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RESOLUTION

Resolution E-3730.  San Diego Gas & Electric Company (SDG&E) requests approval of its performance-based ratemaking report for 1999, which details revenue sharing calculations and performance rewards and penalties for the subject year.  SDG&E’S Advice Letter 1221-E-A/1192-G-A is approved with an effective date of today.

By Advice Letters 1221-E/1192-G filed March 15, 2000 and 1221-E-A/1192-G-A filed June 21, 2000. 
__________________________________________________________

Summary

This Resolution approves SDG&E’s Distribution Performance-Based Ratemaking (PBR) Mechanism Final Performance Report for 1999 (PBR Report).  The PBR Report was submitted with SDG&E Advice Letter (AL) 1221-E-A/1192-G-A, in compliance with Decision (D.) 99-05-030.  The PBR Report provides SDG&E’s summary of 1999 performance under its base rate PBR mechanism, including SDG&E’s revenue sharing calculations and information about SDG&E’s rewards and penalties pursuant to the mechanism’s employee safety, electric reliability, customer satisfaction, and call center responsiveness components. 

SDG&E calculated a 1999 rate of return (ROR) subject to sharing of 9.28%.  This ROR is 23 basis points above the authorized ROR, but within the revenue sharing “deadband”.  Under SDG&E’s PBR, ratepayers do not share any of the gain associated with performance above the authorized ROR but within the deadband.   

In AL 1221-E-A/1192-G-A, SDG&E reported that shareholder rewards result from its safety, electric reliability, and call center performance and that a shareholder penalty results from its customer satisfaction performance.  SDG&E’s 1999 performance results in a net performance reward of $9,695,000.

The following performance rewards/(penalties) are approved:

ELECTRIC DEPARTMENT


Performance Rewards/(Penalties)  


Employee Safety







$1,131,500



Customer Satisfaction


            


$ (219,000)

Call Center Responsiveness





$  489,100



System Reliability                              

System Average Interruption Duration Index (SAIDI) 
 
$3,025,000

System Average Interruption Frequency Index (SAIFI)

$3,750,000

Momentary Average Interruption Frequency Index (MAIFI) 
$1,000,000


Total Electric Department
           



$9,176,600

GAS DEPARTMENT


Performance Rewards/(Penalties)


Employee Safety







$418,500


Customer Satisfaction


            


($ 81,000)


Call Center Responsiveness





 $180,900


Total Gas Department



         
  
$518,400

The rewards will be recorded in the electric and gas Reward and Penalty Balancing Accounts (RPBA). 

No protests were received.

Background

SDG&E’s current base rate PBR was adopted by the Commission in D.99-05-030.  SDG&E formerly operated under a PBR during 1994 through 1998, referred to herein as the “original SDG&E PBR”,  applicable to the total electric and gas departments, including electric generation and transmission.  The new PBR is applicable to SDG&E’s electric distribution and gas departments.  The 1999 authorized revenue requirements for these departments were established in D.98-12-038.   SDG&E’s PBR establishes the method by which the Company’s authorized electric distribution and gas transportation rates are adjusted on an annual basis.  A revenue sharing structure is also established to provide a sharing of revenues with ratepayers if SDG&E achieves an actual ROR in excess of its authorized ROR, above a deadband.  The PBR sets forth performance standards related to SDG&E’s quality of service (customer satisfaction, electric reliability, call center responsiveness, and employee health and safety), with associated financial rewards and penalties in the event those standards are exceeded or not met by the utility.

D.99-05-030 requires SDG&E to file an annual report providing a summary of its PBR performance for the prior calendar year.  AL 1221-E/1192-G was filed on March 15, 2000 to detail the results of SDG&E performance under the base rate PBR for 1999.  On June 21, 2000, SDG&E filed a revised PBR Report with AL 1221-E-A/1192-G-A to reflect corrected calculations of its ROR for 1999 and of its employee safety reward.  

In D.96-11-060, the Commission authorized a 1997 rate of return for SDG&E of 9.35%.  This ROR was also used in calculating the 1999 electric distribution and gas revenue requirements for SDG&E in D.98-12-038.   In D.99-06-057, the Commission authorized an ROR of 8.75% for SDG&E, effective July 1, 1999.  SDG&E’s weighted ROR for 1999 is 9.05%.  

