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RESOLUTION

Resolution E-3712.  Southern California Edison Company (SCE) requests approval of its 1998 Performance Based Ratemaking (PBR) Performance Report, which details the rewards and penalties and revenue sharing calculations for the subject year.  Total rewards of $13 million are approved, $2 million less than SCE’s request.

By Advice Letter 1373-E filed March 31, 1999, and Advice Letter 1373-E-A filed June 1, 1999.

__________________________________________________________

Summary

This resolution approves $13 million in rewards for SCE’s PBR performance in the areas of employee safety, customer satisfaction, and system reliability relative to the benchmarks established by the Commission in Decision (D.) 96-09-092.  As explained below, this amount is $2 million less than the SCE’s request.  This resolution finds SCE’s PBR Performance Report (PBR Report), filed in Advice Letter (AL) 1373-E-A on June 1, 1999, in compliance with D. 96-09-092.  

SCE’s PBR Report summarizes its 1998 performance under the PBR mechanism, and provides the rewards and penalties calculations for its performance in the areas of service reliability, customer satisfaction, and employee health and safety. 

SCE reports total Distribution-Related Operating Revenue of $1,978,791,000 for 1998, including $105,625,000 for Other Operating Revenue.  In D. 97-08-056 the Commission adopted an unbundled distribution revenue requirement of $1,667,677,000 for 1998.  SCE’s 1998 distribution-related operating revenue, excluding other operating revenues, is $205,489,000 over the adopted amount.

SCE reports a recorded Rate of Return on Equity (ROE) of 11.16% for 1998, not triggering the revenue sharing mechanism, since the reported ROE is within 50 basis points of the dead-band of the mechanism.  The authorized ROE benchmark for 1998 is 11.60%.
SCE’s Distribution Operating Expenses increased by $28 million in 1998.  

SCE’s Customer Accounts Expenses increased by $20 million in 1998.

SCE’s Customer Service and Information (C&I) costs increased by $32 million in 1998.

SCE’s Operating Expenses Report includes $76 million for Transmission Costs for certain 115kV and below transmission facilities and related Operating and Maintenance expenses that are not part of the ISO Grid.

SCE reports a AA Bond rate of 7.0 % for the 12-month period ending September 1998.  The Cost of Capital Trigger Mechanism is not triggered since the reported AA Bond rate is less than 100 basis points from the 1998 adopted benchmark of 7.5%.
SCE reports a Customer Satisfaction Rating of 71% for 1998 and a reward of $8 million for this rating.  Energy Division (ED) found that SCE’s Customer Satisfaction Rating includes two transactions that did not occur as part of the Authorized Payment Agencies (APAs), artificially raising the final rating by 1% and the reward by $2 million.  ED recommends disallowing the inclusion of these two transactions in the APAs score, and to reward SCE for its performance for those transactions that actually took place. 
SCE achieved an Employee Health and Safety Index of 7.9 per 200,000 hours worked with a maximum reward of $5.0 million for 1998. 

SCE reports a two-year Average Customer Minutes of Interruption (ACMI) rolling average of 60 minutes for 1998.  No reward or penalty is assessed for 1998 given that SCE’s two-year ACMI falls within the deadband (58 to 64 minutes).

SCE reports a two-year outage frequency average of 9,450.  Based on the Commission’s adopted standard, SCE earns a reward of $2 million for 1998.

The following performance rewards are approved for each area described below:



Employee Safety


           $5,000,000



Customer Satisfaction

            $6,000,000



System Reliability, Frequency        
$2,000,000




Total Rewards
          $13,000,000

In accordance with D. 96-09-092 and D. 97-10-057, SCE’s reward should be recorded in the PBR Distribution Rate Performance Memorandum Account. 

Background

SCE’s Rate PBR Mechanism

The Commission adopted SCE’s Rate PBR mechanism in D. 96-09-92.  SCE’s Rate PBR mechanism consist of: 

1. a “Rate Indexing” formula for annually adjusting rates; 

2. a Revenue Sharing Mechanism for allocating net gains and losses between ratepayers and shareholders; 

3. a Cost of Capital Trigger Mechanism to automatically adjust the authorized ROE for changes in interest rates; 

4. service quality performance incentives; 

5. “Z factor” allowances for exogenous influences; and 

6. a Monitoring and Evaluation Program

Under the Monitoring and Evaluation Program, SCE is required to file an annual performance report to detail its performance relative to the benchmarks established by the Commission and provide its rewards and penalty calculations.  In compliance with D. 96-09-092, on March 31, 1999, SCE filed its 1998 PBR Report in Advice Letter 1373-E.  Then on June 1, 1999, SCE filed Advice Letter 1373-E-A to revise its Average Customer Minutes of Interruption (ACMI) calculations from its original filing.

1998 is SCE’s second year operating under the Rate PBR mechanism, and the first year that the mechanism applies only to SCE’s electric distribution component.  

Notice 

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 or reduced.  The draft of this resolution was mailed to SCE on October 19, 2000.  Comments were received from SCE on ___________.

Protests

No protests were received on Advice Letters 1373-E and 1373-E-A.

