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RESOLUTION

Resolution E-3771. Southern California Edison Company requests approval of its 1999 Performance-Based Ratemaking Performance Report, which details revenue sharing calculations and service quality performance rewards for 1999. SCE’s Advice Letter 1449-E is approved.

By Advice Letter 1449-E filed on April 14, 2000. 

__________________________________________________________

Summary

Southern California Edison Company (SCE) filed Advice Letter (AL) 1449-E on April 14, 2000.  This AL provides SCE’s report of its 1999 operational and service quality performance results under its performance-based ratemaking (PBR) mechanism.  SCE reported a total reward of $17.0 million for its performance compared to the PBR’s service quality benchmarks.  The breakdown of the performance rewards is as follows:

Table 1: SCE 1999 PBR Service Quality Performance Rewards

Employee Safety                                                                              $5,000,000    

Customer Satisfaction                                                                   $10,000,000     

System Reliability

      Average Customer Minutes of Interruption (ACMI)                        $0

      Outage Frequency                                                                     $2,000,000

Total Rewards                                                                               $17,000,000

SCE also reported that its 1999 PBR performance did not result in any revenue sharing.  SCE’s 1999 return on equity (ROE) was 11.29%
 while its authorized ROE was 11.6%.  The actual ROE was within a 50 basis point “deadband” around the benchmark ROE, so the revenue sharing mechanism was not triggered. 

This resolution approves SCE’s 1999 PBR Report and the rewards reported in AL 1449-E.  In Resolution E-3712, we found that SCE should demonstrate in its Test Year 2003 General Rate Case (GRC) filing that certain transmission costs (included in SCE’s distribution PBR Reports) are “distribution-related” and reasonable.  We will examine this issue in the SCE 2003 GRC.  

We will also examine the service quality benchmarks proposed by SCE in its 2003 GRC.

SCE’s reward should be recorded in the PBR Distribution Revenue Requirement Performance Memorandum Account. 

Background

The Commission adopted SCE’s PBR mechanism in D.96-09-092.  This mechanism was originally applicable to transmission and distribution (T&D), and it was scheduled to operate until December 21, 2001.  In 1998, SCE’s PBR mechanism was made applicable to only the distribution component of the rates.
  On May 4, 2001 SCE filed a petition to extend and modify its PBR mechanism.  In our D.01-06-038, we extended the PBR mechanism until superseded by Edison’s next GRC.  Then, D. 02-04-055 modified the PBR mechanism until superseded by SCE’s 2003 GRC. This decision adopted a methodology to establish a distribution revenue requirement for the period from June 14, 2001 to December 31, 2001 and for subsequent years.  It also revised the benchmarks for employee safety, customer satisfaction, and system reliability. 

SCE’s PBR mechanism as established in D.96-09-092 consists of a “rate indexing” formula, a revenue sharing mechanism for distributing gains and losses between ratepayers and shareholders, a cost of capital trigger mechanism to adjust the authorized ROE due to changes in interest rates, service quality measures, “z factor” allowances to cover unexpected costs, and a monitoring and evaluation program. 

SCE files an advice letter annually to report its performance under the PBR mechanism.  SCE filed AL 1449-E on April 14, 2000, and reported its performance for the year 1999, which is SCE’s third year operating under the PBR mechanism.

For the first year review, Resolution E-3656 partially approved SCE’s Base Rate Report for 1997 subject to recalculation of the revenue sharing amounts.  The Resolution ordered the removal of fiber optic lease expenses.  SCE exceeded its benchmark ROE due to an increase in sales.  A $5 million reward for employee health and safety was approved.  For SCE’s second year of operation under the PBR, Resolution E-3712 approved the 1998 PBR Performance Report with a modification, and ordered that SCE should demonstrate in its GRC Filing for Test Year 2002 that $76 million in transmission costs included in its operating expenses report are “distribution-related” and reasonable.  That resolution approved $5 million for the employee health and safety reward, $2 million for the electric system reliability reward and $6 million for the customer satisfaction reward.  The customer satisfaction reward was $2 million less than SCE’s requested amount.  D. 01-04-040 subsequently modified Resolution E-3712 on the customer satisfaction reward amount and approved an additional $2 million. 

Notice 

Public notice of this AL was made by publication in the Commission calendar, and by SCE mailing copies of the filings to interested parties, including other utilities and governmental agencies, that appear in the service list to Application 93-12-029. 

Protests

AL 1449-E was not protested.  

DISCUSSION

1. Revenue Sharing

The revenue sharing mechanism distributes net revenues between ratepayers and shareholders when the actual earned ROE is above or below a “deadband” around a benchmark ROE.  The Commission initially established the benchmark ROE, which is then adjusted by a cost of capital trigger mechanism.  The revenue sharing mechanism consists of three sharing bands, symmetric around the benchmark ROE.

In 1999, SCE’s reported ROE
 was 11.29%, 31 basis points less than the benchmark ROE of 11.6%.  This reported ROE was within the deadband of the net revenue sharing mechanism.  Therefore net revenue sharing was not triggered. 

When asked by the Energy Division to provide reasons for not being able to exceed its benchmark ROE, SCE stated:

“PBR provides utility management with an incentive to control costs since the utility retains a portion of PBR net revenues.  This incentive is balanced by the need to maintain service quality, to comply with Commission orders, and to make prudent long-term infrastructure investments.  SCE’s expenditures in 1999 and 2000 balanced these factors.  The level of revenue growth SCE experienced in 1999 and 2000 was not sufficient to offset the growth in SCE’s costs.  Thus, SCE did not earn a return greater than the benchmark ROE.  It should be noted that the current CPI-X escalator with X equal to 1.6% in SCE’s rate-index PBR provides a stringent cost reduction target, well above average electric utility industry productivity growth rates.”