Notice 

Notice of AL 1221-E-A/1192-G-A was made by publication in the Commission’s Daily Calendar.  SDG&E states that a copy of the Advice Letter was mailed and distributed in accordance with Section III-G of General Order 96-A. 

Protests

No protests were received.  

Discussion

Revenue Sharing

The base rate PBR mechanism includes a revenue sharing component which allocates SDG&E’s recorded net operating income (NOI) between the utility’s shareholders and ratepayers.  Recorded NOI associated with the combined gas and electric distribution department rate of return (ROR) is allocated according to a set of sharing tiers adopted in D.99-05-030.  Shareholders are at risk for all recorded NOI associated with an ROR below the authorized ROR. 

For 1999, SDG&E recorded a 9.28% combined ROR (for the electric and gas departments) adjusted to base rates, which is 23 basis points above the weighted authorized ROR of 9.05%.   The revenue sharing tiers adopted in D.99-05-030 allowed a 25 basis point “deadband” above the authorized ROR.  When SDG&E achieves an ROR within this deadband, there is no sharing of NOI with ratepayers. 

The Energy Division has reviewed SDG&E’s revenue sharing calculations, and concurs that the calculations were made correctly.  

SDG&E’s 1999 Base Rate Report indicates that the main factors affecting SDG&E’s actual ROR relative to its authorized ROR in 1999 were: higher operating revenues; slightly higher O&M expense than authorized; and slightly lower depreciation expense.  

Actual electric distribution and gas net plant additions for past years were comparable to previous years. In 1998, authorized electric distribution net plant additions amounted to $109 million, while 1999 net plant additions were $127 million.  Gas net plant additions were $25 million in 1998 and $34 million in 1999.   Actual weighted average electric distribution rate base in 1999 was $1.403 billion compared to authorized rate base of 1.386 billion.  Actual weighted average gas rate base in 1999 was $432 million compared to authorized gas rate base of $453 million.  Actual depreciation expense was slightly lower than the authorized amount.

SDG&E initiated a large reduction in the number of its “base” and “peakload” employees in the year its original PBR began in 1994, and continued this reduction through 1998. (Some of the 1998 reduction may have resulted from  employees simply transferring to Sempra, which then passed on the costs of SDG&E-related work to SDG&E.)  In 1999, SDG&E’s total workforce slightly increased from 1998, but it was still 30% lower than in 1993. This was one of the factors to affect the higher actual O&M expense in 1999 compared to the authorized O&M expense. 

Employee Safety

The employee safety performance component is based upon the utility’s performance in the frequency of non-generation recordable lost-time and non-lost-time injuries and illnesses reported to the Federal Occupational Safety and Health Administration (OSHA).  The number of these injuries and illnesses are measured against total utility non-generation working hours.  The employee safety benchmark is set at an OSHA frequency of 8.80, with a deadband of 0.2 on both sides of the benchmark.
  For each hundredth of a point above and below this benchmark, down to 7.4 and up to 10.2, rewards and penalties vary.  The maximum reward is $3 million (at 7.4 and lower), and the maximum penalty is $3 million (at 10.2 and higher).  For 1999, rewards or penalties received for employee safety performance were allocated 73% to the electric department and 27% to the gas department.

For 1999, SDG&E reports that it experienced 232 OSHA recordable cases, resulting in an OSHA frequency of 7.98, and a reward of $1.55 million.  This statistic reflects a 20% reduction in non-lost time incidents from 1998, and almost the same number of lost-time incidents as in 1998.  SDG&E’s 1999 frequency is 3% lower than the average frequency for 1994 through 1998.  SDG&E indicated to the Energy Division that in 1999 there were no deaths, life-threatening injuries, or injuries which resulted in the inability of the employee to return to work in their former capacity on a full time basis. 

The Energy Division has reviewed SDG&E’s employee safety performance reward calculations and concurs that they were made correctly. 

We believe that SDG&E’s calculated reward of $1.55 million should be adopted.

