG are now proposing two-way balancing account treatment for both DIMP and 25 

TIMP, as recommended by SDG&E/SCG Gas Engineering witness Mr. Stanford.1785 26 

                                                 
1780 SDG&E/Wilder, Exh. 246, Table SDG&E-SRW-1 at 2.   
1781 DRA/Renaghan, Exh. 491 at 15.   
1782 Since no party opposed these aspects of Mr. Shimansky’s proposals, they will not be discussed further.   
1783/ SDG&E/Shimansky, Exh. 262; SCG/Shimansky, Exh. 264.   
1784/ SDG&E/Shimansky, Exh. 262 at GDS-4; SCG/Shimansky, Exh. 264 at GDS-2. 
1785/ See, Section 9.3 of this brief. 
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23.2 SCG Issues 1 
There were no SCG-specific issues in dispute regarding Mr. Shimansky’s proposed 2 

regulatory account procedures and proposed disposition methods for account balances. 3 

23.3 SDG&E Issues 4 
There were no SDG&E-specific issues in dispute regarding Mr. Shimansky’s proposed 5 

regulatory account procedures and proposed disposition methods for account balances. 6 

24. Escalation 7 
The SDG&E and SCG Escalation area was presented in the testimony and exhibits of Mr. 8 

Wilder (Exhs. 248-49, 253-54, 256, and Update Exhibit--Section II.A).  Mr. Wilder addressed 9 

the cost escalation factors used to reflect the effect of external inflation in SDG&E’s and SCG’s 10 

labor O&M, non-labor O&M, and capital costs for TY 2012 and the cost escalators used for the 11 

PTY ratemaking mechanism proposed by SDG&E and SCG. 12 

24.1 Common Issues 13 
Since SDG&E and SCG proposed the same general method for escalation, and the 14 

contested issues involved both utilities, all of the escalation issues will be addressed in this 15 

section. 16 

24.1.1 Test Year 2012 17 
As Mr. Wilder explained in his direct testimony for SDG&E and SCG, the labor O&M, 18 

non-labor O&M, and capital cost escalators require escalation from the 2009 BY to TY 2012.  19 

Mr. Wilder explained how certain IHS Global Insight (Global Insight) indexes were weighted 20 

and used for this escalation for both utilities, with the exceptions of:  1) Administrative & 21 

General (A&G) costs where pension and employee medical costs are treated separately and are 22 

addressed by SDG&E/SoCalGas witnesses Sarkaria and Robinson1786; and 2) the union 23 

component of the O&M labor cost escalator, which used actual SDG&E and SCG labor 24 

agreement wage escalation percentages for years 2010 and 2011.  For SDG&E, cost escalation 25 

for SONGS was also excluded from the A&G escalation and is addressed by SDG&E witness De 26 

Marco.1787  In Section II.A of the Update Exhibit, Mr. Wilder updated the TY 2012 cost 27 

                                                 
1786 SDG&E/Wilder, Exh. 248 at 3; SCG/Wilder, Exh. 253 at 3. 
1787 SDG&E/Wilder, Exh. 248 at 4. 
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escalators based on more recent Global Insight data and newly approved actual union labor 1 

rates.1788 2 

For the union component of the O&M labor cost escalator, DRA, UCAN, and FEA 3 

propose that SDG&E/SCG replace actual union contract wage increases of 3.5% per year for 4 

2010 and 2011 with Global Insight’s forecast for CEU4422000008 “Wages of U.S. Utility 5 

Service Workers.”  For the union component of labor escalation, SDG&E/SCG did use Global 6 

Insight’s CEU4422000008 growth rates for all other years in the proceeding including TY 7 

2012,1789 appropriately incorporating the actual 3.5% annual union contract wage increases for 8 

only 2010 and 2011.  By opposing SDG&E/SCG’s inclusion of actual union contract escalation 9 

for 2010 and 2011, DRA contradicts its own testimony from recent past proceedings.  10 

SDG&E/SCG used the same actual union-contract-based escalation method in the 2008 GRC, 11 

and DRA in its July 2007 testimony agreed with SDG&E/SCG:  “DRA agrees with SDG&E’s 12 

and SoCalGas’ proposed escalation methodology for labor, non-labor O&M, Shared Services, 13 

and capital cost categories....DRA concludes that the proposed SDG&E/SoCalGas labor 14 

escalation methodology is reasonable.”1790  Even more recently, in PG&E’s 2011 GRC, DRA 15 

accepted PG&E’s inclusion of its actual union-contract 3.75% annual escalations through its TY 16 

2011.  DRA’s proposed labor escalation for PG&E included PG&E’s actual 3.75% annual union 17 

wage escalations for each of the years 2009, 2010, and 2011, as shown in the top row of DRA’s 18 

own testimony Table 4-5.1791  In that same testimony, DRA also stated that: 19 

DRA’s labor escalation methodology is similar to PG&E’s with one important 20 
exception.  Rather than apply the union negotiated wage increases to non-union 21 
employees [as PG&E did], DRA based its wage increases for non-union groups 22 
on forecasts taken from the IHS Global Insight Power Planner.  Specifically, for 23 
managers and supervisors, DRA proxies wage increases with the Global Insight 24 
index ECIPWMBFNS….For the Professional/Technical employee group DRA 25 
relies upon the Global Insight index ECIPWPARNS…1792 26 

                                                 
1788 Mr. Wilder noted at p. 2 of the Update Exhibit that the union labor rates were based on the union labor contract 
approved by SDG&E union employees, but the SCG contract still required union employee approval.  Since the date 
of the Update Exhibit, SCG union employees have approved the union contract as well. 
1789 As noted above, the 2012 union component of labor escalation has been replaced with the wage increase rates 
from union contracts in effect for 2012. 
1790 SDG&E/SCG/Wilder, Exh. 253 at 5, citing SDG&E 2008 GRC: A.06-12-009, Ex. DRA-4 at  4-1:14-15 and 4-
2:7-9. 
1791 SDG&E/SCG/Wilder, Exh. 253 at 5, citing PG&E 2011 GRC: A.09-12-020, Ex. DRA-4 at 10. 
1792 SDG&E/SCG/Wilder, Exh. 253 at 6, citing PG&E 2011 GRC: A.09-12-020, Ex. DRA-4 at 9:9-16.   
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This proposal by DRA in PG&E’s proceeding is the same methodology used by SDG&E/SCG in 1 

this proceeding:  actual union contract escalations for the years the contracts are in force (with 2 

Global Insight-based union escalation for all non-contract years), and the same two Global 3 

Insight indexes for non-union labor costs.  It should also be noted that PG&E’s actual union 4 

contract escalation -- accepted by DRA -- was 3.75% per year, which is higher than 5 

SDG&E/SCG’s actual union contract escalation of 3.5% for the same years.  DRA has not 6 

explained why the SDG&E/SCG method was reasonable in the last SDG&E/SCG GRC, was 7 

reasonable in the most recent PG&E GRC, but is somehow now unreasonable. 8 

In addition, the Commission’s RCP states:  “Any update testimony or exhibits filed by 9 

applicant, staff, or interested party shall be limited to: A. Known changes in cost of labor based 10 

on contract negotiations completed since the tender of the NOI…”1793  This provision for such 11 

updates obviously suggests that actual contractual union wage changes should be used. 12 

Given that the union contracts indisputably have set SDG&E/SCG’s actual union labor 13 

cost escalations through 2011, and given DRA’s and the Commission’s history of endorsing 14 

actual union-contract escalation, SDG&E/SCG’s use of actual union contract escalation should 15 

be adopted. 16 

UCAN argues that SDG&E/SCG’s common O&M labor escalator should be calculated 17 

separately for each utility.1794  However, even with the diverging operational structures of the 18 

utilities, there remain many areas of employee/work overlap and interchangeability (where 19 

SDG&E employees do work for SCG, and vice versa).  For that reason, the common labor 20 

escalator should still be adopted in this proceeding.  If the Commission should decide to adopt 21 

separate labor factors, there should not be a net change in the overall financial effect of the labor 22 

escalations for the two combined utilities.  As shown in UCAN’s Table 42,1795 for TY 2012 the 23 

forecasted combined utility labor escalator is 1.0812 (an 8.12% three-year escalation from BY 24 

2009).  With separate labor factors, the corresponding TY 2012 values would be 1.0770 for 25 

SDG&E and 1.0850 for SCG.  For TY 2012, separate labor escalations would thus result in 26 

relatively small changes:  a forecasted O&M labor dollar decrease of 0.42% (1.0770 – 1.0812) 27 

for SDG&E and a 0.38% increase (1.0850-1.0812) for SCG. 28 

                                                 
1793 See, D.07-07-004, Appendix A at A-36 (emphasis added).   
1794 UCAN/McClary/Norin, Exh. 557 at 58-61.   
1795 Id. at 60.   