2. Revenues and Operating Expenses
The PBR reports filed by SCE with its annual advice letters do not specifically describe any planned efforts that target efficiency gains or expense reductions. 

In response to an Energy Division data request, SCE stated that 1999 and 2000 recorded operation and maintenance (O&M) expenses reflected cost reduction efforts begun in 1999.  SCE stated that these efforts are discussed in SCE’s 2002 Test Year GRC NOI tendered on July 17, 2000 and accepted for filing on September 13, 2000.  SCE identified the need to reduce its O&M expenses in response to the divestiture of the fossil generation assets and the increased capital requirements for SCE’s distribution system. 

In Exhibit 2 of the same filing SCE stated that the cost reduction program targeted T&D, Customer Accounts, Customer Service and Information (CS&I) and Administrative and General (A&G) accounts.  SCE found the reduction program necessary due to customer and demand growth, increasing costs of system repair and replacement, aging distribution infrastructure, and increasing costs of customer care services. 

“ When we operated as a vertically integrated utility, (i.e., supplying bundled generation, transmission, and distribution services to all customers within our service territory), we had staffed accordingly.  This included A&G expenses associated with various support functions throughout the Company.  Generation divestiture will eliminate the revenues we had previously received.  Therefore, the level of A&G costs we had incurred as a vertically integrated utility would have to be reduced, shifted to our remaining customers, or borne by shareholders.” 

SCE stated that $8 million of the cost reduction target was achieved in 1999.  SCE achieved a cost reduction of $13 million in transmission and distribution expenses and $6.6 million in Customer Services.  Recorded expenses exceeded the target amounts by $3.5 million in CS&I and $8.3 million in A&G expenses.

Tables A-1 and A-2 summarize SCE’s financial and operational performance from 1997 through 1999.  As shown in Table A-1, SCE’s revenues slightly increased in 1999, while total operating expenses increased by only 0.6% in 1999.  The revenue increase has been higher than the update rule
, which indicates that the demand has increased. In fact, SCE’s recorded GWh sales were 76,257 in 1998 and 78,206 in 1999.  For the same years, SCE’s customer count increased from 4,276,976 to 4,321,667. 

2.1. Operating Revenues

SCE’s total distribution related revenue slightly increased (by 0.9%) in 1999 due to slightly higher sales, and slightly higher distribution rates.  The overall revenue increase was dampened by lower “other operating revenue” compared to 1998. 

SCE experienced a 7% decrease in its Other Operating Revenue in 1999, which was explained by the decline in various customer service revenues, the implementation of SCE’s Gross Revenue Sharing Mechanism, and the effects of the electric utility restructuring.  SCE stated that Gross Revenue Sharing Mechanism excluded some PBR revenues and electric utility restructuring resulted in reduced PBR revenues for transmission of electricity.  In addition, fewer customers paid their bills beyond the due date, which resulted in a decline in late payment charges. 

2.2. Distribution, Customer Accounts and A&G Expenses

Overall, total operating expenses increased by only 0.6% in 1999 from 1998.  However, significant changes occurred within various categories of expenses.  

Distribution O&M expenses decreased by 12% from 1998.  SCE attributed most of the decrease in expense to a decrease in breakdown maintenance due to mild weather and miscellaneous decreases such as efficiencies gained through the use of contract crews.

 Customer accounts expenses increased by another 15% in 1999 after increasing by 66% in 1998.  SCE explains the 1999 increase as follows:

1. Labor costs increased by $6.1 million in the Billing and Phone Center areas due to the continued implementation of the new Customer Service Information System
 (CSS).

2. Pension and Benefits (P&B) increased by $10.2 million due to the increase in labor mentioned above and an increase in the internal P&B rate.

3. Information and Technology (IT) expenses, billed through the Internal Market Mechanism
 (IMM) process, increased by $13.8 million due to an increase in remote terminal systems costs related to continued CSS implementation and other systems support. 

4. Miscellaneous expenses increased by $3.3 million due to increases in policy adjustments, postage, and phone bills.

SCE reported an 8% increase in administrative and general (A&G) expenses in 1999 after reporting a 44% decrease in 1998.  SCE attributed the 1999 increase mainly to SCE’s Results Sharing Program
 expenses, which increased by $20 million.  The increase was offset by a decline of $7.0 million due to higher A&G capitalized amounts.

The main reason Customer Accounts (CA) expense increased by such a large amount (and A&G expenses decreased) in 1998 is that SCE began recording certain A&G expenses in non-A&G accounts such as Distribution and Customer Accounts for internal management reporting.  In 1998 the total amount of formerly A&G expenses allocated to distribution expenses was $63 million and the amount allocated to customer accounts was $70 million.  The following breakdown shows the allocation in 1999 of P&B, payroll taxes and IMM expenses to Distribution and Customer Accounts expense.