Customer Satisfaction 

The customer satisfaction performance component is based on the utility’s year-to-date performance as reported in the Customer Service Monitoring System (CSMS) Results.  CSMS is an internally-generated telephone survey of over 9,000 SDG&E customers which SDG&E has conducted since the 1970’s.  It assesses customer satisfaction in five service areas based on interviews with a sample of customers receiving the particular service over the subject year.  The customer satisfaction benchmark is set at 92.5% of the surveyed customers indicating a “very satisfied” response, and there is a 0.5% deadband around this benchmark.  The reward or penalty varies with each 0.1% in these responses, down to a maximum penalty of $1.5 million at 90% or lower, and a maximum reward of $1.5 million at 95% or higher.  For 1999, rewards or penalties are allocated 73% to the electric department and 27% to the gas department.

For 1999, SDG&E reported that 91.6% of the SDG&E customers which were surveyed are “very satisfied” with the utility’s service, resulting in a penalty of $300,000.  

The survey was audited by an independent accountant, Armando Martinez & Company, which found that the 1999 SDG&E CSMS results were unbiased and valid.

This is the first year in which SDG&E has reported a penalty for customer satisfaction.  In 1994 through 1998, SDG&E reported rewards under its original PBR.  The customer satisfaction component is substantially the same as under the original PBR, but the benchmark is slightly higher under the new PBR.  

The Energy Division notes that there appears to be an on-going problem in the “service order” segment of the customer satisfaction component.   This segment provides planning, inspection and construction services to customers who request new electric or gas service hookups or changes in their current service.  This segment received a 77.4% “very satisfied” rating, while the remaining four customer satisfaction segments received ratings over 90%.  The 1999 service order rating reflects a decrease from 1998’s rating of 85%. SDG&E states in its 1999 PBR Report that customer concerns “stemmed from a significant increase in construction activity coupled with a higher than normal employee attrition rate and a higher ratio of inexperienced personnel.”  SDG&E indicates that it has taken a number of steps to improve customer service in this segment.   SDG&E’s PBR Report for 2000 shows that the rating improved to 82.1%.  Other customer satisfaction segments continue to receive very good ratings. 

The Energy Division has reviewed SDG&E’s 1999 customer satisfaction performance, and concurs that a $300,000 penalty results.

Electric System Reliability
Beginning in 1999, SDG&E’s electric system reliability performance is based on three reliability indicators: 1) its System Average Interruption Duration Index (SAIDI), 2) the System Average Interruption Frequency Index (SAIFI), and 3) the Momentary Average Interruption Frequency Index (MAIFI).  SDG&E’s original PBR used only the SAIDI.  Under the original SDG&E PBR, only SAIDI was used to measure PBR electric reliability performance.  Electric reliability rewards or penalties are allocated entirely to the electric department.

System Average Interruption Duration Index

SAIDI measures the average electric service interruption duration per customer served per year, excluding planned outages and “major events”.
  The benchmark SAIDI in the SDG&E base rates PBR is 52 minutes (with no deadband), but this excludes outages due to underground cable failures in 1999.
  Rewards or penalties vary with each minute of change from the benchmark, with a maximum reward of $3.75 million at 37 minutes or less, and a maximum penalty of $3.75 million at 67 minutes or more.

For 1999, SDG&E reported a SAIDI of 39.9 minutes which resulted in a $3.025 million reward.  This is a marked improvement from previous years.  The average comparable SAIDI (excluding major events, planned outages, and underground cable failures) for 1994 through 1998 was 56.5 minutes.  In 1996 though 1998, SDG&E had incurred a penalty for its SAIDI performance.  

In 1999, no “major events” occurred. 

The Energy Division has reviewed SDG&E’s 1999 SAIDI performance and concurs that a $3.025 million reward results.

System Average Interruption Frequency Index

SAIFI measures the average electric service interruption frequency per customer served per year for outages of five minutes or more, excluding planned outages and “major events”. The benchmark SAIFI in the SDG&E base rates PBR is 0.90 outages per year, with no deadband.  Rewards or penalties vary with each 0.01 units of change from the benchmark, with a maximum reward of $3.75 million at 0.75 outages per year or less, and a maximum penalty of $3.75 million at 1.05 outages per year or more.

