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DECISION ON GENERAL RATE CASES OF
SAN DIEGO GAS & ELECTRIC COMPANY AND
SOUTHERN CALIFORNIA GAS COMPANY

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

Company (SoCalGas) filed the above-captioned general rate case applications on
December 15, 2010. The focus of SDG&E’s application is to establish the revenue
requirement and rates for it to provide electric and natural gas services for the
test year period from January 1, 2012 through December 31, 2012, and the
post-test years. SoCalGas” application is to establish the revenue requirement
and rates for it to provide natural gas service to its customers for the test year
period from January 1, 2012 through December 31, 2012, and the post-test years.
The two applications have been consolidated.

Today’s decision adopts a combined gas and electric Test Year 2012
revenue requirement of $1,749,376,000 for SDG&E, and a Test Year 2012 revenue
requirement of $1,951,712,000 for SoCalGas. In addition, a mechanism for the
post-test years of 2013 through 2015 is adopted.

As updated by SDG&E and SoCalGas in Exhibit 596, SDG&E originally
requested a test year 2012 revenue requirement of $1,848,737,000, and SoCalGas
requested a test year 2012 revenue requirement of $2,112,476,000. Today’s
adopted revenue requirement for SDG&E is $99.361 million lower than what
SDG&E had requested, and is $160.764 million lower than what SoCalGas had
requested.

Today’s adopted 2012 revenue requirements represent a $140.156 million
increase over SDG&E's present 2012 rates of $1,609,221,000 and a $78.369 million
increase over SoCalGas’ present 2012 rates of $1,873,343,000.
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The Division of Ratepayer Advocates (DRA), and other parties, have
recommended that adjustments be made to the cost forecasts of both SDG&E and
SoCalGas. As discussed throughout this decision, we have adopted some of the
adjustments that the other parties have recommended. As a result of the
adoption of those adjustments, and as shown in Attachment B of this decision,
that results in our adopted 2012 revenue requirements for SDG&E and SoCalGas
of $1,749,376,000 and $1,951,712,000, respectively.

For a typical all-electric residential customer of SDG&E using 500 kilowatt
hours per month (kwh), the customer’s electric rates would go up about $6.55 per
month, a 7.7% increase in monthly electric rates.

Among the issues resolved in this proceeding are the following:

* Adopts a test year 2012 revenue requirement for SDG&E of
$1,749,376,000, and for SoCalGas of $1,951,712,000.

* For the post-test years, adopts DRA’s recommendation to
use the index from the United States Bureau of Labor
Statistics, known as the Consumer Price Index - Urban, to
adjust the test year 2012 revenue requirements of SDG&E
and SoCalGas for the post-test years of 2013, 2014, and
2015.

* The adopted revenue requirements, and post-test year
ratemaking mechanism will provide the necessary funds to
allow SDG&E to operate its electric and natural gas
transmission and distribution system safely and reliably at
reasonable rates.

* The adopted revenue requirements, and post-test year
ratemaking mechanism will provide the necessary funds to
allow SoCalGas to operate its natural gas transmission, gas
distribution, and gas storage systems safely and reliably at
reasonable rates.

* Provides the necessary monies to fund the gas
transmission and distribution pipeline integrity programs
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required of SDG&E and SoCalGas by the federal
government.

* Provides the necessary monies to maintain and replace
aging electric and gas delivery infrastructure so as to
ensure the safe and reliable delivery of electricity and
natural gas to customers.

* Provides the necessary monies to comply with state and
federal environmental regulations.

* Provides the necessary monies to allow SDG&E to install
smart grid technologies to better monitor the electric grid,
to improve reliability as a result of the growth in
renewable power in SDG&E's service territory, and to
respond more quickly to outages.

* Provides the necessary monies to allow SDG&E to trim
trees and brush away from overhead electric lines to lessen
the danger of wildfires.

e SDG&E’s share of the costs in 2012 at the San Onofre
Nuclear Generating Station (SONGS) are subject to
customer refund pending the outcome of the
reasonableness review of the SONGS outage as ordered in

Decision 12-11-051.

* Requires SDG&E to submit a Gas Transmission and
Distribution Safety Report, and SoCalGas to submit a Gas
Transmission and Distribution and Gas Storage Safety
Report, to the Commission’s Safety and Enforcement
Division, and Energy Division, which will enable
Commission staff to monitor whether the amounts being
spent on natural gas pipeline maintenance and capital
projects are being performed in a manner that improves
the safety and integrity of the gas transmission and
distribution systems of SDG&E and SoCalGas, and the gas
storage system of SoCalGas.

* Reduces the period that SDG&E is allowed to recover the
costs associated with the original installation of the
electromechanical electric meters that have now been
replaced by smart meters.



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

* Adopts the settlement between SDG&E, SoCalGas, and the
Center for Accessible Technologies regarding access issues
by persons with disabilities.

1. Procedural Background
San Diego Gas & Electric Company (SDG&E) and Southern California Gas

Company (SoCalGas) filed separate general rate case (GRC) applications with the
Commission on December 15, 2010.1 On January 7, 2011, the two applications
were consolidated.

After the filing of responsive pleadings to the two applications, a
prehearing conference (PHC) was held on January 31, 2011. This PHC was held
in conjunction with the PHC in the GRC application of Southern California
Edison Company (SCE) in Application (A.) 10-11-015. The purpose of holding
the joint PHC was to discuss the overlapping schedules between the GRC
applications of SDG&E and SoCalGas, and the GRC application of SCE, and the
possible resource constraints that parties faced.

Following the January 31, 2011 PHC, the procedural schedule for this
proceeding was addressed in the March 2, 2011 scoping memo and ruling
(scoping ruling) of the assigned Commissioner and the Administrative Law
Judge (ALJ). As described in the scoping ruling, the request of the Division of
Ratepayer Advocates (DRA) for a delay in the procedural schedule of the GRC
applications of SDG&E and SoCalGas was granted, and the procedural schedule
for these two consolidated applications was extended to allow the SCE hearings

to proceed before hearings were held in the consolidated applications.

1 At times, we refer to SDG&E and SoCalGas in this decision as the “ Applicants.”
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The scoping ruling also granted the January 10, 2011 joint motion of
SDG&E and SoCalGas to establish memorandum accounts to “record the
difference between the rates currently in effect for utility service and the final
rates adopted in the GRCs in the event a final Commission decision is not
rendered in time for 2012 rates to take effect January 1, 2012.” (Scoping Ruling
at 5-6.) The scoping ruling recognized that due to the procedural delay in
processing the consolidated GRC applications, that granting the joint motion to
establish the memorandum accounts was warranted. SDG&E and SoCalGas then
tiled advice letters (AL) to establish their respective GRC memorandum
accounts.

Six public participation hearings (PPHs) were then held for SoCalGas, and
four PPHs were held for SDG&E.2 In addition to the PPHs, a number of letters
and e-mails regarding the two applications were received by the Commission. A
summary of the correspondence and the comments from the PPHs is described
in the next section of this decision.

Evidentiary hearings began on November 30, 2011 and concluded on
January 26, 2012. A total of 23 days of evidentiary hearings were held, and
almost 600 exhibits were identified and used during the course of these

proceedings.3

2 Two of the PPHs for SoCalGas were held in conjunction with PPHs for SCE in
A.10-11-015.

3 The showing by the Applicants consists of direct testimony, rebuttal testimony,
workpapers in support of direct and rebuttal testimony, and other exhibits used during
the examination of witnesses. The showing by the other parties consists of direct and
rebuttal testimony, and other exhibits used during the examination of witnesses.



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

Opening briefs were filed on April 3, 2012, and reply briefs were filed on
May 1, 2012.

A settlement was reached between the Center for Accessible Technology
(CforAT), and SDG&E and SoCalGas, concerning certain access issues that were
originally raised by Disability Rights Advocates. That settlement was attached to
the February 24, 2012 joint motion for adoption of this settlement, which is
discussed later in this decision. No other settlements were reached.

To the extent that any outstanding motions or requests have not been
addressed in this decision, we deny those outstanding motions or requests. We
also confirm all of the oral and written rulings that the assigned AL]J has issued
in this proceeding.

2. Background of the Two Applications
2.1. Relief Requested

The two applications cover test year 2012, with rates effective
January 1, 2012. For the post-test year (PTY), the Applicants recommend that a
PTY ratemaking mechanism be adopted for the three subsequent years of 2013,
2014 and 2015.

SDG&E’s GRC application seeks authorization to revise its current base
rate revenues to recover its projected costs of providing its electric and gas
operations, facilities and infrastructure, and other necessary functions, to provide
electricity and natural gas services to its customers. SDG&E requests that the
Commission adopt its test year 2012 revenue requirement of $1,848,737,000, and

that its revenue requirements be reflected in rates beginning January 1, 2012.4

4 SDG&E’s revenue requirement of $1.848 billion is made up of $1.527 billion for its
electric revenue requirement, and $321 million for its gas revenue requirement.
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SDG&E also requests that its PTY mechanism be adopted for the proposed
attrition years of 2013, 2014, and 2015. In addition, SDG&E requests that the
Commission approve its regulatory balancing and memorandum accounts as set
forth in its testimony.

SDG&E operates and maintains an electric and natural gas distribution
system that serves about 1.4 million electric customers, and about 845,000 gas
customers. The service territory covers about 4,100 square miles from southern
Orange County to the California-Mexico border.

SoCalGas” GRC application seeks authorization to revise its current base
rate revenues to recover its projected costs of providing its gas operations,
facilities and infrastructure, and other necessary functions, to provide natural gas
services to its customers. SoCalGas requests that the Commission adopt its test
year 2012 revenue requirement of $2,112,476,000 and that its revenue
requirement be reflected in rates beginning January 1, 2012. SoCalGas also
requests that its PTY mechanism be adopted for the proposed attrition years of
2013, 2014, and 2015. In addition, SoCalGas requests that the Commission
approve its regulatory balancing and memorandum accounts as set forth in its
testimony.

SoCalGas operates and maintains a natural gas distribution and
transmission system with about 3,990 miles of large and high-pressure pipeline,
and about 97,400 miles of gas distribution pipeline that serve about 5.6 million
gas customers. The primary function of SoCalGas’ distribution network is to
receive natural gas from SoCalGas’ transmission system and to redeliver the gas
at a lower pressure to serve residential and commercial customers. SoCalGas
also operates four underground gas storage facilities with a working capacity of

about 134 billion cubic feet (Bcf). SoCalGas’ service territory covers an area of

-8-
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about 20,000 square miles from portions of the central valley to southern
Orange County and Imperial County.

SDG&E and SoCalGas are related companies owned by the same corporate
parent, Sempra Energy (Sempra). Due to their corporate structure, and the
businesses that they are in, there are some shared services between the two
utilities and their corporate parent.

Shared services are activities performed by functional areas at one utility
or at the Corporate Center for the benefit of (i) the other utility, (ii) corporate
center, and/or (iii) an unregulated affiliate. A shared service provided by
SDG&E or SoCalGas will be allocated and billed to the entity or entities
receiving the service. A utility receiving the shared service from the other
utility will include in its own book expense any costs that were allocated and
billed to it.

Non-shared services are activities provided by functional areas at one
utility that benefit only the utility performing the activity, the costs of which do
not need to be allocated and billed out to other entities. These non-shared
services costs may include labor costs and non-labor costs. For services provided
to the utility by the Corporate Center, those costs are treated as non-shared
services costs by the utility, consistent with how outside vendor costs are treated.

2.2. PPHs and Correspondence
PPHs were held throughout the service territories of SDG&E and

SoCalGas regarding their GRC applications. In addition, a number of letters and
e-mails were received concerning their GRC applications. Many of the
comments at the PPH, and the correspondence, opposed any rate increases due
to the state of the economy, and their economic circumstances. Many pointed

out that there have been no recent Social Security increases, and that their own
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salaries have not increased. Consumers are also faced with having to cut
expenses, and many are forced to choose between what bills they should pay.
The comments at the PPH and in the correspondence also suggest that the
utilities should be fiscally responsible and reduce their costs in various areas,
including employee and management salaries and benefits. During the PPHs,
there were also a number of witnesses that supported the utilities” need to invest
in their infrastructure, the utilities” involvement in various community
endeavors, and SDG&E’s electric vehicle proposal.

3. Analysis Approach and General Issues
3.1. Analysis Approach

This decision generally follows the outline set forth in the Applicants’
opening brief. In each section concerning the issues raised by the GRCs of
SDG&E and SoCalGas, we describe the background of the particular costs that
are being addressed in that particular section. This is followed by a summary of
the parties’ positions, and then a discussion of the costs and other issues that
have been raised. Since the evidence and arguments in this proceeding are
voluminous, we focused our attention on the major points of contention and did
not try to summarize every nuance of the parties” positions in this decision.

Similarly, due to the volume of exhibits, and the number of issues raised in
each section, we have not addressed every single issue that parties have raised
during this proceeding. To do so would have taken more time, and increased the
length of this decision.

However, that does not mean that we have overlooked the issues raised by
the parties. We exhaustively reviewed all of the exhibits in this proceeding, as

well as the arguments made by the parties in their briefs, and considered all of

-10 -
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the arguments and issues that parties have raised in deciding what costs should
be adopted.> This review and evaluation process included the following;:

e Reviewed of all the exhibits and briefs pertaining to
each section of this decision, including the uncontested
costs. The exhibits reviewed include the direct and
rebuttal testimony, the workpapers, and the other
exhibits used during the examination of the witnesses.

e Reviewed and evaluated the positions of the parties on
each issue raised, and compared and evaluated each
parties” forecasted costs and methodologies to the
historical costs, to the various averages or trends, to
each other’s forecasts, and to the drivers of those costs.

e Considered the state of the economy and the economic
outlook as described in the parties” exhibits, and
compared the forecasts of the parties in light of the
historical economic conditions.

e After going through this review and evaluation process,
we then decided on what test year 2012 cost, or outcome
on an issue, was reasonable in light of all of those
considerations.

The above review and evaluation process has allowed us to decide on
revenue requirements for SDG&E and SoCalGas which provide safe and reliable
service at just and reasonable rates, as required by Pub. Util. Code § 451.
Attachment B of this decision contains the results of operations for SDG&E and
SoCalGas, which incorporates into the results of operation model all of the costs

we have found to be reasonable, and which are adopted in today’s decision.

> We note that the parties” opening and reply briefs oftentimes simply repeated the
direct or rebuttal testimony of the parties.

-11 -
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3.2. Are Rate Increases Justified?

Several of the parties have raised concerns about the state of the economy,
and that SDG&E and SoCalGas should not be seeking rate increases at this time.
This was also a theme raised by many of the speakers at the PPHs, and in the
correspondence the Commission received concerning the two GRC applications.
Since this issue directly affects all of the cost increases that SDG&E and SoCalGas
are requesting, we address this overarching issue.

It must be kept in mind, that the Commission’s duty and obligation under
Pub. Util. Code § 451 is to establish just and reasonable rates to enable SoCalGas
and SDG&E to provide safe and reliable service for the convenience of the public,
ratepayers, and employees, while allowing SDG&E and SoCalGas an
opportunity for their shareholders to earn a fair return on the property that the
companies use in providing their utility services. (See D.04-12-015 at 64,
Conclusion of Law 7.)

The parties who oppose the proposed increases contend that due to
current economic conditions, ratepayers cannot afford any increase in their
electric and gas rates. They also contend that ratepayers have had to reduce their
spending, and SDG&E and SoCalGas should do the same as well.

The Applicants contend that despite the state of the economy, their costs
have been increasing due to additional federal, state, and local regulations, as
well as increases in the cost of materials and new technology, and the growth of
their respective utility systems to meet growing demand. As a result, the
Applicants contend that additional workers are needed to monitor, implement,
and to comply with these new regulations, and to operate these new
technologies. In addition, the aging utility infrastructure will be replaced by this

new equipment and new technologies.

-12 -
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The Applicants included two proposals to help mitigate the rate impact on
their customers during this economic downturn. The first proposal is to request
zero funding for each Applicant’s working cash requirement in test year 2012.
This proposal will have the effect of excluding the working cash requirement
from rate base, and earning a rate of return. The second proposal is to continue
the two-way balancing account treatment of pensions and post-retirement
benefits other than pensions (PBOP), and to hold the pension and PBOP funding
at 2009 recorded levels for test year 2012. The Applicants propose that any
shortfall or surplus from the 2009 recorded level of expense will be recorded in
the pension and/or PBOP balancing accounts for recovery in the subsequent
year. This second proposal will have the effect of keeping pensions and PBOP at
2009 levels, which will delay for at least one year the recovery of the projected
$35 million pension funding increase and $16 million PBOP funding increase.

Both of the Applicants” proposals are of benefit to ratepayers in
test year 2012, and will help reduce the impact on ratepayer bills. In addition,
many of the parties to these proceedings have challenged the various increases in
costs as described throughout this decision. In our review and analyses of those
issues, we have adopted a number of their suggestions and made appropriate
reductions to certain costs. All of these reductions result in a lower revenue
requirement than what SDG&E and SoCalGas have requested, and in just and
reasonable rates.

3.3. Overview of Forecasting Methodologies
3.3.1. Background

The Applicants” GRC showing consists of a number of different cost
forecasts for each utility-related service that they plan to offer during the

test year 2012 rate cycle. Some of the other parties recommend that other
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methodologies be used to develop the cost forecasts. Since the forecasting
methodologies are an integral part of developing the many different cost
forecasts, it is appropriate to discuss our overall approach to the forecasting
methodologies.

In general, most of the forecasts of the Applicants’ customer service
expenses are based on a five-year average of 2005 through 2009 of costs and
activities. To estimate their 2010 to 2012 expenses, the Applicants used the
five-year average and made various adjustments to the five-year average
depending on the cost centers. The Applicants contend that the five-year
average methodology is of sufficient length to capture a variety of conditions
such as the state of the economy, customer turnover, energy and gas prices, and
weather conditions. The Applicants deviated from using the five-year average in
some instances.

3.3.2. Position of the Parties
3.3.2.1 SDG&E and SoCalGas

The Applicants contend that their use of the five-year average of
2005 through 2009 provides a consistent representation of costs and activities for
each cost center. This five-year period was the most current five-year range that
was available at the time the forecasts were being prepared for the GRCs.
According to the Applicants, the five-year average that they use covers a variety
of business cycle conditions including fluctuations in the state of the economy,
customer turnover, energy and gas prices, weather conditions, regulations, and
changes in appliance technologies.

The Applicants contend that DRA, The Utility Reform Network (TURN)
and Utility Consumers” Action Network (UCAN) used several alternative and

inconsistent forecasting methodologies for customer service related costs and
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activities. One example of this is where the same witness used by TURN and
UCAN used different forecasting methodologies for SDG&E and SoCalGas for
the same customer service field and customer contact workgroups or cost
centers. The Applicants contend that such inconsistencies demonstrate that the
goal of the TURN and UCAN witness was to reduce estimated expenses
regardless of the facts.

The Applicants also contend that the use of recorded 2010 cost data by
DRA, TURN and UCAN should be rejected. The Applicants contend that the use
of recorded 2010 data is not permissible under the updating process contained in
the Rate Case Plan, and to analyze the most recent recorded data in the existing
timeframe for resolving a GRC would be time consuming. The Applicants also
argue that the use of recorded 2010 data has not been subjected to a careful and
thorough analysis of the interrelated cost drivers, which could affect the
reliability of that data. The Applicants also argue that DRA, TURN and UCAN
appear to selectively use the recorded 2010 data in an effort to reduce the

test year forecasts of operation and maintenance (O&M) and capital spending.

3.3.2.2. Position of DRA, TURN and UCAN

DRA points out that the Commission has stated in prior decisions that
there are a number of acceptable methodologies for forecasting test year costs. In
some instances, the Commission approved use of the most recent recorded costs.
In the Applicants’ last GRC decision, the use of more recent data was also an
issue. Although the Commission rejected the use of the more recent data in
Decision (D.) 08-07-046, it acknowledged that in deciding whether more recent
data should be used depends on whether the more recent data ”is compatible
with the other years of recorded data in order to derive trends and forecasts.”

(D.08-07-046 at 9.) DRA contends that its use of adjusted 2010 data is in a format
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compatible with the data the Applicants used. DRA further asserts that another
compelling reason for using the 2010 data is due to the “deep recession that
started in 2008 and intensified in 2009 and 2010.” (DRA Opening Brief at 9.) As
a result, DRA maintains the Applicants’ 2010 forecast was over-optimistic
because it was based on 2009 data. Since the 2012 forecasts of the Applicants
“build on 2010 spending, or in some cases the entire increase from 2009-2012 was
‘predicted” for 2010, such errors for 2010 persist in 2012 Test Year estimates.”
(DRA Opening Brief at 10, footnote omitted.)

DRA also contends that the Applicants frequently referred to recorded
2010 data for certain forecasts of costs, or used variations of their 2005-2009
methodology for certain forecasts. Since the Applicants selectively used actual
2010 data or variants of the five-year methodology to develop their forecasts,
DRA contends that the Commission should also consider the alternative
methodologies of DRA and the other intervenors, which employed the use of
actual 2010 data in certain instances.

TURN and UCAN contend that the goal of the Commission should be to
develop a reasonable forecast of what the Applicants will spend to provide
service during test year 2012. In developing this reasonable revenue requirement
forecast, TURN and UCAN believe that the Commission should not limit itself to
a limited number of preferred forecasting methods that are applied in a rigid
fashion. Instead, the Commission should use the methodology that provides the

most reasonable forecast for the cost that is at issue. Thus, if “the use of 2010
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recorded data will produce a more accurate forecast of 2012 test year costs, the
2010 data should be used.” (TURN and UCAN Opening Brief at 8.)°

TURN and UCAN also point out that in the Applicants” last GRC, the
Commission rejected the Applicants” argument against the use of recently
recorded data. Since the recorded 2010 data is in a format consistent with the
historical data, there is no issue about data incompatibility.

The Applicants have also argued that if 2010 data is used, it should be
used in a uniform manner. TURN and UCAN point out, however, that the
Applicants did not treat the 2009 data in the same manner for all of the
Applicants’ forecasts.

TURN and UCAN contend that the Applicants have downplayed the
importance of their 2010 and 2011 forecasts. The Applicants argue that any
comparison of actual 2010 cost data to the Applicants” 2010 forecasts in this GRC
should be viewed with caution, and no inference should be drawn about the
accuracy of the test year 2012 forecast. However, TURN and UCAN believe the
Commission should use the recorded 2010 costs as a basis of comparing it to the
reasonableness of the Applicants’ forecasts for 2010 through 2012. TURN and
UCAN point out that the recorded 2010 amounts were significantly below the
Applicants’ forecasts for that same year. An example of this is that the total 2010
recorded O&M spending for the Applicants was about $82 million below the
GRC forecasts for 2010. TURN and UCAN contend the Commission should
reject the Applicants” arguments that it is unfair to use 2010 recorded amounts

for forecasting the test year 2012 revenue requirement.

¢ The Federal Executive Agencies (FEA) also recommend that the Commission allow
the use of 2010 data for developing the forecast of electric distribution costs.
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TURN and UCAN also contend that the use of the more recent recorded
data is appropriate because it more closely reflects the internal budgets that the
Applicants developed to allow the Applicants’ senior management team to plan
their respective budgets for the year, and to monitor that budget process. TURN
and UCAN contend that this internal budgeting process of the Applicants
demonstrates that the Applicants “can develop a more accurate forecast when
doing so serves their purpose.” (TURN and UCAN Opening Brief at 15.)

3.3.3. Discussion

This issue about using the most recent recorded data in a GRC is not new
to this Commission. In the prior decision regarding the Applicants’ last GRC,
similar arguments were made about the use of the most recent recorded data,
and this same issue was discussed by the Commission in D.08-07-046. In that
decision, the Commission rejected the argument that the use of the most recent
recorded data was contrary to the updating procedure set forth in the Rate Case
Plan. The Applicants have not brought our attention to any new facts in this
proceeding which would cause us to change our mind.” Simply put, the use of
more recent data by the parties is not prohibited by the Rate Case Plan.

However, as D.08-07-046 sets out, before this recent data can be used, the
Commission needs to ensure that the recorded data is in a format “compatible
with the other years of recorded data in order to derive trends and forecasts.”
(D.08-07-046 at 9.) The Applicants have not asserted that the recorded 2010 data

is incompatible with the historical data.

7 Nor are we persuaded by the Applicants” argument that the 2010 recorded data
should be disregarded entirely. As DRA, TURN and UCAN point out, the Applicants’
testimony also contain several instances where the Applicants used recorded 2010 data
to support their cost forecasts.
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TURN and UCAN point out that the Commission should consider the
various methodologies that the Applicants and the other parties use, including
the use of recorded 2010 data for the costs at issue if it is used to develop a
reasonable forecast. We agree with TURN and UCAN in this regard. Each
proposed methodology must be reviewed and considered for each cost forecast,
and the Commission needs to weigh the competing arguments as to which
methodology yields a more reasonable forecast. That means for certain cost
forecasts, the use of more recent recorded data will more closely reflect the
continuing effects of the economic downturn. For other cost forecasts, it may be
appropriate to use the five-year average methodology that the Applicants
primarily rely on, as this may be more representative of various business cycle
conditions. As the Commission previously stated in a prior GRC for SCE:

As discussed in prior Commission decisions, there are a
number of acceptable methodologies for forecasting test year
costs....Depending on circumstances, one method may be
more appropriate than others. Under other circumstances,
two or more methods may be equally appropriate. In general,
the parties’ testimony should explain (1) why its proposed
methodology is appropriate, (2) why it is better than
methodologies proposed by other parties and (3) why the
results are reasonable. The Commission must weigh this
information in deciding which methodology should be used
and how it should be used.” (D.06-05-016 at 10-11.)