Table 2: Allocation of P&B, IMM, and Payroll Tax Expenses to Distribution and Customer Accounts in 1999 

($ million)

	
	P&B
	IMM
	Payroll Taxes
	Total

	Distribution
	23.0
	36.4
	3.5
	62.9

	Customer Accounts
	41.9
	46.3
	6.3
	94.5

	A&G
	(64.9)
	(82.7)
	n/a
	(147.6)


2.3. Employee Incentive Rewards

A significant portion of A&G expense is related to employee incentive rewards, many of which seem to be directly or indirectly tied to PBR and other incentives.  Of total A&G expenses, $56.8 million (32.3%) was the amount of total company employee incentive awards.  This amount included $47 million for the Results Sharing Program, $7.2 million for the Executive Incentive Program, $0.6 million for Major Customer Division incentives, $0.4 million for the Edison Pipeline and Terminal Company Incentive Plan, and $1.6 million for the Awards to Celebrate Excellence (ACE).  In 1998, the total A&G expense related to employee incentives was $34.5 million. 

SCE has three company-wide employee cash incentive programs as described below:

· The Results Sharing Program compensates employee job performance in relation to the business unit, and company performance.  It is based on measurable business goals, including customer service, employee safety, cost savings, teamwork, and innovation. 

· The Management Incentive Program is based on the same principles but provides higher target and maximum awards.  Senior-level managers, attorneys, and project managers who are not executives are eligible for this program. 

· The Executive Incentive Compensation Program covers all executives and rewards corporate goal achievement in areas such as financial performance, operational excellence, and growth in utility value. 

SCE also provides the following incentive programs that are funded by individual business units:

· The Major Customer Division (MCD) Incentive Compensation Plan covers certain managers in individual business units such as Manager 1, Account Manager Program, and Account Executive, and rewards employees for team and individual performance in the following areas: 

· growing and retaining electric load that meets or exceeds annual targets,

· improving shareholder value by creating a future stream of Other Operating Revenue from signed contracts in which MCD has had significant involvement, 

· maintaining a high level of customer satisfaction measured by survey results. 

· The Power Delivery Safety Recognition Program for the Transmission and Distribution Business Unit covers both field and office job classification and rewards employee for preventing OSHA recordable industrial accidents and other performance errors.  Employees receive a reward of $50 if they maintain a record of zero industrial accidents for a calendar year.  In addition, teams receive a reward of $400 for each member upon achieving a record of zero industrial accidents for a calendar year. 

· The Southern California Edison Company Incentive Program for Edison Pipeline and Terminal Company rewards employees for achieving non-utility gross revenue and net income targets, meeting or exceeding environmental compliance goals, and prudently managing capital budget resources. 

Finally, Awards to Celebrate Excellence (ACE) recognize special one-time efforts that help SCE meet its business goals.  In this program, employees may receive points and can redeem them for items in a gift catalogue. 

2.4. Customer Service and Information Expenses

SCE reported 1999 customer services and information (CS&I) expenses of $41,154,000, which is 29% higher than the 1998 reported expense.  SCE attributed this increase to the result of increased Real Properties and Information Technologies IMM charges, increased labor and pension benefits associated with customer care, energy efficient load building activities and increased pension and benefits rate. 

2.5. Transmission Expenses

In its 1999 PBR Report, SCE included certain transmission expenses in the amount of $67,889,000 as PBR operating expenses.  This amount included O&M expenses related to the transmission for certain 115kV and below transmission facilities that are not under the control of the ISO.  (In SCE’s 2003 GRC application, SCE refers to these facilities as “sub-transmission” facilities.)  In D. 96-09-092, we did not specifically assign “transmission” expenses to distribution PBR expenses.  When asked by the Energy Division to provide an explanation for the allocation of transmission expenses to the distribution PBR, SCE stated:

“The methodology used to assign 1999 and 2000 transmission costs to distribution is based on SCE’s cost separation methodology employed in the 1998 FERC rate case (Docket No. ER97-2355-000) and used by CPUC in its ratesetting Decision 97-08-056. This methodology assigned 75.703% of transmission expenses to distribution categories.”

In Resolution E-3712 the Commission stated:

“We have not reviewed or authorized the inclusion of these transmission costs as PBR expenses. In D. 97-08-056, we adopted the utilities’ proposed Distribution Revenue Requirement on an interim basis, pending the decision from the FERC for the utilities’ transmission GRCs.  The FERC issued its first decision for SCE’s transmission GRC (FERC Docket No. ER97-2355-000) on March 31, 1999, and its second decision on July 26, 2000. We agree with the Energy Division’s recommendation on this issue.  SCE should therefore demonstrate the reasonableness of these transmission costs, and that these costs are distribution related, in its 2002 GRC before they are authorized as PBR expenses.”

Consistent with Resolution E-3712, SCE should demonstrate in its 2003 GRC proceeding that the 1999 transmission costs that are included with its distribution PBR operating expenses are distribution related and reasonable.
 

Transmission expenses decreased by 11% in 1999. SCE explained that the reduction was again partly related to milder weather and to the reassignment of substation operators’ time from transmission to distribution. 
3. Cost of Capital Trigger Mechanism

D. 96-09-092 established a cost of capital trigger mechanism to adjust SCE’s authorized ROE for changes in bond rates and to adjust PBR Base Rates to account for changes in the authorized ROE.  Moody’s Long Term Corporate Bond Yield Average for Aa Public Utilities is the basis for the bond rate benchmark.  In D. 96-09-092, the Commission adopted a trigger value of 7.5% as a benchmark bond rate.  If the AA Utility Bond Rate average for the 12 months from October through September is 100 basis points or more from the benchmark, an equity return adjustment equal to half the amount of this change in bond rates is applied.

SCE reported that the AA Utility Bond Rate for the 12-month period ending September 1999 was 7.23%.  This rate is less than 100 basis points below the benchmark of 7.5%; therefore the trigger mechanism was not activated.