For 1999, SDG&E reported a SAIFI score of 0.669 outages which resulted in the maximum reward of $3.75 million.  This is again a marked improvement from previous years.  The average comparable SAIFI (excluding major events and planned outages) for 1994 through 1998 was 0.9097 outages.  

The Energy Division has reviewed SDG&E’s 1999 SAIFI performance and concurs that a $3.75 million reward results.

Momentary Average Interruption Frequency Index

MAIFI measures the average electric service momentary interruption frequency per customer served per year for outages of less than five minutes, excluding planned outages and “major events”. The benchmark MAIFI in the SDG&E base rates PBR is 1.28 outages per year, with no deadband.  Rewards or penalties vary with each 0.015 units of change from the benchmark, with a maximum reward of $1 million at 0.98 outages per year or less, and a maximum penalty of $1 million at 1.58 outages per year or more.

For 1999, SDG&E reported a MAIFI of 0.796 outages which resulted in the maximum reward of $1 million.  This is also a marked improvement from previous years.  The average comparable MAIFI (excluding major events, planned outages, and underground cable failures) for 1996 through 1998 was 1.3456 outages.  (MAIFI was not measured prior to 1996.)  

The Energy Division has reviewed SDG&E’s 1999 MAIFI performance and concurs that a $1 million reward results.

Call Center Responsiveness

SDG&E’s PBR now includes a “call center responsiveness” indicator.  The original SDG&E PBR did not include this indicator.   Rewards or penalties for call center responsiveness are determined by a base level standard in which 80% of calls will be answered within 60 seconds on a 24-hour average annual basis.  There is no deadband around this benchmark.  Rewards or penalties vary with each 0.1% change in actual performance, up t a maximum reward of $1.5 million at 95% or more, and a maximum penalty of $1.5 million at 65% or less.  

 In 1999, SDG&E received over 2.5 million calls and accepted 86.7% of those calls within 60 seconds, for a reward of $670,000.  This is a big improvement in call center performance from the previous five years, during which the average percentage of calls accepted within 60 seconds was 61%.

The Energy Division has reviewed SDG&E’s 1999 call center responsiveness performance and concurs that a $670,000 reward results.

Customer Service Guarantee Credits

In D.99-05-030, the Commission adopted customer service guarantees and associated customer credits if SDG&E fails to fulfill those guarantees.   These guarantees require SDG&E to meet service appointment commitments and dates for new service establishment.  This program began July 1, 1999.  In 1999, SDG&E applied 127 credits for a total of $5220.  

Overall PBR Evaluation

SDG&E’s new base rate PBR began to be implemented in 1999, so overall evaluation is difficult based on just one year of information.
  SDG&E exceeded its authorized ROR in 1999, but not by enough to achieve ratepayer sharing of NOI. 

Under the original SDG&E PBR, the following revenue sharing benefits and rewards and penalties occurred: 

Ratepayer/Shareholder Allocation of Original SDG&E PBR Revenue Sharing

($millions)

1994
1995
1996
1997
1998

     Total
Ratepayer share

      0
 $3.0
$5.4
$5.6
     0
    
    $14.0

Shareholder share

$33.0
$27.0
$31.8
$40.3
($18.7)    
    $113.4

Quality of Service Rewards/(Penalties) Paid to SDG&E by Ratepayers Under Original PBR

($millions)

                                    
1994
1995
1996
1997 
1998
      Total
Reward/(Penalty)         
$7.0
$5.5
$6.5
($0.3)
     0
      $18.7

For the term of the original mechanism, SDG&E shareholders received a benefit of $113 million, while ratepayers have been allocated a revenue benefit of only $14 million.  When the PBR performance rewards were taken into account, ratepayers paid more in total performance rewards than they received in PBR revenue sharing benefits. 