To the extent the parties disagree on the appropriate methodology that
should be used, including the use of recorded 2010 data, we will use the
approach set forth in D.06-05-016 to analyze what methodology should be
adopted to develop the individual cost forecasts. For the cost forecasts where we
used 2010 recorded data, we will explain our reasons for using that

methodology. For cost forecasts where we choose to use the Applicants’
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methodology, we have weighed and considered using the competing
methodologies but rejected those competing methodologies in favor of the
Applicants. Our picking and choosing of what the appropriate methodology to
use for the cost forecasts will allow us to develop cost forecasts that we believe
are reasonable to both ratepayers and the Applicants, and are as accurate as they
can be within our GRC ratemaking framework.

3.4. Settlement of Accessibility Issues

The witnesses for the Cfor AT sponsored two pieces of testimony in these
proceedings.® The issues raised by Cfor AT include the following: physical
access barriers that disabled persons encounter at in-person payment locations,
or because of the Applicants’ repair or construction work; and communication
access issues to address the needs of customers who have disabilities that affect
their ability to use standard forms of communication. The Applicants provided
testimony addressing accessibility issues in various exhibits.

On February 24, 2012, a Joint Motion for Adoption of Settlement was filed
by the Applicants and Cfor AT (Joint Motion).? The Joint Motion requests that
the Commission adopt the “Memorandum of Understanding San Diego Gas &
Electric Company, Southern California Gas Company and Center for Accessible
Technology” (MOU Settlement) that was attached to the Joint Motion as
Attachment A. In the MOU Settlement, the Applicants and Cfor AT have agreed

to a mutually acceptable outcome on certain access issues that were initially

8 In an October 21, 2011 AL] ruling, the Cfor AT was granted party status as the
successor to the Disability Rights Advocates.

? In accordance with Rule 12.1(b) of the Commission’s Rules of Practice and Procedure,
a settlement conference was held on February 9, 2012.
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raised by the Disability Rights Advocates in these proceedings, and which were
subsequently addressed by Cfor AT in Exhibits 593 and 594. No responses to the
Joint Motion were filed.

The MOU Settlement builds upon the prior Memorandum of
Understanding (prior MOU), approved by the Commission in D.08-07-046, by
continuing efforts to ensure and monitor that the Applicants” branch offices and
authorized payment locations are accessible.l0 The MOU Settlement also
continues efforts and training to ensure that the Applicants” website is accessible
to customers with disabilities.

With respect to SDG&E’s emergency customer communication system, the
MOU Settlement provides for the following: the system will continue to be
tested regularly by SDG&E and problems will be addressed if they occur;
SDG&E will continue to perform outreach to existing and new medical baseline
and life support customers, and to identify households that have a person with a
disability, in order to determine their preferred method of contact in an
emergency; and SDG&E will conduct outreach with community based
organizations that serve the elderly or disabled to encourage those persons to
contact SDG&E as to their preferred method of contact in an emergency.

Regarding written communications, the Applicants agree in the
MOU Settlement to examine how they can improve the accessibility of standard

written notices through large print or alternative formats, and to provide annual

10 As part of the prior MOU that was adopted in D.08-07-046, the Applicants were
ordered in this proceeding to perform certain studies to document and demonstrate that
there were significant and useful changes made to the Applicants” operations and
facilities as a result of the prior MOU. This information was contained in various
exhibits that the Applicants sponsored in this proceeding.
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training on disability issues to all staff who design or develop content for written
customer notices, including training on disabilities that can interfere with a
customer’s ability to read standard print. If there are other Commission
proceedings that affect communications access, the parties agree to meet and
discuss the potential impact on the MOU Settlement.

On pedestrian rights of way issues, the MOU Settlement provides that the
Applicants will continue to use the revised construction standards that were
developed in the prior MOU and to incorporate the importance of these revised
standards and pedestrian access as part of the Applicants” annual training on
construction and safety related issues, and to make contractors aware of these
revised standards and issues. Job site inspections of construction work by the
Applicants and contractors will include physical accessibility of pedestrian
pathways, and any deficiencies are to be corrected immediately. In addition,
SDG&E agrees that when new above ground poles are installed, that a minimum
width for the path of travel be established. SDG&E also agrees to make local
governments aware of which undergrounding projects have the most existing
impediments to accessibility, and to coordinate with local governments to
improve the accessibility of the pedestrian right of way when a project includes
work around utility poles. SDG&E also agrees to submit an AL, with Cfor AT’s
support, requesting that SDG&E's Electric Rule 20A be amended to add
wheelchair access as a consideration.

The MOU Settlement also addresses: the Applicants’ providing Cfor AT
with annual reports and agreeing to hold quarterly status calls; dispute
resolution procedures concerning the MOU Settlement; the Applicants’
agreement that the issues resolved in the MOU Settlement by Disability Rights

Advocates and Cfor AT have made a substantial contribution for the purposes of
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intervenor compensation; and that unless the MOU Settlement is materially
altered by the Commission, that the costs of implementing the MOU Settlement
will be included as part of the final adopted revenue requirement in these
proceedings and no additional rate recovery will be requested.

In deciding whether the Joint Motion should be granted or not, we are
guided by Rule 12.1(d) of the Commission’s Rules of Practice and Procedure.
That subdivision states: “The Commission will not approve settlements, whether
contested or uncontested, unless the settlement is reasonable in light of the whole
record, consistent with laws, and in the public interest.”

The MOU Settlement continues the efforts from the prior MOU regarding
accessibility in a number of different areas by customers with disabilities.

Instead of litigating these issues, the Applicants and Cfor AT have reached
agreements on how these accessibility issues can best be addressed in the context
of existing federal and state laws that protect the rights of people with
disabilities. Since the MOU Settlement resolves these accessibility issues with the
assistance of a group that represents the interests of persons with disabilities, and
their witnesses who have the technical experience to recognize and resolve these
accessibility barriers, we conclude that the MOU Settlement, as set forth in
Attachment A of the February 24, 2012 Joint Motion, and which we incorporate
into this decision by reference, is reasonable in light of the whole record, is
consistent with the law, and is in the public interest. Accordingly, the

Joint Motion to adopt the MOU Settlement is granted, and the terms set forth in
the above-referenced MOU Settlement are adopted.

-23-



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

4. Procurement and Generation
4.1. Introduction

This section addresses the costs associated with electric procurement, gas

procurement, and non-nuclear electric generation.

4.2. SDG&E Electric Procurement
4.2.1. Introduction

Electric procurement covers SDG&E's activities associated with the costs of
procuring, managing, planning, and administering of SDG&E’s electric and fuel
supply for bundled customers.1! The Electric Procurement Department and the
Resource Planning Department are the two departments at SDG&E which are
primarily responsible for these activities. These two departments “work closely
to plan future electric and fuel requirements, administer and manage those
resources to ensure SDG&E maintains customer rate stability and
reasonableness.” (Ex. 109 at 4.)

The “Electric Procurement Department is responsible for the following
functions associated with purchasing electricity to meet SDG&E’s bundled
electric customer demands: Long term Procurement, Trading and Scheduling,
and Middle- and Back-Office.” (Ex. 109 at4.) The Resource Planning
Department is responsible for planning the long term electric generation needs of
SDG&E'’s system and bundled customers, evaluating resource options,
evaluating the impact of changes in state policies, and supporting the other

functions related to meeting customers’ needs.

11 The commodity expense for the fuel is recovered in the Electric Resource Recovery
Account (ERRA) proceeding.
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For the 2012 test year, SDG&E forecasts $10.442 million for the O&M costs
associated with electric procurement activities. This is an increase of
$2.153 million over the 2009 base year. SDG&E’s O&M cost forecast of
$10.442 million is composed of the following five cost functions: long term
procurement ($2.511 million); trading and scheduling ($3.170 million); middle
and back office ($3.445 million); resource planning ($938,000); and
Assembly Bill (AB) 32 administrative fees ($378,000).

The long term procurement functions include the Procurement and
Portfolio Design section, the Generation and Supply Project Management section,
and the Vice President (VP) of Electric Procurement. Among the duties of the
Procurement and Portfolio Design section is to solicit requests for offers, and to
negotiate and execute agreements to meet SDG&E’s long term energy and
capacity requirements, and to manage the procurement of long term renewable
and conventional resources. The Generation and Supply Project Management
section is responsible for coordinating the electric procurement activities for new
conventional and renewable generation, such as contract management, and
monitoring the project schedule, design, and construction to ensure it meets the
performance measures stated in the contract. The VP of Electric Procurement is
responsible for the management and administration of all long term
procurement, trading and scheduling, and the middle and back office functions.

The trading and scheduling functions are handled by the Energy Supply
and Dispatch section, which is divided into three groups, Market Operations,
Electric Trading, and Electric Fuels. The Energy Supply and Dispatch section
handles short term planning, trading and scheduling activities, and manages the

portfolio of assets to serve bundled customers.
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The middle and back office functions include the Settlements and Systems
section, and the Energy Risk section. According to SDG&E:

The [Settlements and Systems section] is responsible for
electric transaction counter-party settlements including
confirmation of transactions, verifying and processing of
invoices and billing requests for bilateral transactions, and
preparing journal entries for recording expenses and
revenues. Settlement activities with the CAISO [California
Independent System Operator] include processing of daily
settlement statements and invoices, validating settlements
including, when appropriate, the filing of disputes of
questionable charges and reporting of generation and load
meter data. Proposed CAISO changes to its settlement
process are reviewed and commented on including
intervening at FERC [Federal Energy Regulatory
Commission], if appropriate. (Ex. 109 at 16.)

The Energy Risk section performs middle office functions “such as
identifying, managing, monitoring, and reporting on market, credit, financial
and operational risks associated with Electric Procurement Department
functions.” (Ex. 109 at 17.)

The Resource Planning functions include planning for the long term
electric generation needs of SDG&E'’s bundled customers, and evaluating future
policy options. The staff supports SDG&E on various proceedings before the
Commission and the California Energy Commission (CEC), and also produces
the Long term Procurement Plan for the Commission.

The AB 32 administrative fees cover the administrative costs and fees
associated with this legislation. Under the California Air Resources Board'’s
(CARB) greenhouse gas (GHG) emissions fees regulations, electric generating
units in California are required to pay annual fees for each megawatt-hour

(MWh) of net power generated by combustion of natural gas. The CARB
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regulations also require electricity importers to pay administrative fees for each
MWh of imported electricity if the electricity is from unspecified sources or the
combustion of fossil fuels. Since these fees are likely to vary from year to year,
SDG&E requests that these fees be recovered in the New Environmental
Regulatory Balancing Account (NERBA).

4.2.2. Position of the Parties

4.2.2.1. DRA

DRA recommends that SDG&E'’s forecast of O&M costs for electric
procurement be reduced by $2.153 million. DRA’s recommended disallowance is

based on the following:

e For long term procurement, DRA recommends
$1.785 million, which is $726,000 less than SDG&E’s
estimate of $2.511 million.

e For trading and scheduling, DRA recommends
$2.478 million, which is $692,000 less than SDG&E’s
estimate of $3.170 million.

e For middle and back office functions, DRA recommends
$3.088 million, which is $357,000 less than SDG&E's
estimate of $3.445 million.

e For AB 32 administrative fees, DRA recommends
zero dollars, which is $378,000 less than SDG&E’s estimate
of $378,000.

e DRA does not take issue with SDG&E’s estimate of
$938,000 for resource planning.

On the long term procurement disallowance, DRA contends that SDG&E’s
request for seven additional personnel positions, and associated non-labor costs,
is not needed. DRA presented data on the growth of renewable energy resources
from 2003 through 2010 to demonstrate that the existing long term procurement
staff are capable of handling the additional workload associated with SDG&E’s

growing renewable energy portfolio. DRA also contends that adding additional
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large renewable resources does not result in additional complexity for SDG&E'’s
long term procurement, and that the additional work associated with replacing
the power from once-through cooling power plants has been known and planned
for as far back as 2005.

DRA'’s trading and scheduling disallowance is based on DRA’s
recommendation that additional personnel positions are not needed to handle
the AB 32 administrative fees activities, and the costs associated with
implementing the CAISO Market Redesign and Technology Upgrade (MRTU)
initiatives. DRA recommends that the AB 32 administrative fees be handled
elsewhere, and that the O&M costs associated with MRTU be booked to the
MRTU memorandum account.

On DRA’s middle and back office disallowance, DRA proposes to disallow
four additional personnel positions that SDG&E requested. DRA contends that
these positions are not needed because additional personnel are not needed to
procure and manage the growth in renewables, and to handle the AB 32 related
activities. Instead of adding additional positions, DRA contends that as older
regulatory proceedings get resolved, the employees who worked on those issues
can be shifted to take on new obligations.

On DRA'’s disallowance of all the AB 32 administrative fees, DRA contends
that D.10-12-026 determined that the utilities cannot collect the AB 32
implementation costs in the GRC until the Commission determines in the next
phase of A.10-08-002 that such costs are recoverable.

4.2.2.2. SDG&E

DRA’s recommended disallowance of $726,000 for long term procurement
is due to DRA’s belief that the incremental personnel positions will not be

needed. SDG&E contends that the additional positions are needed for the
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following reasons. In SDG&E’s 2011 Renewable Portfolio Standard (RPS)
solicitation, SDG&E received close to 1000 bids. Until the RPS requirement of
33% renewables is reached, SDG&E expects that there will be an increasing
number of bids with each RPS solicitation. In addition, SDG&E contends that the
reporting requirements for the RPS program, and data requests have increased
significantly. SDG&E expects this trend to continue, and cites to D.11-12-052 in
which SDG&E is required to provide hourly data for each of its proposed
contracts. SDG&E also contends that the potential projects will need to be
negotiated, and additional work will occur before the projects come on line. As
for DRA’s claim that no additional analytical work will need to be done, SDG&E
contends that additional staff is needed to respond to the CAISO market which is
changing and increasing in complexity, and that environmental changes will also
place additional burdens. Regarding DRA’s argument that the replacement of
once-through cooling plants was known, SDG&E contends that the current
regulations were not adopted until May 4, 2010, with an effective date of
October 1, 2010, which represents an incremental need arising after the last GRC.
In addition, planning for the retirement of such facilities is a complicated
process, and that sufficient time is needed to carry out the procurement process.
SDG&E opposes DRA’s recommended disallowance of the incremental
personnel positions for trading and scheduling. SDG&E contends that additional
staff is needed to participate and monitor the rules and regulations pertaining to
the GHG Cap and Trade Program, and to perform analysis of the prices and
products that are available to SDG&E to meet its obligations for GHG
compliance. SDG&E contends that the four additional positions for the Real
Time desk are needed in order to staff the desk on a 24 hour basis in order to

manage the increase in CAISO requirements and the increased portfolio
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generation. On DRA’s recommendation that no incremental personnel positions
are needed to support the MRTU, SDG&E contends that the MRTU has been
operating successfully for more than two years, and the MRTU memorandum
account is no longer necessary and should be eliminated. SDG&E contends that
the ongoing costs can and should be forecast and recovered in GRC rates.

DRA’s middle and back office recommendation would disallow any new
incremental personnel positions. SDG&E contends that the incremental
positions are needed. One position is to perform the invoice and reporting
associated with the GHG program. The systems administration position is
needed to handle the complex CAISO settlements, new contracts, additional
functions to comply with new programs, and to handle the system enhancements
and upgrades. Due to new renewable and conventional projects, and the
complexity of new contracts, two new positions are needed to handle the
increased work in contract administration, billing functions, and CAISO
settlements.

On DRA’s recommended disallowance of the AB 32 administrative fees,
SDG&E contends that DRA ignores that SDG&E is preparing for AB 32
compliance, and has already paid mandatory AB 32 administrative fees to CARB.
Since these costs are being incurred, SDG&E contends that these costs should be
included in its GRC request.

4.2.3. Discussion
4.2.3.1. Introduction

We have reviewed and considered the testimony and the arguments of
SDG&E and DRA concerning the O&M electric procurement costs. This

discussion of the O&M electric procurement costs is divided into the five
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following functions: long term procurement; trading and scheduling; middle
and back office; resource planning; and AB 32 administrative fees.

4.2.3.2. Long term Procurement

The incremental increase in long term procurement O&M costs is due to
the RPS program, and SDG&E’s belief that more employees will be needed to
prepare solicitations and to negotiate the renewable contracts in order to meet
the 33% RPS by 2020. In addition, SDG&E contends the long term procurement
staff will need to comply with GHG regulations, and the feed-in tariffs process.

DRA, on the other hand, contends that SDG&E has sufficient resources to
handle the RPS-related work. DRA points out that in 2010, SDG&E had
sufficient resources to procure 11.9% of renewable generation.

We agree with DRA’s reasoning that SDG&E does not need as much staff
as it has forecasted. We believe that these regulatory obligations can be handled
by the existing long term procurement staff, and the addition of two additional
positions. This reduction of five positions is reasonable because there were
already 14.4 positions in long term procurement in 2009. With the addition of
one new position to the Procurement and Portfolio Design section, and one
additional position for Generation and Supply Project Management, the total
positions in 2012 would be 16.4. It is our belief that these 16.4 positions are
sufficient to handle the increased work. Accordingly, we reduce the funding for
long term procurement from $2.511 million to $1.992 million, a reduction of

$518,571.12

12 The $518,571 reduction is based on SDG&E’s forecast of seven Full-Time Equivalents
(FTE) at a total incremental cost of $726,000. The cost of each incremental FTE is
approximately $103,714 and the cost of five FTEs is $518,571.
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4.2.3.3. Trading and Scheduling
Next, we address DRA’s recommended disallowance of $692,000 for the

trading and scheduling functions. This recommended disallowance is associated
with SDG&E’s request for seven new positions for the trading and scheduling
functions. DRA makes two arguments as to why its recommended disallowance
should be adopted. First, DRA argues that all of the costs associated with MRTU
should be booked in the MRTU memorandum account, instead of being
recovered through the 2012 test year in this GRC. DRA’s second argument is
that SDG&E's request for an incremental position for the GHG cap and trade
program should be disallowed because the AB 32 administrative fees that
SDG&E seeks recovery of cannot be collected until the Commission decides in
the next phase of the proceeding that such costs are recoverable.

We first address the MRTU argument. In Resolution E-4088, SDG&E was
granted authority to establish its MRTU memorandum account (MRTUMA). The
authority was granted because the Commission expected SDG&E and the other
electric utilities “to be fully prepared for MRTU and to have the resources
necessary to be able to participate in the new market design, [locational marginal
pricing], and a day-ahead energy market,” and to “meet this objective, the
[investor-owned utilities] should be permitted to track incremental
MRTU-related costs in a memorandum account.” (Resolution E-4088 at 5.)

Although DRA believes that the MRTU-related costs should continue to be
booked into the MRTU memorandum account, SDG&E states:

SDG&E recently requested to recover the costs through
December 2009 recorded in the MRTUMA in the

ERRA [Energy Resource Recovery Account] 2009 proceeding.
SDG&E will continue to request recovery of MRTUMA
expenses in ERRA through the year 2011. After 2011, SDG&E
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plans to shift the O&M and capital from the MRTUMA to this
2012 GRC. (Ex. 109 at 7.)

DRA cites to SCE’s last GRC decision as authority for why SDG&E should
be required to continue to book all MTRU-related costs in the MRTUMA. In that
proceeding, SCE requested that its forecast of MRTU-related O&M costs and
capital expenditures for 2009-2011 be handled in its GRC proceeding. The
Commission rejected SCE’s request to include those expenses in SCE’s GRC
proceeding, and concluded that SCE should continue to record these costs in the
MRTUMA, and denied SCE'’s request to terminate its MRTUMA.

(D.09-03-025 at 290-292, 389, Conclusions of Law 203 and 204.)

We are not persuaded by DRA’s argument that MRTU-related O&M costs
and capital expenditures for SDG&E should continue to be recorded in SDG&E's
MRTUMA. First, D.09-03-025 only applied to SCE’s MRTU-related costs and the
circumstances at that point in time. Part of the Commission’s reasoning for
concluding that SCE’s MRTU-related costs should continue to be recorded in its
MRTUMA is because the Phase 2 MRTU costs, and the costs of any subsequent
phases, were “unknown at this time and the scope of the MRTU phases are
changing and evolving.” (D.09-03025 at 292.) Unlike what existed in the late
2008 and early 2009 timeframe, the implementation of MRTU is now complete
and the MRTU structure has been in place and in operation since 2009. As
SDG&E points out, there is no longer uncertainty about MRTU and its related
costs. The second reason why we are not persuaded by DRA’s argument is that
after 2011, “SDG&E plans to shift the O&M and capital from the MRTUMA to
this 2012 GRC.” (Ex. 109 at7.) SDG&E’s MRTU O&M costs are no longer for the
purpose of preparing for, and having the necessary resources, to participate in

the new market design. Instead, as SDG&E points out, these are “on-going
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costs” that “can and should be forecast and recovered in GRC rates” for SDG&E.
(Ex. 111 at 10.)

Accordingly, we do not adopt DRA’s recommendation to shift
consideration of SDG&E's incremental MRTU-related O&M costs for trading and
scheduling from this GRC proceeding into its MRTUMA that is being considered
in its ERRA proceeding in A.11-06-003 or into another future ERRA proceeding.
With regard to SDG&E’s request that its MRTUMA account should be
terminated, that request should be addressed in A.11-06-003, where SDG&E is
seeking recovery of its 2010 MTRU costs, or in a proceeding that covers any
remaining MRTU-related costs that were recorded in 2011.

Next, we address DRA’s argument that the incremental funding for one
position to handle GHG cap and trade-related work should be disallowed.
DRA'’s disallowance relies on the language in D.10-12-026 that AB 32 fees
recorded to the memorandum account are to be addressed in a subsequent phase
of A.10-08-002. Although SDG&E acknowledges that full implementation of
AB 32 is still in progress, SDG&E seeks funding in this GRC because it needs to
recruit and train an additional employee in order to be fully prepared for
compliance with AB 32.

We have reviewed D.10-12-026 and SDG&E’s AL 2218-E and AL 1997-G.
D.10-12-026 authorized SDG&E to “establish a memorandum account to record
its actual expenditures to comply with the Assembly Bill 32 Cost of
Implementation Fee.” In the discussion section of D.10-12-026, the Commission
stated that it “will determine whether the Joint IOUs [investor-owned utilities]

may recover expenses incurred prior to the inclusion of estimated AB 32 Fees in

each of the Joint IOUs” next general rate case, and if approved, the appropriate

mechanism for recovery.” (D.10-12-026 at 4, emphasis added.) Then in
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Conclusion of Law 2, the Commission stated that “Given the short time frame
the Joint IOUs have to pay the AB 32 fee after issuance of the invoice by [CARB],
it is reasonable to allow each of the Joint IOUs to establish a memorandum
account to record its expenditures for complying with the AB 32 Fee before
receipt of the first AB 32 Fee invoice.” Those two statements suggest that the
memorandum account is for the purpose of recording costs incurred before the
tirst AB 32 invoice is received, and is not for the purpose of recording ongoing or
future AB 32 O&M costs. Accordingly, SDG&E’s funding request for one
incremental position to handle AB 32-related work is properly before us in this
GRC.

Since we do not adopt DRA’s arguments that the MRTU costs, and the
AB 32 administrative fees should be addressed elsewhere, the next issue to
address is whether the seven new positions that SDG&E is requesting are
reasonable. In 2009, SDG&E had 19 positions for trading and scheduling.
SDG&E requests seven additional positions, which would increase the number
of positions to 26. Given the number of existing positions that SDG&E already
has, we do not believe that seven additional positions are needed to handle the
additional work associated with the MRTU, and the work associated with
complying with AB 32. It is reasonable under the circumstances to reduce the
number of these new positions from seven to four positions. The reduced
number of positions will reduce SDG&E's trading and scheduling O&M costs
from $3.170 million to $2.873 million.

4.2.3.4. Middle and Back Office
SDG&E is requesting an incremental increase of $357,000 for O&M costs

for middle and back office functions. This incremental increase is for the

following four additional positions: one to perform the invoice and reporting
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associated with GHG compliance; one to perform systems administration related
to the Allegro system due to the increased complexity of CAISO requirements,
power purchase agreements, and system enhancements and upgrades; and two
to perform settlements and contract administration due to the increase in the
number of contracts.

DRA’s recommended disallowance of $357,000 would disallow all four
positions. DRA contends that the additional positions are not needed because
the existing employees will be able to procure and manage all of the RPS
contracts, these additional RPS contracts will reduce the need for AB 32 activities,
and the completion of old regulatory proceedings should allow those employees
to take on new obligations.

Based on the current number of positions (27.4) in the middle and back
office, we agree with DRA that SDG&E's request for funding of four additional
positions is too many. As mentioned earlier, it appears SDG&E has sufficient
staff to handle the RPS work, and that the existing staff can undertake some of
the new responsibilities. For those reasons, we believe that one additional
position is warranted, instead of the four positions that SDG&E has requested. It
is reasonable to reduce SDG&E’s O&M funding request for middle and back
office functions from $3.445 million to $3.177 million.

4.2.3.5. Resource Planning
SDG&E requests $938,000 for the O&M costs for resource planning

functions in the 2012 test year. SDG&E has not requested any incremental
increase over the 2009 level, and expects the workload to remain the same for
resource planning over the next GRC cycle. DRA does not take issue with

SDG&E’s forecast of the O&M costs for resource planning.
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4.2.3.6. AB 32 Administrative Fees
SDG&E is requesting that the AB 32 administrative fees of $378,000 for the

2012 test year be recovered in the NERBA. As SDG&E acknowledges, the AB 32
administrative fee is to pay the CARB fee for the combustion of fossil fuels from
electric generating units.