446 
#265001 
   

UCAN states that the Global Insight forecast of labor-escalation components should be 1 

updated with recorded actual data as available from the U.S. Bureau of Labor Statistics.1796  (BLS 2 

is the source of the recorded data Global Insight uses to make its forecasts of these labor cost 3 

indexes).  The Update Exhibit in fact used the latest forecast inputs from Global Insight and 4 

therefore UCAN’s concerns in this regard have already been addressed. 5 

24.1.2 Post-Test Year 6 
Mr. Wilder’s testimony also addressed PTY escalation for both SDG&E and SCG.1797  7 

Mr. Wilder proposed that Global Insight indexes specific to utility costs be used for PTY capital 8 

and O&M escalation. 9 

SCGC, FEA, and DRA argue for using the (U.S. City Average, All Urban Consumers) 10 

Consumer Price Index (CPI-U) to cover SDG&E/SCG’s PTY utility cost escalation needs.1798  11 

These CPI-U escalation proposals are not appropriate for utility costs.  Intervenors’ two main 12 

stated reasons for using CPI-U are only:  1) it is allegedly “easier” or “simpler” than utility-13 

industry-based cost escalators; and 2) CPI-U would likely result in lower escalation than utility-14 

industry cost indexes.  FEA specifies explicitly that it prefers CPI-U’s “lower escalation 15 

factors.”1799  DRA states that “a CPI-U based method offers the Utilities an incentive to properly 16 

manage their expenditures and expenses,”1800 implying that CPI-U increases would not keep up 17 

with utility cost inflation.  SCGC argues in a similar vein that the “industry-specific PTY 18 

mechanism would produce rate increases that are well in excess of the CPI-U based PTY 19 

mechanism,” thus “maintaining pressure on management to keep costs down” and “incenting 20 

management to work harder.”1801 21 

Significantly, no intervenor claims that CPI is a better indicator of utility costs than an 22 

index tracking utility industry costs.  All of these intervenors apparently misunderstand or ignore 23 

the fact that the purpose of cost escalation factors is to cover changes in industry costs that are 24 

generally beyond an individual utility’s control – and thereby help ensure that the utility can 25 

cover the costs of providing safe, reliable, and obligatory service to its customers.  Escalators are 26 

                                                 
1796 Id. at 61-63.   
1797 SDG&E/Wilder, Exh. 248 at 5-6; Exh. 253 at 4-5.   
1798 FEA also recommends using CPI-U to account for the utilities’ cost escalations from BY 2009 to Test Year 
2012, but this issue will be addressed here rather than in Section 24.1.1.   
1799 FEA/Smith, Exh. 577 at 12.   
1800 DRA/Burns, Exh. 529 at 6.   
1801 SCGC/Yap, Exh. 319 at 21-22.   
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not meant to be used as incentive mechanisms that short utilities by purposely under-stating costs 1 

faced in the utility industry. 2 

The CPI-U is a fundamentally inappropriate index to use to escalate utility capital, labor 3 

and non-labor O&M expenses.  The Commission has specifically rejected CPI-U as the basis for 4 

utility cost escalation in cases where this issue has been litigated.1802  The CPI-U measures 5 

changes in the price of a specific basket of goods and services purchased by a typical U.S. 6 

household.  It is not intended to and does not gauge price changes of those goods and services 7 

purchased by businesses in general, let alone utilities in particular.  The market basket on which 8 

the CPI-U is based implicitly relies on an unspecified set of labor/materials inputs that would 9 

differ from the distribution between labor and non-labor O&M and capital expenses experienced 10 

by utilities.  The CPI-U therefore should not be used in a ratemaking mechanism when 11 

utility-specific escalation rates or other segment-specific cost forecasts are available that provide 12 

better estimates of anticipated utility cost increases.  The major categories of goods and services 13 

that comprise the CPI-U’s “basket,” as well as their relative weights, are displayed in the table 14 

below.1803  These categories and their respective weights reveal that the typical household 15 

purchases a very different mix of products and services than does a gas and electric utility.  For 16 

example, food and beverages would not constitute 15% of a utility’s O&M purchases.  17 

Moreover, while the CPI’s housing category would not have a direct analogue in a utility’s O&M 18 

budget, it is a fact that SDG&E/SCG will not be spending anything close to 41% of their O&M 19 

budget to operate and maintain their offices and building facilities.  Furthermore, a utility would 20 

not spend 4% of its O&M budget on apparel, or 6% on recreation.   21 

                                                 
1802 See, e.g., D.04-07-022 at 278 in a GRC of SCE (“[t]he 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 an electric utility.  It does not specifically cover the prices of the typical goods SCE purchases.”).  By 
contrast, the cases where CPI has been accepted to measure utility price inflation have been when this has been 
agreed upon by the utility as part of an overall GRC settlement involving a multitude of trade-offs.   
1803 SDG&E/SCG/Wilder, Exh. 254 at 4.   
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Table SRW-1 1 
Major Component Weights in U.S. All Urban CPI 2 

Dec. 2010 (2007-2008 Weights) 3 
CATEGORY WEIGHT (%) 
Housing 41% 
Transportation 17% 
Food & Beverages 15% 
Medical Care 7% 
Education & Communications 6% 
Recreation 6% 
Apparel 4% 
Other (Personal Care, etc.) 3% 
TOTAL 100% 

  Source: US Bureau of Labor Statistics 4 

In addition to the inaccuracy of the CPI-U to escalate utility O&M expenses, the CPI-U 5 

would likely understate utility cost escalations.  Although this understatement is one reason why 6 

some intervenors admit that they favor CPI-U, it actually reinforces the fact that CPI-U is an 7 

inappropriate mismatch of the costs actually faced by utilities. 8 

DRA’s own escalation witness Mr. Renaghan agrees with SDG&E/SCG’s use of Global 9 

Insight’s Utility Cost indexes for 2009-12 escalation purposes, stating: “...escalation for 2010, 10 

2011, and Test Year 2012...escalation rates for electric and gas non-labor, and capital are 11 

identical because DRA and SDG&E relied upon the first quarter 2010 Global Insight Power 12 

Planner.”1804  The logic necessarily follows that the same indexes are appropriate for the PTY 13 

period.  Based on these facts, the Commission should reject the use of CPI-U and use the 14 

utilities’ proposed utility industry-based cost indexes. 15 

24.2 SCG Issues 16 
All contested SCG escalation issues are discussed above as common issues. 17 

24.3 SDG&E Issues 18 
All contested SDG&E escalation issues are discussed above as common issues. 19 

 20 

 21 

 22 

                                                 
1804 DRA/Renaghan, Exh. 493 at 1.   
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25. Audit & Accounting Issues (includes Cost Center-FERC mapping and 1 
Segment/Assign Rates) 2 
25.1 Common Issues 3 

25.1.1 Calculation of AFUDC 4 

DRA recommended that the Commission adopt the 3-month commercial paper rates (i.e., 5 

short-term rates) for the purposes of calculating the utilities’ AFUDC rates.1805  Applicants 6 

proposed their currently-authorized rates of returns as reasonable proxy rates for AFUDC.1806  7 

DRA stated that the dollar savings over the period 2010 through 2012 will total approximately 8 

$50.6 million and $44.3 million for SCG and SDG&E, respectively.1807  Applicants summarize 9 

DRA’s position as follows: 10 

1. The FERC Uniform System of Accounts (USoA) formula for computing AFUDC rates 11 
requires that average Construction Work In Progress (CWIP) is to be first financed 100% 12 
by average short-term debt forecasted.1808 13 

2. Applicants’ CWIP is being paid primarily through short-term means.1809  Because 14 
Applicants are getting a higher rate of return while borrowing short-term to pay for 15 
CWIP, it is not fair to ratepayers.1810 16 

3. Applicants do not calculate their AFUDC rates in accordance with the FERC formula for 17 
AFUDC.1811 18 

4. Applicants should finance all of its CWIP through short-term debt given the amount of 19 
CWIP, the availability of short-term debt, and the size of their balance sheets.1812 20 

DRA misinterprets the FERC Formula.  DRA’s primary basis for its proposal is its 21 

interpretation of the FERC AFUDC formula.  DRA extrapolated from the formula itself that all 22 

CWIP must first be financed 100% with short-term debt, with the remainder to be financed with 23 

other financing:   24 

Q: Okay.  Just to be absolutely clear, I understand what’s written in your 25 
testimony, but I asked the question earlier whether it is your position that the 26 
FERC formula itself mathematically requires that CWIP is to be first financed 27 
100 percent by short-term debt? 28 

A  In doing the calculation, yes.  In other words, the weighting of the financing 29 
is weighted based on the amounts, first all of short-term debt and then a pro 30 

                                                 
1805 Exh. 489 at 50-17. 
1806 SCG&E/SCG/Yee, Exh. 226 at GGY-4. 
1807 Exh. 489 at 50-20. 
1808 Id. at 50-16. 
1809 DRA, Tr. Vol. 32 at 4394:26-27. 
1810 Id. at 4396:17-21. 
1811 Id. at 4390:17-24. 
1812 Id. at 4394:1-14. 
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rata portion of long-term debt and common stock and preferred stock.1813 1 

. . . 2 

Q: In -- 3 

A: The formula requires that you plug in short-term debt, regardless of what you 4 
used it for.1814 5 

However, when asked whether the FERC USoA’s description of its AFUDC formula 6 

states this, DRA could not provide an affirmative answer because it is not contained in FERC’s 7 

description:1815 8 

Q: In what you see there in terms of descriptions . . . is there anything to your 9 
knowledge in those paragraphs that state that CWIP is to be first financed 100 10 
percent by short-term debt? 11 

A: No, but the formula provides that.1816 12 

. . . 13 

Q: So the formula is a formula on how to calculate the AFUDC rate, but the 14 
formula does not require that CWIP is to be first financed 100 percent by 15 
short-term debt; is that correct? 16 