4. Service Quality Performance 

The SCE PBR mechanism provides incentives for higher performance in the areas of employee health and safety, customer satisfaction, and electric service reliability.  In AL 1449-E, SCE requested incentive awards of $17 million for its 1999 performance in these areas.  SCE’s service quality performance for 1997 through 1999 is shown in Table A-2 of the Appendix. 

4.1. Employee Health and Safety

The frequency of all industrial injuries and illnesses determine SCE’s performance benchmark in the area of employee health and safety.  The rating is measured in terms of the number of injuries and illnesses per 200,000 hours worked.  SCE’s PBR benchmark for employee health and safety is 13.0 per 200,000 work hours.  There is a 0.3 unit deadband around the benchmark.  For the 1999 period, SCE’s performance resulted in a rating of 6.4 per 200,000 work hours.  Each unit of the performance rating above (or below) the deadband earns a $555,600 penalty (or reward).  SCE has calculated a reward of $5 million associated with this measure. 

The Energy Division requested the list of all injuries and illnesses included in the frequency rate index calculation. SCE reported 227 first aid accidents, 231 lost time accidents, 245 non-lost time accidents, and 110 restricted duty accidents for a total of 813.
 Three fatalities due to a helicopter crash
 were reported. 

In response to an Energy Division data request, SCE stated that it has implemented a number of safety program improvements since 1995.  SCE lists key elements of these programs as follows:

1. Establishment of corporate and business unit safety goals that target improvement in the frequency rate of industrial injuries and illnesses.

2. De-centralization of safety professionals from a centralized safety group to the business units. 

3. Creation of Corporate Safety Council that meets monthly to discuss and develop safety policies that are applicable to all SCE employees. 

4. Implementation of grass roots safety teams, which represent bargaining unit employees.

5. Conducting field audits by auditors from SCE’s Corporate Audits Department on safety and health issues. 

6. Training of employees on safety practices and procedures. 

7. Establishing joint SCE/IBEW Committees to address safety issues related to various work methods or occupations. 

The total number of safety professionals working for SCE in 1998 was 45.  In 1999, the number of safety professional went up to 49.  SCE professionals provided the majority of the safety training.  Consultants and contactors were used on a limited basis.

We have been concerned with SCE’s safety practices and established an Order Instituting Investigation (OII) 01-08-029 to look into the matter.  The Commission identified 37 accidents that occurred on SCE property during 1998 through 2000, which were investigated by Consumer Services Division, and involve violations of Public Utility Commission’s General Order (G.O.) 95, G.O. 128, or G.O. 165.  Among the accidents under investigation that caused bodily injury,  some of them took place in 1999. 

On February 4, 2002, SCE filed a petition for a writ of mandate in the California Court of Appeal.  Our investigation was temporarily stayed pending further order from the California Court of Appeal. Edison’s petition was recently denied and the Court dissolved its order to stay the investigation.   Rulings on March 1, 2002 and May 30, 2002 revised the schedule for the investigation. 

In a separate proceeding, D. 02-04-055 found that SCE’s performance in its employee safety incentive program exceeded the current safety benchmark by a wide margin.  Therefore, the benchmark for the safety incentive mechanism for 2002 will be updated by using data for the seven years 1994-2000.

4.2. Customer Satisfaction

In SCE’s PBR mechanism, customer satisfaction is measured by conducting telephone surveys among customers who have recently been involved in a transaction with SCE in four areas of customer services: telephone center, field delivery, service planning, and local business offices and authorized payment agencies that comprise the in-person services category.  Customers involved in each of these transactions are randomly selected.  SCE explains that the sample selection process is designed so that a customer is not contacted more than once within a one-year time frame for interviewing, with the exception of Service Planning and Construction crew work order customers. These customers are not contacted more frequently than every three months. 

The customer satisfaction rating is expressed as the percent of responses that indicate that the customer was “completely satisfied” or “delighted” with SCE’s performance.  These two categories are the top two of six potential responses.  The customer satisfaction benchmark is 64% with a deadband of 3%, i.e. from 61% to 67%.  For each percentage point SCE scores above (or below) the deadband, a reward (or penalty) of $2 million is earned, up to a maximum reward (or penalty) of $10 million.

SCE continued to improve its customer satisfaction scores in 1999 and reported an average score of 72%, which corresponds to an award of $10 million. As shown below, the scores received for telephone center operations, field delivery, service planning, and in-person services are 72%, 66%, 77%, and 75%, respectively. 

Table 3: SCE 1999 Customer Satisfaction Scores

	Service Function
	Score

	
	1992
	1997
	1998
	1999

	1. Telephone Center Operations
	62%
	69%
	72%
	72%

	2. Field Delivery
	59%
	61%
	66%
	66%

	3. Service Planning
	66%
	64%
	69%
	77%

	4. In-Person Services

	
	68%
	75%
	75%

	     A. Business Office
	69%
	82%
	83%
	84%

	     B. Automatic Payment Agencies
	
	68%
	75%
	74%

	Overall Score
	64%
	66%
	71%
	72%


Table A-3 in the Appendix shows more detail on the survey size and results. 

In response to an Energy Division data request, SCE explained that it continued customer satisfaction programs throughout 1999 that improve employee communication, implement cross-functional process improvement initiatives
, and provide training.  SCE improvements implemented in 1999 and 2000 included: 

1. Adding a new position of Customer Satisfaction Manager to be responsible for improving customer satisfaction. 

2. Developing a new position of Design Service Representative, with added responsibilities focused on communicating with customers.

3. Giving customers requested construction dates. 

4. Strengthening cross-functional teamwork between Planning and Construction departments to be able to deliver customer requested dates.