DRA contends that these fees should be removed from this rate case, and
should be addressed in A.10-08-002 once the Commission decides if such costs
are recoverable.

Recently, in D.12-10-044, the Commission authorized SDG&E and
SoCalGas to “recover the reasonable costs recorded in the memorandum account
for Assembly Bill 32 Implementation Fees from ratepayers,” and that they may
“request to recover in rates any further fees expected to be incurred as a forecast
cost in a general rate case proceeding.” (D.12-10-044 at 14.) Since the CARB fee
is expected to be incurred in test year 2012, the request by SDG&E for $378,000 is
appropriate and should be included in SDG&E's test year 2012 electric
procurement costs.

4.2.3.7. Conclusion

We have reviewed all of the testimony regarding the remaining electric
procurement costs. Except for the adjustments discussed above, we conclude
that the remaining O&M costs for electric procurement are reasonable and
should be adopted. Accordingly, the cost of $9.358 million should be adopted as
the 2012 test year O&M costs for SDG&E's electric procurement.

4.3. Gas Procurement
4.3.1. Introduction

This section addresses SoCalGas” O&M costs associated with the function

of procuring natural gas for the core customers of SDG&E and SoCalGas. In
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accordance with D.07-12-019, the core gas portfolios of SDG&E and SoCalGas
were consolidated into a single portfolio on April 1, 2008. SoCalGas” Gas
Acquisition Department is responsible for managing this portfolio and procuring
the gas for the core customers of both utilities.

The Gas Acquisition Department is responsible for the procurement of the
natural gas commodity, arranging for the transport of that gas by using interstate
and intrastate pipeline capacity, and the use of gas storage. This department also
manages price and basis risk for the core portfolio, which includes the trading of
financial instruments such as futures, options, and over-the-counter swaps. The
personnel in this department include gas traders, risk management/financial
traders, gas schedulers, analysts, and back office support staff. Among the duties
of the back office support staff is to negotiate and administer all agreements,
process settlements, account for the cost of gas and storage, compile financial and
regulatory reports, provide information technology (IT) support, administer the
gas management system, and maintain internal controls.

To get a sense of the scope and scale of work that the Gas Acquisition
Department performs, from April 1, 2009 through March 31, 2010, over
10,000 gas purchases and sales transactions were entered into involving over
405 Bcf of net purchases, at a total cost of about $1.6 billion.

SoCalGas requests O&M costs of $3.639 million for the 2012 test year. This
is composed of $3.113 million in labor costs, which is unchanged from the 2009
base year recorded costs. The Gas Acquisition Department expects to maintain
the same level of staffing (30.4 positions) in the test year as in 2009. The
non-labor costs for the 2012 test year are forecast at $526,000 which is based on
the five-year average, and is an increase of $95,000 over the 2009 base year

recorded expense.
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4.3.2. Position of the Parties
4.3.21. DRA

DRA recommends that the $95,000 incremental increase be disallowed,
and that the 2009 recorded non-labor costs be used. DRA contends that its
review of SoCalGas” 2005-2009 recorded expenses, and the 2010 recorded
expenses, do not support the $95,000 increase requested by SoCalGas. DRA
contends that SoCalGas’ use of the five-year average ($526,000) for the non-labor
cost component is not justified because the data demonstrates that “the non-labor
component has been declining steadily since 2006,” although there “was a

minimal non-labor increase in 2010 above the 2009 level.” (Ex. 536 at 3.)

4.3.2.2. SoCalGas
SoCalGas contends that its 2012 test year forecast of the O&M costs for gas

procurement is a conservative and reasonable forecast. Although SoCalGas is
not requesting any labor-related increase, it believes that an increase could have
been justified due to an increasingly complex and competitive gas market.
Instead, SoCalGas elected to work within the same staffing level from 2009, with
the “expectation that the additional workload would be offset by increased
productivity for the use of technology, consultants and various on-line services.”
(Ex. 445 at 3.)

As for the non-labor costs, SoCalGas contends that this is due to the
increased costs of “new software applications, publications and on-line services
providing industry news and market intelligence.” (Ex. 445 at 3.) The Gas
Acquisition Department needs “these services to remain competitive in this
fast-changing industry in order to secure the lowest possible gas costs for its core

customers.” (Ex. 445 at 3.) SoCalGas also contends that DRA selectively chose to
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ignore the fact that there was an increase in the non-labor component from 2005
to 2006, and from 2009 to 2010.

4.3.3. Discussion

We have reviewed the testimony and arguments of DRA and SoCalGas
regarding the O&M costs for gas procurement.

We agree with SoCalGas that the use of the five-year average for the
non-labor O&M costs of gas procurement is reasonable. DRA’s analysis of the
six years of recorded non-labor costs from 2005 through 2010 overlooks the fact
that there was an increase in 2006 over 2005, and an increase in 2010 over 2009.
In addition, the Gas Acquisition Department needs the non-labor materials and
services that SoCalGas plans to obtain in the test year in order to compete
successfully and efficiently in the natural gas market.

For all of the above reasons, SoCalGas’ forecast of $3.639 million for the
2012 test year O&M costs for gas procurement is reasonable and should be
adopted.

4.4. SDG&E Non-Nuclear Electric Generation
4.41. Introduction
This section covers SDG&E’s O&M and capital expenditure costs

associated with its non-nuclear electric generation activities. SDG&E's electric
generation organization consists of three main groups: generation plant,

renewable generation support, and generation administration.

-40 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

The generation plant group operates three electric generation power
plants.13 These three power plants are the following: the original 46 MW
combustion turbine at the Miramar Energy Facility; the second 46 MW
combustion turbine at the Miramar Energy Facility; and a 555 MW combined
cycle plant at the Palomar Energy Center.

The renewable generation support group is located in SDG&E’s Electric
Project Development and Business Planning Department. According to SDG&E,
this department “provides support for solicitations, contract negotiations, and
contract administration for renewable and conventional generation,” “provides
technical support to resource planning, regulatory affairs, and other internal
departments,” and “provides due diligence review of renewable energy bilateral
offers as it pertains to technical or developmental viability.” (Ex. 97 at3.) This
department also oversees SDG&E’s 20% ownership share in the San Onofre
Nuclear Generating Station (SONGs).

The generation administration group “provides managerial support, plant
cost analysis, budgeting, engineering, and workforce administration for the
Electric Generation organization.” (Ex. 97 at 3.)

For the 2012 test year, SDG&E is requesting total O&M costs of
$33.687 million. This is an incremental increase of $4.835 million over the 2009

recorded amount of $28.852 million. The incremental O&M increase is due

13- At the time SDG&E’s application was filed, it had received approval from the
Commission in D.07-11-046 to exercise its option to purchase the 480 megawatt (MW)
combined cycle power plant in Boulder City, Nevada, from El Dorado Energy, LLC.
SDG&E assumed ownership of the El Dorado power plant in October 2011. SDG&E’s
GRC request only addresses the electric generation activities and transition costs that
are needed to integrate the El Dorado power plant into SDG&E’s system.
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primarily to SDG&E'’s request of nine additional positions for generation plant,
and four additional positions in generation administration.
SDG&E is also requesting capital expenditures of $15 million. In contrast,

the 2009 recorded capital expenditures were $26.780 million.

4.4.2. O&M Costs
4.4.2.1. Introduction
SDG&E is requesting total O&M costs of $33.687 million.

4.4.2.2. Position of the Parties
44.2.21. DRA

DRA recommends electric generation O&M costs of $30.183 million, which
is $3.504 million less than what SDG&E recommends. DRA’s recommendation
would result in reductions in generation plant, renewable generation support,
and generation administration.

For the Palomar Energy Center, DRA recommends that SDG&E’s forecast
of $29.608 million be reduced by $2.051 million. DRA’s recommended O&M cost
of $27.557 million for this facility is based on the use of the four-year average
from 2006-2009.

DRA contends that the addition of nine new positions, as SDG&E has
requested, is not needed because SDG&E acknowledges that the Miramar facility
can be remotely operated from the Palomar Energy Center and during peak
demand hours the Miramar facility is operated by one person. DRA also infers
that the additional five maintenance technicians to maintain and repair the
Palomar and Miramar facilities are not needed because SDG&E can use outside
services instead.

Part of the costs of operating the Palomar Energy Center is due to the long

term service agreement between General Electric Corporation (GE) and SDG&E.
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This agreement provides for the maintenance of the major components of the
facility, which were manufactured by GE, to be maintained by GE. This
agreement covers such things as “engineering support, remote equipment
monitoring by GE’s Monitoring and Diagnostic Center, major component
refurbishment and replacement, replacement parts, labor for major maintenance
outages and inspections, as well as on-site administrative and technical support.”
(Ex. 97 at 10.) DRA disagrees with SDG&E’s $9.783 million forecast for the

GE agreement. DRA believes that the four-year average of 2006-2009 for this
agreement should be used, which results in DRA’s recommended cost of

$8.723 million.

For the O&M costs for the Miramar Energy Facility, DRA recommends an
amount of $928,000, which is $579,000 less than SDG&E’s request of
$1.507 million. DRA’s $579,000 reduction is tied to its recommendation that
SDG&E receive nothing in capital expenditures for the Miramar facility.

For the O&M costs for renewable generation support, DRA recommends
an amount of $512,000, which is $450,000 less than SDG&E's request of $962,000.
DRA recommends the reduction because it does not believe SDG&E needs to
hire a consultant, at a cost of $250,000, to provide assistance to aid in the
oversight of SONGS. DRA contends that such oversight was not contemplated
in A.06-04-018, as SDG&E suggests. In addition, since SDG&E only has a 20%
share in SONGS, the use of a consultant is excessive when “SCE already has
experienced analysts with extensive knowledge of practices at other nuclear
facilities that review SONGS operations at a high level.” (Ex. 476 at 8.)

The other part of DRA’s recommended reduction for renewable generation
support is SDG&E’s request for $200,000 in consulting costs to hire a renewable

generation consultant to assess opportunities outside of the procurement
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process. DRA contends that this reduction is warranted because of the statement
in D.10-12-026 that AB 32 implementation costs cannot be collected until the
Commission decides that such costs are recoverable.

For the O&M costs for generation plant administration, DRA recommends
an amount of $1.186 million, which is $424,000 less than SDG&E’s request of
$1.610 million. DRA’s reduction is based on its proposed disallowance of the
four incremental positions that SDG&E has requested. DRA contends that the
costs associated with the El Dorado facility, which DRA calculates at $131,000,
should be recorded in the Non-Fuel Generation Balancing Account (NGBA) and
included in SDG&E’s annual AL filing. DRA also contends that SDG&E'’s
request for two compliance administrators ($195,000), and one additional
engineer to assist with ongoing engineering efforts at the plants ($98,000), lack

adequate support.

44.2.2.2. UCAN

UCAN makes two recommendations concerning SDG&E’s electric
generation O&M costs.

UCAN's first recommendation concerns the O&M costs at the
Miramar facility. UCAN recommends an amount of $1.2 million, which is a
$307,000 reduction to SDG&E's request of $1.507 million. UCAN’s
recommended amount is based on the recorded 2010 spending at Miramar,
which UCAN contends includes the operation of both units for the entire year,
and includes the increases in dispatch as suggested by SDG&E.

UCAN’s second recommendation is for the O&M costs at the
Palomar facility. UCAN recommends an amount of $23.436 million, which is a
$6.172 million reduction to SDG&E’s request of $29.608 million. UCAN

calculated the non-labor costs using a three-year average of 2008-2010 as a
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starting point, and then made several adjustments to the average as discussed in
Exhibit 558 at 11. Among UCAN’s adjustments is to remove the 2008-2010 crane
savings.

UCAN also concurs with DRA’s argument that the addition of new
employees at Palomar and Miramar are not needed. UCAN contends that
between 2007 and 2011, SDG&E had between 28 and 33 staffers at Palomar and
Miramar. For that reason, UCAN used the 2009 recorded amounts for the labor

costs.

4.4.2.23. SDG&E
SDG&E disagrees with the reductions recommended by DRA and UCAN.

SDG&E contends that the additional positions it has requested are needed
to operate and maintain its increased generation facilities, which have been
placed into service since the last GRC.

SDG&E also contends that the O&M reductions recommended by DRA
and UCAN do not take into account the increase in maintenance that is required
for aging equipment, as well as the increased run times. Also, their
recommendations do not account for the fact that the CAISO directs the dispatch
of its generation units and the timing of when the plants are to undergo
maintenance.

SDG&E also contends that DRA’s recommendation to use a four-year
average for the costs of the GE agreement is not based on the escalation factors
contained in the contract. SDG&E further contends that DRA’s recommendation
to eliminate the requests for two consultants would be contrary to the
Commission’s directive to enhance oversight of SONGS, and to assist SDG&E in

meeting its 33% renewables portfolio goal.

-45 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

4.4.2.3. Discussion
We first address the recommendations of DRA and UCAN to reduce the

O&M costs for the generation plant group at the Palomar Energy Center and
Miramar Energy Facility.

SDG&E has requested that nine positions be added in the 2012 test year to
the generation plant group. Three operations technicians will be added to add
another shift of workers to the 12 who are currently employed. According to
SDG&E, this will allow for a crew to be on-site at the Miramar facility, instead of
it being operated remotely. Five maintenance technicians will be added to
augment the existing maintenance staff to take care of the demand for
maintenance and repairs at both Palomar and Miramar. SDG&E also requests
that one plant manager be added due to the addition of the El Dorado facility.
Both DRA and UCAN recommend that no additional positions be added during
the 2012 test year.

We agree that some additional positions are needed to handle the
four power plants that SDG&E owns and operates. Additional personnel are
warranted due to the following: the addition of the El Dorado facility and the
second Miramar turbine; the cycling of Palomar on a daily basis, as directed by
the CAISO, instead of being used as a baseload plant; the increase in regulatory
requirements due to grid stability and environmental compliance; the need for
operators and maintenance staff at Miramar; and the need to maintain the power
plant facilities to ensure the continued safe and reliable operation of the power
plants. However, our review of SDG&E’s request and its testimony leads us to
conclude that adding three additional operator positions and five additional

maintenance technicians is too many in light of the existing number of personnel.
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For that reason, SDG&E's electric generation should be reduced by $564,318, or
six positions.14

We have also reviewed the testimony concerning the methodologies that
DRA and UCAN recommend be used to forecast the costs at Palomar and
Miramar, including the GE agreement, and UCAN’s forecast of the 2012
non-labor costs. We agree that SDG&E’s use of a 2009 base year methodology
yields a more reasonable forecast as opposed to the methodologies used by DRA
and UCAN. DRA and UCAN used inconsistent methodologies for their
respective forecasts of O&M costs for Palomar and Miramar. However, we agree
with UCAN’s argument that if the purchase of a gantry crane for the Palomar
facility is adopted, that the O&M costs for crane rentals should be reduced.
According to SDG&E’s response to a UCAN data request, UCAN estimates that
the crane rental savings will amount to $700,000. (See Ex. 558 at 11, 13; See 17
R.T.1910-1912.) As discussed in the electric generation capital expenditures
section below, since the purchase of the gantry crane is approved, it is reasonable
to further reduce SDG&E’s O&M costs for electric generation by $700,000 since a
crane rental will no longer be necessary.

Next, we address the O&M costs for renewable generation support. DRA
recommends that the $250,000 funding request for a consultant to assist in the
oversight of SONGS, and a $200,000 request for a consultant to provide

renewable leads, be disallowed.

14 The $564,318 is based on the labor amount for 2012 of $3.875 million (see Ex. 99 at 3)
divided by 41.2 positions, which results in a per cost employee of $94,053, multiplied by
six positions.
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SDG&E contends that the request for a SONGS consultant is reasonable
and is based on the Commission’s directive in D.06-11-026 that SDG&E enhance
its oversight of SONGS operations and costs. We have reviewed D.06-11-026, as
well as the testimony and arguments of SDG&E and DRA concerning the
funding request for the SONGS consultant. In D.06-11-026, the Commission
expressed concern that the 100% balancing account recovery agreed to in the
settlement between SDG&E, SCE, and DRA, which was adopted in D.06-11-026,
might result in SDG&E having to pay more than it should, and whether SDG&E
has “an incentive to minimize such costs.” (D.06-11-026 at 12.) In the event
SDG&E requests that this “two-way balancing account for SONGS operations
and maintenance costs” be continued, the Commission directed SDG&E to
“include in its filing an exhibit that addresses whether 100% recovery provides it
with any incentive to minimize such costs.” (D.06-11-026 at 18,

Ordering Paragraph 4.) SDG&E contends that by hiring the SONGS consultant,
who will have “knowledge of practices at other nuclear facilities,” the consultant
can provide SDG&E with a review of SONGS operations and to make
recommendations as to whether SCE is minimizing costs. (Ex. 100 at 15.)

We are not persuaded by SDG&E's argument that the hiring of a SONGS
consultant is necessary and reasonable. SDG&E also has at least one employee
who is located at SONGS to monitor operations. D.06-11-026 focused on the
SONGS steam generator replacement project. Given SDG&E’s minority
ownership of SONGS, the cost of the SONGS consultant, and the possible
duplication of work that the consultant would be doing, we agree with DRA’s
recommendation that the SONGS consultant is not needed. Accordingly,
SDG&E’s O&M request for renewable generation support should be reduced by
$250,000.
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DRA'’s other recommendation concerning the O&M costs for the
renewable generation support group is to disallow SDG&E'’s funding request of
$200,000 for the renewable generation consultant. We agree with DRA that this
funding request of $200,000 should be disallowed, but not for the reasons DRA
has raised. SDG&E is requesting funds elsewhere in this GRC application to help
it staff up to meet the 33% renewables goal, and to perform work that is similar
to what the consultant would be doing, i.e., assisting “SDG&E in evaluating
attributes of renewable opportunities outside of the formal RPS procurement
process.” (Ex. 100 at 18.) Since SDG&E’s request for a consultant to aid in this
effort is duplicative of the work of other SDG&E employees, this consultant is
unnecessary. Accordingly, DRA’s recommendation to disallow $200,000 for a
renewable generation consultant is adopted.

Based on the above reductions, SDG&E’s O&M funding request for
renewable generation support of $962,000 should be reduced downward to
$512,000.

The next item to discuss is DRA’s recommended disallowance of $424,000
for all four incremental positions for the generation administration group.
SDG&E requests that the following four positions be added to this group: one
project engineer to assist with the existing engineer; one project manager to assist
with the transition of new generation assets, and to oversee capital projects,
projects related to infrastructure changes as a result of the North American
Electric Reliability Corporation’s (NERC) critical infrastructure protection (CIP)
standards, and maintenance outage planning and execution; and two compliance
administrators to ensure that all existing and future requirements are being met

concerning NERC’s cyber security and reliability standards.
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One of the arguments that DRA makes is that the costs associated with the
acquisition of the El Dorado plant should be recorded in the NGBA instead of in
this GRC. We have reviewed D.07-11-046, which authorized SDG&E to record its
O&M costs in the NGBA and to recover those costs in an AL filing. However,
D.07-11-046 also stated that SDG&E should not be precluded from “requesting
cost recovery for El Dorado through its general rate case process,” and that it
might be more “efficient to consider the revenue requirement for El Dorado
along with that for SDG&E’s other assets.” (D.07-11-046 at 21.) Since the
El Dorado plant was integrated into SDG&E'’s system in late 2011, it is
appropriate to consider the ongoing O&M costs of that plant in this GRC.

We have reviewed DRA’s testimony, and SDG&E'’s testimony regarding
its current staffing of the generation administration group and why it believes
the four additional positions are warranted. We agree with DRA that SDG&E’s
request for four additional positions is excessive. Instead of four positions, only
two additional positions should be funded. Accordingly, it is reasonable to
reduce the funding for the generation administration group from $1.610 million
to $1.398 million.1>

We have reviewed the testimony regarding all of the other costs included
in SDG&E’s O&M electric generation cost, and except for adjustments as
discussed above, these other O&M costs are reasonable and should be adopted.
Accordingly, funding for SDG&E’s non-nuclear electric generation O&M costs

should be $31.761 million.

15 This reduction is derived by dividing the incremental increase of $424,000 by the four
positions that were requested, and reducing the funding request by $212,000.
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4.4.3. Capital Expenditures
4.4.3.1. Introduction
SDG&E requests capital expenditures in the 2012 test year of $15 million,

and $12 million in both 2010 and 2011. The capital expenditure projects for
SDG&E's electric generation organization fall into the following budget
categories: Miramar plant operational enhancements; Palomar plant operational
enhancements; critical services engine; Escondido black start; and gas turbine
compressor upgrade. According to SDG&E, all of the capital projects that are
being considered will “increase the overall reliability, operability and safety of
the plants.” (Ex. 97 at 14.)

The capital expenditures for the Miramar plant operational enhancements
are for the engineering and installation of a water treatment plant to serve both
combustion turbines, and to upgrade the emissions monitoring system.

For the Palomar plant operational enhancements, the capital expenditure
projects include the following projects: transformer breaker monitoring system;
closed cooling water system upgrade; cooling water biocide upsize; security
system upgrades to the turbine and process control systems; installing an
elevator and a bridge where the generators are located; upgrade generator
protection relays; purchase of a transformer in the event of a failure; purchase of
a gantry crane for lifting work during minor and major outages; replacement of
steam turbine last stage blades; and upgrade the instrument air purge system.

The critical services engine project is for the engineering, design,
procurement, and installation of a natural gas fired reciprocating engine and
generator package at the Palomar Energy Center. This project is to ensure that
critical plant equipment is protected , and allows the facility to be ready for

restart after the loss of the transmission system.
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The Escondido black start project is to install a black start generator at the
Escondido substation. This generator will enable the black start of the
CalPeak Power Enterprise peaking power plant, which in turn will provide black
start capability to the Palomar power plant.

The gas turbine compressor upgrade project is to correct known
deficiencies in compressor design that could result in compressor failures and

turbine damage, and to improve overall operating reliability.

4.4.3.2. Position of the Parties
4.4.3.21. DRA

DRA recommends that all of SDG&E’s electric generation capital
expenditures be disallowed except for the critical services engine project, which
DRA recommends funding at $741,000.

On the Miramar plant operational enhancements, DRA suggests that since
Miramar’s two combustion turbines have only been on line since 2005 and 2009,
that this project may not be needed. Regarding the project involving a water
treatment plant, DRA contends that SDG&E has not justified why such a plant is
needed and has not provided a cost-benefit analysis. DRA further contends that
the upgrade of the continuous emissions monitoring system appears to be a
software program, which should have been included as an IT capital expenditure
request. DRA also contends that SDG&E has not justified why the continuous
emissions monitoring system needs to be replaced, and has not demonstrated
whether the upgrade is the least-cost solution. DRA also contends that SDG&E
has not adequately explained why Miramar is expected to increase production,
nor has SDG&E explained why the additional capital expenditure projects are
needed. DRA also contends that the recorded amounts for 2010 amounted to

$1.344 million, but it is unknown how this money was spent.
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On DRA’s recommended disallowance of the Palomar plant operational
enhancements, DRA recommends that all of the capital expenditure projects be
disallowed. DRA’s reasoning for its recommended disallowances are set forth
below.

SDG&E’s proposed purchase of the transformer for Palomar is estimated
at $4 million. Although SDG&E states that this backup transformer is needed in
case of a failure, DRA contends that SDG&E did not explain whether it is
standard practice to have a replacement transformer on hand as a backup, and
whether there are cost effective alternatives to purchasing the transformer.

Regarding the proposed purchase of the gantry crane, DRA contends that
SDG&E did not provide any workpapers to substantiate its claim that the
purchase of a gantry crane will eliminate the need for a crane rental, or that the
purchase of a crane will be more cost effective than renting a crane.

On the blade replacement, DRA contends that SDG&E has not
demonstrated or provided any analysis that the turbine blades need to be
replaced.

For the transformer breaker monitoring system, DRA contends that
SDG&E has not described how this system can be used to extend the life of the
equipment, and to avoid unanticipated and costly outages. DRA also contends
that SDG&E did not identify how many transformers or breakers will be
equipped with this technology, and that there was no cost-benefit analysis of
whether such a system will prevent or mitigate outages, or defer capital
replacement costs. DRA also contends that SDG&E did not explain how this

monitoring system relates to SDG&E’s smart grid investments.
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On the cooling water biocide upsize, DRA contends that SDG&E has not
demonstrated that the current cooling water system needs to be upgraded, and
that SDG&E has not justified the costs of the project.

For the elevator and bridge, DRA contends that the primary reason for
these improvements appear to be related to SDG&E’s black start system
restoration plan. However, DRA contends that SDG&E has not explained why
such improvements are needed, and has not explained why the black start
system restoration plan is necessary.

As for the remaining four capital expenditure projects at Palomar, DRA
contends that SDG&E has not justified or explained why these projects are
necessary.

DRA recommends that SDG&E'’s capital expenditure for the gas turbine
compressor upgrade at Palomar be disallowed because SDG&E has not
demonstrated the need for the compressor upgrade, and such an upgrade should
not be necessary for a plant that has only been operational since 2006. DRA also
contends that SDG&E has not provided detailed cost information about the
upgrade costs and any alternatives that SDG&E may have considered.

For SDG&E’s capital expenditure for the critical services engine project,
DRA recommends funding at the recorded 2010 amount of $741,000 instead of
SDG&E'’s recommendation of $2.500 million.

For SDG&E’s capital expenditure for the Escondido black start project,
DRA recommends no funding.

For both the critical services engine project, and the Escondido black start
project, DRA contends that SDG&E did not demonstrated the benefits of the
investments, and no cost benefit analyses were presented to demonstrate the

reasonableness of these two projects.
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443.2.2. UCAN

UCAN recommends that SDG&E’s capital expenditures for non-nuclear
electric generation be reduced by $6.680 million.