A:  That’s correct.1817 17 

Average short-term debt (depicted as “S”) is one component of the formula, 1818 but the 18 

formula does not instruct any ordering of which source of financing must first be exhausted.  It is 19 

simply a mechanical formula to calculate actual AFUDC rates based on what a utility actually 20 

uses to finance CWIP.  Thus, if a utility does not use short-term debt to finance CWIP, the “S” in 21 

the equation is zero, and the formula’s other components are calculated.1819 22 

The FERC USoA is clear that the AFUDC rate should reflect the cost of long-term 23 

capital funding, with adjustments for current-year estimates of short-term working capital.1820  If 24 

FERC intended utilities to exhaust their short-term debt first when financing the construction of 25 

long-term assets, or to impute this treatment regardless of how a utility actually finances its 26 

assets, it would have so stated in the USoA or elsewhere.  Yet, DRA introduced no evidence that 27 

its interpretation of the FERC formula is supported from a regulatory or finance standpoint.  On 28 

                                                 
1813 Id. at 4389:6-18. 
1814 Id. at 4399:19; 4399:27–4400:1. 
1815 SDG&E/SCG/Hayes, Exh. 350 at GHH-3 to GHH-4. 
1816 DRA, Tr. Vol. 32 at 4387:28 – 4388:8. 
1817 Id. at 4389:21-26. 
1818 SDG&E/SCG/Hayes, Exh. 350 at GHH-3. 
1819 DRA, Tr. Vol. 32 at 4400:2-6. 
1820 SDG&E/SCG/Hayes, Exh. 350 at GHH-3. 
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the other hand, Applicants introduced correspondences between SDG&E and FERC regarding 1 

the computation of AFUDC rates, and nowhere did FERC direct a 100% imputation of the short-2 

term debt cost into the AFUDC rate.1821 3 

DRA believes that in the real world, the “S” in the equation would never be zero.1822  4 

However, if the “real world” is any guide, then the appropriate question is whether companies in 5 

the real world finance long-term assets with short-term debt.  In general, they would not.1823   6 

Applicants do not finance CWIP with short-term debt.  DRA’s belief that Applicants are 7 

financing CWIP with short-term debt but earning a higher rate of return leads DRA to conclude 8 

“[i]t’s just not fair to ratepayers.”1824  However, DRA’s belief is not supported by the record.  In 9 

fact, DRA admitted to receiving information from Applicants to the contrary: 10 

DRA was told the reason why they don’t use short-term debt in this formula is 11 
because they don’t use their short-term debt for financing construction.  Although 12 
they have short-term debt, they argued we don’t use it for that purpose.  But that 13 
doesn’t matter.1825 14 

DRA is therefore wrong in assuming that “CWIP is being paid primarily through short-15 

term means.”1826  CWIP may be temporary, but that does not mean utilities will finance the 16 

underlying capital projects on a short-term basis, but rather, with long-term financing.  17 

Applicants follow the prudent financial practice of funding its long-lived assets with long-dated 18 

securities, namely equity and long-term debt.1827 19 

Applicants do follow the FERC formula for AFUDC.  Contrary to DRA’s claim,1828 20 

Applicants do in fact calculate AFUDC on capital expenditures as incurred and recorded in 21 

CWIP using the FERC AFUDC formula.  Applicants provided historical AFUDC rates for both 22 

utilities.1829  Applicants’ proposal is to use their authorized rates of return as reasonable and 23 

prudent proxies for actual rates.  In comparing DRA’s proposed AFUDC rates to Applicants’ 24 

proposed rates, Applicants’ rates are very much in line with historical AFUDC rates.1830  DRA’s 25 

                                                 
1821 Id. (referencing Attachment 2 letters). 
1822 DRA, Tr. Vol. 32 at 4399:6-12. 
1823 Exh. 579 at 2-2 to 2-3. 
1824 DRA, Tr. Vol. 32 at 4396:17-21. 
1825 Id. at 4399:21-27. 
1826 Id. at 4394:26-27. 
1827 SDG&E/SCG/Hayes, Exh. 350 at GHH-8. 
1828 DRA, Tr. Vol. 32 at 4390:17-24. 
1829 SDG&E/SCG/Yee, Exh. 226 at Attachments 1 & 2. 
1830 Id. at GGY-4 to GGY-5. 
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proposed rates are clearly not.  DRA’s proposal is therefore unsuitable and unrealistic, and 1 

sacrifices sound ratemaking and financing principles. 2 

DRA’s calculations are flawed and contrary to proper ratemaking.  Even in quantifying 3 

cost savings, DRA materially understated the impact of its proposal.1831  This is because DRA 4 

applied its proposed AFUDC rates to CWIP balances for 2010 and 2011 and ignored their 5 

cumulative effect on test year 2012 rate base.1832  DRA’s methodology to retroactively apply its 6 

proposed AFUDC rates to 2010 and 2011 is clearly flawed and contrary to proper ratemaking.  7 

In fact, the historical (actual) 2010 and 2011 AFUDC rates for both SCG and SDG&E closely 8 

align with Applicants’ proposed AFUDC rates.  Therefore, irrespective of the validity of DRA’s 9 

proposed AFUDC rate for 2012, retroactive application of that rate to 2010 and 2011 CWIP is 10 

completely inappropriate.1833 11 

DRA believes all CWIP should be short-term financed; this is not prudent.  DRA 12 

witness Grant Novack suggested that he doesn’t advocate that Applicants must finance CWIP 13 

with short-term debt, only that the Commission should impute short-term debt into Applicants’ 14 

AFUDC rate regardless of what the companies choose to do in terms of financing capital 15 

projects.1834  Yet, he also stated that Applicants should use short-term debt to finance all CWIP: 16 

Q: The question is not so much the rate itself, but that all CWIP should be 17 
financed with short-term debt, do you believe that? 18 

A: Given these amounts, yes.1835 19 

However, Mr. Novack was not fully committed to that position either: 20 

Q: Do you have an opinion on whether the utility should in actuality finance all 21 
of its construction projects on a short-term debt basis? 22 

A: I can’t say that for universally, but in this case it appears that the Sempra 23 
Utilities, it is well within their means to do that.1836 24 

The Commission has acknowledged that short-term borrowing (1) has numerous 25 

functions,1837 is used as a stop-gap measure rather than a long-term means of financing capital 26 

  27 

                                                 
1831 Id. at GGY-5 to GGY-6. 
1832 Id. at GGY-5. 
1833 Id. 
1834 DRA, Tr. Vol. 32 at 4387:4-19 and 4390:25–4391:1. 
1835 Id. at 4394:19-23. 
1836 Id. at 4396:10-17. 
1837 SDG&E/SCG/Hayes, Exh. 350 at GHH-6. 
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expenditures,1838 and should be reduced when practicable.1839  The Commission’s view of how 1 

short-term debt should be used is prudent and consistent with how Applicants propose to utilize 2 

short-term debt,1840 but is fundamentally at odds with DRA’s view that short-term debt should be 3 

used to finance long-term construction.  SCE stated, “[i]t is difficult to imagine a less persuasive 4 

analysis of this topic,”1841 and pointed out that DRA should at least have analyzed Applicants’ 5 

short-term borrowing requirements from all sources and not just for construction financing.1842 6 

If DRA’s position is adopted, it will signal that providers of long-term capital to utilities 7 

deserve no more than a short-term rate of interest, which runs afoul of the regulatory precept 8 

articulated by the Supreme Court’s Hope and Bluefield cases.1843  Those cases established that a 9 

utility’s rates must reflect a return to the investor that is commensurate with returns on 10 

investments in other enterprises having similar risks.1844  By providing commensurate returns, 11 

proper ratemaking allows a utility to remain financially solid and creditworthy; this in turn 12 

enables the utility to attract new capital in the markets.1845  Funding construction assets with 13 

short-term debt creates the potential for adverse effects such as “rollover risk” and negative 14 

reaction by credit agencies.1846  Both SCE and PG&E described similar risks in their rebuttal 15 

testimonies as well.1847  Further, there are downstream negative impacts to ratepayers which 16 

cannot be ignored if DRA’s proposal is adopted.  The capital markets would react by driving up 17 

the cost of borrowed funds, 1848 which harms ratepayers by increasing financing costs and by 18 

impacting Applicants’ ability to raise the capital necessary to finance Commission-approved 19 

capital spending on critical and worthwhile projects. 20 

Conclusion.  The test year adopted AFUDC rates should be reasonable and should reflect 21 

Applicants’ calculation of AFUDC on capital expenditures as incurred and recorded in CWIP.  22 

DRA’s proposed AFUDC rates are unrealistic, and lack regulatory and financial credibility.  23 

                                                 
1838 Id. at GHH-5. 
1839 Id. 
1840 Id. at GHH-7 to GHH-8. 
1841 Exh. 589 at 26. 
1842 Id. 
1843 SDG&E/SCG/Hayes, Exh. 350 at GHH-10. Bluefield Water Works & Improvement Company v. Public Service 
Commission of the State of Virginia, 262 U.S. 679 (1923); Federal Power Commission v. Hope, 320 U.S. 591 
(1944) 
1844 Id. 
1845 Id. 
1846 Id. at GGH-11 to GHH-12. 
1847 Exh. 579 at 2-2; Exh. 589 at 26-27. 
1848 SDG&E/SCG/Hayes, Ex. 350 at GHH-11. 
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DRA’s position is not supported by the FERC USoA and is not consistent with prudent financial 1 

practice or the regulatory precept articulated by the Supreme Court.  In contrast, Applicants’ 2 

proposed AFUDC rates represent suitable proxies to calculate actual AFUDC that will enable 3 