Discussion

Revenue Sharing Mechanism

The Revenue Sharing Mechanism provides the method for allocating net revenues gains or losses between shareholders and ratepayers by comparing SCE’s recorded Rate of Return on Equity (ROE) to the authorized ROE benchmark.  The Revenue Sharing Mechanism has three levels of distributing net revenues gains or losses among shareholders and ratepayers:

1. for the first 50 basis points around the authorized ROE benchmark, shareholders receive all net revenue gains or losses; 

2. from 50 to 300 basis points around the authorized ROE benchmark, gains or losses for shareholders increases linearly from 25 to 100 percent; 

3. from 300 to 600 basis points around the authorized ROE benchmark, shareholders receive all gains or losses;

4. at 600 basis points from the authorized ROE benchmark, the Rate PBR Mechanism is reevaluated.

The authorized ROE benchmark for 1998 is 11.60%.  In AL 1373-E-A, SCE reports a recorded ROE of 11.16% for 1998, not triggering the revenue sharing mechanism, since the reported ROE is within 50 basis points of the Revenue Sharing Mechanism benchmark.  SCE calculates its recorded ROE by subtracting distribution costs (including Income Taxes, a component of Franchise Fees, Uncollectible Accounts Expense, and interest) from Distribution Revenues, and then dividing the remainder by the Recorded Distribution Common Equity
.

As shown on Appendix C, SCE reports total Distribution-Related Operating Revenue of $1,978,791,000 for 1998, which includes $105,625,000 for Other Operating Revenue.  The Commission in D. 97-08-056 adopted an Unbundled Distribution Revenue Requirement of $1,667,677,000 for 1998.  SCE’s Distribution-Related Operating Revenue, excluding other operating revenues, is $205,489,000 over the adopted amount.  SCE’s reports $1,472,906,000 for their total 1998 Distribution-Related Operating Costs, and a Net Revenue of $505,885,000.  Synchronized interest and preferred debt amounted to $213,899,000.  SCE’s Recorded PBR Common Equity for 1998 is $2,617,702,000.

Energy Division (ED) reviewed SCE’s 1998 Results of Operation Report (Appendix A and C) to track and monitor SCE’s distribution cost allocation, pursuant to D. 97-08-056, and changes in total Distribution-Related Operating Costs and operations from 1997.  ED’s findings are discussed below.

Distribution Operating Expenses:

For 1998 SCE reports an increase in Distribution Operating Expenses of approximately $105 million, from $172 million in 1997 to $277 million in 1998.  According to SCE this increase reflects the inclusion of $63 million in “Internal Chargebacks”
, $14 million in Catalina/Edison Pipeline and Terminal Company (EPTC) costs, $18 million in increased storm related expenses, and $10 million for increased line clearing and miscellaneous expenses.  According to SCE, the $14 million for Catalina/EPTC costs were reflected in the Unbundled Distribution Revenue Requirement authorized by the Commission in D. 97-08-056.  To support the Catalina/EPTC costs, SCE provided copies of testimony and workpapers that were used in developing the Unbundled Distribution Revenue Requirement in Application (A.) 96-12-019.  SCE referenced in the workpapers $1.2 million for Catalina Operating and Maintenance Expenses, and $20 million for EPTC costs.  ED reviewed SCE’s supporting documentation and D. 97-08-056, and confirmed that the Catalina and EPTC costs were included in the adopted total Unbundled Distribution Revenue Requirement.  However, D. 97-08-056 does not explicitly specify the costs approved.  Excluding the $63 million for Internal Chargebacks and $14 million for the Catalina/EPTC costs from the total amount, SCE’s Distribution Operating Expenses increased by $28 million in 1998. 

Customer Accounts Expenses: 

SCE also reports an increase in Customer Accounts Expenses from $137 million in 1997 to $227 million in 1998, an increase of $90 million.  SCE attributes this increase to the inclusion of $70 million in “Internal Chargebacks”; $9 million for Information System Expenses for implementation of billing and other customer relationship management systems; $3 million for Call Center Expenses due to increased volume and training requirements for implementation of a new information systems; and $8 million in Miscellaneous and Other Expenses.  Excluding the $70 million for Internal Chargebacks, Customer Accounts Expenses increased by $20 million in 1998.

Administrative and General Expenses: 

SCE reports a decrease of $127 million in Administrative and General Expenses (A&G), from $290 million in 1997 to $163 million in 1998.  In response to an ED data request, SCE clarified that of this decrease, $123 million is for the Internal Chargebacks that were accounted for in Distribution Operating Expenses and Customer Accounts Expenses (a breakdown of these costs is provided in the table below).  According to SCE, in 1998 SCE began recording certain A&G Expenses, including Pension and Benefits Expenses, in the General Ledger Accounts 500-599 and 905-909 for SCE’s internal management reporting. 

SCE states that the Internal Chargebacks consists of Pension and Benefits Expenses, Payroll Taxes, and Internal Market Mechanism (IMM) costs.  SCE provided the following breakdown for its Internal Chargebacks.


Pension and Benefits
IMM’s
Payroll Taxes
Total

Distribution Exp.
$ 28 Million
$30 Million
$5 Million
$63 Million

Customer Accounts Exp.
$34 Million
$31 Million
$5 Million
$70 Million

Admin. & Gen Exp.
($62) Million
($61) Million
n/a
($123) Million

In response to an ED data request, SCE provided an additional breakdown of its IMM costs which it included in the Intenal Chargebacks listed above:

Service Provider
Distribution
Customer Accounts

Payroll
$0.30m
$0.10m

Human Resources
0.60m
0.28m

Claims
3.30m
0.00m

Environmental Affairs
0.40m
0.00m

Information Technology
14.40m
18.70m

Accounts Payable
0.03m
0.04m

Procurement
2.30m
0.32m

Real Estate
7.70m
1.41m

Accounts Receivable
0.00m
4.02m

Transportation
0.00m
5.38m

Other Miscellaneous
1.0m
0.75m

Total
$30.0m
$31.0m

According to SCE the “IMM framework” was implemented in 1998, a process of charging “joint” or “indirect” costs for internal services to internal customers based on actual customer usage.