Under the Miramar plant operational enhancements, UCAN contends that
SDG&E's funding request of $550,000 to install a water treatment plant should be
disallowed because that plant will not be built before the end of the 2012 test
year. According to a SDG&E response to a UCAN data request about this
project, SDG&E admitted that “This project has not moved forward while other
options have been explored,” and “As a result, no on-line date for this project is
set.” (Ex.558 at 13.)

On the proposed gantry crane project, UCAN believes that funding for this
project should be authorized. In a response to a UCAN data request, SDG&E
provided “information on the savings on past and future crane rentals,” and that
“the savings are very large relative to the cost of the crane ($1.5 million gross
savings in the 2012 outage alone).” (Ex. 558 at 13.) UCAN contends that the
gantry crane project will pay for itself in the GRC cycle. Since the purchase of the
crane will result in crane rental savings, UCAN recommends that SDG&E’s
electric generation O&M costs be reduced by $700,000 as noted earlier.

For the cooling water biocide upsize, UCAN contends that the entire
funding request of $680,000 should be disallowed for imprudence. According to
a data response by SDG&E, the undersized water treatment tanks and pump
skids at Palomar appear to have been the result of the “original engineers who
underestimated the biocide injection rate as set forth in the requirements of the
Palomar Cooling Tower Biocide Use, Biofilm Prevention and Legionella
Monitoring Program.” (Ex. 558 at 14.) UCAN contends that this undersized

equipment was “caused by lax oversight of an affiliate transaction between
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SDG&E and Sempra Energy.” (Ex. 558 at 14.) UCAN contends that SDG&E’s
ratepayers should not have to pay for a project to remedy a problem that was
caused by the original engineers or Sempra, and that SDG&E never
corresponded with Sempra “during or subsequent to the construction of the
plant.” (Ex. 558 at 14.) UCAN believes that such a project should be borne by
SDG&E'’s shareholders.

UCAN's rationale for its recommended disallowance of the cooling water
biocide upsize also applies to the closed cooling water system upgrade project.
This project involves the replacement of an underground cooling water system
for both combustion turbines with an above-ground system, and to add isolation
valves so that repairs and maintenance can be performed without shutting down
the entire plant. According to SDG&E, the replacement project is needed
because the “current underground system is prone to leaks and is difficult to
repair.” (Ex. 558 at 14-15; Ex. 97 at 16.) UCAN contends that Sempra, as the
builder of the project, designed the project badly, and that SDG&E did not
exercise any construction oversight. UCAN contends that SDG&E’s ratepayers
should not have to pay for bad affiliate transactions, and SDG&E'’s funding
request of $450,000 should be disallowed.

UCAN recommends that $5 million of the $10 million that SDG&E has
requested for the gas turbine compressor upgrades be disallowed. In May 2005,
when the plant was still under construction, GE notified owners of the
compressors in May 2005 that there were problems. Additional problems were
identified in Technical Information letters that GE issued from June 2008 to
December 2010. SDG&E did not file a claim with GE because the one-year
warranty on these defective parts had expired. UCAN contends that it is
appropriate to have SDG&E share in the cost of the project because SDG&E will
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continue to earn its 11% return on equity on both the replacement and defective
parts, and had this been a power purchase agreement ratepayers would not have

to pay any of these costs.

4.4.3.2.3 SDG&E

On DRA’s recommended disallowances, SDG&E contends that contrary to
DRA'’s claim, it “has provided more than sufficient detail and information
behind the projects and the related costs, in direct testimony, the master data
request, DRA’s site visit to SDG&E facilities, and in follow-up data request
responses.” (Ex. 100 at 19.) The workpapers also contained a Capital Project
Workpaper for the projects which described the business purpose, physical
description, project justification, forecast methodology, and schedule. SDG&E
also points out that “In the more than twelve months since serving its [Notice of
Intent], SDG&E has received from DRA only one discovery request regarding
Electric Generation Capital on May 6, 2011, containing 14 questions.”

(Ex. 100 at 20.) This is in contrast to DRA’s testimony on Electric Generation
Capital which posed 46 questions as to why the capital expenditure projects
should not be funded, which DRA never requested SDG&E to provide answers
to in discovery.

For the water treatment project at Miramar, SDG&E acknowledges that
this project has been suspended.

Regarding DRA’s recommendation to disallow the continuous emissions
monitoring system at Miramar, this system includes hardware that is not
controlled, serviced, or maintained by IT. The problems with this system were
documented and provided to UCAN. SDG&E also points out that “Miramar has
seen large increases in run time and starts,” and that it is up to the CAISO to

“determine when or how much Miramar runs.” (Ex. 100 at 24.)
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Regarding DRA’s recommendation to disallow the transformer purchase
at Palomar, SDG&E contends that having a spare transformer on hand is
warranted, and will help ensure the availability of Palomar. This is based on
SDG&E’s experience with a December 2010 transformer outage, and SDG&E's
efforts to find a suitable replacement,

For the gantry crane at Palomar, SDG&E estimates that crane service
rentals for an outage will cost approximately $1.5 million, and that the steam
turbine will require at least three major overhauls during its life.

Regarding DRA’s recommendation to disallow the last stage blade
replacement at Palomar, SDG&E contends that erosion during the last stage of
steam turbines is common, and that Palomar’s steam turbine will have
48,000 service hours when it is due for blade replacement. SDG&E contends that
this is a reasonable and expected cost of maintaining a generating facility.

For the transformer breaker monitoring system, SDG&E contends that the
on line monitors with built in diagnostics will be connected to SDG&E’s
communications network to allow monitoring. SDG&E contends that this
monitoring is a form of reasonably priced insurance to minimize failures, which
in turn benefits customers.

On the cooling water biocide upsize, SDG&E contends that the “Palomar
Energy Center is a well-built facility that has performed admirably since
beginning operations in 2006.” (Ex. 100 at 29.) SDG&E contends that to disallow
the upgrades because of UCAN's assertion that there was a lack of oversight or
that the project was built by an affiliate would be incorrect. SDG&E asserts that
every plant changes over time, and that hundreds of improvements have been
made to Palomar’s water treatment systems. SDG&E contends that the plant has

outgrown the original system, and there is a need to increase the size of the
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biocide system because of “the current operating environment, water
composition and 6 years of operating experience.” (Ex. 100 at 30.)

On DRA’s recommended disallowance of the elevator and bridge for
Palomar, SDG&E contends that this will allow personnel to use an elevator
instead of climbing six flights of stairs, often with tools. SDG&E contends that
each boiler must be climbed at least twice a day by the roving operator.

On the closed cooling water system upgrade, SDG&E contends that it had
no input into the design of Palomar, and that it bought the plant as-is. SDG&E
contends that its closed cooling water system upgrade project should be funded
based on its same reasoning as to why the cooling water biocide upgrade should
be allowed.

Regarding the security upgrade at Palomar, SDG&E contends that the
Palomar facility is obligated to comply with the NERC CIP standards due to
cyber security concerns. Palomar’s generation control system is based on a
design that is over 10 years old, and moving to a new generation of control
systems will provide full compliance with these cyber security standards.

SDG&E contends that the replacement of the digital generator protection
relay at Palomar is justified because this relay design is about 20 years old, and
does not perform as well as modern relays. The relay helps protect the
generators and the electric grid in the event of an incident at the plant or on the
grid.

SDG&E contends that the dry air purge system at the Palomar plant is
needed to maintain a slight pressure on the bus ducts with dry, conditioned air,
which will reduce the risk of failure of high voltage conductors from moisture or

contamination.
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SDG&E contends that the compressor upgrades at the Palomar Energy
Center is part of the normal plant maintenance and equipment refurbishment.
At the next major maintenance outage, the combustion turbines will have
48,000 operating hours and will be taken out of service and dismantled to inspect
for wear and tear. For any 48,000-hour maintenance outage, several parts of the
compressor section are likely to need refurbishment or replacement at a cost of
about $10 million. According to SDG&E, the failure to fully address all worn or
outdated design issues “would unnecessarily expose SDG&E and its customers
to greater risk and potentially greater costs.” (Ex. 100 at 34.) As for UCAN’s
argument that ratepayers would avoid this cost if it was a power purchase
agreement, SDG&E states that it has some power purchase agreements “where
the cost of plant equipment overhauls, major maintenance and capital additions
are included.” (Ex. 100 at 35.)

Regarding the critical services engine for Palomar, DRA recommends that
only $741,000 of SDG&E’s $2.500 million request be approved. SDG&E contends
that the critical services engine is needed to avoid a plant going completely black
and resulting in a plant being unavailable for several days.

For its Escondido black start project, SDG&E contends that the installation
of an engine generator at the Escondido substation will allow a portion of the
substation to be energized in the event of a system outage. In turn, the
substation will then provide power to a local peaking plant, which could then
start up and provide power to Palomar, which could then start up and provide
support to the grid to restore the electric system. SDG&E views this as an

effective method of increasing grid reliability and to improve restoration efforts.
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4.4.3.3. Discussion
4.4.3.3.1. Miramar Plant Operational Enhancements
SDG&E is requesting total capital funding of $687,000 for the Miramar

plant operational enhancements. Under this category, SDG&E plans to
undertake various projects, including the two as described here. One project is
to engineer and install a water treatment plant to serve both of the combustion
turbines at the Miramar facility. Currently, the plant uses demineralized water
that is brought in by a vendor, which is inefficient and costly. The second project
is to upgrade the Continuous Emissions Monitoring System, which monitors the
exhaust stack emissions and produces reports for submission to the local air
district.

DRA and UCAN both oppose the water treatment plant project for
different reasons. UCAN believes this project should be removed from SDG&E’s
GRC request because SDG&E acknowledges that this project “has been
suspended while SDG&E explores other technologies and commercial
arrangement..., “ and that the “water treatment plant will not be installed at
Miramar before the end of the test year.” (Ex. 100 at 23; Ex. 101, SDG&E
Response 05; 17 R.T. 1909.) Since the water treatment plant project for Miramar
has been suspended, the funding request of $550,000 for this project shall be
removed from SDG&E’s Miramar plant operational enhancements budget for
2010 ($50,000) and 2011 ($500,000).

DRA recommends that SDG&E'’s request for funding of its Continuous
Emissions Monitoring System be disallowed. SDG&E wants to upgrade this
system because of problems in producing acceptable and accurate reports, and to
match the system used at the Palomar facility. Documents supporting the

problems with this system were provided to UCAN. Based on the need to
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correct the problems with the Continuous Emissions Monitoring System at
Miramar, DRA’s recommendation to disallow funding of this project is not
adopted, and funding for this project in the amount of $137,000 should be
approved for 2012.

Based on the above, capital funding for the category of Miramar plant
operational enhancements shall be set at $137,000.

4.4.3.3.2. Palomar Plant Operational Enhancements
SDG&E is requesting total capital funding of $23.650 million for the

Palomar plant operational enhancements. Under this category, SDG&E plans to
undertake various projects, including the 10 projects described below and
mentioned in the position of the parties.

SDG&E’s first project is a transformer breaker monitoring system for
Palomar at a cost of $1.500 million. This project is to include the purchase and
installation of dynamic rating monitors on high voltage bushings at the Palomar
facility. According to SDG&E, this will allow for the continuous monitoring of
the bushings, to avoid a transformer failure. SDG&E is also installing these
monitors on its other large transformers. DRA takes issue with this project, and
contends that SDG&E has not described how this system can be used to extend
the life of the equipment, and avoid unanticipated and costly outages. Without
the monitors, SDG&E contends that it is unable to determine if the bushings are
deteriorating. In deciding whether such a project should be funded, it is
important to compare the cost of such a project with the benefits such a project.
Due to its relatively low cost, we agree with SDG&E that this is “a form of
reasonably priced insurance to help minimize the risk of an expensive failure.”
Accordingly, DRA’s recommendation to disallow this project is not adopted, and

funding of $1.500 million for this project should be approved.
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SDG&E’s second operational enhancement is for a closed cooling water
system upgrade project at an estimated cost of $450,000. According to SDG&E,
the current underground cooling water system is prone to leaks, is difficult to
repair, and does not have enough isolation valves. This project would replace
the current system with an above-ground system, and install isolation valves to
allow for repairs and maintenance without shutting down the entire plant.
SDG&E contends that “the plant has outgrown the original system and
above-ground piping is now necessary.” (Applicants’ Opening Brief at 44.)
Also, an above-ground system will “avoid any ground contamination or leaks
into the ground that would require reclamation and clean-up efforts.”

(17 R.T. at 1915.)

DRA is opposed to this project, but did not provide a specific reason.

UCAN is opposed to the project because it believes the problem was
caused by a bad design which Sempra did not catch, and which SDG&E should
have caught had it provided construction oversight. UCAN’s recommendation
to disallow the closed cooling water system upgrade project is based on its
argument that the Palomar cooling water system should have initially been built
above-ground, or that the leak problems and lack of isolation valves was a
design problem that should have been caught by SDG&E.

However, the testimony in this proceeding lacks evidence on the issue of
whether SDG&E was responsible in some manner for the original design and
construction of the Palomar facility. According to SDG&E’s testimony, “SDG&E
bought the plant as-is and had no say in its design.” (Ex. 1000 at 31; See Ex. 101,
SDG&E Responses 02, 04.) After operating the Palomar facility, SDG&E has
uncovered leakage problems, and the lack of sufficient isolation valves. In order

to correct those problems, SDG&E proposed this project. Under the
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circumstances, SDG&E's funding request of $450,000 is reasonable, and funding
for this project should be approved.

SDG&E’s third operational enhancement project is the cooling water
biocide upsize project at a cost of $680,000. This project is to provide larger tanks
and new pump skids to increase the capacity of the existing chemical tanks and
pump skids that are used to treat Palomar’s 1.3 million gallon cooling water
system. DRA is opposed to the project because it does not believe SDG&E has
demonstrated that the existing biocide system needs to be upgraded, and
SDG&E has not justified the costs of the project. UCAN also opposes this project
on the basis that the problem was caused by the original engineers who
underestimated the biocide injection rate, which should have been caught by
Sempra, or by SDG&E had it provided construction oversight. SDG&E contends
that every plant changes over time, and that hundreds of improvements have
been made to Palomar’s water treatment systems. Among the needed changes is
to increase the size of the biocide system.

We agree with SDG&E that plant and operating conditions change over
time, which may result in modifications to the existing plant at a later time. The
current biocide system was designed based on the assumptions made prior to
2006. Through SDG&E’s operating experience with the plant, many different
improvements have already been made. This cooling water biocide upsize is
another modification that is needed based on the current operating conditions
and challenges that SDG&E faces in operating the Palomar facility. Accordingly,
the recommendations to disallow the cooling water biocide upsize project are not
adopted. The project is reasonable under the circumstances, and SDG&E’s

funding request of $680,000 is reasonable and should be approved.

-64 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

The fourth operational enhancement project is the Mark IV security system
upgrade project, which will make changes to the plant control systems to comply
with the NERC CIP standards. DRA is opposed to this project but did not cite
any specific reason for its recommended disallowance. The CIP standards have
been adopted by NERC to ensure that critical infrastructure protection functions
are integrated into the planning and operation of the North American electric
system. The NERC is the agency designated by the United States Department of
Energy to coordinate the protection of this infrastructure. In order to meet these
standards, the current plant control system, which design is over 10 years old,
needs to be changed to meet these new cyber-security standards. Accordingly,
DRA'’s recommended disallowance is not adopted, and SDG&E’s request of
$450,000 for this project is reasonable and should be approved.

The fifth operational enhancement is to install an elevator at one of the
steam generators at the Palomar facility, and a foot bridge connecting the steam
generators. SDG&E estimates the cost of this project at $500,000. DRA opposes
the project because it does not believe SDG&E has justified the project. SDG&E’s
principal justification for this project is that without an elevator and bridge, plant
personnel need to climb six flights of steps, often with tools. With an aging
workforce, as well as safety concerns, SDG&E believes that the elevator and
bridge is reasonable. We believe that the installation of the elevator and bridge
will provide for easier maintenance access at the Palomar facility. Accordingly,
DRA'’s recommended disallowance is not adopted, and SDG&E’s request of
$500,000 for this project is reasonable and should be approved.

SDG&E’s sixth operational enhancement project is to upgrade the
generator protection relays at a cost of $100,000. DRA is opposed to this project

but did not cite a specific reason for its recommended disallowance. SDG&E
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contends that the relay design is about 20 years old, and will not readily comply
with the NERC and Western Electricity Coordinating Council regulations for
testing, calibration, and certification without extra effort. Due to the age of the
relays, and the regulations that these relays must comply with, it is reasonable
for SDG&E to replace these relays with modern relays that meet these
regulations. Accordingly, DRA’s recommendation to disallow this project is not
adopted, and SDG&E's request of $100,000 to replace the current relays is
reasonable and should be adopted.

The seventh operational enhancement project is to purchase a backup
transformer for the Palomar facility at a cost of $4 million. The Palomar facility
relies on three large transformers, weighing about 300,000 to 400,000 pounds, to
deliver power from its three generators. DRA recommends that this project be
disallowed because SDG&E did not establish whether having a replacement
transformer on hand is a typical industry practice, and has not explored whether
there are cost effective alternatives to purchasing the transformer. Based on the
evidence presented by SDG&E about the time it takes to procure a replacement
transformer in the right configuration, as well as operational concerns, it is
reasonable to have a backup transformer on hand. This backup transformer will
limit the down time of the Palomar plant in the event of a transformer outage.
Accordingly, DRA’s recommendation to disallow the backup transformer is not
adopted, and SDG&E’s request of $4 million to acquire a backup transformer is
reasonable and should be adopted.

The eighth operational enhancement project is the purchase of a gantry
crane for the Palomar facility at a cost of $2 million. DRA opposes the project
because of its belief that SDG&E has not justified that the crane purchase will be

more cost effective than a crane rental. UCAN supports SDG&E’s purchase of
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the gantry crane, but contends that the O&M costs for crane rentals should be
reduced by $700,000.

Based on the testimony, it is apparent that the purchase of a gantry crane
will be cost effective. During an outage, SDG&E estimates that a crane rental will
cost approximately $1.5 million, and that the steam turbine at Palomar will
require at least three major overhauls during its lifespan. As discussed in the
O&M section on electric generation costs, we are also persuaded by UCAN’s
argument that if the purchase of the gantry crane is approved, that there should
be a reduction in the cost of crane rental. Accordingly, DRA’s recommendation
to disallow the purchase of the gantry crane is not adopted, and SDG&E'’s
request of $2 million to purchase the gantry crane is reasonable and should be
adopted.

The ninth operational enhancement is to replace the last-stage blades on
the steam turbine at Palomar due to the erosion of the blades caused by normal
wear and tear. DRA opposes the project because it believes SDG&E has not
demonstrated or provided any analysis that the last-stage blades need to be
replaced. We agree with SDG&E that erosion of these last-stage blades can be
expected when it has 48,000 service hours, and that it is reasonable to replace
these blades in order to properly maintain a generating facility. Accordingly,
DRA’s recommendation to disallow the last-stage blade replacement project is
not adopted, and SDG&E’s request of $2 million for this project is reasonable and
should be adopted.

The tenth operational enhancement project is for an instrument air purge
system for the iso-phase bus ducts, which is estimated to cost $200,000. These
ducts are used to enclose the 18,000 volt conductors that transport the power

produced by each generator to the associated transformer. According to SDG&E,
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these conductors must be maintained in a warm, dry, clean environment to
prevent corrosion or arc flash incidents. The project will provide a constant
supply of dry, instrument air to each iso-phase bus duct, which will displace
contaminants from entering the duct. DRA is opposed to this project but does
not cite any specific reason for its recommended disallowance. Based on the
evidence presented, it is reasonable for SDG&E to proceed with this project to
reduce possible problems with the conductors. Accordingly, DRA’s
recommendation to disallow the air purge system project is not adopted, and
SDG&E's request of $200,000 for this project is reasonable and should be
adopted.

The next category of capital expenditures is for the critical services engine
project. The purpose of this project is to protect critical plant equipment at
Palomar, and to allow the facility to be restarted after the loss of the transmission
system. The Palomar facility depends on offsite power to keep its plant systems
energized and operating when the plant is not generating power. If that offsite
power goes down, critical systems without battery backup would be
de-energized. This project was completed in 2011, which installed a natural gas
powered engine and generator set at Palomar to provide power to critical
systems in case the offsite power goes down. SDG&E estimates the cost of this
project at $2.500 million. DRA recommends that only the $741,000 recorded in
2010 be approved.

Based on the testimony, this project to provide backup power to critical
systems at the Palomar facility is reasonable as it will help protect critical
systems in the event of an offsite outage, and will allow the Palomar facility to be
ready for a restart after such an outage. Since the recorded costs in 2010 for this

project were $741,000 and this project was completed in 2011, that suggests that
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the cost of this project has been overstated by SDG&E. Since the project was not
completed until 2011, it is reasonable to assume that some additional costs were
incurred in 2011 in connection with this project, which we estimate did not
exceed $509,000. Instead of approving SDG&E’s request of $2.500 million, we
believe that total funding of $1.250 million for this project is reasonable under the
circumstances and should be adopted.

The next category of capital expenditures is for the Escondido black start
project, which SDG&E estimates will cost $2.200 million. The purpose of this
project is to provide sufficient power to start up the Palomar facility. This would
be accomplished by installing an engine and generator set at the Escondido
substation. Providing power to the substation will enable power to be fed to the
CalPeak peaking plant, which is adjacent to the Palomar facility. Once the
CalPeak plant is able to operate, it can supply power back to the substation,
which will then feed power over the 230 kilovolt (kV) system to Palomar, and
provide sufficient power for startup. DRA recommends no funding for this
project, and notes that although this project had an estimated in-service date of
December 31, 2010, that there were no recorded costs for this project in 2010.

SDG&E acknowledges in its capital project workpaper for this project that
the use of the Escondido black start engine and generator “may be infrequent,”
but it will be “a critical asset for SDG&E in the event of a blackout or other
system emergency.” (Ex. 98 at 6.) Although SDG&E estimated an in-service date
of December 31, 2010 for this project in its capital workpapers, SDG&E did not
provide an update in its October 2011 rebuttal testimony whether this project
would even be built in the 2012 test year. Instead, SDG&E stated that the
“Escondido Black Start project was delayed while alternatives to the

configuration and actual location were further investigated.” (Ex. 100 at 22, 36.)
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Due to a lack of information as to whether this project will be pursued in the test
year, and SDG&E’s acknowledgement that even if this project is built, the use of
such equipment may be infrequent, we do not approve SDG&E’s funding
request of $2.200 million for this project in 2010.

The final category of capital expenditures is for the gas turbine compressor
upgrade at the Palomar facility. According to SDG&E, the turbine compressor
was originally “designed and built using the state-of-the-art knowledge and
techniques in order to achieve maximum efficiency and performance.”

(Ex. 98 at 7.) However, over time “several weaknesses and deficiencies were
documented in the compressor, leading to re-design and improved
manufacturing techniques,” and these compressor improvements “are now
available to be installed in the Palomar turbines.” (Ex. 98 at7.) SDG&E
estimates the cost of this project at $10 million. DRA recommends that the gas
turbine compressor upgrade project be disallowed, while UCAN recommends
that $5 million of the $10 million that SDG&E has requested for the gas turbine
compressor upgrades be disallowed.

We are persuaded by the arguments of DRA and TURN that shareholders
should bear a portion of these capital expenditure costs. As DRA and TURN
point out, the problems with the compressors began surfacing in 2005, sometime
before the Palomar plant began operations in 2006. It appears that SDG&E could
have pursued other courses of actions to remedy these problems and to reduce
costs to ratepayers, but did not do so. Due to SDG&E’s apparent knowledge of
these compressor problems before the plant went into operation, it is reasonable
under the circumstances for shareholders to bear a 50% share of the Palomar
compressor upgrade project. Accordingly, it is reasonable to remove $5 million

from SDG&EFE’s capital expenditure request in 2012.
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4.4.3.3.3. Summary of Capital Expenditures

Based on our review of the testimony and arguments of the parties, and
our consideration of those adjustments, as discussed above, it is reasonable to
adopt funding for SDG&E’s electric generation capital expenditures as follows:
$7.991 million in 2010; $12.009 million in 2011; and $10.037 million in 2012.

5. San Onofre Nuclear Generating Station (SONGS)
5.1. Introduction
SDG&E owns a 20% share of SONGS. This section addresses SDG&E’s

20% share of the O&M costs (except for refueling outage O&M) and capital costs.
SDG&E’s 20% share of these costs is based on the SCE'’s forecast of costs that was
submitted in its GRC filing in A.10-11-015, and the O&M and capital-related
costs that SDG&E is presenting in this proceeding.16

SDG&E forecasts its total 2012 SONGS revenue requirement at
$161.361 million, excluding the SONGS refueling outage O&M. As described in
Exhibit 81, the majority of those costs will be established and addressed in
SCE’s GRC proceeding.l” Of that amount, SDG&E is presenting testimony for
$1.733 million in SONGS-related direct O&M costs in this proceeding. The
$1.733 million is for SONGS Unit 1 spent fuel storage, the SONGS site easement,

the SONGS industrial accident and litigation expense, and escalation of these

16 Other parts of this decision address SDG&E'’s request for other SONGS-related costs
for insurance, labor for electric generation, and capital-related costs (i.e., return on rate
base, depreciation, taxes, and franchise fees and uncollectible expense).

17 The SCE GRC decision addressing the SONGS expenses was issued in
November 2012 in D.12-11-051.
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costs from 2009 dollars to 2012 dollars.’®8 SDG&E is also requesting that its
SONGS O&M two-way balancing account be continued.