5. Expanding communication with customers explaining what work was done and seeking immediate feedback from customers on the work performed. 

6. Increasing accessibility for customers to contact Design Services employees. 

7. Forming employee customer satisfaction teams to identify improvement opportunities. 

SCE also reported the following improvements in employee communications to customers:

1. During power outage calls, more frequent status updates are given from the field in order for the call center to provide customers calling in with more timely information.

2. When field appointments are made, customers are called before arrival of the SCE crew. Once the work is completed on site, customers receive an explanation of what was done, and depending on the work completed, a follow up call is made to ensure that the problem was solved. 

3. Recognition of employees who demonstrate outstanding service quality is communicated throughout SCE. SCE instituted Customer Hero program, which recognizes employees when customers send a letter commending the employee’s performance.

SCE stated that employees were offered classes to strengthen their customer interaction skills, and field service representatives received specialized training on how to work with difficult service delivery situations such as service disconnection and reconnection.

4.3. Electric System Reliability

Electric system reliability is measured by two standards under the PBR mechanism: the Average Customer Minutes of Interruption (ACMI) and the Outage Frequency.  The ACMI measures customer service interruptions by average minutes of service interruption per customer, excluding all interruptions from events that last more than five minutes in a 24-hour period.  Edison reported that there were no excludable events in 1999. 

For 1999, the ACMI benchmark is a two-year rolling average of 56 minutes with a deadband of 6 minutes, i.e. from 50 to 62 minutes.  For each minute SCE performs above (or below) the deadband, a penalty (or reward) of $1 million is earned, up to a maximum of $18 million.  

SCE’s ACMI reliability performance improved to 50 minutes in 1999 from 65 minutes in 1998.  The two-year rolling average over the last two years was 57 minutes.  SCE explained that weather was the main cause of the decline in the duration of interruptions.  Relatively calm weather occurred in 1999 while El Nino weather patterns caused severe weather conditions in 1998.   However, the two-year average ACMI index was within the deadband
 and no reward was earned. 

SCE reported that it had a number of capital improvement programs in place to maintain service reliability.  These programs included distribution preventive maintenance, wood pole replacements, distribution annual circuit review, distribution underground cable replacement, distribution switch replacements, circuit breaker replacements, bulk power circuit breaker replacement, and power transformer bank replacements.  SCE spent  $102,450,000 in 1999, and $69,250,000 in 1998 for the implementation of these programs. 

Outage frequency measures the number of circuit interruptions excluding all events that have duration of more than 5.0 minutes of ACMI.  It is calculated as the rolling average of two successive years.  It has a performance standard of 10,900 interruptions with a deadband of 1,100 on both sides of the standard, in which there is no reward or penalty.  SCE reported that it earned a reward of $2 million for the outage frequency performance.  Outage frequency performance improved in 1999 to 9,107 interruptions, compared to 9,913 in 1998.  The two-year rolling average was 9,510. 

5. SCE Overall PBR Performance 

Here we make a few observations regarding SCE’s overall PBR performance.

We are concerned about the trend in benefits ratepayers are receiving from the established PBR mechanism. As Table A-2 of the Appendix shows, revenue sharing occurred only in the first year of the PBR mechanism (1997), and this occurred primarily due to an increase in sales.   On the other hand, while SCE has almost earned its authorized ROE in 1998 and 1999, it also earned large service quality performance rewards.  SCE earned $15 million in service quality rewards in 1998 and $17 million in 1999.  The Energy Division reports to us that this trend has basically continued in 2000 and 2001.  For its 2000 PBR performance, SCE again reported no revenue sharing for ratepayers, while it is requesting $19 million in service quality incentive awards.  For its 2001 PBR performance, SCE’s ROE had fallen so low that it is requesting that ratepayers share in the revenue loss under its PBR.  Yet SCE is requesting $18 million related to its service quality incentive awards in 2001.  (We will address SCE’s 2000 and 2001 PBR performance in greater detail in future resolutions.) We note that a similar trend is occurring under SDG&E’s base rate PBR.

SCE’s distribution rates increased by only 0.35% effective January 1, 1999 using the PBR update formula.   Transmission and distribution rates were increased by 0.27% at the beginning of 1998, and by 1.83% in 1997 under the PBR.  It would be speculative to assess what the rates would have been under cost-of-service ratemaking.   The SCE PBR has helped to dampen rate increases below inflation rates, but it has not brought about substantial improvements in SCE’s ROE, which would have resulted in ratepayer revenue sharing.  Quality of service in electric service reliability, customer satisfaction, and employee health and safety has improved compared to historical benchmarks, but SCE ratepayers have rewarded tens of millions of dollars to shareholders for these improvements.

While SCE’s 1999 PBR Report is in compliance with D.96-09-092, we have concerns whether the mechanism is meeting its objectives as specified in that decision.  We have not been provided with convincing evidence that shows whether: 1) SCE is showing serious effort to reduce its costs and because of some other factors, e.g. market volatility, inclement weather, these efforts are not achieving the intended results, or 2) SCE is simply preferring to work on the improvements that will grant incentive awards and avoiding planning for cost reduction that are harder to achieve. 

Providing high quality service to customers is the duty of the service provider. While rate increases have been dampened, SCE’s cost reduction efforts have not been substantial enough to provide ratepayers with revenue sharing credits beyond 1997, and have paid tens of millions of dollars to shareholders for service quality improvements.   We believe that the revisions mandated by D.02-04-055 will provide SCE with more challenging benchmarks, and we will closely examine SCE’s proposed service quality measures in its 2003 GRC.  Furthermore, we believe that if SCE is to continue operating under a PBR mechanism, SCE should conduct a willingness-to-pay or value-of-service study to measure whether its ratepayers are willing to pay for service quality improvements as much as they have been paying in the last three years. 