Applicants to continue attracting new capital at reasonable borrowing rates, in support of their 4 

Commission-approved capital expenditure programs, which benefits ratepayers. 5 

25.1.2 Cost Center-FERC Mapping 6 

As explained in Mr. Khai Nguyen’s Direct Testimony (Exhs. 441 for SDG&E and 442 7 

for SCG), the cost center to FERC mapping process is an added step in the RO model necessary 8 

to perform segmentation and reassignment of O&M costs to capital, and to identify the 9 

appropriate level of O&M subject to FERC jurisdiction (and removed from the test year revenue 10 

requirement).  Despite this mapping, the cost center identity is transparent throughout the RO 11 

model, as it is displayed after each process within the model.  Accordingly, the cost center to 12 

FERC mapping process complies with OP 22 of D.08-07-046, which required SDG&E and SCG 13 

to present its O&M forecast by cost center, but enables SDG&E and SCG to perform the 14 

segmentation, reassignment, and Electric Transmission allocation processes consistent with prior 15 

rate cases.  The specific mapping for SDG&E and SCG proposed by Mr. Nguyen is set forth in 16 

the Appendixes to Exhs. 441 and 442. 17 

No intervener objected to Mr. Nguyen’s testimony or proposed mapping. 18 

25.1.3 Segmentation/Assignment Rates 19 

Mr. Rajan Agarwal’s Direct Testimony and Workpapers (Exhs. 458-461) specifically 20 

describe SDG&E’s and SCG’s proposed allocation of common costs to its Electric, Electric 21 

Generation, and Gas Services Departments (collectively “Business Segments”) for rate recovery 22 

(also referred to as “segmentation”) and describe the reassignment of certain costs to capital to 23 

recognize that those costs are incurred in support of construction efforts.  As explained by Mr. 24 

Agarwal, Common costs are defined as those costs which have not been directly assigned to a 25 

particular Business Segment, but instead have been charged to a common account of the FERC 26 

Uniform System of Accounts, pending an allocation to the various Business Segments.  As noted 27 

above, in this GRC, O&M costs are forecasted by cost center.  In order to segment the costs and 28 

utilize the reassignment rates, which are prepared by FERC account, the 2009 recorded O&M 29 

cost center data was mapped to FERC accounts.  The RO Model then applies the segmentation 30 
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rates proposed in Mr. Agarwal’s testimony (SDG&E Exh. 458 at Appendix 2 and SCG Exh. 460 1 

at Appendix 2) to the costs associated with the FERC accounts.  The RO model also applies the 2 

reassignment rates to the costs associated with the FERC accounts, which is in compliance with 3 

the Electric and Gas Plant Instruction in Parts 101 and 201 of the Federal Regulations adopted by 4 

the CPUC.  The total forecasted O&M to be reassigned to capital from each FERC account has 5 

been combined and shown in aggregate.  The calculation and derivation of the various 6 

reassignment rates for each category are discussed in section III of Exhs. 458 and 460. 7 

No intervener has objected to the methods described in Mr. Agarwal’s Direct Testimony 8 

(Exhs. 458 and 460) for the allocation of common costs between Electric, Electric Generation, 9 

and Gas services, and the reassignment of costs to capital.  SDG&E and SCG believe that their 10 

proposed method of segmenting and reassigning of the common costs is consistent with FERC 11 

guidelines.  They also believes the methods and processes proposed accurately reflect the nature 12 

of SDG&E’s and SCG’s business practices.  Accordingly, these methods should be adopted by 13 

the Commission to determine SDG&E’s TY 2012 revenue requirement. 14 

25.2 SoCalGas Issues 15 
[See Section 25.1 above] 16 

25.3 SDG&E Issues 17 
[See Section 25.1 above] 18 

26. Summary of Earnings/Results of Operations Model 19 
26.1 Common Issues 20 
This section of the Opening Brief addresses the Results of Operations (RO) Model.  21 

SDG&E/SCG Witness Deborah Hiramoto’s direct testimony provided the utilities’ summary of 22 

earnings tables and discussed the results of operations model that was developed and utilized to 23 

calculate the utilities’ revenue requirement in this proceeding.  Her direct testimony can be found 24 

in SDG&E’s Exh. 450, and SoCalGas Exh. 452, both submitted December 2010.  Ms. Hiramoto 25 

also provided revision/errata testimony in SDG&E Exh. 451 and SoCalGas Exh. 453, which 26 

incorporated Errata changes submitted after the initial application filing and the impact of the 27 

Tax Relief Act signed into law in December 2010.  Ms. Hiramoto’s rebuttal testimony, Exh. 454 28 

addressed the inaccuracies in DRA’s RO Model.   Ms. Hiramoto also provided updated 29 

testimony.  See Exh. SDG&E/SCG 600 (dated February 17, 2012).  This exhibit also identified 30 

corrections made to the RO Model since the Applicants’ Revised testimony.  Other than a few 31 

suggestions addressed below, the Applicants’ RO Model  has been accepted by all parties, 32 
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without challenge, as to its level of functionality, ease of use, and design.  SDG&E and 1 

SoCalGas have not received any indication that additional logic or redesign is necessary to more 2 

accurately calculate a revenue requirement. 3 

26.1.1 DRA’s Omission Of Errata And Tax Relief Act Logic 4 
In November 2011, DRA served Errata testimony which was supported by a corrected 5 

version of their original RO Model.  In the corrected RO Model DRA accepted the Tax Relief 6 

Act logic proposed by SDG&E and SoCalGas with the exception of their treatment of Net 7 

Operating Loss Carryback and Carryforward in the development of deferred taxes.  DRA also 8 

accepted all errata items filed in SDG&E’s and SoCalGas’ July Update.  9 

26.1.2 DRA’S Testimony Is Not Synchronized To DRA’S RO Model 10 
As stated in Exh. 454, in a limited comparison of O&M and capital costs between DRA’s 11 

testimony and the DRA’s  RO Model it was determined that many discrepancies had occurred.  12 

This limited set of RO Model corrections was provided to DRA and upon their review was 13 

accepted and included in DRA’s Errata RO Model. 14 

In the course of preparing the Joint Litigation Comparison Exhibit (JLCE), SDG&E and 15 

SCG identified numerous additional discrepancies between DRA’s testimony proposals and 16 

DRA’s RO model entries for those same proposals.  After conferring with DRA on how to 17 

resolve these discrepancies, DRA requested that their testimony proposals be utilized in the 18 

JCLE where discrepancies existed with DRA’s RO Model.  Accordingly the JLCE reflects DRA 19 

testimony proposals and not DRA RO Model entries for those same proposals.  To date, DRA 20 

has not corrected its RO Model or provided a revised SDG&E or SoCalGas revenue requirement 21 

estimate for TY 2012.1849 22 

26.1.3 Treatment of Contributions in Aid of Construction (CIAC) 23 
DRA proposes a reduction to rate base of $123 million for SDG&E and $10 million for 24 

SoCalGas to remove CIAC.   Exh. 471 at 12.   SDG&E and SoCalGas disagree with this 25 

proposal and its discussion is included in the joint rebuttal testimony of Mr. Patrick Moersen and 26 

Mr. Steve Dais (Exh. 361), and the rebuttal testimony of Mr. Bob Wieczorek (Exh. 244).  The 27 

DRA’s approach to effectuate the removal of CIAC was to adjust the 2012 Customer Advances 28 

                                                 
1849 The DRA Errata RO Model includes a forecast change to a SoCalGas net salvage rate however omits a 
corresponding manual adjustment to their tax depreciation.  Without the missing adjustment, DRA’s calculation of 
SoCalGas’ 2012 revenue requirement is understated by approximately $33 million.  DRA’s RO Model witness 
verbally accepted the change, which was discovered during the preparation of the JLCE.  (There was no equivalent 
problem for SDG&E.) 
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for Construction (CAC).  However, CAC is not related to CIAC. The result is a decrease to 1 

SDG&E rate base of $66 million and a decrease of $5 million to SoCalGas rate base and should 2 

be rejected for reasons explained in Applicants rebuttal and elsewhere in this Brief. 3 

26.1.4 Intervenor Proposals To Modify Future RO Models 4 
DRA recommends that a shared services module be created in the next GRC filing in 5 

order to make available a summary of shared services in one place in the RO Model.  SDG&E 6 

and SoCalGas interpret the use of the term, “module” to mean a collection of summary reports.  7 

Summary shared services reports can be accomplished by developing automated extracts from 8 

the main processing file of the RO Model such as the data extracts discussed in DRA testimony 9 

(Exh. 528 at 7) and then further summarized in Exh. 528 (Tables 34-1 and 34-2). SDG&E and 10 

SoCalGas do not take issue with this recommendation within the scope of its interpretation. 11 

UCAN proposes a multi-factor allocation variable be included as a user option in the RO 12 

Model to verify UCAN’s estimated adjustment.  Exh. 557 at 77.  SDG&E disagrees that any of 13 

its resources should be used to develop new RO Model functionality simply to verify UCAN’s 14 

estimate.  Further, the complexity of the allocation calculations for Corporate Center shared 15 

services precludes enhancing the RO Model with a single factor change which could accurately 16 

replicate the current processes of direct-assignment, labor overhead loaders, and multiple 17 

allocation methodologies.  UCAN also proposes that Long Term Disability (LTD) costs should 18 

be dynamically adjusted as labor costs are adjusted in the RO Model.  SDG&E disagrees with 19 

this proposal because LTD costs are not always directly and materially related to changes in 20 

labor, as demonstrated in the rebuttal testimony of Ms. Sarah Edgar, Exh. 193. 21 