This same trend may be occurring under the new SDG&E PBR, even though the deadband in the current PBR has been decreased compared to the original PBR.  In 1999, SDG&E exceeded its authorized ROR, but by only 23 basis points, not enough to allow ratepayers to share in the “excess” revenues.  On the other hand, SDG&E achieved PBR rewards of $9.7 million.  Performance in 1999 definitely improved in the employee safety, electric reliability, and call center components, but overall declined in the customer satisfaction component.  For the overall improvement in PBR performance areas, ratepayers will pay close to $10 million in PBR rewards to SDG&E.  However, ratepayers will get no benefit from revenue sharing in 1999.    

Recording of the Electric Penalty and Gas Reward

In compliance with its tariff, SDG&E indicates in its PBR Report that it intends to record the electric and gas net performance rewards in its electric and gas Reward and Penalty Balancing Accounts.  

Effective Date

SDG&E requests an effective date of July 31, 2000.  This resolution and approval of the PBR Report will be effective today.

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.

SDG&E has stipulated to waive the 30-day waiting period required by PU Code section 311(g)(1) and the opportunity to file comments on the draft resolution.  Accordingly, this matter will be placed on the Commission’s agenda directly for prompt action. 

Findings

1. SDG&E filed AL 1221-E/1192-G on March 15, 2000, requesting approval of its PBR Base Rate Mechanism Final Performance Report for 1999.  This Report transmits the Company’s revenue sharing calculations and performance component rewards and penalties under the PBR mechanism for 1999.

2. On June 21, 2000, SDG&E filed a revised PBR Report with AL 1221-E-A/1192-G-A to reflect corrected calculations of its ROR for 1999 and of its employee safety reward.

3. No party filed a protest of AL 1221-E/1192-G or AL 1221-E-A/1192-G-A.  

4.  In 1999, SDG&E achieved an electric distribution and gas weighted ROR of 9.28%.  Its weighted electric distribution and gas authorized ROR was 9.05%.  No ratepayer revenue sharing results in 1999 under SDG&E’s PBR.

5. The following performance rewards and penalties should be approved:

ELECTRIC DEPARTMENT


Performance Rewards/(Penalties)  


Employee Safety







$1,131,500



Customer Satisfaction


            


$ (219,000)

Call Center Responsiveness





$  489,100



System Reliability                              

System Average Interruption Duration Index (SAIDI) 
 
$3,025,000

System Average Interruption Frequency Index (SAIFI)

$3,750,000

Momentary Average Interruption Frequency Index (MAIFI) 
$1,000,000


Total Electric Department
           



$9,176,600

GAS DEPARTMENT


Performance Rewards/(Penalties)


Employee Safety







$418,500


Customer Satisfaction


            


($ 81,000)


Call Center Responsiveness





 $180,900


Total Gas Department



         
  
$518,400
6. SDG&E’s electric shareholder reward should be recorded in the electric RPBA.  SDG&E’s gas shareholder reward should be recorded in gas RPBA.

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

Therefore it is ordered that:

1. SDG&E’s 1999 PBR Report, as submitted with Advice Letter 1221-E-A/1192-G-A is approved, with the exception of SDG&E’s requested effective date.

2. 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 May 3, 2001;  the following Commissioners voting favorably thereon:
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WESLEY M. FRANKLIN







 

       Executive Director









LORETTA M. LYNCH










President









HENRY M. DUQUE









RICHARD A. BILAS









CARL W. WOOD









GEOFFREY F. BROWN









      Commissioners

The OSHA frequency essentially measures the number of recordable injuries and illnesses per hundred SDG&E employees per year, assuming employees work 2000 hours per year.   SDG&E’s employee safety statistics include incidents associated with temporary agency employees working under direct SDG&E supervision, but these statisitics do not include incidents associated with Sempra employees performing work for SDG&E.  


 “Major events” are defined in D.96-09-045 as an event that meets at least one of the following criteria: 1) the event is caused by earthquake, fire or storm of sufficient intensity to give rise to a state of emergency being declared by the government, or  2) an event that affects more than 15% of the system facilities or 10% of the utility’s customers, whichever is less for each event. 


The SAIDI benchmark will include underground cable failures in 2002, but the benchmark will be increased to 73 minutes for that year.


The Energy Division expects to conduct a midterm review of SDG&E’s PBR in 2001.
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