SCE provided further documentation of its A&G costs calculations.  SCE reports a total recorded A&G of $319 million by FERC accounts.  Of this total A&G, SCE states that $28 million is directly and jointly assigned to generation, $6 million directly and jointly assigned to ISO, and $53 million directly and jointly assigned to Non-ISO or distribution, the remainder $226 million SCE classifies as A&G Corporate Center costs.  SCE then removed $54 million from A&G Corporate Costs because these costs are recovered through other ratemaking mechanisms.  Then SCE applied the multi-factor allocation to determine the portion of A&G Corporate Costs that is charged to distribution.  Allocating $111 million or sixty percent to distribution.  SCE then added the $53 million listed above for costs that were directly and indirectly assigned to Non-ISO or distribution.

In D. 97-08-056, the Commission disallowed $25 million of SCE’s proposed fixed A&G costs associated with fossil generation by applying the multi-factor allocation method
. The Commission also adopted, in the interim, SCE’s proposed Distribution Revenue Requirement which SCE interprets as approval of its proposed method of allocating A&G costs between functions by identifying them in one of three ways: direct, joint, or common
.  However, D. 97-08-056, is not specific on whether the multi-factor allocation method applies to all A&G costs.  ED calculated A&G costs by applying the multi-factor method, as $159 million (after removing the $54 million that SCE recovers through other ratemaking mechanisms), approximately $4 million less than SCE’s reported amount for A&G costs.  ED recommends approving SCE’s 1998 reported A&G costs since D. 97-08-056 indirectly approves both methods.  However the Commission should monitor SCE’s allocation of A&G costs to distribution given that the method of deriving these costs involves other sectors of SCE’s business operations.

Customer Service and Information:

SCE reports an increase of $32 million in Customer Service and Information (CS&I) costs for 1998.  In 1997 SCE reported no costs for CS&I because in D. 96-09-092 the Commission rejected SCE’s assignment of CS&I cost to non-generation.  In response to an ED data request, SCE states that CS&I costs were later approved in D. 97-08-056.  ED reviewed this decision and found that SCE had requested to allocate $23 million
 as Distribution-Related Costs for Customer Service and Marketing Costs for its large customers.  In this decision the Commission agreed that some of the costs were associated with each utility’s distribution operations.  However, the Commission adjusted SCE’s request by $7.7 million because SCE did not specify the costs that were attributable to distribution.  

SCE’s FERC recorded CS&I costs (Accounts 907-910) for 1998 were $49.4 million.  SCE then applied the multi-factor allocation method adopted in D. 97-08-056 for non-generation taking 64.52% of the total CS&I costs to calculate the $32 million.  ED recommends approval of SCE’s 1998 CS&I costs since SCE’s calculation methodology is consistent with D.97-08-056.

Transmission Costs:

SCE’s Operating Expenses Report includes $76 million for Transmission Costs for certain 115kV and below transmission facilities that are not under the control of the ISO.  This amount is $5.7 million higher from transmission costs in 1997 when SCE’s PBR applied to both Transmission and Distribution (refer to Appendix C for SCE’s 1997, 1998, 1999 Results of Operation comparison table).  In response to an ED data request, SCE states that certain 115kV and below transmission facilities are not under ISO control and that for ratemaking purposes the related O&M expenses are considered distribution-related costs.  SCE also states that the methodology used to assign the 1998 transmission costs to distribution is based on SCE’s cost separation methodology employed both in its 1998 FERC rate case (Docket No. ER 97-2355-000) and adopted by the Commission in its determination of the Unbundled Distribution Revenue Requirement in D. 97-08-056.  Using this cost allocation methodology SCE assigns 75.703% of its transmission expenses to distribution.  Based on this allocation percentage, SCE’s 1998 recorded transmission cost for these facilities increased by $23 million from 1997. 

According to SCE, the cost allocation methodology for transmission O&M expenses was developed in its FERC rate case and began with the separation of the 1995 recorded transmission O&M expenses.  SCE reviewed the activity in each transmission account and identified those activities and associated costs as generation, transmission (ISO), and distribution (non-ISO).  Then, SCE adjusted the data to reflect additional transmission costs forecasted for the years 1996 through 1998.  Additional costs that were 100% related to a specific function were directly assigned to that function.  All remaining additional costs related to the three functions were allocated based on 1995 recorded transmission separation ratios.  This resulted in a non-ISO percentage of 75.703.

In D. 97-08-056, the Commission adopted, in the interim, the Distribution Revenue Requirement that each utility proposed with certain adjustments, acknowledging that each utility would have the opportunity to make their case with regard to specific revenue requirement changes in PBR or rate case proceedings
.  The Commission adopted a Distribution Revenue Requirement of $1.67 billion, after removing $211 million for the Transmission Revenue Requirement and $74 million in additional cost adjustments
.  SCE interprets this decision as the Commission approving SCE’s cost allocation methodology.  However, D. 97-08-056 does not specify any costs associated with SCE’s transmission facilities that are excluded from ISO control.  In this decision the Commission acknowledges FERC’s authority for establishing the transmission revenue requirement.  The Commission also reiterates its authority for setting rates and the revenue requirement for distribution.  The Commission also rejects the utilities’ proposals to set distribution rates residually
.  The Commission further states that establishing a distribution cost allocation which is premised entirely on the findings of FERC would be an abrogation of our authority under Section 454 and Section 367(e)(3).  