For the SONGS-related costs to be established in SCE’s GRC proceeding,
SDG&E estimates that its 20% share of the test year 2012 O&M and overhead
costs will be $123.189 million. SDG&E’s expected share of the SONGS refueling
outage O&M costs is $11.367 million. The refueling outage O&M costs are for the
cost of performing maintenance and repairs on the systems and equipment that
cannot be performed while the plant is operating. For the SONGS capital
additions, SDG&E’s 20% share is estimated at $45.687 million.

SDG&E requests that to ensure the proper and complete recovery of the
SONGS-related costs, the Commission make a specific finding in this proceeding
that SDG&E be allowed to update its revenue requirement for its SONGS-related
O&M costs, capital additions, and escalation to reflect the Commission’s final
authorized amount established in SCE’s [test year 2012] GRC and SDG&E's [test
year 2012] GRC.” (Ex. 81 at 12.) SDG&E plans to update the SONGS revenue
requirement for its share of the authorized SONGS costs after a decision has
issued in both SCE’s GRC proceeding, and in this proceeding.

The following is a description of the other SONGS-related costs that
SDG&E is requesting in this proceeding. The first is SDG&E’s forecast of the
SONGS Unit 1 spent fuel storage. This cost is for the storage of spent fuel
assemblies that are stored in Illinois. SCE makes monthly payments for this

storage, and then bills SDG&E for its 20% share. SDG&E estimated its test year

18- As discussed later, SDG&E has withdrawn its request for $710,000 for the industrial
accident and litigation expense.

=72 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

2012 expense to be $1.003 million. SDG&E also requests escalation for this cost
from 2009 dollars to 2012 dollars.

The second SONGS-related cost that SDG&E has raised in this proceeding
is for the SONGS site easement. SONGS is located on Camp Pendleton, which is
owned by the United States Department of the Navy (Navy). Each of the owners
of SONGS is billed separately by the Navy for their respective share of the
easement fee. SDG&E estimates its annual site easement expense at $20,147.

The third SONGs-related cost is SDG&E’s portion of the costs from
industrial accident and litigation related to incidents that occurred at SONGS
when the Master Insurance Program was in effect. The Master Insurance
Program “insured the owners and all contractors and subcontractors under one
insurance program for General Liability and Workers” Compensation insurance
for all of SCE,” and was started in 1972 and terminated in 1999. (Ex. 81 at 6.)
SDG&E's estimated cost is $710,000 which represents SDG&E'’s share of the open
claims from that period of time.

As mentioned earlier, SDG&E’s testimony in this proceeding also requests
that the SONGS two-way balancing account be continued. This balancing
account was adopted as part of the settlement approved in D.06-11-026. This
balancing account allows SDG&E to recover in rates the actual O&M costs billed
to it by SCE, including the refueling outage O&M and contractual overheads.

5.2. Position of the Parties
5.2.1. DRA
DRA originally took issue with SDG&E's base O&M costs for SONGS, and

with SDG&E'’s share of the SONGS capital expenses. However, the ALJ granted
SDG&E'’s request to strike portions of DRA’s testimony recommending these

lower amounts because those issues were being litigated in SCE’s GRC
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proceeding in A.10-11-015. Accordingly, those reductions are not at issue in this
proceeding.

SDG&E is requesting $1.003 million for the expense billed to it by SCE for
SDG&E'’s share of storing spent fuel assemblies from SONGS Unit 1 at a spent
fuel storage facility located in Illinois. DRA reviewed SDG&E'’s testimony,
workpapers, and discovery responses, and takes no issue with this amount.

As mentioned above, each owner of SONGS is billed by the Navy for its
proportionate share of the easement fee. DRA takes no issue with the $20,147
that SDG&E pays to the Navy for this easement fee.

SDG&E requests recovery for the costs associated with the industrial
accident and litigation that occurred at SONGS while the Master Insurance
Program was in effect. DRA contends that because this insurance coverage “was
terminated in 1999 and there are no longer premiums coming into the program,
DRA recommends that these expenses should not be paid by ratepayers through
higher rates.” (Ex. 477 at 6.) DRA recommends disallowing this expense, and
“suggests SDG&E should file an AL” if it expects to recover this additional
expense. (Ibid.)

Although DRA took issue with the SONGS base O&M costs, that issue is
not being addressed in this proceeding for the reason noted earlier. DRA
acknowledges that a final forecast of these costs will be determined when a
decision is issued in SCE’s GRC proceeding.

DRA does not oppose SDG&E's request to continue the SONGS balancing
account for O&M expenses.

DRA originally recommended that the capital costs for SONGS be
reduced. However, as noted earlier, that issue was being litigated in the SCE

GRC proceeding, and therefore will not be considered in this proceeding. DRA
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has raised an issue concerning SDG&E’s loading of 4.49% of administrative and
general (A&G) costs onto the capital amount that SDG&E receives from SCE.
DRA contends that this additional loading of A&G expense does not appear to be
consistent with D.09-03-025, and therefore recommends it be removed.

5.2.2. Joint Parties

The Joint Parties recommend that SDG&E undertake a community
education or outreach program to educate the community about nuclear power
and SONGS, as well as preparedness measures to take in the event of a
nuclear-related incident. The Joint Parties also suggest that there be a
community preparation campaign, which would involve groups involved in the
California Alternative Rates for Energy program, as well as environmental
groups, to assist SDG&E in providing community outreach and education. The
Joint Parties advocate for this type of education because of the nuclear plant
event in Japan, and because of the more recent problems and shutdown of
SONGS.

The Joint Parties recommend that SDG&E spend on this education
program an amount that is at least the same as “the costs that Sempra ratepayers
will bear relating to assuring the Nuclear Regulatory Commission, the CPUC
and...other state regulatory bodies of the future safety of the San Onofre plant”
over the next three years. (Ex. 391 at 22.) For this community education
program, the Joint Parties recommend that because this is a safety and
community education issue, that ratepayers should bear 80% of the costs of such

a program, and that Sempra shareholders bear 20% of the costs.

5.2.3. UCAN
In Exhibit 558, UCAN raised an argument concerning SDG&E'’s request for

$710,000 for the SONGS Industrial Accident and Injury expense, which is also
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referred to as the Master Insurance Program. SDG&E claimed that the SCE rate
cases did not allow SDG&E to recover those costs in the past, and therefore it
needs to recover that cost in this proceeding. DRA recommended denying
SDG&E this amount, and suggests that SDG&E file an AL to recover this cost.

UCAN agrees with DRA that separate funding for the Master Insurance
Program should not be allowed in this rate case. However, UCAN disagrees
with DRA and SDG&E that SDG&E should be allowed to recover this cost at all.
As described in Exhibit 558, UCAN contends that the costs of the Master
Insurance Program have been included in the last four SCE GRCs, and that the
costs were “allocated to SDG&E and included in SDG&E's rates as part of the
outcome of those [SCE] rate cases. “ (Ex. 558 at 17.) UCAN contends that SCE
forgot to bill SDG&E for this cost, but SDG&E continued to collect these costs in
its own rates. UCAN contends that to allow SDG&E to recover this cost would
result in a double recovery.

UCAN also contends that the property and liability insurance premium for
SONGS should be reduced by $1.019 million. UCAN’s reduction
recommendation is based on past distributions that SDG&E has received from
Nuclear Electric Insurance Limited (NEIL).

5.2.4. SDG&E

Regarding its request for the recovery of the Master Insurance Program
expense, SDG&E agrees in Exhibit 84 with DRA and UCAN that this amount is
not recoverable in this proceeding, and therefore withdraws its request for this
expense. SDG&E plans to seek recovery of this in SCE’s GRC.

On DRA’s contention that SDG&E should not have added the 4.49% A&G
loader onto the SONGS capital costs, SDG&E contends that this is an accepted

and standard procedure, and is allowed by FERC's electric plant instructions.
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SDG&E also contends that DRA’s testimony on this issue is inconsistent with
DRA’s position regarding shared services billing, in which DRA did not take
issue with SoCalGas” and SDG&E’s allocation of shared services costs.

Regarding UCAN’s recommendation that the SONGS nuclear insurance
costs be reduced, SDG&E contends that UCAN’s reduction is based on outdated
2010 information. SDG&E contends that its forecast is based on later information
it received from its insurance broker that NEIL was not intending to make a
distribution in 2012, and that its NEIL insurance premium is likely to increase.

SDG&E opposes the Joint Parties recommendation that it be ordered to
conduct a community education or outreach program regarding nuclear power.
SDG&E contends that SCE, as the majority owner, already conducts outreach
programs and open houses in communities around SONGS, and that SDG&E’s
ratepayers already pay their share of these costs. SDG&E contends that it would
be duplicative and an inefficient use of ratepayer funding if SDG&E was ordered
to initiate its own program. SDG&E further contends that the Joint Parties
should raise this issue in SCE’s GRC proceeding.

5.3. Discussion

Two of the issues that parties have raised are addressed elsewhere in this
decision. First, the Joint Parties request that Sempra be ordered to conduct a
community education or outreach program regarding nuclear power. That issue
is addressed in the Customer Service section of this decision. Second, UCAN’s
recommendation to reduce the SONGS nuclear property and nuclear liability
insurance because of past distributions from NEIL is discussed in the Insurance
section of this decision.

After the conclusion of the hearings in this proceeding, the SONGS facility

was shut down in January 2012 due to premature wear on the tubes for the steam
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generators. These tubes were installed in 2010 and 2011. Due to the extended
shutdown of SONGS, the Commission reconsidered the O&M and capital costs
that were requested in the SCE GRC proceeding. The O&M and capital costs that
SCE sought in its GRC were based on the assumption of normal operating
conditions in 2012-2014. This shutdown of SONGS occurred after the evidentiary
hearing was concluded in SCE’s GRC proceeding, and after hearings had begun
in this proceeding. As a result, no evidence was taken from the parties regarding
the extended shutdown of SONGS.

In the Commission decision (D.12-11-051) regarding SCE’s GRC, the
Commission took into consideration the change in circumstances that had
occurred at SONGS. Instead of disallowing the O&M costs and capital costs due
to the shutdown, the Commission decided to authorize these costs, with some
adjustments, as if SONGS was operating normally.1® However, these costs were
authorized “subject to review and refund in 2013.” (D.12-11-051 at 28.) The
Commission authorized SCE to establish a SONGS memorandum account to
track the 2012 costs associated with O&M, cost savings from scheduled personnel
reductions, maintenance and refueling outage expenses, and capital
expenditures. SCE was also directed to file an application for a reasonableness
review of the costs that are being tracked in this memorandum account. This
reasonableness review is to be consolidated with 1.12-10-013, and all “expenses
disallowed by the reasonableness review will be refunded to ratepayers.”

(D.12-11-051 at 30.)

19 This approach was taken to avoid the future rate shock that could occur if the costs
were disallowed for SONGS in 2012, but authorized again in the future.
(See D.12-11-051 at 28.)
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In that decision, the Commission also made SDG&E subject to the same
conditional refund of SDG&E'’s share of the SONGS-related O&M and capital
costs. (See D.12-11-051 at 40-41, Finding of Fact 36, Conclusions of Law 21 and
22, Ordering Paragraphs 10 and 11.) Since the Commission ordered SDG&E to
comply with the same reasonableness and refund procedure in
D.12-11-051, no further directives are needed in this proceeding about how the
test year 2012 SONGS-related costs litigated in the SCE GRC proceeding will be
treated.

DRA has raised the issue about the 4.49% A&G loader being added to the
SONGS capital costs. We reviewed the testimony and arguments of SDG&E and
DRA concerning this issue, and have also reviewed the federal regulation. We
agree with SDG&E that the allocation of A&G costs to capital projects is
permitted. Accordingly, DRA’s recommendation to make a downward
adjustment to capital costs is not adopted.

SDG&E has asked to continue the two-way SONGS balancing account. No
one has objected to that request. We authorize SDG&E to continue that
balancing account through this rate cycle. Since SDG&E is subject to this
reasonableness and refund procedure, and because SDG&E'’s balancing account
records the SONGS-related costs billed from SCE to SDG&E, it is not necessary to
establish a separate memorandum account, as the Commission did for SCE, to
track the 2012 SONGS costs and savings as described above.

Regarding the SONGS-related costs that SDG&E brought up in the context
of this proceeding, SDG&E has withdrawn its request for $710,000 for the Master
Insurance Program. Accordingly, SONGS-related costs shall reflect the removal

of that amount.
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No one objects to the amount that SDG&E is requesting for Unit 1 spent
tuel storage, the escalation associated with the spent fuel storage, or the SONGS
site easement fees. Accordingly, we adopt those amounts as reasonable for the
SONGS-related costs.

Since D.12-11-051 decided SDG&E'’s 20% share of the SONGS O&M and
capital costs, and the SONGS refueling outage O&M costs, SDG&E’s test year
2012 revenue requirement shall include the amounts authorized for SDG&E in
D.12-11-051, as well as the costs for Unit 1 spent fuel storage, the escalation
associated with the spent fuel storage, and the SONGS site easement fees.

6. SDG&E Electric Distribution Operations
6.1. Introduction

This section addresses the forecasts of O&M expenses, and capital
expenditures, associated with SDG&E’s electric distribution system.

SDG&E’s electric distribution system serves approximately three million
persons using 1.4 million meters, and covers an area of more than 4,100 square
miles from southern Orange County to the California-Mexico border. The terrain
covers bay and coastal areas, inland valleys, and mountain and desert
communities. According to SDG&E, its electric distribution system includes the
following: “277 distribution substations, 995 distribution circuits, roughly
225,000 poles, 10,000 miles of underground system, 6,500 miles of overhead
systems, and various other pieces of distribution equipment.” (Ex. 61 at2.) The
primary distribution voltage is 12 kV, and some large areas have 4 kV.

SDG&E's distribution system is about 60 % underground. SDG&E'’s
overhead lines have approximately 400,000 trees located near those lines, which
are maintained through SDG&E’s vegetation management program. According

to SDG&E, an “underground system is significantly more expensive to install as
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compared to an overhead system, has a shorter equipment life-expectancy,
requires more time to troubleshoot problems, and takes longer to repair
problems once found.” (Ex. 61 at 3.) The aging overhead electric distribution
system, which is found mostly in inland valleys and mountainous areas, are
subject to winter rain, snow storms, and Santa Ana wind conditions, all of which
atfect the performance and safety of the overhead system.

SDG&E'’s customer mix is composed of about 1.230 million residential
customers, 144,292 commercial and industrial customers, and 6,187 street light
customers. These customers are located in both urban and rural communities
consisting of 26 cities, two counties, and 15 major military facilities. There is an
average of 1,350 customers per circuit.

SDG&E forecasts total O&M costs for test year 2012 of $126.103 million.
SDG&E forecasts capital expenditures for electric distribution as follows:
$246.075 million in 2010; $252.430 million in 2011; and $252.430 million in 2012.

6.2. O&M Costs

6.2.1. Introduction

SDG&E’s O&M costs cover the operation, maintenance, supervision, and
engineering functions of its electric distribution overhead and underground
facilities, public affairs activities, and officer salaries. These O&M costs include
the following activities:

¢ Routine maintenance and new construction;

e Dispatch and electric system control;

e Project planning and design;

e Skills training of the workforce;

e Development of standards, strategic planning, and
distribution reliability functions;

° Management of contract construction forces;
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e Public affairs communication and liaison activities with
local, state and federal agencies; and

e Development, implementation, operation and maintenance
of distribution system related IT systems.

SDG&E forecasts total O&M costs for the 2012 test year of $126.103 million.
DRA recommends that O&M costs of $103.520 million be adopted.

The electric distribution O&M activities of SDG&E fall into 18 different
categories as described in Exhibit 61. Each of the categories contain a description
of the various O&M activities that SDG&E plans to perform. There are also three
miscellaneous costs consisting of exempt materials, small tools, and department
overhead pool. Due to the activities in each category, we address and discuss

each of these 18 categories, and the miscellaneous costs, separately.

6.2.2. Electric Regional Operations (ERO)
6.2.2.1. Introduction
The first category of costs is ERO. ERO covers all of the electric

distribution crews within six districts and eight operating centers. These crews
provide coverage for all of SDG&E’s electric distribution system throughout its
service territory. The ERO group consists of electric lineman, apprentices, line
assistants, dispatchers, office support personnel, and management supervision.
Their primary job functions are to maintain the electric distribution system,
restore service due to outages, and to fix service problems and other customer
issues.

SDG&E forecasts the O&M costs for the ERO group at $41.923 million for
the 2012 test year. This is a $7.730 million incremental change over the 2009
recorded amount of $34.193 million. DRA recommends that $34.273 million be
adopted as the O&M costs for the ERO group, while UCAN recommends
$32.940 million.
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According to SDG&E, there are six drivers contributing to the incremental
cost changes. These six drivers are the following;:

e Maintain improved public and employee safety
performance and reliability;

e Regulatory and environmental compliance;
o Fire preparedness;

o Work force development;

e System growth; and

e New technology.

The first driver of maintaining improved public and employee safety
performance and reliability relies on several initiatives which focus on safety.
These initiatives include the following: safety culture change; behavior based
safety; overhead switch inspection and maintenance; and the overhead connector
program.

The second driver is regulatory and environmental compliance. One
activity is related to the United States Environmental Protection Agency’s (EPA)
advanced notice of proposed rulemaking into the reassessment of the use of
liquid polychlorinated biphenyls (PCBs) in electric and non-electric equipment.
According to SDG&E, this will result in SDG&E having to sample and test its
electrical equipment for PCBs, remove or flush electrical equipment with PCB
contamination, and dispose of all wastes generated by these activities. SDG&E
requests that the costs associated with implementing this PCB phase-out be
included in rates and subject to a two-way balancing account treatment in the
NERBA.

Another regulatory and environmental compliance activity is inspection
and maintenance of its electric distribution system to ensure the safety and

reliability of the system and compliance with Commission general orders and
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SDG&E construction and design standards. Environmental and nesting surveys
are part of these ERO costs. Other activities include: the corrective maintenance
program inspections to comply with the inspection cycles in General Order
(GO) 165; annual patrols in fire zones; resources to comply with Rule 18
notifications and repair of safety hazards; quality control inspections of
distribution poles in fire zones; and screening of ERO lineman for respiratory
dysfunctions as required by the Federal Motor Carrier Safety Administration.

The third driver of the incremental cost changes is fire preparedness.
These activities include the following: heightened response during red flag
warnings of increased fire risk; mobilization of crews during elevated wind
conditions; and the cost of safety patrols to restore service on a circuit after an
outage.

The fourth driver is activities related to workforce development. These
activities include line assistance and apprentice training, standby lineman
training, and fault finding training.

The fifth driver is activities related to system growth. Among these
activities are the additional costs associated with obtaining badges for SDG&E
employees who work on a military base.

The sixth driver of the incremental costs for the ERO group is due to new
technology. The introduction of new technology impacts several areas. One
activity is the work associated with supporting customers, and the work on
SDG&E’s facilities, in order to accommodate the load created by plug-in electric
vehicles (PEVs) during charging. Another impacted activity is the cost of
operating and maintaining the smart grid infrastructure. The introduction of
operational improvements due to the Operational Excellence 20/20 (OpEx)

program will also impact the ERO group with new technology, new business
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processes, and training.20 The deployment of smart meters will result in benefits
associated with customer outage calls, automated outage analysis, crew
deployment, and emergency/planned switching. Another activity that will be
impacted is to revise the routes taken to inspect the poles, transformers, and
other facilities to comply with the increased inspections and timing requirements
in GO 165. The Area Resource Scheduling Organization (ARSO), a new
department responsible for organizing, scheduling, and dispatching all gas and
electric distribution work within SDG&E’s system, will also be impacted.

6.2.2.2. Position of the Parties
6.2.2.2.1. DRA

As described in Exhibit 478, DRA makes a series of recommended
disallowances for the cost drivers behind the ERO O&M costs.

One of the broad disallowances that DRA recommends relates to the fire
hazard prevention costs incurred in complying with D.09-08-029. DRA contends
that all of these fire hazard prevention costs should be recorded in the Fire
Hazard Prevention Memorandum Account (FHPMA), which was established in
that decision. DRA contends that SDG&E has not provided sufficient evidence
to incorporate these costs into this GRC. DRA recommends the following
disallowances for projects that DRA believes are related to fire hazard
prevention: $125,000 for overhead switch inspection and maintenance;
$200,000 for the overhead connector program; $177,000 for GO 165 annual
patrols; $258,000 for Rule 18 notifications and repair of safety hazards;

20 The OpEx program was developed by SDG&E and SoCalGas under its former name
of “Utility of the Future,” and was “intended to make the Utilities more efficient and to
help them meet future operational challenges.” (Ex. 183 at 1; See D.08-07-046 at 81,
footnote 54.)

-85-



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

$1.376 million for quality control inspections; $1.794 million for red flag warning
operations; $122,140 for elevated wind conditions; and $1.646 million for outage
patrolling during high fire risk periods.

DRA recommends that SDG&E's funding request of $160,000 for the safety
culture change be disallowed because DRA believes that SDG&E’s current
standards are adequate.

DRA recommends that SDG&E’s request to establish a two-way balancing
account, called the NERBA, not be adopted. SDG&E requests that the NERBA be
established to record the costs associated with implementing the PCB phase-out
that the EPA announced in an Advanced Notice of Proposed Rulemaking. DRA
contends that since the EPA is only contemplating such a rule, it is too early to
determine whether the NERBA is appropriate, and that SDG&E should include
this item in the next GRC rate cycle once a rule is adopted.

DRA recommends that SDG&E’s funding request of $151,200 for climbing
gear be disallowed because SDG&E did not provide any justification.

DRA recommends that SDG&E's funding request of $170,000 for the
corrective maintenance program pathing increases be disallowed because DRA
could not find any support for this in the OpEx testimony. According to SDG&E,
the term “pathing” refers to the route or path that is “taken through the
distribution system in order to systematically and repeatedly inspect the various
poles, transformers and other facilities in compliance to the timing requirements
of General Order 165.” (Ex. 61.) Pathing allows for “the grouping of nearby
facilities into the same inspection year in order to avoid returning to the same
area every year.” (Ex.63 at11.)

DRA recommends disallowance of $300,000 for the activity included in
ERO that is labeled as “RIRAT” [Reliability Improvements in Rural Areas Team]
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and which appears in the O&M workpapers in Exhibit 62 at 21. DRA contends
that there is no evidence or support for these O&M costs.

For the on-going support of the OpEx program, DRA recommends that all
of the on-going O&M costs be disallowed. This includes the following funding
requests: $20,000 for supervisor enablement; $153,000 for construction crew
dispatch; and $100,000 for construction work scheduling. DRA’s reasoning for
its OpEx disallowances is that all of the OpEx projects for SDG&E will be
completed by 2012, except for two, and that SDG&E did not provide support for
these costs.

DRA recommends that the ARSO not receive any funding. DRA contends
that is could not locate a discussion of the ARSO costs in the testimony or
workpapers.

DRA recommends that SDG&E's funding request of $26,990 for PEVs be
disallowed due to DRA’s position that until there are more electric vehicles in
SDG&E's service territory, ratepayer funds should not be used.

DRA recommends that the “O&C labor non-work (V&S)” of $4.892 million
be removed because SDG&E did not provide any support for these O&M costs,
nor could DRA find any reference to this in SDG&E’s testimony.

For the smart grid O&M costs, DRA recommends that $456,000 in O&M
costs be adopted, as compared to SDG&E's request of $3.643 million. DRA’s
recommended reduction is based on DRA’s presentation and recommendations
regarding the smart grid which is found in Exhibit 487.

6.2.2.2.2. UCAN
UCAN agrees with DRA that all of the O&M costs related to fire protection

should be accounted for in the FHPMA, rather than being included in this GRC

proceeding. UCAN recommends that a total of $14.6 million be removed from
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SDG&E's forecast of fire protection costs, and that SDG&E be allowed to recover
the reasonable actual costs through the FHPMA, subject to a reasonableness
review. In the ERO group, UCAN contends that $5.313 million of the
incremental increase is fire related.

UCAN’s recommended O&M costs are also based on its analysis of
recorded spending in 2009 and 2010, as compared to SDG&E's forecast.
Although SDG&E forecast it would spend $38.580 million in 2010, UCAN notes
that the recorded spending in 2010 was only $31.437 million, and $34.193 million
in 2009. As described in Exhibit 558 at 25, UCAN used the two-year average of
2009-2010 as the basis of its forecast, and then added $608,000 for smart grid
O&M spending, and then subtracted $483,000 in savings from the smart meters.

6.2.2.2.3. Coalition of California Utility Employees
(CCUE)

The CCUE points out that DRA recommends a cap of $24 million if the fire
hazard prevention activities are recovered through the FHPMA. CCUE is

opposed to a cap on such activities.

6.2.2.2.4. SDG&E
DRA recommends that the funding request for SDG&E’s safety culture

change be disallowed. SDG&E’s approach to safety uses education and training,
enforcement of safety and standard practices, its safety culture change program,
and its behavior based safety training. DRA did not recommend disallowing
funding for the latter. While the behavior based safety training focuses on the
individual, the safety culture change focuses on the way the group and
organization view safety. SDG&E contends that all of these practices are needed
to achieve improvements in SDG&E's safety performance.

DRA recommends that SDG&E'’s funding request to implement the PCB
phase-out activities be disallowed. SDG&E contends that according to the EPA
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website as of October 2011, the EPA announced that it is committed to publish
the proposed rule on PCBs in December 2012. Since the proposed rule is
imminent, SDG&E requests funds “to begin the proactive screening of its older
electrical equipment for PCBs and replacement of oil filled equipment with PCB
levels greater than or equal to 50 parts per million PCBs.” (Ex. 63 at 6.)