26.2 SoCalGas Issues 22 
None 23 

26.3 SDG&E Issues 24 

26.3.1  Treatment of Annual Amortization of SDG&E Undepreciated Meters 25 

DRA proposes a  reduction to SDG&E rate base of $85.1 million to account for legacy 26 

meters it argues should be permanently removed and a 1/6th annual amortization of this balance, 27 

or $14.183 million per  year should be added to its proposed 2012 revenue requirement, in Exh. 28 

506, Section VI.  SDG&E disagrees with this proposal and provides extensive rebuttal by 29 

SDG&E witnesses, Mr. Gary Hayes (Exh. 349), witness Mr. Mike Foster (Exh. 358) and 30 

witness, Mr. Ed Fong (Exh. 346).  After reviewing the DRA RO Model adjustment for the 2011 31 
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balance, it appears the $85.1 million reduction was made to the 2009 Plant Balance thereby 1 

understating the impact to 2012.  Next, the amortization adjustment of $14.184 million did not 2 

flow to the 2012 revenue requirement thereby understating the SDG&E 2012 revenue. The net 3 

impact of these two adjustments is an approximate $15 million understatement of the DRA’s 4 

proposed SDG&E 2012 revenue requirement.  While SDG&E does not agree with this treatment, 5 

a suggested input field was provided so that the DRA’s proposed SDG&E 2012 revenue 6 

requirement would not be understated. If the Commission decides that this amortization is 7 

acceptable, further study into the appropriate input field should be done. See Appendix 5 of Exh. 8 

454 for details. 9 

26.3.2. DRA’s Omission of SONGS costs litigated in the SCE GRC 10 
In its October 20, 2011, Motion to Strike Portions of Division of Ratepayer Advocates’ 11 

Testimonies, SDG&E moved that costs litigated in the SCE 2012 GRC should be decided in A. 12 

10-11-015, the SCE 2012 GRC.  See Exh. 84 at 5-6; See also Appendix 4 to Exh. 454 for a list of 13 

revisions.  Despite that Motion being granted by ALJ Wong (Ruling via e-mail dated November 14 

23, 2011, as listed on the CPUC web page docket card for this proceeding),  DRA did not make 15 

corresponding corrections to its RO Model (or its testimony). 16 

26.4 Recommendations 17 
Given the amount of apparent input and testimony inconsistencies as well as posting 18 

issues SDG&E and SCG are unable to validate with certainty that the DRA RO Model used to 19 

develop the DRA revenue requirement is accurate.  SDG&E and SCG suggest the Commission 20 

not utilize DRA’s computed revenue requirements in this proceeding, as they do not conform to 21 

DRA’s testimony.  Applicants do not take issue with the DRA’s proposal to add summary 22 

reports, however Applicants do not agree with either of UCAN’s proposals to modify the RO 23 

Model. 24 

27. Post Test Year Revenue Requirement Issues 25 
SCG and SDG&E have proposed a reasonable and balanced PTY Ratemaking framework 26 

based on appropriate assumptions for escalation factors, earnings sharing and productivity 27 

sharing mechanisms, Smartgrid investments, and GRC term. SCG and SDG&E have proposed 28 

reasonable escalation factors for O&M expenditures and Capital investments during the 2013-29 

2015 proposed PTY period.  DRA and other intervenors chose to ignore facts and instead 30 

propose escalation factors that are not representative of PTY utility costs.  DRA proposes an 31 
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unbalanced and asymmetrical Earnings Sharing and rejects the SCG/SDG&E proposed 1 

Productivity Sharing Mechanisms. SCG and SDG&E have proposed Shareholder Earnings and 2 

Productivity Sharing Mechanisms that are symmetrical and balanced that provide shareholders 3 

the incentive to innovate, increase productivity and prudently manage costs thereby providing 4 

shared benefits to both customers and shareholders that transcend the GRC cycle.  DRA claims 5 

that it does not oppose a PTY ratemaking mechanism which will provide the Utilities with a 6 

reasonable level of revenue increases in 2013-2015.  However, DRA opposes various aspects of 7 

the methodologies that SCG and SDG&E propose for those three attrition years.  DRA’s primary 8 

PTY recommendation is a ratemaking mechanism that is based on the U.S. All Urban Consumer 9 

Price Index-Urban (CPI-U), which yields forecasted revenue increases of 1.9% in 2013, 2.0% in 10 

2014 and 2.0% in 2015.  SCG and SDG&E proposed escalation based on the more appropriate 11 

IHS Global Insight Utility Cost forecasts. 12 

DRA also offers an alternative PTY mechanism.  DRA does not oppose Applicants’ 13 

assumption that customer growth and productivity will offset each other during the PTY period.  14 

However, DRA recommends that the proposed O&M adjustment be escalated by the CPI-U. If 15 

net OpEx savings exceed $5 million in a given year, the net OpEx savings above $5 million 16 

should be credited to ratepayers and not used as an offset to meet the Utilities’ productivity 17 

gains.  DRA also recommends using the CPI-U for capital-related cost adjustments.   DRA 18 

opposes a separate SDG&E Smart Grid revenue requirement increase.  DRA recommends the 19 

use of the IHS Global Insight Cost Planner Health Care Benefits, Group Health Insurance index 20 

as a medical cost escalation factor.  With the exception of the proposed New Environmental 21 

Regulation Balancing Account (NERBA), DRA does not oppose the Utilities’ proposed base 22 

margin exclusions.1850  Regarding the Utilities’ earnings sharing mechanism proposal, DRA 23 

recommends that there be no earnings adjustment below the authorized Rate of Return (ROR). 24 

Furthermore, the sharing bands should be reduced so that there are 4 sharing bands, with greater 25 

revenue sharing going to ratepayers.   DRA opposes the Utilities’ proposed 2015/2016 26 

productivity sharing mechanism.  Each of these issues is addressed below. 27 

27.1 Term of Rates Adopted 28 
Applicants propose a four year GRC cycle (TY 2012 and three PTYs, 2013, 2014, and 29 

2105.  DRA supports and proposes a four-year GRC term (3 PTYs) for SCG and SDG&E.  Most 30 

                                                 
1850 The NERBA account is addressed in the Environmental section of this brief. 
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parties in this GRC do not oppose a four year cycle, with the exception of SCGC and FEA.  1 

SCGC’s and FEA’s opposition notwithstanding, the Commission should adopt the four year 2 

cycle proposed by Applicants and supported by DRA. 3 

27.2.1 Use of Adjustment Indices for Base Rates 4 
Applicants propose an indexing mechanism for base rates (with specified exclusions) 5 

between test year, along with earnings sharing and productivity sharing mechanisms to ensure 6 

that the interests of ratepayers and shareholders are aligned.  DRA recommends a PTY 7 

ratemaking mechanism that is based on the CPI-U, for both O&M and Capital, which yields 8 

forecasted revenue increases of 1.9% in 2013, 2.0% in 2014 and 2.0% in 2015, instead of the 9 

SCG and SDG&E proposed escalation based on the more appropriate Global Insight Utility Cost 10 

forecasts.  The appropriate measure of inflation (i.e. use of Global Insight indices versus CPI) is 11 

addressed below. 12 

27.3 Measures of Inflation 13 
Every proposal in this proceeding for setting authorized revenue requirements for years 14 

after Test Year 2012 involves some adjustment to reflect inflation and utility cost escalation.  15 

This fact means that the Commission must adopt some measure of how much cost escalation and 16 

inflation has occurred (and/or is forecasted to occur).   The issue of what measure of utility cost 17 

escalation and inflation to use is distinct from the issue of the specific formula in which that 18 

measure of inflation would be used.  For instance, whether to use a Global Insight-based utility-19 

specific measure of cost escalation and inflation as proposed by Applicants or to use the CPI-U 20 

as proposed by some intervenors is not dependent on whether the Commission adopts 21 

Applicants’ indexing proposal or another proposal.   Generally speaking, Applicants propose to 22 

use cost indices specific to gas and electric utility industries. 23 

Specifically, SoCalGas and SDG&E propose to use prices indices based on Global 24 

Insight Utility Cost forecasts for their gas revenue requirement calculations, as well as, 25 

SDG&E’s electric distribution revenue requirement calculation.  The details of Applicants’ 26 

proposals on this subject are contained in Mr. Emmrich’s direct testimony for SDG&E (Ex. 398) 27 

and for SoCalGas (Ex. 400).  In contrast, DRA has proposed to escalate PTY O&M expenses 28 

based upon forecast changes to the U.S. Consumer Price Index – All Urban Consumers (CPI-U) 29 

rather than the Applicants’ proposed Global Insight-based indices. 30 
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Whichever formula for post-test year ratemaking the Commission adopts, it should use 1 

the formula that measures utility-specific cost escalation and inflation proposed by Applicants 2 

instead of CPI-U.  There are several reasons why the Applicants’ proposed utility cost indices are 3 

more appropriate than CPI-U.  The CPI-U is a fundamentally inappropriate index to use to 4 

escalate utility labor and non-labor O&M expenses.  The CPI-U measures changes in the price of 5 

a representative urban consumer’s basket of goods and services purchased by an average U.S. 6 

household.  It is not intended to and does not gauge price changes of those goods and services 7 

purchased by businesses in general, let alone utilities in particular.  While the CPI-U is more 8 

widely known, it is not particularly relevant to setting utility revenue requirements, as it 9 

measures cost changes in items that are not cost drivers for utilities, including household items 10 

such as food, housing, apparel, and recreation. The market-basket of goods and services included 11 

in the CPI-U is very unrepresentative of the kinds of goods and services that are actually 12 

purchased by SDG&E and SoCalGas to provide their customers with utility service.  For 13 

example, the CPI-U component of housing costs is heavily weighted in deriving the overall CPI-14 