ED therefore recommends approving the inclusion of these costs conditionally for purposes of this advice letter filing, given that it is unclear whether the Commission approved, as distribution related in D. 97-08-056, the kinds of transmission costs SCE has included under its Distribution PBR.  In addition, SCE should demonstrate in its General Rate Case (GRC) filing for Test Year 2002 that these costs are distribution related and reasonable.

Cost of Capital Trigger Mechanism

The PBR Cost of Capital Trigger Mechanism (Trigger Mechanism) automatically adjusts SCE’s authorized ROE for changes in interest rates, and in-turn adjusts the PBR distribution rates to account for changes in the authorized ROE.  The Trigger Mechanism uses an index that tracks changes in the AA utility bond rate.  SCE uses the Moody’s Long Term Corporate Bond Yield Average for AA public utilities which is reported in the “Moody’s Credit Perspectives.”  The Trigger Mechanism is triggered if the AA Utility Bond Rate average for the 12 months from October through September increases or decreases by 100 basis points or more from the adopted benchmark value; SCE receives an ROE adjustment of half the amount of this change. 

The Commission adopted a trigger value of 7.5% as the benchmark for the AA Utility Bond Rate.  In Advice Letter 1345-E-A, SCE reports a AA Bond rate of 7.0% for the 12-month period ending September 1998.  The Trigger Mechanism therefore is not triggered since the reported AA Bond rate is less than 100 basis points from the adopted benchmark of 7.5%.

Customer Satisfaction

In D. 96-09-092 the Commission adopted SCE’s proposal to continue using its ongoing customer Survey Program to measure customer satisfaction.  SCE’s Survey Program, initiated in 1992, consisted of surveying customers in five service areas: field service and meter reading; local office operation; telephone center operations; service planning activities and energy service representative activities.  In D. 96-09-092 the Commission adopted SCE’s proposal to use its survey to measure customer satisfaction, but ordered SCE to develop more objective measures for the 1999 PBR midterm review to ensure consistency with its internal and external measures of performance
.

In D. 96-09-092 the Commission adopted SCE’s 1992 historical customer satisfaction standard of 64% being “completely satisfied” or “delighted” with a 3% deadband as the PBR benchmark for customer satisfaction.  Under this standard a penalty is assessed if SCE’s customer satisfaction performance is below 61% and a reward is earned if the results are above 67%.  A reward or penalty of $2 million dollars is assessed for each percentage point above or below this standard with a maximum of $10 million dollars.  The Commission also added the condition that SCE is not entitled to a reward if the percent of customers in the bottom two survey response categories exceed 10%
.

Then in D. 98-07-077, the Commission adopted on an interim basis SCE’s proposal to replace the Local Office Services category of the survey with In-Person Services category in its customer satisfaction rating calculations
.  SCE requested this modification because in 1996 SCE closed all but twelve of the its Local Offices and replaced them with Authorized Payment Agencies
 (APAs).  The Commission approved SCE’s request with the condition that SCE would include the same five transactions originally measured (turn-on/turn-off, credit/extensions, payments, deposits, and reconnects) in the In-Person Services category, and include a weighted score that represents the combined score of both local offices and the APAs
.

In D. 98-07-077, the Commission also approved the implementation of additional changes to SCE’s customer satisfaction survey proposed in Advice Letter 1276-E Appendix B
.  In this Advice Letter SCE requested to increase the sample for the meter read category to approximately 3,200 for its 1997 customer satisfaction survey, weighted so that the score would carry the same one-fifth weight as other categories.  SCE also requested to include its automated Voice Response Unit (VRU) as an additional category to its Telephone Center component of the survey.  The Commission approved this request, and ordered SCE to include a sample interviewed with regard to their satisfaction with SCE’s VRU
. 

SCE reports an overall customer satisfaction rating of 71% for 1998, which represents the average percent of customers that responded “completely satisfied” or “delighted” to SCE’s customer satisfaction survey.  

SCE’s survey uses a scale of one to five and five plus to measure customer satisfaction as follows:

· Five for “completely satisfied” meaning that all of the customer needs were met;

· Four for “somewhat satisfied” meaning that most of the customer needs were met, but a few were not;  

· Three for “neither satisfied nor dissatisfied” meaning that some of the customer’s needs were met and some were not;

· Two for “somewhat dissatisfied” meaning that most of the customer’s needs were not met;

· One for “completely dissatisfied” meaning that none of the customer’s needs were met;

· Five-plus for “delighted” meaning that all of the customer’s expectations were truly exceeded.

The customer satisfaction rating is calculated by taking the average of the customer survey responses in the top two of the six response categories for each of the four service functions listed bellow.  The following are SCE’s 1998 survey results for the each service function:


Service Function





        Score
1. Field service and meter reading



66%

2. In-person services





75%

3. Telephone center operations



72%

4. Service planning activities




69%

SCE contracted Maritz Marketing Research Inc. to administer the 1998 customer satisfaction survey.  In 1997, a different market research company, M/A/R/C Incorporated, administered the survey.  SCE’s reports that at least 15% of all surveys completed were verified by spot checks.  Under the customer satisfaction mechanism established by the Commission, a customer satisfaction performance rating of 71% entitles SCE to a reward of $8 million.