Finally, we are concerned that SCE ratepayers are “double” paying for service quality improvements.  As explained earlier, SCE’s A&G expenses cover employee incentive cash awards.  Table 4 shows the amounts of incentive awards recovered over the years.  We should note that some of these incentives are directly or indirectly tied to service quality awards established within the PBR mechanism.  For instance, in response to an Energy Division data request, SCE stated that: 

“One of the key elements of the safety program is the establishment of corporate and business unit safety goals that target improvement in the frequency rate of industrial injuries and illnesses. The goals are included in the SCE Results Sharing Program.”

Accordingly, ratepayers are not only paying for the safety incentive award of $5 million, they are also paying for $47 million of Results Sharing Program, a certain portion of which is used to motivate employee safety. We suspect that there is an overlap between employee incentive awards and PBR service quality performance awards and this should be addressed in SCE’s next PBR Application. Ratepayers should not be expected to provide financial incentive to shareholders as well as employees for better service quality. 
Table 4: Company Incentive Awards Allocated to PBR ($million)

	
	1997
	1998
	1999

	Results Sharing
	23.8
	27.6
	47.0

	Executive Incentive Program

(Non-Officer Executives)
	2.0
	2.4
	3.5

	Executive Incentive Program (Executive Officers)
	2.8
	3.1
	3.7

	Major Customer Division Incentive
	0
	0.2
	0.6

	Edison Pipeline & Terminal Company Incentive Plan
	0.2
	0.4
	0.4

	ACE
	0.0
	0.8
	1.6

	Total
	28.8
	34.5
	56.8


6. Data Provision

Pursuant to D. 98-08-015, SCE reported the frequency of circuit interruptions resulting from the failure of the types of equipment listed in General Order 165 and from cable connections.  This data excluded all circuit interruptions occurring during the events that have a circuit interruption duration totaling more than five minutes of ACMI.  SCE reported that they experienced a total of 1062 circuit interruptions due to the failure of transformers, switching/protective devices, regulators/capacitators, OH conductors, UG cables, UG terminations, street lighting, and wood poles. 

Pursuant to D.99-12-035, SCE reported data relative to busy conditions on inbound customer telephone trunk lines, streetlight repairs, service guarantee commitments, and customer service erroneous disconnects.  SCE reported that, for the street light outages not caused by a source energy feed problem, 98.9% of the repairs were made within three days and 99.7% of the repairs were made within five days.  About 92% of the repairs were made within 17 days for street light outages caused by a source energy feed problem. 

SCE reported the percentage of time all primary inbound trunk lines at Edison’s call center were busy.  The monthly percentages varied from zero to 0.04%.  SCE also reported 1293 erroneous customer service disconnections, 1085 of which were credit-related. 

SCE reported that there were 1363 instances where the service guarantee commitment was not met when installing a new meter, restoring service within 24 hour of notification, or responding quickly to service disruptions.  SCE paid out $68,150 to customers under the service guarantee program. 

7. Summary
The Energy Division has reviewed SCE’s PBR revenue sharing calculations and results of operations, as well as SCE’s reported service quality performance results.  With the possible exception of “sub-transmission” expenses being included as PBR operating expenses, the Energy Division concurs with SCE’s calculations.  We are troubled by certain aspects of SCE’s PBR results, but we believe SCE’s 1999 PBR Report and its reported PBR service quality rewards should be approved.   SCE has not yet applied for an extension of its entire base rate PBR for the period beyond their 2003 GRC approval.  The Energy Division recommends that the information presented in this resolution be considered should SCE apply for an extension of their base rate PBR.  SCE has applied for the approval of certain service quality benchmarks and incentives in its 2003 GRC, and we will closely examine SCE’s proposals in that proceeding.  We will also review SCE’s past “sub-transmission” expenses to verify that they are acceptable as PBR operating expenses and reasonable.

Comments

Public Utilities Code section 311(g)(1) provides that this resolution must be served on all parties and subject to at least 30 days public review and comment prior to a vote of the Commission. Section 311(g)(2) provides that this 30-day period may be reduced or waived upon the stipulation of all parties in the proceeding.

The 30-day comment period for the draft of this resolution was neither waived nor reduced.  Accordingly, this draft resolution will be mailed to SCE for comments, and will be placed on the Commission’s agenda no earlier than 30 days from the mailing date. 

Findings

1. SCE filed AL 1449-E on April 14, 2000 along with its 1999 Performance Report, which summarizes SCE’s 1999 performance under its PBR mechanism. 

2. AL 1449-E was not protested.

3. SCE’s reported ROE was 11.29% while the authorized ROE was 11.6%. The revenue sharing mechanism was not triggered.

4. We have been concerned with SCE’s safety practices and established 

OII. 01-08-029 to look into 37 accidents that occurred on SCE property during 1998 through 2000. Some of the accidents under investigation that caused bodily injury are applicable to 1999.

5. We should approve  $17 million in rewards for SCE’s PBR performance in the areas of employee safety, system reliability, and customer satisfaction.

6. SCE’s reward amount should be recorded in the PBR Distribution Revenue Requirement Performance Memorandum Account.

7. We should approve SCE’s 1999 PBR Report, with an effective date of today. 

8. We should closely examine the benchmarks for SCE’s service quality incentives in SCE’s 2003 GRC proceeding.

9. We should verify that certain 1999 transmission costs included with SCE’s 1999 PBR operating expenses are “distribution-related” and reasonable in SCE’s 2003 GRC proceeding. 