U.  In contrast, the utility-specific indices have been formulated to match very closely the market 15 

basket of goods and services purchased by each utility (and differentiated between gas and 16 

electricity for SDG&E).  Thus, changes in the CPI-U are not necessarily representative of 17 

changes in the prices that the two utilities pay for goods and services they purchase, while the 18 

changes in the utility-specific indices will closely mirror changes in the prices the utilities 19 

actually pay. 20 

The proposed utility-specific measures are also more appropriate than CPI-U because the 21 

utility-specific measures reflect input prices and the CPI-U reflects output prices.  As noted 22 

above, the CPI-U market basket and the utility-specific market baskets are very different.  They 23 

are also different in that the CPI-U reflects “output” prices – the prices of final consumer goods 24 

and services—while the utility-specific measures reflect the prices of intermediate goods and 25 

services used to produce a final consumer output (i.e., utility service).  The significance of this 26 

difference is the following.  Due to the existence of productivity improvements over the long 27 

term, the prices of final consumer goods increase less than the prices of the inputs into the 28 

process of producing those final consumer goods. 29 

Thus, using CPI-U rather than utility-specific price indices in a PTY formula like that 30 

proposed by Applicants would effectively “double count” productivity offsets:  first, implicitly in 31 
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the CPI-U, and then explicitly in the productivity factor.  If the Commission were to use CPI-U 1 

in a PTY formula, it would need to calibrate the adopted productivity factor to reflect the 2 

difference between the trends of CPI and utility-specific prices.  The Commission should use a 3 

measure of cost escalation and inflation that does not effectively reflect productivity in turning 4 

intermediate goods into final goods. 5 

The CPI-U does not provide any significant benefit in terms of being simpler, more 6 

streamlined, or more verifiable than the utility-specific measures of inflation.  A competent 7 

analyst with the Commission or an interested party could confirm annual calculations of the 8 

utility-specific cost escalation and inflation measure within a few hours.  Furthermore, because 9 

of the intricacies of rate design and impact of other rate elements, actual rates of residential 10 

customers won’t change by an amount equal to CPI-U, even if CPI-U were to be used in an 11 

indexing formula. 12 

27.4 Indexing Methodology 13 
See Section 27.2, above. 14 

27.5 Productivity 15 
In Exhs. 446 (SDG&E) and 448 (SCG), Applicant’s witness Dr. Lowry calculated 16 

industry-wide average total factor productivity (with supporting workpapers in Exhs. 447 and 17 

449, respectively).  The trend of the TFP in the national gas industry was determined to be 1.18% 18 

growth per annum.  Exh. 446 at 2; See also, Exh. 448 at 2.  The trend of the TFP in the national 19 

electric distribution industry was determined to be 0.88 % growth per annum.  Exh. 446 at 3.  20 

DRA witness Renaghan agreed with Dr. Lowry’s methodology and results.  There is no 21 

controversy in the area of deriving industry wide TFP factors, although parties may differ on 22 

how this data should be applied in ratemaking. 23 

In PTY ratemaking, Applicants have proposed to absorb customer growth as an offset to 24 

productivity growth.  Emmrich, Exh. 398 at 4 and Exh 400 at 4.  Applicants have also proposed a 25 

productivity sharing mechanism.  This is addressed in section 27.7, below. 26 

27.6 Z Factors 27 
Applicants propose continuation of the currently adopted Z factor mechanism.  DRA 28 

does not oppose continuation of the current Z-factor adjustment process. 29 

27.7 Earnings Sharing 30 
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Applicants’ proposed earnings sharing mechanism is described in Exh. 398 and Exh. 400. 1 

This mechanism is symmetrical (i.e., sharing occurs both above and below the authorized Rate of 2 

Return (ROR)).   DRA recommends that there be no earnings adjustment below the authorized 3 

ROR, and furthermore, the sharing bands should be reduced so that there are 4 sharing bands, 4 

with greater revenue sharing going to ratepayers.  DRA’s proposed non-symmetrical sharing 5 

mechanism reduces shareholder incentives to innovate and manage costs for the benefit of 6 

customers and shareholders.  The table below (a copy of Table 38-2 from Exh. 400) compares 7 

the two proposals: 8 

 9 
Applicants note that a symmetrical sharing mechanism does not ensure that a utility 10 

recovers its authorized ROR.  In fact, since the symmetrical sharing mechanism only partially 11 

shares a shortfall below authorized ROR, by design it would NOT guarantee the utility earning 12 

its authorized ROR.   Asymmetrical sharing increases the likelihood that the utility will not earn 13 

their authorized ROR during the PTY period since low cost years will result in sharing with 14 

customers but high cost years will have no sharing.  This creates a negative earnings bias.  15 

Furthermore DRA’s proposal provides a disincentive to make investments unless they have 16 

certainty of net benefits.  If the financial outcome of a business decision is uncertain, the 17 

existence of asymmetric sharing could lead to rejecting opportunities with positive net benefits 18 

due to the “heads we win, tails I lose” sharing. 19 
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27.8 Other Related Issues 1 
27.8.1 Productivity Sharing Mechanism 2 

Applicants propose a productivity sharing incentive mechanisms to continue to encourage 3 

the utility to invest in innovative technology to improve the efficiency of company operations 4 

over the post-test year period and beyond.  By proposing a productivity investment sharing 5 

mechanism, the utility will invest in technology to reduce capital and O&M costs and share the 6 

benefits with customers and shareholders.  Exh. 398 at 1-2. 7 

DRA opposes the Utilities’ proposed 2015/2016 productivity sharing mechanism, while 8 

UCAN at least considers the need for a productivity sharing mechanism.  UCAN recognizes the 9 

fact that “there are multiple mismatches between the period in which rates are in effect, and the 10 

periods necessary to realize the benefits from expenditures.”  Exh. 556 at 47. 11 

The proposed productivity sharing would bridge rate case cycles, by sharing efficiency 12 

gains or losses that occur in the final year of this cycle (2015) in 2016.  By sharing productivity 13 

gains across the GRC cycle, the utility has the incentive to invest in productivity enhancing 14 

projects on an ongoing basis.  Such a productivity sharing mechanism encourages management 15 

to continue to invest in long-term productivity enhancing investments that transcend the normal 16 

GRC cycle.  Exh. 398 at 14.  As such Applicants’ productivity sharing mechanism is reasonable, 17 

benefits customers, and should be adopted. 18 

27.8.2 Treatment of OpEx Savings 19 
DRA proposes that if OpEx savings exceed $5 million in a given year, that the net OpEx 20 

savings above $5 million should be credited to ratepayers and not used as an offset to meet the 21 

Utilities’ productivity gains.  However, compared to the OpEx project 2012 Test Year revenue 22 

requirement of $27 million, the revenue requirement for OpEx, increases to $30.7 in 2013, and 23 

then declines to $23.1 million in 2014 and $13.1 million in 2015.  Exh. 400, Table HSE-1. 24 

SoCalGas is not requesting funding to recover the 2013 incremental revenue requirement in 25 

rates. The revenue requirement savings in 2014 and 2015 will be used to help meet our 26 

productivity targets.  However, even with the OpEx-generated O&M and capital revenue 27 

requirement savings in 2014 and 2015, they will not be enough to offset the costs of absorbing 28 

customer growth.  For example, Table HSE-2 (from Exh. 400) shows that SCG will have to 29 

achieve an additional annual average of about 1.0% productivity gain in order to offset customer 30 

growth. Therefore, using the absorption of customer growth as the proposed productivity 31 

measure is reasonable and should be approved by the Commission.  Notably however, should 32 
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OpEx benefits exceed the projected savings, customers and shareholders will share gains as part 1 

of the proposed Earnings Sharing Mechanism. 2 

TABLE HSE-2 3 

 4 

Even with the forecasted OpEx cost savings for SDG&E and SCG, it will be difficult to absorb 5 

customer growth and meet the necessary productivity gains to earn their authorized ROR.  6 

Furthermore, since OpEx programs are contained in various O&M categories and Capital 7 

components throughout the utility, it would not be possible to trace the exact OpEx-related O&M 8 

and Capital-related costs in order to measure when OpEx savings exceed $5 million in any given 9 

PTY.  Therefore, the Commission should reject DRA’s proposal as impractical and should find 10 

that OpEx savings are essential and needed in order for the utilities to meet their necessary 11 

productivity gains to offset customer growth. 12 

27.8.3 Treatment of Post Test Year Medical Indexing 13 
DRA recommends the use of the national IHS Global Insight Cost Planner Health Care 14 

Benefits, Group Health Insurance index as a medical cost escalation factor knowing full well that 15 

California medical costs exceed the national average by a wide margin and that the SCG and 16 

SDG&E proposed Towers Perrin forecast is more in line with expected PTY medical costs.  As 17 

pointed out in rebuttal, SDG&E’s 2007-2010 average medical cost escalation was 8.3%, while 18 

the Global Insight index proposed by DRA was only about half of that (between 4 and 5%) 19 

during the same time period.  Exh. 374 at 28.  And that historical trend is not changing; witness 20 