ED reviewed SCE’s survey calculations and found that SCE made significant changes to the methodology used in administering and calculating its customer satisfaction performance rating from 1997 and more significantly from SCE’s original 1992 survey program.  SCE changed the number of interviewing quotas, disproportionately increased and decreased the survey sample sizes in the six response categories, and changed the way the data is weighted to compensate for the changes in samples sizes.  Appendix B of this resolution presents the customer satisfaction results for each service area and transaction, including the sample sizes for 1992, 1997, and 1998. 

We are concerned that SCE’s customer satisfaction survey has been significantly changed from the 1992 survey program and that the 1998 survey results may no longer be comparable to the 1992 scores used in establishing the 64% customer satisfaction PBR benchmark.  For example, in 1992 SCE surveyed 1,454 customers for their satisfaction with the service with the Local Office service area (shown as Businesses Offices in appendix B ).  The Local Office service area consisted of two service transactions (turn on/off and extensions), and three payment transactions (energy, deposit, and reconnect).  In 1997, after Commission approval, SCE replaced this component of its survey with APAs (95% of total) and twelve Independent Local Offices (5% of total).  In comparison, in 1998 SCE’s reports an In-Person Services score of 75% based on a sample size of 3,552 APAs and 1,162 Independent Business Office customer surveys.  However, SCE includes in its APA score 1,340 customers (519 for turn-on/turn-off and 721 for credit/extension transactions) that were surveyed and also accounted for in the Telephone Center component of the survey because APAs only processes payment transactions.  As a result, SCE final customer satisfaction rating is artificially 1% higher, entitling SCE to an additional $2 million for services that were not provided.  

The Commission also expressed this concern in its PBR mid-term review decision D.99-12-035.  In this decision, the Commission adopted additional customer-satisfaction-related reporting requirements and data gathering commitments agreed to by The Utility Reform Network (TURN) and SCE.  The Commission also found that SCE failed to institute specific and objective measures of customer satisfaction with service quality during the midterm review process, as explicitly directed in D.98-07-077
.  The Commission reiterated its disagreement with SCE’s arguments that its customer satisfaction PBR, without objective measures, is adequate, and put SCE on notice that its next PBR application must include objective measurements, in addition to or instead of a “final outcome” subjective measurement.  Furthermore, if SCE wishes to use a “final outcome” subjective measurement, the Commission expects SCE to update its customer satisfaction survey altogether so that it reflects the transactions that actually occur in the places they actually occur.

ED recommends disallowing the inclusion of the turn on/off and credit/extension transactions in the APAs.  Inclusion of these transactions artificially raises SCE’s final customer satisfaction rating by 1%, and would give SCE $2 million in rewards for transactions that did not occurred in the APAs.  ED believes that this recommendation is consistent with the Commission’s mid-term review findings for SCE’s customer satisfaction survey program. 

Employee Health and Safety

Rewards and penalties for employee health and safety are determined based on SCE’s performance related to a benchmark for the frequency of all industrial injuries and illnesses.  An index number (per 200,000 hours worked) is developed using the number of incidents, actual work-hours, number of employees, and various other factors.  If this Index number falls within 12.7 and 13.3, there is no reward or penalty against the utility.  As the Index decreases from 12.7, the utility is progressively rewarded for its good performance to a maximum reward of $5.0 million when the Index reaches 11.8 or less.  On the other hand, if the Index increases above 13.3, the utility is progressively penalized for its performance to a maximum penalty of $5.0 million when the Index is 14.2 or more.  For 1998, SCE reports an Index of 7.9 per 200,000 hours worked with a maximum reward of $5.0 million.  Energy Division has reviewed this calculation and concurs with this reward.

For 1998, SCE reported to the Commission’s Utilities Safety Branch zero human fatalities for SCE employees and 12 human fatalities to non-SCE employees.  SCE’s Health and Safety (H&S) PBR Mechanism does not take into account the severity of accidents.  The H&S mechanism is based on total number of injuries and illnesses related to the workplace.  

Electric System Reliability

The utility reliability performance is measured using two standards, the Average Customer Minutes of Interruption (ACMI) and the Outage Frequency.  The ACMI measures customer service interruptions in terms of the average minutes of service interruptions per customer.  This measure excludes all interruptions from events that produce an impact on system wide ACMI of more than five minutes.  The ACMI measure is calculated using the average ACMI for two successive years.  The Commission adopted an ACMI performance standard of 59 minutes for 1997 with a symmetrical deadband of 6 percentage points, where no reward or penalty is assessed.  In addition, the adopted ACMI performance standard decreases two minutes annually through 2001.  Since the ACMI measure requires a two-year average, 1998 is the first year the reliability performance component of the PBR mechanism is applied.