Contrary to UCAN'’s argument, SDG&E’s fire-related costs are addressed
in multiple areas due to the Commission’s directive that a cost center approach
be used in the GRC. SDG&E contends that since “fire, safety, and reliability
activities are integrated into many areas of SDG&E’s electric distribution
operations,” this “means that their costs are also spread over many areas.”

(Ex. 63 at 14.) As for UCAN’s assertion that SDG&E did not spend money in
2010 on fire protection, SDG&E contends that those costs in 2010 were in the
FHPMA.

Both DRA and UCAN recommend that all fire-related costs contained in
SDG&E’s testimony be disallowed, and be placed in the FHPMA.2! SDG&E
contends that these costs properly belong in this GRC as provided for in
D.09-08-029 and D.12-01-032, and include the following costs that DRA
recommended be placed in the FHPMA: overhead switch inspection and
maintenance; overhead connector program; GO 165 annual patrols; OII quality
control inspections; and the Rule 18 notifications and repair of safety hazards.

On DRA’s recommendation to disallow funding for the corrective

maintenance program pathing increases, SDG&E contends that it justified the

21 DRA recommends that SDG&E'’s funding requests for the following be recovered
through the FHPMA: GO 165 annual patrols in fire zones; OII quality control
inspections; and Rule 18 notifications and repair of safety hazards.
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pathing changes, and that there are anticipated savings which have been
included as part of the OpEx implementation.

DRA recommends that all OpEx ongoing support costs be disallowed.
SDG&E contends that since OpEx is a cost savings program that has long term
benefits to customers, that DRA’s recommended disallowance of the ongoing
costs is in effect disallowing future savings.

SDG&E contends that DRA’s recommendation to disallow the “O&C labor
non-work (V&S)” should be rejected because these are O&M costs for vacation
and sick leave. SDG&E contends that vacation and sick leave are major
components of labor costs and should be approved. SDG&E notes that DRA did
not disallow these vacation and sick leave costs for other SDG&E costs.

DRA recommends downward adjustments to the smart grid O&M costs.
SDG&E contends that DRA’s recommendation is inconsistent with California’s
energy goals, and that these smart grid projects are needed to meet the state’s
goals of promoting increased levels of renewable resources.

6.2.2.3. Discussion
6.2.2.3.1. Fire Hazard Prevention

We first discuss the recommendations of DRA and UCAN to remove the
fire hazard prevention O&M costs from this proceeding, and to have those costs
recorded in the FHPMA. If this recommendation is adopted, approximately
$5.698 million in costs would be removed from the ERO O&M costs.

At the time the parties’ testimony was prepared on the FHPMA, a decision
on phase two of Order Instituting Rulemaking (R.) 08-11-005 had not yet been
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adopted.22 When DRA and UCAN filed their opening briefs in April 2012, they
continued to argue that these fire prevention hazard O&M costs should be
accounted for in the FHPMA, and continued to press for this treatment in their
reply briefs. DRA argues in its reply brief that since D.12-01-032 was issued near
the time when the evidentiary hearings in this GRC had concluded, that the
Commission clearly intended in D.12-01-032 that these fire hazard prevention
costs be considered in a proceeding addressing the costs recorded in the
FHPMA, rather than in this GRC. However, our review of D.12-01-032 leads us
to agree with SDG&E that the fire hazard prevention O&M costs that SDG&E is
requesting in the GRC, should be addressed in this proceeding.

D.12-01-032 clearly recognized that SDG&E and SoCalGas had “included
forecasted costs from the Phase 1 Decision in their 2012 GRCs,” and stated that
“the only Phase 1 costs [that SDG&E and SoCalGas] may record in their
FHPMAs are their actual costs to implement the Phase 1 Decision that are
incurred prior to 2012.” (D.12-01-032 at 152.) In Ordering Paragraph 14.i. of that
decision, the Commission ordered that SDG&E and SoCalGas “shall record in
their FHPMAs only those costs that are not being recovered elsewhere.” These

passages from D.12-01-032 make clear that SDG&E’s request for fire hazard

22 Following the October 2007 wildfires in southern California, the Commission issued
R.08-11-005 to consider and adopt regulations to reduce the fire hazards associated with
overhead power-line facilities and aerial communication facilities in close proximity to
power lines. D.09-08-029 addressed the Phase One issues regarding fire prevention
measures that could be adopted in time for the 2009 autumn fire season in southern
California. The FHPMA was authorized by D.09-08-029. The Phase Two issues were to
address and adopt regulations to reduce the fire hazards associated with overhead
power line facilities, and aerial communication facilities located in close proximity to
overhead power lines.
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prevention O&M costs in this proceeding is entirely proper. Accordingly, we
decline to adopt the recommendations of DRA and UCAN to remove these costs
from consideration in this proceeding, and to consider them in a proceeding
addressing the recovery of the costs in the FHPMA.

Having concluded that the fire hazard prevention O&M costs are properly
before us, we review whether SDG&E'’s funding request for these O&M costs are
reasonable. We first note that some of these fire hazard prevention activities may
be duplicative of each other. For example, the overhead switch inspection and
maintenance activity overlaps, or could be conducted in conjunction, with the
overhead connector program, the GO 165 annual patrols, and the quality control
inspections. Many of these devices and poles are likely to be located near each
other, which should minimize having to make multiple trips to the same
location. For those reasons, it is appropriate to reduce the O&M costs in each of
these four activities by 25%.23

Second, SDG&E’s funding request for red flag warning operations of
$1.794 million, and for outage patrolling during high fire risk periods of

$1.646 million, appear to be excessive as compared to the number of days that

23 The funding for overhead switch inspection and maintenance should be reduced
from $125,000 to $93,750. The funding for the overhead connector program should be
reduced from $200,000 to $150,000. The funding for the GO 165 annual patrols should
be reduced from $177,000 to $132,750. The funding for the quality control inspections
should be reduced from $1.376 million to $1.032 million.
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red flag warnings and elevated wind conditions are called.2* Accordingly, it is
appropriate to reduce the O&M costs in each of these two activities by 25%.25

6.2.2.3.2. Safety Culture Change
DRA recommends that the funding of $160,000 for safety culture change be

disallowed. SDG&E’s testimony describes how the safety culture change is one
component of SDG&E’s approach to improving safety. In 2008, SDG&E
experienced an electrical fatality. The safety culture change recognizes the role
that the organization plays in promoting safety and accountability. For those

reasons, DRA’s recommendation to disallow this funding request is not adopted.

6.2.2.3.3. EPA and PCBs
DRA and UCAN recommend that since the EPA has not yet issued a

proposed rule regarding the phase-out of PCBs in electrical equipment, that
SDG&E'’ request to fund this effort, and to establish the NERBA and allow
two-way balancing account treatment, not be adopted.

SDG&E noted in its rebuttal testimony that as of October 2011, the EPA
had communicated “through their website that they are committed to publish
the propos[ed] rule in December 2012.” (Ex. 63 at 6.) However, SDG&E’s
response to a UCAN data request indicates that the notice of the proposed
rulemaking will not be published in the Federal Register until April 2013.

(Ex. 67, SDG&E Response to UCAN Data Request 83, Question 2;

24 In 2009, elevated wind conditions were declared four times. According to the
SDG&E witness, in a typical year there are six red flag warning days.

% The funding for red flag warning operations should be reduced from $1.794 million
to $1.346 million, and the funding for outage patrolling during high fire risk periods
should be reduced from $1.646 million to $1.235 million.
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15 R.T. 1653-1654.) It is apparent though that the EPA is likely to propose such a
rule at some future date.

SDG&E proposes funding of $927,000 in O&M costs in the 2012 test year to
begin assessing the PCBs it has in its electric distribution system, and that this be
accounted for in the two-way NERBA balancing account. Since the EPA’s
proposed rule is unlikely to be issued before the end of 2012, we do not authorize
any funding in the 2012 test year to allow SDG&E to begin to implement this
expected proposed rule. Accordingly, SDG&E’s funding request for ERO O&M
costs should be reduced by $927,000.

Although we do not authorize any funds in the 2012 test year to
implement the yet-to-be released rule, we recognize that the costs associated
with implementing such a rule are likely to be substantial because of the
widespread use of PCBs in electric distribution equipment. For that reason, we
grant SDG&E’s request to establish a two-way balancing account called the
NERBA, and to record SDG&E’s costs to the NERBA once the final rule on the
phase-out of PCBs is issued by the EPA. SDG&E shall file a Tier 2 AL within
45 days of the effective date of this decision to establish the NERBA to record the
costs associated with the EPA’s final rule on the phase-out of PCBs.2¢6

6.2.2.3.4. Climbing Gear
DRA recommends that $151,200 for climbing gear be disallowed. We are

not persuaded that this funding request should be disallowed. Field personnel
who perform work on overhead electric distribution equipment need safety

equipment, such as climbing gear, in order to safely perform their work. With

2 We also address the applicability of the NERBA to the EPA’s mandatory GHG
reporting rule, and to AB 32, later in this decision.
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the number of field personnel that SDG&E has, the funding request for this item
is reasonable. DRA’s recommendation to disallow this amount is not adopted.

6.2.2.3.5. OpEx Pathing Changes
DRA recommends that SDG&E's funding request of $170,000 for the

corrective maintenance program pathing increases be disallowed. Due to the
increase in the number of required inspections, one of SDG&E’s OpEx initiatives
is to use a new system to determine the order in which groups of poles should be
inspected, and to “use a computer algorithm to efficiently route the inspection
personnel.” According to SDG&E, the changeover to this new system will result
in a slight increase in “inspection activities over the first five year cycle of the
program,” but it is expected that as “all poles within the segments will be placed
on the same schedule,” that over the long term “this will result in reduced
inspection costs.” (Ex. 61 at 15-16.) SDG&E’s funding request of $50,000 for
pathing inspections, and $120,000 for pathing repairs, is reasonable. DRA’s
recommendation to disallow the funding request for the OpEx pathing changes

is not adopted.

6.2.2.3.6. RIRAT
DRA recommends disallowance of $300,000 for the activity that is labeled

as “RIRAT,” and which appears in the O&M workpapers in Exhibit 62 at 21.
DRA could not find any testimony or supporting documents to justify this
funding request.

The only mention of RIRAT is in SDG&E’s rebuttal testimony in Exhibit 63
in response to an argument raised by another party. SDG&E describes RIRAT as
a “new team, called the Reliability Improvements in Rural Areas Team,” which

“is concentrating on developing operational concepts, designs and standards to
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improve the safety and reliability of circuits in rural locations and areas where
fire risk is a significant concern to all.” (Ex. 63 at 57.)
However, aside from a brief three line description in Exhibit 62 at 21, of

awis

“relay setting,” “reduce SGF setting,” and “reduce size of expulsion fuse,”
SDG&E fails to explain why the funding request for those non-labor items is
justified. Although SDG&E has the burden of proving that its funding request is
justified, it has failed to meet that burden by failing to respond to DRA’s point in
SDG&E’s rebuttal to DRA in Exhibit 63, or to respond to DRA’s point in
SDG&E’s reply brief. (See Ex. 63 at 5-15; DRA Opening Brief at 65; Applicants’
Reply Brief at 46-48.) Accordingly, we agree with DRA that SDG&E has not
justified its funding request for RIRAT in the ERO O&M costs, and SDG&E's
O&M costs for ERO should be reduced by $300,000.

6.2.2.3.7. OpEx On-Going Support
DRA recommends that SDG&E's funding request of a total of $273,000 for

OpEx on-going support be disallowed. SDG&E contends that the on-going O&M
costs are needed to implement the operational improvements resulting from the
OpEx programs. These O&M costs affect the ERO with new technology,
business processes and training. The three ERO areas that will be most impacted
are front line supervision, construction crew dispatch, and construction work
scheduling. For front line supervision, $20,000 is being requested to equip
supervisors with mobile data terminals, printers and software, so that they can
“spend at least 60% of their work day in the field supervising crews, estimating
work and serving customers.” (Ex. 61 at 14.) $153,000 is being requested for
construction crew dispatch, which will use the new ClickSchedule software to
allow dispatchers to dispatch technicians and construction crews more

efficiently. $100,000 is being requested for construction work scheduling, which
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will allow field crews to use the ClickMobile software on their mobile data
terminals to process all work orders and to report their time. Training of
personnel in ClickSchedule, ClickMobile, and other software will be needed.

We are not persuaded by DRA’s argument that these on-going O&M costs
are no longer needed. Although the OpEx projects have largely been
implemented, there are still on-going costs associated with these OpEx projects,
which we find are reasonable. Accordingly, we do not adopt DRA’s
recommendation to disallow the on-going O&M costs of $273,000.

6.2.2.3.8. Area Resource Scheduling Organization
(ARSO)

The ARSO is a new group that was created under the OpEXx initiatives.
ARSQ'’s responsibility is to organize, schedule, and dispatch all gas and electric
distribution work within SDG&E using the ClickSoftware, which is a scheduling
software application. The software will analyze available resources and match
them up with the work that needs to be done. The ARSO group is led by one
area resource manager. There are also two area resource dispatch supervisors
who are responsible for the oversight of the dispatchers. There will also be
five area resource scheduling advisors and analysts that will assist in the
workflow and analyze the results of the work performed. A forecaster role is
also expected to be added.

DRA contends that SDG&E’s testimony and workpapers do not discuss
the costs associated with ARSO. Due to this lack of support, DRA recommends
that the O&M costs in ERO that are related to ARSO be disallowed.

We have reviewed the testimony and the briefs of the Applicants and DRA
concerning the ARSO. It is clear that the ARSO plays an important role in the
dispatch of SDG&E's field employees, and that the ClickSoftware that ARSO
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utilizes operates in tandem with the ClickSchedule and ClickMobile. Although
SDG&E did not provide details of the ERO O&M costs related to ARSO, it is clear
from SDG&E’s ERO funding request of $41.923 million, that some part of that
amount is related to ARSO. DRA could have also requested cost details about
the ERO costs, but apparently chose not to do so. Similarly, SDG&E could have
responded to DRA’s recommended disallowance of the ARSO costs in its
rebuttal testimony, but failed to do so.

Since ARSO is related to the roll out of ClickSchedule and ClickMobile,
and is part of the OpEx initiatives that are supposed to result in work efficiencies
over a period of time, we do not adopt DRA’s recommendation to disallow all of
the ERO O&M costs related to ARSO. Instead, we approve the ERO O&M costs
for ARSO subject to a reduced funding amount. Due to SDG&E’s failure to fully
explain the cost details of its ERO O&M costs relating to ARSO, it is appropriate
and reasonable to reduce the ERO O&M costs for ARSO by $3 million.

6.2.2.3.9. Impact of Plug-In Electric Vehicles (PEVs)
DRA recommends that SDG&E's funding request of $26,990 for PEVs be

disallowed. We do not agree with DRA.

The O&M costs that SDG&E is requesting for ERO is related to the impacts
that PEVs will have on the electric distribution system. The ERO activities
include maintenance of the electric distribution system, and meeting customer
needs, including those who have PEVs. There is no dispute that electric vehicle
chargers will add additional load, which is likely to result in SDG&E having to
make improvements to its distribution system in order to meet this load. For
those reasons, the funding request of $26,990 is reasonable, and DRA’s

recommendation to disallow this amount is not adopted.
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6.2.2.3.10. Vacation and Sick Leave
DRA recommends that the “O&C labor non-work (V&S)” of

$4.892 million, which appears in Exhibit 62 at 21, be removed due to a lack of
support. SDG&E'’s rebuttal testimony makes clear that this line item of its work
papers refers to vacation and sick leave costs. These costs are part of SDG&E's
reasonable labor costs. Accordingly, DRA’s recommendation to disallow this
amount from SDG&E’s ERO O&M costs is not adopted.

6.2.2.3.11. Smart Grid
For the smart grid O&M costs, DRA recommends that $456,000 in O&M

costs be adopted, as compared to SDG&E's request of $3.643 million. DRA’s
recommended disallowance is based on DRA’s position regarding the smart
grid, as described later in this section. SDG&E is opposed to DRA’s position, and
contends that the smart grid projects are needed to meet California’s energy
goals of promoting increased levels of renewable resources.

As we discuss in the smart grid sub-section, we have reduced or
disallowed the funding of some of the smart grid projects that SDG&E has
requested. These reductions occur primarily in the area of energy storage,
devices to manage the growth in photovoltaic generation, PEVs, and
reliability-related smart grid devices. Since we have reduced funding of these
smart grid projects, it is reasonable and appropriate to reduce the O&M costs
associated with the smart grid projects. Accordingly, the smart grid O&M costs
should be reduced from SDG&E's request of $3.643 million to $1.500 million.

6.2.3. ERO (Troubleshooting/Engineering)
6.2.3.1. Introduction

This second category of costs for electric distribution O&M costs is headed

up by the operations and engineering workgroup. This workgroup is
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responsible for ensuring safe and reliable electric service to SDG&E'’s customers.
This workgroup covers six districts and two satellite locations within SDG&E’s
service territory. Each of these six districts has electric troubleshooters,
engineers, a planner, technical assistants, and management supervision. The
electric troubleshooters are the primary contact with customers who are
experiencing service problems, and work closely with emergency response
agencies to protect the public and SDG&E’s employees from potentially
hazardous conditions.

SDG&E forecasts the O&M costs for the ERO Troubleshooting/Engineering
group at $7.851 million for the 2012 test year. This is a $631,000 incremental
change over the 2009 recorded amount of $7.220 million. DRA recommends that
O&M costs of $7.313 million be adopted. UCAN recommends that O&M costs of
$7.020 million be adopted.

According to SDG&E, there are five drivers that are contributing to the
incremental cost changes. These five drivers are the following:

e Regulatory and environmental compliance;

e Fire preparedness;

e System growth;

e New technology; and

e Work force development.

For the regulatory and environmental compliance driver, GO 165 will
require SDG&E to increase its frequency of patrols in fire zones from two years
to one year. The changes to Rule 12 will require SDG&E to patrol its own
communication facilities attached to electric poles, and the changes to Rule 18

will require more detailed inspections of facilities.
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Fire preparedness is also a driver of the incremental costs, which will
require that electric troubleshooters to be positioned in areas of high fire danger
during elevated wind conditions and red flag warning conditions.

System growth is another driver of the incremental costs for ERO
Troubleshooting/Engineering. This will come from the growth in customer
meters, which will lead to a greater number of customer related electrical events,
and the growth in the use of electronic devices and appliances which results in
the overloading of facilities.

New technology is another driver of increased costs. This includes the
purchase of air cards for electric troubleshooters to access wireless functions, and
GPS navigational devices.

Another driver is work force development, which SDG&E expects to result

in an additional electric troubleshooter training class.

6.2.3.2. Position of the Parties
6.2.3.2.1. DRA

DRA’s recommended disallowance of $538,000 is comprised of a
disallowance of $418,000 for GO 165 annual patrols, and $120,000 for response to
red flag warnings. DRA contends that due to D.09-08-029, these costs are related
to fire hazard prevention and should be recorded in the FHPMA.

6.2.3.2.2. UCAN
UCAN’s recommendation to adopt funding of $7.020 million is based on

using a three-year average of 2008-2010, whereas SDG&E used the three-year
average of 2007-2009 and then made incremental adjustments for load growth,
red flag conditions, GO 165 inspections, and additional training.

UCAN recommends that the fire-related costs be recovered through the
FHPMA. UCAN'’s methodology would eliminate SDG&E’s increases for growth,
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GO 165, and training. UCAN contends that the increase proposed by SDG&E is
not necessary because SDG&E forecasted spending of $7.769 million in 2010, but
the 2010 recorded spending was only $6.982 million. UCAN also contends that
SDG&E spent less money in 2010 than it did in 2009 for the GO 165 patrols, and

that recent underground system growth has been less than 1%.

6.2.3.2.3. SDG&E
SDG&E contends that D.09-08-029 requires “electric utilities to increase the

frequency of patrol inspections in rural areas from two years to one year within
the “Extreme and Very High Fire Threat Zones’ in Southern California.” (Ex. 63
at 16-17.) SDG&E contends that “there was an approximately 47% increase in
patrol inspection costs from 2009 to 2010 and a 147 % increase from 2009 to 2010
when the FHPMA costs are considered.” (Ex. 63 at17.)

SDG&E also contends that its funding request for elevated wind
conditions and red flag warning conditions, and its funding request for the
GO 165 patrols should be addressed in this GRC, rather than in the FHPMA.

As for UCAN’s contention that system growth has slowed, SDG&E
contends that system growth is continuing because of the addition of additional
customers, added load demand per customer, and the conversion of overhead
facilities to underground facilities. SDG&E also contends that this growth
justifies the addition of more troubleshooter positions since the number of
troubleshooters has remained unchanged over the last ten years.

6.2.3.3. Discussion
We first address the argument of DRA and UCAN that the fire hazard

prevention activities, that are part of the O&M costs in this cost category, should

be recovered in the FHPMA instead of in this GRC. As discussed in the
ERO O&M section above, the GO 165 patrol costs, and the costs associated with
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elevated wind conditions and red flag warning conditions, are properly before us
in this proceeding.

The next issue to address is what methodology should be used to develop
the base O&M costs for ERO Engineering/Troubleshooting. Although UCAN’s
three-year average results in a higher base forecast ($7.020 million) as opposed to
SDG&E's three-year average of $6.832 million, UCAN does not make any
adjustments for system growth and training.

Based on the 2010 recorded costs, and the testimony about the slower
growth in underground facilities, and the fewer GO 165 patrols, it is reasonable
under the circumstances to reduce the O&M costs for ERO Engineering/
Troubleshooting by $600,000, which will reduce SDG&E’s funding request of
$7.851 million to $7.251 million.

6.2.4. Skills and Compliance Training
6.2.4.1. Introduction
This third category of costs for electric distribution O&M costs is the skills

and compliance training organization. This organization is responsible for the
development and training of the ERO workforce, which consists of electric field
personnel, non-electrical support personnel, and supervisory staff. The core
training provided by this organization consists of the following: electric linemen
development using a three-year apprenticeship program; compliance training to
meet federal, state, local safety, and environmental regulations; equipment
operations and commercial drivers’ training; and providing training support for
other business units.

SDG&E forecasts the O&M costs for the skills and compliance training
organization at $4.338 million for the 2012 test year. This is a $557,000
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incremental change over the 2009 recorded amount of $3.781 million. DRA and
UCAN recommend that $3.664 million be adopted as the O&M costs.

According to SDG&E, the three drivers that are contributing to the
incremental cost changes are work force development, aging infrastructure, and
regulatory and environmental compliance.

For the work force development driver, SDG&E expects to add additional
electric troubleshooter training classes in 2011 and 2012 due to attrition and an
aging workforce. A new training program for electric meter test technicians in
advanced metering operations will be needed to offset workforce attrition. A
training program is also being developed for the use of new fault finding
equipment. A training program is also being developed for stand-by linemen. A
training program for new instructors will also be developed. Training materials
will be developed to support the training of equipment operators.

The aging electric distribution infrastructure is another driver of
incremental costs. The training equipment that is used by the skills and
compliance training organization needs replacement, and the current
underground training facilities that were installed in 1980 need to be upgraded.

Under the regulatory and environmental compliance driver, SDG&E is
seeking additional funds to ensure that its workforce is trained and certified in

cardio pulmonary resuscitation, automated external defibrillator, and first aid

training.
6.2.4.2. Position of the Parties
6.2.4.2.1.DRA

SDG&E developed its O&M forecast for the skills and compliance
organization by using recorded 2009 data as the base year for labor costs, and a

five-year average for non-labor costs. DRA takes no issue with SDG&E's
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methodology for labor costs. However, DRA uses a four-year average of
2006-2009 to forecast non-labor costs. DRA contends that the 2005 data that
SDG&E included in its five-year average was significantly higher than what was
recorded for 2006-20009.

As described in Exhibit 478 at 30-38, DRA recommends disallowance of
O&M in 11 areas. The main reasons for its recommended disallowances are that
SDG&E offered no compelling reason or support for these costs, or that the costs

are not related to skills or compliance training.

6.2.4.2.2. UCAN
UCAN agrees with DRA’s O&M forecast of $3.664 million, but for a

different reason. UCAN uses the three-year average of 2008-2010, which results
in an average of $3.430 million. UCAN would then increase this amount by
$243,000 which allows for growth, and reflects a mild improvement in the
economy. UCAN does not agree with SDG&E’s forecast of $4.338 million
because it assumes a robust economy, which UCAN does not believe will occur.
UCAN also points out that the recorded costs in 2010 was $2.952 million, as
compared to SDG&E’s 2010 forecast of $3.867 million.

6.2.4.2.3. SDG&E

SDG&E points out that it trains its workforce in a safe and controlled
environment, and that this training is necessary to prepare its employees to
recognize hazards and to safely work on and to maintain a complicated high
voltage system. Ongoing training is also needed in a variety of other areas. In
addition, many of the tools and systems at the current training facility have been
in place for 30 years. These tools and systems need to be updated to reflect the
current equipment that is in the field, including smart grid devices and other

automated devices.
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SDG&E also contends that DRA’s recommended disallowance of the
vacation and sick leave is inappropriate.

6.2.4.3. Discussion
We first address the methodology that should be used for the O&M costs

for the skills and compliance training organization. UCAN believes that the
three-year average of 2008-2010 should be used for both labor and non-labor
costs. Both SDG&E and DRA use the recorded 2009 cost for labor costs. DRA
then uses the four-year average of 2006-2009 for non-labor costs, while SDG&E
uses the five-year average of 2005-2009.