Robinson testified that the actual medical escalation rate for 2011 is 13% while DRA’s index is 21 

only 4.0%.  Id.  DRA’s proposal to use the Global Insight Cost Planner Health Care Benefits, 22 

Group Health Insurance index as a medical cost escalation factor during the PTY period is out of 23 

touch with cost-based reality in California, and should be rejected. 24 

27.8.4 Post Test Year Smart Grid Revenue Requirement 25 
DRA opposes a separate Smart Grid revenue requirement increase for SDG&E.  SDG&E 26 

proposes that the capital-related costs not fully reflected in the 2012 authorized base margin be 27 

added to the capital escalation factors to assure that shareholders are provided the necessary 28 

revenues to have a reasonable opportunity to earn its authorized ROR in the PTY period.  This 29 

Year 2012 2013 2014 2015
Customer % Growth 0.99% 1.13% 1.26% 1.37%
Opex Net Benefits % of Margin (+ = Costs; - = Benefits) -0.9% 0.43% 0.04% -0.44%
Required Productivity with Customer Growth and OpEx  
(Average of 2013-2015 = 1.3%) 0.10% 1.56% 1.30% 0.93%
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adjustment is needed because some Smart Grid capital investments are not scheduled to be added 1 

to rate base until the end of 2012 and therefore the associated capital-related costs will not be 2 

fully reflected in 2012 authorized base margin. Smart Grid project costs are not fully reflected in 3 

the 2012 Test Year revenue requirement and therefore additional revenue requirements need to 4 

be added to the PTY in order to assure full cost recovery. SDG&E is making the Smart Grid 5 

investments in response to Commission direction in R.08-12-009.  Exh. 398 at 8. SDG&E 6 

believes it is appropriate to include Smart Grid projects in the GRC to assure the rapid and 7 

timely development of these necessary projects that will provide customers with the technology 8 

to more efficiently use energy and the utility to more efficiently manage the transmission and 9 

distribution grid.  Exh. 402 at 8.  SDG&E and other California electrical utilities have no choice 10 

but make these investments to accommodate State and Federal and Commission policies in the 11 

areas of renewable energy sources, electrical grid security and reliability, and energy efficiency 12 

goals. Yet, DRA ignores these State, Federal and Commission policies, decisions and 13 

requirements by recommending that the Commission deny SDG&E the necessary funds to 14 

comply with those laws, policies and decisions. Exh. 402 at 9.  Furthermore, SDG&E will file an 15 

annual Tier III Advice Letter specifying the actual cost of installed Smart Grid projects.  16 

Therefore, the Commission should reject DRA’s proposal and fully fund Smart Grid investments 17 

as requested by SDG&E, in the amounts set forth in Exh. 398, Table HSE-3:  18 

Table HSE-3  
San Diego Gas & Electric 

Total Annual Smart Grid Revenue Requirement 

Years 2012-2015 

Year 2012 2013 2014 2015 

Rev Req. 25 76 98 121 
Rev Req. 

Deficiency 0 (50) (72) (96) 
 19 

27.8.4.1.  Post Test Year SONGS Revenue Requirement 20 
Mr. Emmrich’s testimony (Exh. 398 at 16) notes that the SONGS O&M and capital 21 

additions billed from Edison are excluded from SDG&E’s PTY indexing.  Accordingly, 22 

SDG&E’s SONGS return, taxes and depreciation will be calculated as part of SDG&E’s SONGS 23 

PTY 2013 and 2014 revenue requirements, which will be filed by Advice Letter on an annual 24 
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basis.  SDG&E’s 2013 and 2014 SONGS revenue requirement calculations also depend on the 1 

outcome of the SCE GRC, as noted in Exh. 81 at 1. 2 

28. Non Tariffed Products and Services 3 
SCG and SDG&E generally meet the needs of their customers through the provision of 4 

tariffed services.  The Commission has long recognized, however, that an important role exists 5 

for Non-Tariffed Products and Services (NTP&S).  Among other beneficial goals, NTP&S can 6 

advance technology, meet specific customers’ individual needs, promote efficiency, and create 7 

value for customers, ratepayers and shareholders.  To protect ratepayers and potential 8 

competition, the Commission has adopted accounting and other safeguards to prevent utilities 9 

from using tariffed products and services to cross-subsidize their NTP&S.1851 10 

SCG and SDG&E have proposed an NTP&S sharing mechanism that has three 11 

components in this GRC to create the proper incentives for SDG&E and SCG to grow NTP&S 12 

revenues and provide valuable services to customers while allowing ratepayers to garner benefits 13 

from the offering or expansion of these services.1852  The proposed sharing mechanisms are 14 

designed to fairly allocate the benefits from the successful offering of NTP&S while protecting 15 

ratepayers from the risk of loss due to NTP&S.  This ratepayer risk protection is significant, as 16 

it means that shareholders bear all risk of offering NTP&S services, while ratepayers enjoy 17 

shared benefits.  SDG&E/SCG witness Mr. Robert Lane described the foreseeable risks to 18 

shareholders as follows: 19 

• Forecasting risk – unique to a public utility, where rates are set in a Commission 20 
proceeding and depend on forecasting; 21 

• Business risk – the risk of insufficient demand for the service provided or an less-22 
desirable product that is not successful in the marketplace; 23 

• Technology risk – the risk that a provided technology might not work or doesn't meet 24 
customers’ needs; 25 

• Counterparty risk – the risk that the utility enters into a contract with a customer who 26 
eventually does not pay for the service; and 27 

                                                 
1851 For example, the CPUC has provided for NTP&S in the Commission’s Affiliate Transaction Rules.  In Rule 
VII.D.2 of the Affiliate Transaction Rules, the Commission requires utilities to implement a reasonable mechanism 
for the benefits and revenues derived from NTP&S.  The Commission has also sought to ensure that NTP&S are 
designed in a manner that protects ratepayers.   
1852 SDG&E-SCG/Lane Exhs. 313-317.   
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• Pricing risk – The price could be set it at an incorrect level that excludes the utility 1 
from the market.1853 2 

Creating the ability for SCG and SDG&E to responsibly and accurately assess NTP&S 3 

opportunities in light of these shareholder-only risks is one catalyst for SCG and SDG&E’s 4 

sharing mechanism proposal.  These sharing mechanisms would benefit ratepayers by potentially 5 

creating an environment for more NTP&S projects (for which the ratepayers share benefits, but 6 

not risks) and the provision of innovative new NTP&S services that customers may wish to 7 

use.1854  NTP&S fosters many beneficial goals, including advancing technology, promoting 8 

efficiency, promoting green energy, providing innovative solutions to help customers meet their 9 

energy needs and creating value for customers, ratepayers and shareholders.1855 10 

Existing Affiliate transaction rules and requisite accounting safeguards are in place for both SCG 11 

and SDG&E that will prevent cross subsidies and assure that any incremental costs associated 12 

with the offering of NTP&S are borne entirely by utility shareholders.  These accounting 13 

safeguards will also protect against anti-competitive cross subsidies. 14 

In addition, this proposal will not result in increased rates for customers in this GRC 15 

because the revenues from NTP&S services that are part of the forecasted Miscellaneous 16 

Revenue remain in that forecast and remain part of that offset to the revenue requirement of the 17 

utilities.  To the extent that revenues from these existing NTP&S increase above the level 18 

adopted in this GRC, ratepayers will see their share of the benefits flow to them via balancing 19 

account treatment. 20 

SCG and SDG&E have proposed a reasonable 3-part revenue-sharing mechanism, to 21 

apply under three different circumstances:  One to cover existing NTP&S, one to cover new 22 

NTP&S that do not require significant additional shareholder expenditure, and one to cover 23 

NTP&S that require significant additional shareholder expenditure.  The objective of this 24 

revenue sharing mechanism is to fairly allocate the benefits between ratepayers and shareholders 25 

based on the relative risk each assumes, while also providing significant incentives for the 26 

Utilities to maximize revenues from these services.  The sharing mechanisms are as follows:    27 

                                                 
1853 SDG&E-SCG/Lane, Tr. Vol. 15 at 3334-3336. 
1854 SDG&E-SCG/Lane, Tr. Vol. 15 at 3332-33.  Mr. Lane testified that ratepayers benefit from shared net earnings 
or gross revenues, but also:  “Our ratepayers get the advantage of us potentially being able to offer them new 
innovative services that are priced flexibly and allow us to respond to changing market conditions.” 
1855 SDG&E-SCG/Lane, Exh. 317 at RCL-2. 
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• Type I:  For existing NTP&S, a 90/10 sharing mechanism of gross incremental 1 
revenue between shareholders and ratepayers, respectively, to induce incremental 2 
activity commensurate with risk assumption;1856 3 

• Type II:  For new NTP&S that do not require significant incremental shareholder 4 
expenditures to develop and market, a Gross Revenue Sharing Mechanism where 5 
shareholders will retain 90% of the gross revenues and ratepayers will get 10% of 6 
gross revenues;1857 and 7 

• Type III:  For new NTP&S that require significant incremental shareholder 8 
expenditures to develop and market, a 50/50 sharing of after-tax net earnings above a 9 
rate of return benchmark, where shareholders retain half of the net after-tax earnings 10 
above the benchmark and ratepayers retain the other half.1858 11 