THEREFORE, IT IS ORDERED THAT:

1. SCE’s PBR Report for 1999, as submitted with AL 1449-E is approved, subject to the final review of its transmission costs in SCE’s 2003 GRC proceeding.

2. A total service quality reward of $17 million is approved. 

3. This resolution is effective today. 

I certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on August 8, 2002; the following Commissioners voting favorably thereon: 







_____________________









 WESLEY M. FRANKLIN







 

       Executive Director

     APPENDIX

Table A-1: SCE PBR Results of Operation

($000)

	
	1997
	1998
	1999
	Change

in 1998
	Change 

in 1999
	% Change in 1998
	% Change   in 1999   

	Total Revenue
	2,025,927
	1,873,166
	1,897,105
	(152,761)
	23,939
	(7.5)
	1.3

	Other Operating Revenue
	122,024
	105,625
	98,704
	(16,399)
	(6,921)
	(13.4)
	(6.6)

	Total Operating Revenues
	2,147,951
	1,978,791
	1,995,809
	(169,160)
	17,018
	(7.9)
	0.9

	Transmission
	70,425
	76,132
	67,889
	5,707
	(8,243)
	8.1
	(10.8)

	Distribution
	172,299
	277,127
	243,964
	104,828
	(33,163)
	60.8
	(12.0)

	Customer Accounts
	136,580
	227,298
	260,734
	90,718
	33,436
	66.4
	14.7

	Uncollectibles
	4,833
	4,827
	5,842
	(6)
	1,015
	(0.1)
	21.0

	Customer Service & Information
	n/a
	31,908
	41,154
	31,908
	9,246
	n/a
	29.0

	Administrative & General
	290,274
	163,435
	175,949
	(126,839)
	12,514
	(43.7)
	7.7

	Franchise Fees
	28,738
	12,950
	17,173
	(15,788)
	4,223
	(54.9)
	32.6

	Depreciation
	409,936
	404,387
	423,477
	(5,549)
	19,090
	(1.4)
	4.7

	Taxes Other
	89,104
	67,788
	63,383
	(21,316)
	(4,405)
	(23.9)
	(6.5)

	Taxes Income
	326,008
	207,054
	182,236
	(118,954)
	(24,818)
	(36.5)
	(11.7)

	Total Operating Expenses
	1,502,749
	1,472,906
	1,481,801
	(29,843)
	8,895
	(2)
	0.6

	Net Revenue
	645,202
	505,885
	514,009
	(139,317)
	8,124
	(21.6)
	1.6

	Rate Base
	6,203,889
	5,453,545
	5,503,929
	(750,344)
	50,384
	(12.1)
	0.9

	ROR (%)
	10.40
	9.28
	9.34
	
	
	
	

	ROE (%)
	13.50
	11.16
	11.29
	
	
	
	

	Sales (GWh)
	
	76,257
	78,206
	
	
	
	

	Customer Count
	
	4,276,976
	4,321,667
	
	
	
	


Table A-2: SCE PBR Reported Performance Results

($million)

	
	1997
	1998
	1999

	
	Adopted
	Adopted
	Reported

	
	
	
	

	Actual ROE
	13.50%
	11.16%
	11.29%

	Authorized ROE
	11.60%
	11.60%
	11.60%

	
	
	
	

	Ratepayer Sharing
	$40.56 
	0
	0

	
	
	
	

	Service Reliability
	
	
	

	ACMI

 Actual (minutes)
	56
	65
	50

	ACMI Benchmark
	
	58
	56

	2-year ACMI Average
	n/a
	60
	57

	Reward/(Penalty)
	n/a
	0
	0

	Max Reward
	
	34
	32

	Max Penalty
	
	82
	80

	Outage Frequency Recorded
	8987
	9913
	9107

	Benchmark
	
	10900
	10900

	Two-year Actual Average
	n/a
	9450
	9510

	Reward/(Penalty)
	n/a
	$2 
	$2 

	Max Reward
	6,682
	6,682
	6,682

	Max Penalty
	15,118
	15,118
	15,118

	
	
	
	

	Customer Satisfaction
	
	
	

	Recorded
	66%
	71%
	72%

	Benchmark
	64%
	64%
	64%

	Reward/(Penalty)
	0
	$8 
	$10 

	Max Reward
	72%
	72%
	72%

	Max Penalty
	56%
	56%
	56%

	
	
	
	

	Health & Safety
	
	
	

	Actual Performance
	10.1
	7.9
	6.4

	Benchmark
	13
	13
	13

	Reward/(Penalty)
	$5 
	$5 
	$5 

	Max Reward
	11.8
	11.8
	11.8

	Max Penalty
	14.2
	14.2
	14.2

	Total Awards
	($35.56)
	$15
	$17


Table A-3: Customer Satisfaction Survey Results

Area/Transaction                               Sample Size(      Transaction Weighting   Score

	Telephone Center
	3,137
	100%
	72%

	Turn On/Off ((
Billing Inquiry

Credit/Extension((
Commercial&Industrial

Other

Hispanic

Voice Response Unit
	524

267

712

708

262

410

254
	14%

14%

14%

14%

14%

14%

14%
	80%

60%

75%

66%

68%

83%

72%


	Field Delivery
	5,090
	100%
	66%

	Meter Read

Turn Off

Collection

Disconnect

Billing Inquiry
	2,597

630

619

620

624
	20%

20%

20%

20%

20%
	75%

79%

71%

46%

60%


	Service Planning
	1,869
	100%
	77%

	Planning/Approval

Scheduled/Work in Progress

Completed
	287

814

768
	23%

43%

34%
	68%

78%

83%


	In Person Services(((
	4,598
	
	75%

	
	