SCE reports for 1998 a two-year ACMI rolling average of 60 minutes, based on an adjusted average ACMI of 56 minutes for 1997 and 65 minutes for 1998.  According to SCE this two-year ACMI measure excludes approximately 2,000 interruptions (out of 32,000 interruptions) that occurred in 1997 and 1998 due to “catastrophic events” that resulted in a system wide ACMI of more than five minutes.  SCE total recorded ACMI for 1998 is 79 minutes, without the adjustment.  SCE then subtracted 8.5 minutes for a February 3rd rain storm and 5.5 minutes for a December 9th wind storm.  For 1997 SCE total recorded ACMI is 78 minutes less 22 minutes for a windstorm in January 6th and 7th of that year.  Energy Division confirmed these outages and finds SCE’s ACMI calculations correct.  Therefore, no reward or penalty is assessed for 1998 given that SCE’s two-year ACMI is 60 minutes which falls within the deadband adopted by the Commission.

The Outage Frequency measures the number of circuit interruptions excluding all interruptions that have a duration of more than five minutes.  The Outage Frequency rating is also measured using a two-year average.  The Commission adopted an outage frequency standard were SCE is penalized if the outage frequency is above 12,000 and rewarded if it is below 9,800. 

SCE reports a two-year outage frequency average of 9,450 based on an adjusted outage frequency of 8,987 and 9, 913 for 1997 and 1998, respectively.  SCE total outage frequency for 1997 is 9,907 less 920 interruptions for January 6th and 7th windstorm.  SCE total outage frequency for 1998 is 10,705, less 456 interruptions for the February 3rd rain storm and 336 interruptions for the December 9th wind storm.  Energy Division has reviewed and confirmed SCE’s calculations therefore based on an outage frequency of 9,450 and the Commission adopted standard, SCE earned a reward of $2 million for 1998.

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 or reduced.  Accordingly, this matter will be placed on the Commission's agenda directly for prompt action.  Comments were filed by (name of party)  on (date).  

Findings

1. SCE filed AL 1373-E on March 31, 1999 and AL 1373-E-A on June 1, 1999, requesting approval of its 1998 PBR Performance Report.  AL 1373-E-A replaced AL 1373-E in its entirety.  SCE’s PBR Performance Report summarizes its 1998 performance under the PBR mechanism and provides the rewards and penalty calculations for its performance in the areas of service reliability, customer satisfaction, and employee health and safety.  

2. This resolution approves $13 million in rewards for SCE’s PBR performance in the areas of employee safety, customer satisfaction, and system reliability relative to the benchmarks established by the Commission in Decision (D.) 96-09-092.

3. In accordance with D. 96-09-092 and D. 97-10-057, SCE’s net reward should be recorded in the PBR Distribution Rate Performance Memorandum Account. 

4. SCE reports total Distribution-Related Operating Revenue of $1,978,791,000 for 1998, which includes $105,625,000 for Other Operating Revenue.  The Commission in D. 97-08-056 adopted an Unbundled Distribution Revenue Requirement of $1,667,677,000.  SCE’s 1998 Distribution-Related Operating Revenue, excluding Other Operating Revenues, is $205,489,000 over the adopted amount.

5. SCE’s Distribution Operating Expenses increased by $28 million in 1998, excluding expenses for Internal Chargebacks and Catalina/EPTC.

6. SCE’s Customer Accounts Expenses increased by $20 million in 1998, excluding Internal Chargebacks.

7. In 1998 SCE began recording certain A&G expenses, including Pension and Benefits expenses in the General Ledger Accounts 500-599 and 905-909 for SCE’s internal management reporting.

8. SCE’s “Internal Chargebacks” consists of Pension and Benefits expenses, Payroll Taxes, and Internal Market Mechanism (IMM) costs.

9. SCE included $53 million in its total A&G costs that were directly and indirectly assigned to distribution.

10. SCE reports an increase of $32 million in Customer Service and Information (C&I) costs for 1998.

11. SCE’s Operating Expenses Report includes $76 million for Transmission Costs for certain 115kV and below transmission facilities that are not under the control of the ISO.  For the purpose of this Advice Letter filing the inclusion of these costs is approved conditionally.  SCE should demonstrate in its next General Rate Case (GRC) filing that these costs are distribution related and reasonable.

12. The Commission adopted a Cost of Capital trigger value of 7.5% as the benchmark for the AA Utility Bond Rate.  SCE reports a AA Bond rate of 7.0 % for the 12-month period ending September 1998.  The Cost of Capital Trigger Mechanism is not triggered since the reported AA Bond rate is less than 100 basis points from the 1998 adopted benchmark.

13. SCE reports a Customer Satisfaction Rating of 71% for 1998, which represents the average percent of customers that responded “completely satisfied” or “delighted” to SCE’s customer satisfaction survey.  Under the Customer Satisfaction Mechanism SCE would receive a reward of $8 million for this rating.

14. SCE made significant changes to the methodology used in administering and calculating its customer satisfaction performance rating from 1997 and more significantly from SCE’s original 1992 survey program.

15. SCE’s 1998 customer satisfaction survey results may no longer be comparable to the 1992 results that the Commission used in establishing the 64% customer satisfaction PBR baseline.  The Commission also expressed this concern in its PBR mid-term review decision D.99-12-035.  

16. SCE’s total Customer Satisfaction Rating of 71% should be reduced by 1%, and its reward should be $6 million, rather than the requested $8 million.  SCE included in its Authorized Payment Agencies (APAs) scores from two transactions that did not occur and that were accounted for in the Telephone Center Scores.

17. SCE achieved an Employee Health and Safety Index of 7.9 per 200,000 hours worked with a maximum reward of $5.0 million for 1998.  Energy Division has reviewed this calculation and concurs with this reward.