We have reviewed the different methodologies used by SDG&E, DRA, and
UCAN. Under the circumstances, we believe that DRA’s method of using 2009
labor costs, and a four-year average of 2006-2009 for non-labor costs is an
appropriate methodology to develop the base O&M costs. DRA’s use of the
four-average average for non-labor costs eliminates the 2005 recorded non-labor
cost, which is the highest amount recorded from 2005-2010. The use of the 2009
recorded data for labor costs is appropriate because it reflects the labor costs in
the 2008 -2009 timeframe, rather than incorporating the sudden decline in labor
costs in 2010. Using DRA’s methodology, we arrive at a base forecast of
$3.664 million. SDG&E’s methodology results in a base forecast of
$3.733 million. UCAN’s methodology results in a base forecast of $3.430 million.

SDG&E then makes incremental adjustments of $605,000 to its base
forecast to arrive at its forecast of $4.338 million. These adjustments are due
primarily to additional training of new apprentices which SDG&E expects to hire
because of a brighter economic outlook, and other additional or new training
programs, some of which are needed to meet new regulations or rules. Other

miscellaneous costs, as noted by DRA, are then added to upgrade the current
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training infrastructure. Further, additional funding is sought to ensure the
workforce is adequately trained and certified in cardiopulmonary resuscitation,
automated external defibrillator, and first aid.

Having reviewed all of the testimony, we believe that DRA’s base
forecast of $3.664 million does not fully capture the training needs of new
electric distribution workers who will need to be hired to replace an aging
workforce during a period of slow economic growth. Accordingly, it is
reasonable to adjust DRA’s base forecast of $3.644 million upwards to a total
funding of $3.800 million for the O&M costs for the skills and compliance
training organization.?”

6.2.5. Project Management
6.2.5.1. Introduction
The fourth category of costs for electric distribution O&M costs is the

project management department. This department is responsible for the
preparation of construction orders. The personnel in this department perform
the design and engineering to develop the construction orders, from which
additions and modifications to both the gas and electric distribution systems are
constructed. These construction orders can range for services for an individual

customer, to large distribution systems that serve subdivisions, commercial

27 We do not address DRA’s individual disallowances item by item for several reasons.
First, the total amount shown in the table which DRA reproduced in Exhibit 478 at 30,
which is from SDG&E’s workpaper in Exhibit 62 at 41, does not match the difference
between SDG&E's base forecast of $3.733 million and its 2012 test year forecast of
$4.338 million. Second, some of the requests are related to the replacement of aging
infrastructure at the training facility, which due to its age, needs to be replaced.

Third, the other items are related to training, which we believe are needed. And fourth,
as mentioned earlier, vacation and sick leave costs should be included in the O&M
costs.
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centers, or high rise buildings. This department also prepares the construction
orders to convert electric overhead lines to underground. Although the
construction orders developed by this department represent capital projects,
there is a small component of O&M costs which is addressed in this section.

SDG&E forecasts the O&M costs for the project management department
at $1.521 million for the 2012 test year. This is a $1.091 million incremental
change over the 2009 recorded amount of $431,000. DRA recommends that O&M
costs of $603,000 be adopted. UCAN recommends O&M costs of $835,000.

According to SDG&E, there are four drivers that are contributing to the
incremental cost changes.

The first driver is safety and environmental compliance training and
employee skill development. The employees in this department must attend
training in safety and environmental compliance, as well as other skill
development classes.

The second driver is work force attrition, which requires the replacement
of personnel who have transferred, retired or resigned.

The third driver is providing formal classroom training for new planners.
SDG&E expects to hire and train 16 individuals in 2011 and to enroll them in the
planner training class, which is expected to last 23 weeks. SDG&E also plans to
hire and train an additional 16 planners in 2012. According to SDG&E, the hiring
and training is needed to replace the skilled and aging workers who are retiring.

The fourth driver is to supplement the number of support staff as the
number of planners increase. The project management department plans to add

two project management assistants in 2012.
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6.2.5.2. Position of the Parties
6.2.5.2.1. DRA
DRA’s 2012 test year forecast is $603,000. DRA states that its forecast is

based on recorded 2009 data, however, that 2009 recorded data is actually
$431,000. (See Ex. 478 at 39.) According to DRA, it used the 2009 data because “it
is most indicative of SDG&E's current spending.” (Ex. 478 at 39.)

DRA is opposed to SDG&E’s plan to add more planner positions, and the
training associated with those positions. DRA contends that SDG&E did not
provide support for these additional positions. DRA’s forecast of $603,000
reflects 11.5 positions instead of the 19.5 employees that SDG&E has requested.

6.2.5.2.2. UCAN
UCAN notes that SDG&E’s forecast for the 2012 test year of $1.521 million

exceeds the recorded 2009 and 2010 costs of $431,000 and $340,000, respectively.
Although SDG&E used as its base the five-year average of 2005-2009, that base
forecast of $934,000 was well above the 2009 recorded amount of $431,000. To
arrive at SDG&E’s 2012 test year forecast, SDG&E then added an incremental
amount of $587,000.

UCAN believes that there will be 36% fewer residential construction units
in 2012 than SDG&E has forecasted. To reflect a weaker economy than what
SDG&E has forecasted, UCAN would use the six-year average from 2005-2010
and no incremental increase. UCAN’s methodology results in a 2012 test year
forecast of $835,000. Although UCAN'’s forecast is slightly more than DRA’s
forecast of $603,000, this will allow SDG&E some flexibility to do some of the
incremental work that SDG&E proposes, while recognizing the slowdown in the

economy.
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6.2.5.2.3. SDG&E
SDG&E developed its 2012 test year forecast by using the five-year average

of 2005-2009 ($934,000), and then added incremental costs of $587,000.

SDG&E contends that DRA’s use of the 2009 recorded data is not reflective
of the O&M costs because 2009 was the only year during the 2005-2009 period
that a planner/designer training class was not held. SDG&E asserts that its use
of the five-year average is appropriate because two planner classes were held in
2005, and one class was held in each subsequent year except for 2009.28 If the
only cost data used is from 2009, this will fail to reflect any funding for the
training class.

As for DRA’s argument that SDG&E did not describe what this training
class consists of, SDG&E asserts that this class is to teach the planners and
designers how to do the design and engineering work that is needed to develop
the construction orders. The training is also needed to ensure that SDG&E has
the skilled workforce it needs to do its work, and to delay training until the
economy improves would be irresponsible.

Regarding DRA’s contention that the planners and designers are not
useful to the utility, SDG&E contends that 10 of the planners and designers will
remain in project management, and that the six others will be assigned to other
areas within SDG&E where planners and designers are required.

Regarding UCAN’s contention that its forecast is more reflective of the
slowdown in the economy, SDG&E contends that new business work is not the

only type of projects that project management handles. Project management also

28 SDG&E also notes that it did not conduct a training class in 2010, and argues that
UCAN’s inclusion of both the 2009 and 2010 data will result in lower O&M costs.

-110 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

handles construction orders for corrective maintenance, to support capacity and
reliability, and to convert overhead lines to underground.

6.2.5.3. Discussion
The first issue to address is the methodology that should be used to

develop the forecast of the O&M costs for the project management department.
The testimony shows that training classes were not held in 2009 and 2010.
UCANs six-year average methodology includes the 2009 and 2010 data. As a
result, one-third of UCAN's forecast is affected by two years of no recorded
training costs. If only the 2009 recorded data were used, no training costs would
be included in that number. SDG&E’s base forecast of $934,000 uses the five-year
average of 2005-2009, and is only affected by one year of data (i.e., one-fifth) of
no recorded training costs. Under the circumstances, SDG&E’s five-year average
methodology is appropriate to develop the base forecast of the O&M costs as it
more fully reflects the costs of training.

The next issue is to decide whether SDG&E'’s incremental increase of
$587,000 over its base forecast of $934,000 is warranted. UCAN contends that if
its methodology and forecast is used, that its forecast of $835,000 allows SDG&E
“to manage its workload to do some of the incremental work it proposes or to
operate planner/designer classes if the economy improves somewhat....”
(Ex.558 at 28.) The evidence demonstrates that additional hiring and training
will be needed to replace an aging workforce, and that other types of
construction orders besides new business require resources to address this work.
When this evidence is considered, as well as comparing SDG&E’s and UCAN'’s
base forecasts to the historical data, some incremental increase is warranted. A

reasonable incremental increase of $106,000 above SDG&E’s base forecast of
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$994,000 is warranted. This results in a funding amount of $1.100 million, which
should be adopted as the O&M costs for the project management organization.

6.2.6. Service Order Team
6.2.6.1. Introduction

The fifth category of costs for electric distribution O&M costs is the service
order team. This team is responsible for planning, overseeing and managing
new additions and modifications to the electric and gas distribution systems,
primarily related to services. The service order team acts as the SDG&E
customer representative on these projects. The O&M costs associated with the
service order team are for its support of construction operations storm recovery,
construction maintenance programs, labor for training activities, and preparing
orders to replace property.

SDG&E forecasts the O&M costs for the service order team at $270,000 for
the 2012 test year. This is a decrease of $40,000 over the 2009 recorded amount of
$310,000. DRA recommends that O&M costs of $258,000 be adopted.

According to SDG&E, there are three drivers that are contributing to the
incremental cost changes. System growth is the first driver, as the service order
team provides the assistance for projects that add new customers. With the
improvement of the economy, SDG&E expects to increase staff so that the
workload does not back up.

The second driver is work force development, which drives the need to
train the service order team on new systems that are designed to better serve
customer needs.

The third driver is regulatory and environmental compliance, which drives
the need to train additional staff on the municipal, state, and federal regulations

that affect the work of the service order team.

-112 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

6.2.6.2. Position of the Parties
6.2.6.2.1. DRA
DRA recommends that funding of $258,000 be adopted, which is $12,000

less than SDG&E’s funding request of $270,000. This difference is attributable to
SDG&E’s use of 2009 recorded data for its labor forecast, whereas DRA used a

five-year average.

6.2.6.2.2. SDG&E
SDG&E contends that DRA’s use of a five-year average for labor costs

ignores the additional work that will be required as a result of the expansion of
the Commission’s GOs on construction and maintenance standards, municipal
regulations in various jurisdictions concerning such things as storm water
management, traffic control, backfill, and paving, and federal and state laws
regarding safety and environmental concerns.

6.2.6.3. Discussion
We have reviewed the testimony of SDG&E and DRA, and agree with

SDG&E'’s use of the 2009 recorded data for its labor costs. The 2009 labor cost
data reflects the costs associated with recent rules and regulations that affect the
work of the service order team. Accordingly, DRA’s recommended reduction of
$12,000 is not adopted, and SDG&E’s forecast of $270,000 is reasonable and
should be adopted as the funding amount for the O&M costs for the service
order team.

6.2.7. Regional Public Affairs
6.2.7.1. Introduction
The sixth category of costs for electric distribution O&M costs is the

regional public affairs group. According to SDG&E, this group “engages in
activities that support communication with local and regional governments,

community based organizations and customers on issues related to construction,
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operations and maintenance activities for SDG&E electric distribution.” (Ex. 61
at 29.) Some of these activities include the following:

e Working with regional and local governments on issues
regarding proposed regulations, permitting, and
emergency preparedness and response;

e Educating officials at the county and city levels about
SDG&E issues that could impact customers;

e Educating the community about SDG&E’s operational
activities, programs and services;

e Responding to customer and media inquiries;
¢ Resolving customer complaints; and
e Working with under-represented communities.

One of the programs that the regional public affairs group disseminates
information about is SDG&E’s Community Fire Safety Program. This program
focuses on power line safety, and taking preventative measures and enhanced
response to power line problems.

SDG&E forecasts the O&M costs for the regional public affairs group at
$1.483 million for the 2012 test year. This is a decrease of $328,000 over the 2009
recorded amount of $1.811 million. DRA recommends that O&M costs of
$1.006 million be adopted. UCAN opposes funding of the regional public affairs
group on the grounds that this group is engaging “in activities in support of
lobbying and corporate image enhancement.” (Ex. 557 at 79.) However, if
UCAN'’s recommendation to disallow funding on these grounds is not adopted,
UCAN recommends that funding of $1.398 million be adopted.

According to SDG&E, there are four drivers of the cost changes. The first
driver is customer education and stakeholder involvement, which results in
SDG&E’s participation in community events throughout its service territory

about power line and fire safety, and emergency preparedness.
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The second driver is new prevention measures, which means educating
affected communities and agencies about replacing wood distribution poles with
fire resistant steel poles, and installing new switching technology on the
distribution system.

The third driver is response, communication and coordination. This is an
important component of the Community Fire Safety Program, which results in
coordination with fire agencies and the local communities about staging crews to
respond to incidents.

The fourth driver is workforce development, which results in adding one
additional public affairs manager, at a cost of $111,000, to address the increase in

environmental regulations and outreach activities.

6.2.7.2. Position of the Parties
6.2.7.2.1. DRA
DRA'’s forecast of $1.006 million is $477,000 less than SDG&E’s forecast of

$1.483 million. DRA’s lower forecast amount is due to the use of 2010 recorded
data for its base forecast, as opposed to SDG&E’s use of 2009 recorded data as
SDG&E'’s base forecast. DRA’s lower forecast also reflects the disallowance of
one additional public affairs manager. DRA contends that this additional
position is not needed in light of the current economy and because SDG&E has

not justified the need.

6.2.7.2.2. UCAN
UCAN contends that in SDG&E'’s last GRC, the Commission put SDG&E

on notice that if SDG&E wanted funding for regional public affairs, that it would
have to provide “more detailed justification... for all public affairs and outreach

expense to demonstrate genuine customer benefit that outweighs any incidental

corporate image[ | enhancement.” (Ex. 557 at 79; D.08-07-046 at 75.) UCAN
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asserts that the activities that the regional public affairs group will be engaging
in are “in support of lobbying and corporate image enhancement.”
(Ex. 557 at 79.)

UCAN contends that an example of SDG&E'’s lobbying and corporate
enhancement is found in the responsibilities of the five regional public affairs
managers, whose duties “include coordinating company relations with city
councils and other elected and appointed officials, developing and promoting
civic and community relations, and providing communications to key
stakeholders on energy issues affecting customers and the region.”

(Ex. 557 at 79.)

In accordance with the statement in D.08-07-046 that requires “SDG&E and
SoCalGas to maintain detailed contemporaneous documentation of the actual
activities,” UCAN requested SDG&E to provide such records. UCAN contends
that SDG&E's response “acknowledged that it had not kept detailed,
contemporaneous records of its Regional Public Affairs activities and that Public
Affairs employees do not track their time by issue.” (Ex. 557 at 80.) Since
SDG&E did not provide any contemporaneous records to show how the costs of
regional public affairs have historically been allocated between shareholder and
ratepayer concerns, UCAN contends that ratepayer funding of the regional
public affairs group should be disallowed.

In the event UCAN’s disallowance of all of the funding for the regional
public affairs group is not adopted, UCAN recommends that a funding amount
of $1.398 million be adopted, which is based on the 2010 labor costs and the use

of the two-year average of 2009-2010 for non-labor costs.
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6.2.7.2.3. SDG&E
SDG&E points out that UCAN always raises the same issue about the

funding of the regional public affairs group, and that UCAN mischaracterizes
those activities as lobbying. For the reasons described below, SDG&E requests
that UCAN’s proposal be rejected.

SDG&E contends that the primary function of the regional public affairs
group is to appear “before local governmental bodies regarding existing or
proposed operations,” and that this “does not involve lobbying or advocacy.”
(Ex. 63 at 28-29.) Without this group, the staff from the operations units would
have to spend a large part of their time working with local governments and
other stakeholders. Examples of some of the activities that the regional public
affairs group has worked on are described in Exhibit 63 at 29 to 31, which include
the following: franchise renewal and compliance; outreach to various groups
about energy efficiency, the smart grid, smart meters, wood to steel projects;
pipeline safety; vegetation management; substation relocations; coordinating
emergency planning and response activities between SDG&E and the cities and
counties; outreach on major construction projects; and outreach regarding
customer programs and services.

On DRA’s recommended disallowance of the public affairs manager
position, SDG&E contends that the position is needed due to the increase in
environmental regulations, and to conduct outreach about emergency
preparedness, customer education, and permitting requirements.

6.2.7.3. Discussion

The first issue to address is UCAN’s recommendation to disallow all of the
funding for the regional public affairs group. UCAN’s disallowance is based on

its argument that the activities that this group participates in promote lobbying
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and enhances SDG&E's corporate image. SDG&E opposes UCAN’s
recommendation.

UCAN relies on the Commission’s language in SDG&E’s last GRC decision
as to why SDG&E funding request should be rejected. In that decision, the
Commission addressed DRA’s recommendation to disallow “certain public
affairs costs” that DRA believed was “directed primarily to corporate image
enhancement rather than providing any specific service or value to ratepayers.”
(D.08-07-046 at 75.) Although the Commission did not adopt DRA’s
disallowance in that proceeding, the Commission stated the following:

We will not adopt this disallowance (regardless of the test
year settlement) because we believe there is ratepayer benefit
from access to the company in an informal setting. But we
will require SDG&E and SoCalGas to maintain detailed
contemporaneous documentation of the actual activities, the
service or information provided, including data on the
numbers of customers who receive this service or information,
as part of the documentation for the next GRC if the
companies wish ratepayer funding for these activities. In
effect, the companies are on notice that the bar has been raised
and a more detailed justification is required for all public
affairs and outreach expense to demonstrate genuine
customer benefit that outweighs any incidental corporate
image[ | enhancement. (D.08-07-046 at 75.)

Based on the above passage, the Commission ordered the following;:

SDG&E and SoCalGas shall maintain detailed records on all
public affairs outreach efforts for educational and other
purposes. SDG&E and SoCalGas shall include this
information in testimony and work papers in the next general
rate cases. (D.08-07-046 at 107, Ordering Paragraph 28.)

As for how D.08-07-046 applies to UCAN’s recommended disallowance,
that issue requires a three-step analysis. First, it is clear that in the last GRC,

DRA raised concerns about “certain” public affairs costs. However, D.08-07-046
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did not explain which public affairs costs DRA was concerned with.2® Based on
Ordering Paragraph 28 of that decision, we surmise that the activities DRA was
concerned about was “outreach efforts for educational and other purposes,” such
as perhaps conducting outreach at street fairs, appearing at schools, or
sponsorship of certain events.

Second, in this proceeding, UCAN seeks to disallow all of the funding that
SDG&E has requested for the regional public affairs group. UCAN did not
specify which of the activities that the regional public affairs group engages in
amount to lobbying or corporate enhancement. Based on the information
provided by SDG&E in its direct (Exhibit 61) and rebuttal testimony (Exhibit 63),
it is clear that the work that the regional public affairs group does is to meet with
affected governments and other stakeholders to advise them of SDG&E'’s
programs and services, construction activities, utility-related initiatives,
emergency response, as well as other activities. Since UCAN seeks to disallow
all funding of this group, we do not adopt UCAN'’s recommendation because,
based on the information before us, the regional public affairs group engages in
activities that benefits and informs customers and communities about SDG&E’s
programs, services, and initiatives.

The third step of our analysis is whether D.08-07-046 required SDG&E to
maintain certain information and to include certain information in its testimony
in this proceeding. Both the discussion and Ordering Paragraph 28 of
D.08-07-046 make it evident that SDG&E has certain recordkeeping obligations,

2 To investigate which public affairs costs that DRA took issue with in SDG&E's last
GRC would require further research of the evidentiary record in A.06-12-009, which we
have not done.
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as well as an obligation to provide certain information in its GRC filings.
Reading the discussion that appears in D.08-07-046 at 75, together with Ordering
Paragraph 28 of that decision, the “contemporaneous” and “detailed”
recordkeeping appears to apply to those public affairs activities which DRA was
concerned about in A.06-12-009, namely “outreach efforts for educational and
other purposes.” These recordkeeping obligations are triggered, along with
including such documentation in its GRC filings, it SDG&E wants “ratepayer
funding for these activities.” (D.08-07-046 at 75.)

SDG&E’s testimony in Exhibits 61 and 63 did not include any discussion of
these types of outreach efforts, nor did it reference Ordering Paragraph 28 of
D.08-07-046 in these two exhibits. That raises two possibilities. Either SDG&E is
not requesting ratepayer funding for the type of activities that DRA took issue
with in A.06-12-009, or such activities are part of its funding request but SDG&E
failed to include the necessary documentation in its GRC filing. It does not
appear to be the latter because DRA did not raise any issues in this proceeding,
as it did in A.06-12-009, that the regional public affairs group’s activities are
“directed primarily to corporate image enhancement rather than providing any
specific service or value to ratepayers.” (D.08-07-046 at 75.) Also, we are not
persuaded by UCAN's argument that since SDG&E “acknowledged that it had
not kept detailed, contemporaneous records of its Regional Public Affairs
activities,” that this suggests that SDG&E “did not meet the burden of proof
established by the Commission” in D.08-07-046 by not including such
documentation in its GRC filing. (Ex. 557 at 80-81.)

Since no evidence has been presented in this proceeding to suggest that the
funding request for regional public affairs involves activities that are of a

lobbying nature, or to enhance the corporate image, we do not agree with
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UCAN's suggestion that D.08-07-046 has not been complied with, or that
SDG&E’s funding request for this group should be disallowed entirely as a result
of such documentation not being included in SDG&E’s GRC filing.

That brings us then to the appropriate level of funding for the regional
public affairs group. SDG&E’s methodology results in a 2012 test year forecast of
$1.483 million. DRA recommends funding of $1.006 million, while UCAN’s
alternative recommends funding of $1.398 million, respectively. Based on a
review of the testimony of SDG&E, DRA, and UCAN, comparing the
methodologies and adjustments they use to arrive at their respective forecasts,
and considering the need for an additional public affairs manager given the state
of the economy, it is reasonable to adopt $1.287 million in funding for the O&M
costs for regional public affairs.

6.2.8. Grid Operations
6.2.8.1. Introduction

The seventh category of costs for electric distribution O&M costs is grid
operations. Grid operations involve the work activities of electronic control
technicians, and emergency control technicians. According to SDG&E, the
electronic control technicians are responsible for the overall installation, testing,
calibration, and maintenance of all supervisory, control and data acquisition
(SCADA) equipment that interfaces with various systems. The emergency
control technicians are responsible for ensuring the accuracy and availability of
the SCADA system on a 24 hour basis.

SDG&E forecasts O&M costs for grid operations at $427,000 for the 2012
test year. This is an increase of $130,000 over the 2009 recorded amount of
$297,000. DRA recommends that O&M costs of $327,000 be adopted. UCAN
recommends that O&M costs of $267,000 be adopted.
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According to SDG&E, the driver of the cost changes is equipment
deployment growth. Due to many SDG&E initiatives, including OpEx and smart
grid, SDG&E expects an increase in the number of SCADA remote terminal units
that will be put into service. These new units and the existing units will increase
the need for planned and unplanned maintenance. By 2012, grid operations
anticipate the need to add one additional electronic control technician at an
incremental cost of $100,000.

6.2.8.2. Position of the Parties
6.2.8.2.1. DRA
DRA recommends that a forecast of $327,000 be adopted. DRA’s forecast

is based on the three-year average of 2007-2009, which is what SDG&E used as its
base forecast. DRA would disallow SDG&E’s incremental increase of $100,000 to
add one electronic control technician because of a lack of support for this

additional position.

6.2.8.2.2. UCAN
UCAN recommends funding the O&M costs for grid operations at

$267,000. UCAN’s recommendation is based on the three-year average of
2008-2010 for labor, and a two-year average of 2009-2010 for non-labor costs.
UCAN points out that SDG&E’s forecast of $427,000 is based on a
three-year methodology of 2007-2009, and then an incremental amount of
$100,000 is added for another SCADA system operator. UCAN contends that
SDG&E’s forecast appears inflated because 2008 had abnormally high non-labor
costs, and the recorded costs in 2009 and 2010 were $297,000 and $240,000,

respectively.
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6.2.8.2.3. SDG&E
SDG&E's forecast of $427,000 is based on the three-year average of

2007-2009 ($327,000), and then an incremental increase of $100,000 is added.

SDG&E contends that DRA’s recommended disallowance of $100,000 for
the additional electronic control technician position is based on an incomplete
review of SDG&E’s OpEx program. SDG&E contends that it thoroughly
described the OpEx program in Exhibit 183, and that its request for the
additional position is reasonable and necessary.

Regarding UCAN'’s forecast, SDG&E contends that the time periods
chosen by UCAN “appears to be an attempt to seek the lowest cost, while
simultaneously ignoring the standard activities that occurred previously, and
will remain part of this activity’s responsibilities going forward.” (Ex. 63 at 32.)

6.2.8.3. Discussion

We first address the two methodologies that were used to develop the base
forecast of the O&M costs for grid operations. SDG&E and DRA both use the
three-year average of 2007-2009 to develop their base forecasts. UCAN uses a
three-year average of 2008-2010 for labor, and a two-year average of 2009-2010
for non-labor costs. We have reviewed the testimony and compared their
methodologies to the recorded costs. UCAN’s methodology will result in too
low of a forecast since it uses the two years with the lowest non-labor costs, and
its three-year average of labor costs incorporates one year of data with the lowest
labor cost. The three-year average used by SDG&E and DRA to develop their
base forecasts is more reflective of the expected costs. For those reasons, the
$327,000 that SDG&E and DRA derived as their base forecasts is reasonable.

The second issue to address is whether the incremental cost of $100,000 to

add the additional electronic control technician is reasonable. DRA opposes this
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incremental addition, while UCAN believes that its recommended funding could
accommodate this additional position. We have reviewed and considered the
testimony concerning grid operations, the relationship of the need to add one
additional electronic control technician, and the lower smart grid funding. We
have also balanced the need for this position with the costs that were experienced
in 2009 of $297,000, and in 2010 of $240,000. Based on all those considerations, it
is reasonable to adopt total O&M funding of $327,000 for grid operations.