These proposals are described in complete detail in Mr. Lane’s direct and rebuttal 12 

testimony for SCG and SDG&E.1859 13 

SCGC and TURN testimonies1860 regarding this proposal fail to recognize how important 14 

a reliable sharing mechanism with appropriate compensation for risk could be to promoting 15 

NTP&S expansion and benefits.  The Commission’s Affiliate Transaction Rule VII.D requires, 16 

as a prerequisite to a utility offering of an NTP&S, a “reasonable mechanism for treatment of 17 

benefits and revenues derived from offering such products and services” be in place.1861   In 18 

developing a new NTP&S or expanding and existing one, the utility could fund extensive 19 

research and expend substantial efforts to prepare for and plan initiating a new or expanded 20 

NTP&S program, only to have that program die at any stage – exploration, planning, company 21 

approval or regulatory approval.  During this planning a utility would not be able to reasonably 22 

forecast earnings for a particular NTP&S project, because currently, there is no set sharing 23 

mechanism for NTP&S.  This creates a substantial amount of risk for shareholders to assume, 24 

with no assurance of approval or fair allocation of revenues.  A known, equitable sharing 25 

mechanism is warranted for a utility to bear the risk of exploring new NTP&S opportunities.  If 26 

the sharing mechanism is not known or is not reasonable, exploring these projects may become 27 

unreasonably risky and costly for the company.  This would inhibit execution of the 28 

Commission’s longstanding policy to encourage full use of utility assets and shared benefits 29 

                                                 
1856 SCG/Lane Exh. 315 and SDG&E/Lane Exh. 313 atRCL-2. 
1857 SCG/Lane Exh. 315 and SDG&E/Lane Exh. 313 atRCL-3. 
1858 Id. at RCL-4. 
1859 SCG/Lane Exh. 315 and SDG&E/Lane Exh. 313.  
1860 SCGC/Yap Exh. 319 and TURN/Finkelstein, Exh. 554.  Mr. Lane provided a more complete response to 
SCGC’s and TURN’s testimony at SDG&E-SCG/Lane, Exh. 317 at RCL-3-18 and at RCL-18-25, respectively.   
1861 SCG/Lane Exh. 315 and SDG&E/Lane Exh. 313 at RCL-2. 
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(while protecting ratepayers), through NTP&S.  Adopting SCGC’s and TURN’s 1 

recommendations would hinder NTP&S exploration, contrary to Commission goals and 2 

ratepayer interests.  Additionally, establishing a uniform sharing mechanism in this GRC 3 

proceeding would provide greater certainty to Commission staff by providing them with specific 4 

guidance from the Commission regarding what is a reasonable sharing mechanism.1862 5 

SCGC and TURN testimonies1863 also ignore the benefits to consumers of utility NTP&S 6 

offerings.  SCG and SDG&E strive to meet our customers' needs.  NTP&S allows us to offer 7 

some select and specialized services to our customers on a non-tariffed basis to further meet 8 

those needs.1864  Ratepayers would get the advantage of new innovative services that are priced 9 

flexibly and allow for the utility to respond to changing market conditions.  Mr. Lane testified 10 

that, as the next generation of utility business emerges, SCG and SDG&E should be able to offer 11 

new services to meet customers’ continually evolving expectations and energy needs.1865 12 

The Commission should adopt the Companies’ NTP&S sharing mechanisms, as proposed, as 13 

reasonable and in the public interest. 14 

29. Other Issues 15 
29.1 UWUA System of Safety (SOS) Proposal 16 
UWUA has recommended that the Commission increase funding beyond that requested 17 

by SCG in the amount of $3 million to have employees trained in the SOS program.1866  The SOS 18 

program was “developed by the Institute for Sustainable Work and Environment (ISWE)” and 19 

“currently administered through the UWUA Power for America Training Trust.”1867  According 20 

to UWUA testimony, the SOS program includes two essential elements: (1) training using the 21 

small group activity method (SGAM) and (2) applying the systems approach to safety by 22 

mapping hazards proactively and prospectively.1868  However, as explained in SCG witness Mark 23 

Serrano’s Rebuttal Testimony, “the principles embedded in SOS are not unique,” and “[m]ost 24 

SOS concepts are not dissimilar from those currently used in SoCalGas’ safety training.”1869  25 

Additionally, “[t]he SOS training materials can lack objectivity and on occasion the content 26 

                                                 
1862 SDG&E-SCG/Lane, Tr. Vol. 15 at 3304. 
1863 SCGC/Yap Exh. 319 and TURN/Finkelstein, Exh. 554.  Mr. Lane provided a more complete response to 
SCGC’s and TURN’s testimony at SDG&E-SCG/Lane, Exh. 317 at RCL-3-18 and at RCL-18-25, respectively.   
1864 SDG&E-SCG/Lane, Tr. Vol. 15 at 3322. 
1865 Id. at 3333–3334. 
1866 UWUA/Frias, Exh. 581 at 10. 
1867 UWUA/Devlin, Exh. 582 at 2. 
1868 Id. at 3. 
1869 SCG/Serrano, Exh. 393 at 6-7.  It should be noted that Mr. Serrano actually attended a SOS training program. 
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interjects an ‘us-them’ view of the ‘management-employee’ relationship” and “de-emphasize” 1 

the employee’s personal accountability for safety - other than to point out when a hazard 2 

exists.”1870  Also, many of the examples used in the SOS training are from factory or office 3 

settings, as opposed to gas utility examples.1871 4 

Aside from these fundamental problems with the SOS program, the main objection is that 5 

it would be redundant to safety programs SCG is already using.  For example, SCG currently 6 

uses the following training programs: 7 

• SIM4 (Safety in Motion): This program emphasizes safe body positioning when 8 
performing work. 9 

• STARR (Scan; Take a position; Action in position; Reassess and Adjust; and Release 10 
position): This program emphasizes body mechanics principles to follow when 11 
performing work in “stressful” body positions. 12 

• GRASS ROOTS SAFETY: This program emphasizes safety as a fundamental part of 13 
every task completed by employees.1872 14 

Moreover: 15 

Once on the job, SoCalGas conducts frequent, and in many cases daily, meetings 16 
with its employees to discuss health and safety.  Many of these meetings are led 17 
by UWUA members, who represent the vast majority of SoCalGas safety 18 
committee members.  SoCalGas maintains training programs, produces written 19 
and electronic communications, and has a system for employees to report hazards, 20 
close calls and “near miss” safety incidents.  Job observations are also performed 21 
where employees’ safe behaviors are reinforced and where employees receive 22 
coaching in how to eliminate or improve behaviors that could jeopardize their 23 
safety or that of others.1873 24 

SCG also uses a well balanced mix of external and in-house developed safety training and 25 

materials customized to the unique needs of SCG’s work units and the specific jobs of its 26 

employees.1874  With respect to incident investigations, SCG is already involving Union 27 

employees in its investigations and uses qualified instructors to train many SCG safety 28 

committee members in investigation techniques.1875 29 

The effectiveness of the SCG safety program is supported by recent gains in safety.  For 30 

example, employee injuries, as measured by the SCG rate of OSHA Recordable Injuries and 31 

                                                 
1870 Id. 
1871 Id. at 9. 
1872 Id. at 4-5. 
1873 Id. at 5. 
1874 Id. at 7-8 
1875 Id. at 10. 
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Illness, have decreased dramatically.1876  The 12-month moving average OSHA Recordable 1 

Incident rate has improved about 38%, from 5.8/200,000 hours worked in January 2008 to 2 

3.6/200,000 hours worked in September, 2011.1877  In addition, the 12-month moving average 3 

Lost Time Incident rate has improved approximately 55%, from 2.2/200,000 hours worked in 4 

January 2008 to 1.0/200,000 hours worked in September, 2011.1878 5 

In sum, SCG already has a broad and effective safety program that incorporates UWUA 6 

members and management involvement in furthering its safety culture.  It would not be an 7 

effective use of ratepayer funds, nor would it improve the safety culture at SCG, for the 8 

Commission to mandate that SCG adopt the SOS program.  However, if the Commission decides 9 

to fund additional training, it should allow SCG to determine the specific training to implement, 10 

which, unlike the SOS program, would be effective and more likely to measurably improve 11 

overall safety.  In light of its history in improving safety and its current safety culture, SCG is in 12 

the best position to determine the specific safety programs it uses.  Ultimately the responsibility 13 

for safety falls on management.1879  Moreover, with respect to the specific role of Union 14 

membership in adopting safety programs, that decision is better left to the on-going Gas Safety 15 

Rulemaking proceeding.  That said, SoCalGas appreciates its employees’, including UWUA 16 

members’, active engagement in SCG safety initiatives and their continuing efforts to improve 17 

safety performance, awareness and practices.  Moreover, SCG will continue to engage with 18 

UWUA leadership, employees and management at all levels to improve and expand its safety 19 

programs and practices.1880 20 

30. Conclusion 21 

Applicants believe that they have fully justified and supported their requested Test Year 22 

2012 revenue requirement, as well as associated ratemaking mechanisms for the remainder of the 23 

  24 

                                                 
1876 Id. at 3. 
1877 SCG/Serrano, Exh. 394 (Errata). 
1878 SCG/Serrano, Exh. 393 at 3.   
1879 SCG/Serrano, Tr. Vol. 28 at 3822:16-17. 
1880 Id. at 1. 
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four year rate case cycle.  Applicants therefore request that the Commission promptly approve 1 

the requested relief in this proceeding. 2 
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