18. SCE reports a two-year Average Customer Minutes of Interruption (ACMI) rolling average of 60 minutes for 1998.  No reward or penalty is assessed for 1998 given that SCE’s two-year ACMI falls within the deadband.

19. SCE reports a two-year outage frequency average of 9,450.  Based on the Commission’s adopted standard, SCE earns a reward of $2 million for 1998.

20. For 1998, SCE reported to the Commission’s Utilities Safety Branch zero human fatalities for SCE employees and 12 human fatalities to non-SCE employees.

21. SCE’s Health and Safety (H&S) PBR Mechanism does not take into account the severity of accidents.  The H&S mechanism is based on total number of injuries and illnesses related to the workplace.

Therefore it is ordered that:

1. SCE’s 1998 PBR Performance Report is in compliance with D. 96-09-092.

2. SCE should demonstrate in its General Rate Case Filing for Test Year 2002 that the $76 million in Transmission Costs included in its Operating Expenses Report are distribution related and reasonable. 

3. A $5 million reward for SCE’s performance in the area of Employee Health and Safety is approved.

4. A $6 million reward for SCE’s performance in the area of customer satisfaction is approved.

5. A $2 million reward for SCE’s performance in the area of system reliability is approved.

6. In accordance with D. 96-09-092 and D. 97-10-057, SCE’s net reward should be recorded in the PBR Distribution Rate Performance Memorandum Account.

                                                                                                                                         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 November 21, 2000; the following Commissioners voting favorably thereon:









 _____________________







 

WESLEY M. FRANKLIN







 

    Executive Director

SOUTHERN CALIFORNIA EDISON COMPANY




1998 PBR REPORT




($000)









DESCRIPTION


JURISDICTIONAL


NON-GENERATION
PBR




DISTRIBUTION







REVENUE REQUIREMENT
2,073,923 
1,873,947 
1,873,166 






OPERATING EXPENSES:









TRANSMISSION
93,893 
76,170 
76,132 






DISTRIBUTION
277,711 
277,266 
277,127 






CUSTOMER ACCOUNTS
227,412 
227,412 
227,298 






UNCOLLECTIBLES
4,830 
4,830 
4,827 






CUST SERVICES & INFO.
31,924 
31,924 
31,908 






ADMINISTRATIVE & GENERAL
178,236 
163,517 
163,435 






FRANCHISE FEES
14,339 
12,956 
12,950 






REVENUE CREDITS
(130,929)
(105,678)
(105,625)






DEPRECIATION
440,555 
404,589 
404,387 






TAXES – OTHER
77,274 
67,822 
67,788 






TAXES – INCOME
258,995 
207,157 
207,054 






TOTAL OPERATING EXPENSES
1,474,240 
1,367,965 
1,367,281 






RETURN
599,683 
505,982 
505,885 

RATE BASE
6,211,455 
5,456,273 
5,453,545 

RATE OF RETURN
9.65%
9.27%
9.28%

PBR Customer Satisfaction Measurement Comparison 1992














Area/Transaction
Sample Size *
Target Transaction Percentage
Score

Telephone Center
891
100%
62%

Turn On/Off
148
17%
73%

Billing Inquiry
145
17%
48%

Credit/Extension
150
17%
69%

Commercial & Industrial
151
17%
56%

Other
148
17%
51%

Spanish
149
17%
75%






Field Delivery
1,353
100%
59%

Meter Read
277
20%
72%

Turn Off
276
20%
74%

Collection
255
20%
63%

Disconnect
258
20%
48%

Billing Inquiry
287
20%
40%






Service Planning
525
100%
66%

Planning/Approval
127
23%
64%

Scheduled/Work in Progress
225
43%
67%

Completed
173
34%
67%






Business Offices
1,454
100%
69%

Turn On/Off
286
20%
77%

Deposit
290
20%
64%

Energy Payment
314
20%
74%

Credit/Extension
290
20%
74%

Reconnect
274
20%
57%






Overall **
4,223

64%






* This 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 are calculated.





Sample sizes shown in page 4 of Appendix B in Advice Letter 1276-E reflect all survey respondents





including those who answered "don't know" to the Overall Satisfaction question.





** Overall is a weighted score of 25% Telephone Center, 25% Field Delivery, 





25% Service Planning, and 25% Business Offices.









PBR Customer Satisfaction Measurement Comparison




1997




Area/Transaction
Sample Size *
Transaction Weighting
Score

Telephone Center
2,130
100%
69%

Turn On/Off **
305
14%
78%

Billing Inquiry
304
14%
52%

Credit/Extension **
307
14%
74%

Commercial & Industrial
311
14%
55%

Other
306
14%
66%

Spanish
296
14%
82%

Voice Response Unit
301
14%
77%






Field Delivery
5,972
100%
61%

Meter Read
3,093
20%
75%

Turn Off
708
20%
75%

Collection
742
20%
63%

Disconnect
730
20%
48%

Billing Inquiry
699
20%
45%






Service Planning
1,028
100%
64%

Planning/Approval
211
23%
64%

Scheduled/Work in Progress
424
43%
61%

Completed
393
34%
67%






In-Person Services ***
4,205
 
68%






Business Offices - Rural
1,067
100%
82%

Turn On/Off
221
20%
85%

Deposit
210
20%
83%

Energy Payment
219
20%
88%

Credit/Extension
213
20%
85%

Reconnect
204
20%
68%






Authorized Payment Agencies
3,138
100%
68%

Turn On/Off **
305
20%
78%

Deposit
505
20%
62%

Energy Payment
1,520
20%
66%

Credit/Extension **
307
20%
74%

Reconnect
501
20%
58%

Overall ****
13,335

66%

* This 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 are 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.