	
	

	Business Offices Rural
	1,021
	100%
	84%

	Turn On/Off((
Deposit

Energy Payment

Credit/Extension((
Reconnect
	302

202

200

177

140
	20%

20%

20%

20%

20%
	83%

85%

88%

91%

73%

	
	
	
	

	Authorized Payment Agencies
	3,577
	100%
	74%

	Turn On/Off

Deposit

Energy Payment

Credit/Extension

Reconnect
	524

438

1,448

712

455
	20%

20%

20%

20%

20%
	80%

71%

75%

75%

70%


Overall ((((                                         14,694                                                              72%

( The sample size reflects the number of survey respondents excluding those who answered, “don’t know” to the Overall Satisfaction question. This is consistent with how satisfaction scores in previous years were calculated. 

(( Transaction is measured for telephone center but reflected in both telephone center and APA areas. 

((( In-Person Services is a weighted score of 5% Business Offices and 95% APA’s.

(((( Overall is a weighted score of 25% Telephone Center, 25% Field Delivery, 25% Service Planning, and 25% In-Person Services. 

� SCE reported an ROE of 11.31% in AL 1449-E, then due to revisions in certain expenses SCE revised its ROE to 11.29% in response to Energy Division’s data request. 


� In AL 1344-E, SCE excluded revenues and costs associated with ISO-controlled transmission facilities from its distribution rates.


�  i.  The inner band covers 50 basis points around the benchmark, where shareholders receive all net          revenue gains or losses.


   ii. The middle band covers 50 to 300 basis points around the benchmark, where shareholders’ marginal share of gains or losses rises from 25 to 100 percent.


iii.  The outer band covers 300 to 600 basis points around the benchmark, where shareholders receive all marginal gains or losses.


�  The recorded ROE is basically calculated by subtracting total operating expenses from total distribution revenues, and then dividing the result by the recorded distribution common equity, which is the recorded distribution rate base multiplied by the fractional share of common equity. 





� SCE’s Response to Question No. 6 in Energy Division Data Request #3.


� Each year the distribution rates are updated with a rule, which incorporates change in the consumer price index, less the productivity rate authorized by the Commission. SCE reported an update factor of 1.0035 in AL 1345-E-A for 1999. 


�  CSS is the new customer service relationship management system SCE began to implement when it replaced its 30-year-old system in 1998. 





� The IMM is the internal process through which SCE manages the products and services provided to business units such as IT, Real Properties, Business Resources, Transportation, and Security. With this framework SCE charges joint or indirect costs for internal services to internal customers based on actual customer usage. The mechanism was first implemented in 1998. Service providers for this mechanism include Payroll, Human Resources, Claims, Environmental Affairs, Information Technology, Accounts Payable, Procurement, Corporate Real Estate, Accounts Receivable, Transportation, Business Resources, Security, Property Valuation, Occupational Health and Safety.





�  The Results Sharing Program is one of the three company-wide cash incentive programs. 


� In D.01-06-039 we delayed the SCE GRC from 2002 to 2003.


�  SCE defined these classifications as follows: 


First aid accidents: Accidents that result in a one-time treatment of minor occupational injury and follow-up observations. These include minor scratches, cuts, and burns, splinters, etc. even if administered by a medical professional or physician. Procedures such as X-rays can be first aid if used to eliminate possibly more serious injury. 


Lost time accidents: Accidents that result in injuries serious enough to require at least one whole day away from work after the date of the incident.


Non-lost time accidents: Accidents that result in injuries not serious enough to require at least one whole day away from work after the date of the incident.


Restricted duty accidents: Accidents that result in injuries in which an employee is unable to perform all or any part of their job duty during any or of their shift.


�   Three Edison employees, one pilot and two passengers, were on a helicopter flight from Irvine to Catalina for a business meeting on May 28, 1999. The National Transportation Safety Board (NTSB) determined the possible cause of the accident as the pilot’s loss of control due to poor weather condition. The pilot held a commercial pilot certificate for rotorcraft helicopters.  NTSB examined the wreckage and did not find any mechanical malfunction. 


� APAs and Business Offices comprise the In-Person Services category. They are weighed by 95% and 5%, respectively to obtain the weighted average for In-Person Services measure. 


�  SCE stated that it implemented cross-functional process improvements such as:


Continually improving its focus through managerial attention, with establishment of the Customer Satisfaction Guidance Team that oversees efforts across functional organizations.


Improving its use of customer satisfaction research and customer complaints to identify problem areas, conduct root analysis, and address solutions that would eliminate the problems.


� The ACMI has a performance standard of 59 minutes for 1997 and declines by two minutes per year. The standard has a deadband of 6 minutes on both sides in which there is no reward or penalty. 


� We should note that the above year-to-year figures are not directly comparable. The 1997 data includes a full year of nongeneration operations. Financial information for 1998 reflected nongeneration expenses until the end of March and distribution expenses for the rest of the year. In addition, SCE implemented its IMM mechanism in 1998, which caused shifting of expenses from A&G to other accounts for internal reporting purposes. Also, SCE moved certain other operating revenue outside of PBR in the fourth quarter of 1999 as a result of the Non-Tariffed Products and Services decision. 
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