 PBR Customer Satisfaction Measurement Comparison





1998





Area/Transaction
Sample Size *
Transaction Weighting
Score
CPUC Adjusted

Telephone Center
3,119
100%
72%
72%

Turn On/Off **
519
14%
83%


Billing Inquiry
257
14%
60%


Credit/Extension **
721
14%
76%


Commercial & Industrial
699
14%
65%


Other
259
14%
64%


Spanish
402
14%
85%


Voice Response Unit
262
14%
74%








Field Delivery
4,811
100%
66%
66%

Meter Read
2,453
20%
79%


Turn Off
581
20%
77%


Collection
613
20%
69%


Disconnect
591
20%
48%


Billing Inquiry
573
20%
60%








Service Planning
1,890
100%
69%
69%

Planning/Approval
439
23%
66%


Scheduled/Work in Progress
768
43%
66%


Completed
683
34%
75%








In-Person Services ***
4,714
 
75%
73%







Business Offices - Rural
1,162
100%
83%
83%

Turn On/Off
357
20%
89%


Deposit
201
20%
87%


Energy Payment
202
20%
87%


Credit/Extension
202
20%
87%


Reconnect
200
20%
66%








Authorized Payment Agencies
3,552
100%
75%
72%

Turn On/Off **
519
20%
83%


Deposit
437
20%
73%


Energy Payment
1,437
20%
74%


Credit/Extension **
721
20%
76%


Reconnect
438
20%
69%


Overall ****
14,534

71%
70%

* This 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 are 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.





*****  CPUC adjusted excludes Tun On/Off and Credit/Extension from APAs 



















Nongeneration


PBR Distribution*







Jurisdictional


Jurisdictional





Description

1997

1998

1999






(1)

(2)

(3)




Operating Revenues:










  Total Revenue

2,025,927 

1,873,166 

1,897,105 















Subtotal

2,025,927 

1,873,166 

1,897,105 















Other Operating Revenue

122,024 

105,625 

98,704 















Total Operating Revenues

2,147,951 

1,978,791 

1,995,809 















Operating Expenses:










  Fuel 










  Purchased Power










  Power Exchange










  Prov-Reg Adj Clause

(25,448)








Subtotal 

(25,448)

0 

0 















  Production Other










  Transmission

70,425 

76,132 

67,889 




  Distribution

172,299 

277,127 

243,964 




  Customer Accounts

136,580 

227,298 

260,734 




    Uncollectibles

4,833 

4,827 

5,842 




  Cust Serv & Info



31,908 

41,154 




  Administrative & General

290,274 

163,435 

175,949 




    Franchise Fees

28,738 

12,950 

17,173 




Subtotal

703,149 

793,677 

812,705 















  Depreciation

409,936 

404,387 

423,057 















  Taxes Other

89,104 

67,788 

61,358 




  Taxes Income

326,008 

207,054 

182,913 




Subtotal 

415,112 

274,842 

244,271 















Total Operating Expenses

1,502,749 

1,472,906 

1,480,033 















Net Revenue

645,202 

505,885 

515,776 















Rate Base

6,203,889 

5,453,545 

5,516,908 















Rate of Return

10.40%

9.28%

9.35%


























* SCE, in Advice 1344-E, revised references in it Preliminary Statements to change the title of the










   PBR mechanism from Nongeneration PBR to Distribution PBR.  This change, and the 1998 figures, 










   reflect that on April 1, 1998, the FERC assumed jurisdication over the portion of SCE's










   transmission system subject to operational control by the Calif. ISO.  Financial performance










   for 1998 reflects operations for total T&D (nongeneration) from 1/1/98 to 3/31/98 and for the non-ISO










   portion of T&D through 12/31/98.































� Recorded Distribution Common Equity is the Recorded Distribution Rate Base multiplied by the fractional share of SCE’s capital structure which is Common Equity.


� SCE states that the “Internal Chargebacks” consists of Pension and Benefits Expenses, Payroll Taxes, and Internal Market Mechanism (IMM) costs.


� D. 97-08-056, pg. 25.


� SCE defines direct costs are those costs that can be associated with a single business segment and are assigned to that segment.  SCE defines joint costs as those costs that are associated with multiple business segments on the basis of an indirect relationship.  SCE defines common costs as those costs that have no causal relationship to a single business segment or group of segments.


� D. 97-08-056, pgs. 26, 27.


� D. 97-08-056, pg. 16.


� D. 97-08-056, Appendix B.


� D. 97-08-056, pg. 16.


� D. 96-09-092, pg. 54.


� D. 96-09-092, Ordering Paragraph 22.


� D. 98-07-077, pg. 15.


� APAs are not owned or operated by SCE and consist of local businesses (drug stores, check cashing, etc.) that process the payments in conjunction with third party vendor who handles the banking and data transfer.  APAs process payment transactions only.


� D. 98-07-077, Ordering Paragraph 5.


� D. 98-07-077, pg. 15.


� D. 98-07-077, Ordering Paragraph 6.


� D. 98-07-077, pgs. 20, 21.
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