6.2.9. Substation Construction and Maintenance
6.2.9.1. Introduction
The eighth category of costs for electric distribution O&M costs is the

substation construction and maintenance section. This section is responsible for
the installation and maintenance of 140 distribution substations on the SDG&E
system. This section also installs and maintains the control functions of
approximately 1300 overhead and underground distribution field devices.

SDG&E forecasts the O&M costs for the substation construction and
maintenance section at $8.853 million for the 2012 test year. This is an increase of
$529,000 over the 2009 recorded amount of $8.324 million. DRA recommends
that O&M costs of $8.576 million be adopted. UCAN recommends that a
funding level of $7.782 million be adopted.

According to SDG&E, the three drivers contributing to the incremental
cost changes are fire preparedness, regulatory and environmental compliance,
and training.

The fire preparedness driver results in the annual testing of 112 devices
located in the backcountry that help mitigate hazards on the distribution system
during elevated fire conditions. During elevated fire conditions and red flag

warnings, personnel are positioned at substations in areas of high fire danger, to
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expedite a response to resolve an interruption of service or other electrical
system problem caused by the weather.

For the regulatory and environmental compliance driver, SDG&E expects
the Commission to adopt a new GO for electric utility substations by 2012, which
will require substation inspection programs. As a result, SDG&E expects that
support staff will have to be increased to comply with the inspection tracking
and reporting process.

The training driver will result in training for new employees, and refresher
training or new skills training for existing employees. In addition, new training
courses are being developed for developing working foremen and journeyman,
and for climbing.

6.2.9.2. Position of the Parties
6.2.9.2.1. DRA
DRA recommends that a forecast of $8.576 million be adopted.

DRA recommends that all of the fire hazard prevention costs be removed
from this proceeding and recovered in the FHPMA. DRA’s recommendation
would disallow the $900,000 that SDG&E requests for red flag, elevated wind,
and other fire related events, and the 10.5 new positions. In addition, DRA’s
FHPMA recommendation would also disallow $500,000 of the $1.079 million for
helicopter utilization use.

DRA also recommends disallowance of $500,000 for aging infrastructure,
but did not provide a reason for doing so. In addition, DRA recommends a
disallowance of $50,000 for field crew laptop computers due to a lack of support.
DRA also recommends the $1 million for vacation and sick leave be disallowed

from SDG&E’s funding request due to a lack of support.
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Regarding the O&M costs related to the smart grid that are included in the
substation construction and maintenance section, DRA recommends that
$384,000 of the $1.646 million that SDG&E has requested be approved. DRA’s
reduction for the O&M costs is based on DRA’s smart grid policy position. This
affects O&M costs for the following: advanced energy storage, dynamic line
ratings; smart transformers; fault circuit indicators; phasor measurement units;
phase identification; SCADA capacitors; SCADA expansion; condition based
maintenance; and public access charging facilities.

6.2.9.2.2. UCAN
UCAN recommends that a forecast of $7.782 million be adopted. UCAN’s

forecast uses a four-year average of 2007-2010 ($7.682 million), and then adds
$100,000 to cover possible excess smart grid O&M expenses. UCAN points out
that the 2009 recorded amount of $8.324 million was a peak spending year, and
that the 2010 recorded amount of $6.944 million was considerably lower.

UCAN contends that SDG&E’s workpapers for this account are not clear,
and that the amount in the workpapers do not reconcile with the amount
requested by SDG&E. UCAN also contends that SDG&E double counts the
helicopter costs. For the fire hazard protection costs, UCAN recommends that
those costs should be recovered through the FHPMA.

UCAN also contends that SDG&E's plan to add 15 additional positions
from 2009-2012 appears to be inflated because of the state of the economy, and

because the work to be performed will take less time than SDG&E has estimated.

6.2.9.2.3. SDG&E
SDG&E's forecast of $8.853 million was developed using a base forecast of

$8.324 million, based on recorded 2009 labor and non-labor costs, and then

making incremental adjustments.
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SDG&E contends that the recommendation of DRA and UCAN to remove
the O&M costs for red flag, elevated wind, and other fire related events from this
GRC and to recover it in the FHPMA is wrong. SDG&E contends that the annual
maintenance program that the substation construction and maintenance group
performs does not qualify for inclusion in the FHPMA. Also, SDG&E contends
that only a small portion of the helicopter costs relate to fire preparedness and
prevention, and that the vast majority of the costs are related to the maintenance,
restoration, patrols, and inspection of overhead lines.

On DRA’s recommendation to disallow the vacation and sick leave costs,
SDG&E contends the inclusion of vacation and sick leave is an appropriate
expense.

SDG&E contends that UCAN’s forecast of the funding amount needed is
based on historical average spending, which does not reflect the costs of the
incremental activities for fire prevention and protection, helicopter operations,
and field crew laptop computers. SDG&E also contends that the laptops being
requested are to allow the substation construction and maintenance crews to
access information regarding the substations.

6.2.9.3. Discussion

The starting point for determining what the reasonable funding amount
for the O&M costs for substation construction and maintenance is to first address
UCAN'’s observation that SDG&E’s workpapers on this issue, which are
contained in Exhibit 62, “are not clear,” and as a result “it is not easy to ascertain
what SDG&E really wants and what is just included as fluff to make its smaller

request look more reasonable.” (Ex. 558 at 30.) This topic is relevant because it
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affects how DRA and UCAN developed their forecasts and recommendations,3°
and our view of the forecasts of SG&E, DRA, and UCAN and what the
reasonable funding level should be.

UCAN contends that when one reviews the supplemental workpapers that
appear in Exhibit 62 at 84 and 85, it is unclear whether the total amounts shown
at those two pages are included in the workpapers that appear at 77 and 78 of
Exhibit 62. UCAN also contends that the cost of helicopter services is
double-counted since it appears in the workpapers at 80-82, as well as in the line
item description at 84. (See Ex. 558 at 30.)

Although UCAN raised this issue in its opening testimony, SDG&E did
not respond to this in its rebuttal testimony. (See Ex. 63 at 33-36.) SDG&E did,
however, state in response to a UCAN data request that the “supplemental
workpapers shown on pages 84 and 85 were intended to be illustrative of the
types of activities and projects that are driving incremental costs,” and are
“illustrative placeholders and do not represent the figures used in the workpaper
calculations,” and that the “actual figures SDG&E used...are significantly lower
and are properly represented in the formal workpapers.” (Ex. 67, SDG&E
Response to UCAN Data Request 83, Question 6, e.g.; 15 R.T. 1669.) SDG&E also
attached a spreadsheet to its data response which reconcile SDG&E’s incremental
request. This also led to questioning of SDG&E’s witness on the costs of the
helicopter services, who acknowledged that helicopter costs were included in the

account for substation construction and maintenance in 2005 through 2009, but

30 See Exhibit 478 at 46-54, and Exhibit 558 at 30-31.)
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was also recommending an increase. (See 15 R.T. 1664-1666; Ex. 67, SDG&E
Response to UCAN Data Request 83, Question 6, a-b.)

We agree with UCAN’s observations that the O&M costs that are being
requested for substation construction and maintenance could have been made
clearer and easier to understand at the outset. Thus, with UCAN'’s observation
in mind, our analysis begins with the recommendations concerning the FHPMA,
and vacation and sick leave, followed by an examination of the methodologies
used by the parties to develop their respective forecasts, and then an analysis of
the clarifying spreadsheet as it relates to SDG&E’s incremental request.

Both DRA and UCAN request that the fire hazard prevention activities be
removed from this GRC and recovered through the FHPMA. As discussed
earlier, the O&M costs related to fire hazard prevention activities are properly
before us in this GRC and shall be included in SDG&E’s funding request. Also,
as previously discussed, since vacation and sick leave are a reasonable part of the
labor costs, those costs shall be included as part of SDG&E’s funding request,
and DRA’s recommendation to disallow the vacation and sick leave costs is not
adopted.

On the methodologies used to develop their respective forecasts, UCAN’s
methodology uses a four-year average from 2007-2010, which results in a base
forecast ($7.682 million) that uses three of the lowest years of recorded costs.
UCAN then adds $100,000 to its base forecast to arrive at its recommended
forecast of $7.782 million, which is at the low range. To develop SDG&E’s base
forecast of $8.324 million, SDG&E uses 2009 recorded costs for both labor and
non-labor costs. The 2009 recorded cost is the highest recorded cost since the
2006 recorded cost of $8.918 million. SDG&E then makes incremental

adjustments to its base forecast to arrive at its 2012 test year forecast of
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$8.853 million. DRA recommends a funding level of $8.560 million, but does not
describe how it calculated that amount. No one used the five-year average of
2005-2009, which results in an average of $8.177 million.

Although SDG&E infers that its use of 2009 recorded data to develop its
base forecast better reflects recent cost drivers,3! this is not supported by the
recorded 2010 costs of $6.944 million, which is $1.761 million lower than
SDG&E’s 2010 forecast of these O&M costs, and $1.909 million lower than
SDG&E'’s 2012 forecast. If recorded 2010 data was included in a six-year average
of 2005-2010, this would result in an average of $7.971 million.

The above analysis of the different methodologies, as compared to the
historical data, suggests that a reasonable base forecast is to use UCAN’s
four-year average of $7.782 million, instead of the base forecast suggested by
SDG&E.

We now turn to the incremental costs that SDG&E contends are needed for
the 2012 test year. The recommended reductions of both DRA and UCAN
focused on the supplemental workpapers of SDG&E in Exhibit 62, which SDG&E
admits were meant to be “illustrative placeholders.” We have reviewed the
testimony of the parties, including SDG&E’s workpapers in Exhibit 62 and the
corrected spreadsheet in Exhibit 67.

We agree with DRA and UCAN that there should be reductions in two
areas to SDG&E’s incremental request. The first reduction should be to SDG&E's

incremental request for red flag, elevated wind, and fire-related events. As

31 See Exhibit 61 at 34-37.
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discussed earlier, we believe that SDG&E has overestimated this cost, based on
the historical number of red flag and elevated wind conditions.

The second reduction should be to SDG&E’s request for incremental smart
grid costs. Both DRA and UCAN believe that all of SDG&E's funding for smart
grid should be reduced. Our review of the testimony and the workpapers of the
parties regarding the smart grid lead us to agree with DRA and UCAN that some
reduction to the smart grid O&M costs is warranted. Based on the above, it is
reasonable to adopt funding in the total amount of $8 million for the O&M
substation construction and maintenance costs.

6.2.10. System Protection
6.2.10.1. Introduction

The ninth category of costs for electric distribution O&M costs is the
system protection maintenance department. This department is responsible for
maintaining and troubleshooting the protective relays and control systems
within SDG&EFE’s substations. This department also maintains other control
systems for specialized equipment that SDG&E uses. The staffing for this
department consists of relay technicians, electrical engineers, and a system
analyst.

SDG&E forecasts the O&M costs for the system protection maintenance
department at $702,000 for the 2012 test year. This is an increase of $51,000 over
the 2009 recorded amount of $651,000. DRA recommends that O&M costs of
$595,000 be adopted. UCAN recommends that O&M costs of $578,000 be
adopted.

According to SDG&E, the drivers contributing to the incremental cost
changes are fire preparedness, regulatory and environmental compliance, system

growth, aging infrastructure, and new technology.
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The fire preparedness driver results in this department supplying standby
crews during high fire dangers. With the expected new GO regarding
substations, more compliance and audit training will be required of staff. For the
system growth driver, the additions and upgrades to distribution substations
add to the number of devices that must be maintained, and the technical
complexity of these devices require additional skills and training. With an aging
infrastructure, more corrective maintenance is needed. The driver of new
technology is that microprocessor-based protective relays and computer test
equipment are replacing older technology, which requires additional skills and
training.

6.2.10.2. Position of the Parties

6.2.10.2.1. DRA
DRA’s recommended 2012 test year forecast amount is $595,000. DRA’s

forecast was arrived at using the four-year average of 2007-2010.
DRA recommends that SDG&E's incremental adjustment of $56,000 not be
added to SDG&E’s base forecast because it believes that SDG&E did not provide

sufficient support to justify the incremental adjustment.

6.2.10.2.2. UCAN
UCAN uses the three-year average of 2008-2010 to develop its 2012 test

year forecast of $578,000. UCAN did not make any incremental adjustment to its
forecast. UCAN points out that in 2009 and 2010, the recorded O&M costs for

system protection were $651,000 and $476,000, respectively.

6.2.10.2.3. SDG&E
SDG&E’s 2012 test year forecast is based on the four-year average of

2006-2009, which developed a base forecast of $646,000. SDG&E then added
incremental costs of $56,000 to arrive at its 2012 test year forecast of $702,000.
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SDG&E contends that DRA’s methodology use of the 2007-2010 is not
representative of the true historical spend, and is an attempt to develop the
lowest possible cost. SDG&E contends that its substations include old
electromechanical relays that are being replaced with microprocessor based
relays. SDG&E currently has about 1044 distribution microprocessor relays, and
this number is increasing. Since these microprocessor relays require more
technical expertise and skill to maintain, that results in more training, SDG&E
contends that its forecast should be adopted without change.

SDG&E contends that UCAN’s use of the three-average of 2008-2010 does
not reflect the proper spend level for system protection O&M costs, and ignores
the long term historical costs. SDG&E contends that its forecast, rather than
UCAN's forecast, should be adopted for the same reasons that SDG&E referred
to regarding DRA’s forecast.

6.2.10.3. Discussion

None of the three parties explained why they did not use the 2005
recorded data, or why the five-year average of 2005-2009 should not be used.
Based on a comparison to the historical costs from 2005-2009, the 2005 costs are
comparable. If this five-year period is used, this results in an average of
$641,000.

The forecasts of DRA and UCAN both use 2010 recorded data, which is the
lowest recorded cost from 2005-2010. We agree with SDG&E that the
incorporation of the 2010 data into the methodologies used by DRA and UCAN
would skew the result.

Based on our analysis of the methodologies used by all three parties, and

our comparison to the historical recorded cost for O&M system protection costs,
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we believe that a base forecast of $641,000 is reasonable, as opposed to the
forecasts that SDG&E, DRA, and UCAN developed.

Using the five-year base forecast, the next issue is to decide whether any
incremental adjustment should be made. SDG&E requests an incremental
amount of $56,000, which is based on the increased maintenance costs for the
older electromechanical relays, and the increase in training that is needed to
improve the skill set to maintain and repair the growing use of
microprocessor-based relays. Given the historical costs, we are not persuaded by
SDG&E’s argument that the incremental costs are warranted. Accordingly, it is
reasonable to adopt a funding level of $641,000 for the O&M costs for system
protection activities.

6.2.11. Electric Distribution Operations
6.2.11.1. Introduction
The tenth category of electric distribution O&M costs is the electric

distribution operations group. This group is responsible for the Electric
Distribution Operations Control Center, which directs the activities of electric
troubleshooters, fault finding specialists, and crews throughout its service
territory.

SDG&E forecasts the O&M costs for the electric distribution operations
group at $10.475 million for the 2012 test year. This is an increase of
$1.104 million over the 2009 recorded amount of $9.371 million. DRA
recommends that O&M costs of $8.597 million be adopted. UCAN agrees with
DRA’s recommended funding level.

According to SDG&E, the following four drivers are contributing to the
incremental cost changes: maintain improved safety performance and reliability;

new technology; work force development; and fire preparedness. To maintain
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improved safety performance and reliability, and to provide sufficient coverage,
SDG&E requests funding for one additional engineer, and an additional team
lead for the distribution system operators. The new technology driver will result
in an increase in SCADA devices, and the replacement of existing computers,
monitors, and radios. For the work force development driver, there are costs
associated with the two-year apprentice distribution system operator training
program. For the fire preparedness driver, SDG&E expects to add another
meteorologist to the one existing meteorologist, in order to provide real time

support to understand changing weather conditions.

6.2.11.2. Position of the Parties
6.2.11.2.1. DRA
DRA recommends that the funding level for the O&M costs for electric

distribution operations be set at $8.597 million. DRA’s recommended funding
level is based on the 2010 recorded data, which incorporates the incremental
costs associated with “maintaining improved safety performance and reliability,
new technology, work force development and fire preparedness.”
(Ex. 478 at 56-57.)

DRA recommends that the additional positions that SDG&E requests
funding for not be allowed due to a lack of support of the need for these

additional positions.

6.2.11.2.2. UCAN
UCAN agrees with DRA’s forecast amount of $8.597 million, which is

based on the 2010 recorded costs for electric distribution operations. UCAN
points out that the 2009 recorded cost was $9.371 million. UCAN recommends

an alternate funding level of $8.829 million (based on the three-year average of
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2008-2010), in the event the Commission believes that some incremental
spending is needed.

UCAN contends that the five-year average of 2005-2006 that SDG&E used
to develop its base forecast, includes two high years of recorded data in 2005 and
2006. On top of that, SDG&E requests incremental funding to add additional
positions. UCAN contends that it is unclear whether SDG&E needs these

additional positions.

6.2.11.2.3. SDG&E
SDG&E recommends a 2012 test year forecast of $10.475 million. SDG&E’s

base forecast of $9.525 million uses the five-year average of 2005-2009. SDG&E
then adds an incremental adjustment of $950,000 to its base forecast to arrive at
its 2012 test year forecast of $10.475 million.

SDG&E contends that the recommendations of both DRA and UCAN to
disallow all of the additional positions it requests ignore “the steady increase in
electric system growth, replacement of aging infrastructure, requirements to
comply with CPUC Standards, including GO 165 and GO 166, Fire Preparedness
and increasing customer expectations for outage information.” (Ex. 63 at 38, 40.)
SDG&E also contends that the 2010 data was an anomaly because of “a relatively
cool, damp summer with an abnormally low number of days where elevated
wind, or Santa Ana conditions prevailed,” and the “economic uncertainty during
2010 resulted in generally lower attrition rates among employees and a
slowdown in the new business construction activities” which “influenced
training and hiring decisions” for SDG&E’s electric distribution operations.

(Ex. 63 at 40; Ex. 67, SDG&E Response to UCAN Data Request 83, question 7.a
and 7.b.)
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6.2.11.3. Discussion

We have reviewed the testimony and the methodologies that the parties
used to derive their various forecasts. We first note that the recommendation of
DRA and UCAN to use the 2010 recorded data as the adopted forecast would
result in using one of the lowest recorded amounts over the six-year period of
2005-2010. SDG&E's method, which uses the five-year average of 2005-2009 to
derive its base forecast of $9.525 million, results in a base forecast that uses
two years of data with the highest recorded costs. This results in an SDG&E base
forecast which is overly generous. The methodologies used by all three parties
skew their respective recommended forecasts.

If we ignore the two highest years of recorded costs, 2005 and 2006, a more
reasonable base forecast can be derived. If a three-year average of 2007-2009 is
used, the average is $8.793 million. If a four-year average of 2007-2010 is used,
the average is 8.744 million. Based on our review of the different methodologies,
as compared to the historical costs, a base forecast of $8.900 million is reasonable.

That brings us to SDG&E'’s request to make an incremental adjustment of
$950,000 which DRA opposes, and which UCAN suggests a small portion may
be warranted. We have reviewed the testimony of SDG&E, DRA, and UCAN
concerning the additional positions that SDG&E has requested, and the other
drivers for SDG&E’s incremental request. Based on that testimony, it is
reasonable to adjust the base forecast of $8.900 million by an additional $100,000.
This results in a 2012 test year funding amount of $9 million for the O&M costs
for electric distribution operations, which should be adopted. It is our belief that
funding at this level will provide SDG&E with sufficient revenues to carry out its

existing activities, as well as its planned incremental activities.
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6.2.12. Distribution Operations/Electric Geographic
Information Management

6.2.12.1. Introduction

The eleventh category of electric distribution O&M costs is distribution
operations, which is responsible for electric geographic information
management. This group is responsible for preparing accurate and timely maps.

SDG&E forecasts the O&M costs for this group at $1.548 million for the
2012 test year. This is an increase of $249,000 over the 2009 recorded amount of
$1.299 million. DRA recommends that O&M costs of $1.340 million be adopted.
UCAN agrees with DRA’s recommended funding level.

The two drivers contributing to the incremental cost changes for this group
are work force development and additional support personnel. With the roll-out
of the new geographic information system (GIS) software, training will be
required of existing staff. SDG&E also expects a backlog of work due to the
training. SDGE plans to add two additional electric geographic information
management coordinators to support the mapping and quality control function.

6.2.12.2. Position of the Parties
6.2.12.2.1. DRA

DRA'’s recommended forecast amount of $1.340 million was derived using
the three-year average of 2008-2010, and the 2009 base year for personnel
positions. DRA recommends against allowing adding any additional positions.

6.2.12.2.2. UCAN
UCAN agrees with DRA’s recommended forecast of $1.340 million, and is

in agreement with the methodology that DRA used. UCAN contends that the
five-year average that SDG&E uses as its base forecast is inappropriate because

costs are trending downward. UCAN also points out that the recorded costs in

2009 and 2010 were $1.299 million and $1.324 million, respectively.
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6.2.12.2.3. SDG&E
SDG&E’s 2012 test year forecast is derived based on the five-year average

of 2005-2009, which results in an average of $1.508 million. To this, SDG&E adds
an incremental amount of $40,000 to arrive at its 2012 forecast amount of
$1.548 million.

SDG&E contends that its use of the five-year “represents all presented
years and related volatility,” and should be adopted. (Ex. 63 at 40-41.) SDG&E
also contends that is provided support for the additional positions that it

requested.

6.2.12.3. Discussion
SDG&E recommends a funding amount of $1.548 million, while DRA and

UCAN recommend a funding level of $1.340 million.

We have reviewed the testimony and methodologies concerning the
forecasts of O&M costs for the activities related to the electric GIS. UCAN points
out that SDG&E’s methodology uses two years of the highest recorded costs to
develop its forecast. However, DRA’s methodology suffers from the same
affliction as it uses three years of data with the three lowest years of recorded
costs over the 2005-2010 timeframe.

If a four-year average of 2007-2010 is used, that results in an average of
$1.390 million. If a six-year average of 2005-2010 is used, that average is
$1.478 million. Based on the information before us, including the 2009 and 2010
recorded costs, it is reasonable to adopt a funding amount of $1.400 million for

the O&M costs for the activities related to the electric GIS.
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6.2.13. Equipment Maintenance and Lab
6.2.13.1. Introduction
The twelfth category of electric distribution O&M costs is the Kearny

equipment maintenance and lab. This facility includes the following five work

groups:

Tool repair: responsible for the maintenance, repair, and
fabrication of tools, and to acquire new tools to support the
needs of other groups.

Apparatus: responsible for salvaging equipment removed
from service.

Transformer repair and high voltage test: this group is a
North American Independent Lab certified high voltage
test station, which performs tests to confirm the electrical
condition of transformers, regulators, live line tools, and
equipment, and to repair transformers, regulators, and
street light controllers.

Protective equipment testing laboratory: this group is a
North American Independent Lab certified to inspect and
test rubber goods used for electrical worker protection.

Miramar material test lab: this group provides failure
analysis of electrical underground cable and components,
and electrical overhead components. This group also
assists with categorizing the cause of failure of electrical
equipment, and establishing trends and pinpointing areas
where future problems may arise.

SDG&E forecasts the O&M costs for this lab at $2.080 million for the

2012 test year using a five-year linear method. This is an increase of $235,000

over the 2009 recorded amount of $1.845 million. DRA recommends that O&M
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costs of $1.650 million be adopted.32 UCAN recommends a funding amount of
$1.769 million be adopted, which uses the three-year average of 2008-2010.

The four drivers contributing to the incremental cost changes for this lab
are fire preparedness, regulatory and environmental compliance, system growth,
aging infrastructure, and maintenance of improved safety performance and
reliability. The fire preparedness driver results in the acquisition and
maintenance of stand-by and fire response equipment. For the regulatory and
environmental compliance drivers, additional rubber goods compliance training
classes will be added, and additional lab work is anticipated to identify and
remove PCBs. The system growth driver will result in increased load, which is
expected to increase the replacement of overloaded transformers, and to increase
transformer repair and scrapping operations. The aging infrastructure driver
will result in an overloading of facilities, especially in older neighborhoods.
Also, as demand grows on the distribution system, a greater number of facilities
will require maintenance, repair, and disposal. To maintain improved safety
performance and reliability, SDG&E expects an increase in live line tool testing

and associated repair activities.

6.2.13.2. Position of the Parties
6.2.13.2.1. DRA
DRA recommends a funding amount of $1.650 million. DRA contends that

SDG&E’s use of a five-year linear forecasting methodology “overstates 2012

32 DRA’s recommended funding level appears to be $1.650 million, which is the
average using 2005-2009 recorded data. However, in DRA’s testimony in

Exhibit 478 at 61 and 62, DRA refers to its recommendation as $1.6 million and
$1.550 million. UCAN’s Exhibit 558 assumes DRA’s recommended funding level is
$1.650 million.
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expense levels because it assumes that the historical trend in expense levels will
continue into the future.” (Ex. 478 at 61.)

DRA uses the five-year average of 2005-2009 to derive its recommended
funding amount. DRA contends that its methodology reflects the fluctuations in

incremental costs that are being forecasted.

6.2.13.2.2. UCAN
UCAN recommends that a funding amount of $1.769 million be adopted.

UCANs forecast is based on the three-year average of 2008-2010.

UCAN contends that SDG&E's five-year linear forecast failed to reflect the
lower 2010 recorded costs of $1.685 million.

UCAN also contends that any incremental costs associated with the EPA’s
PCB phaseout, and the American Standards for Testing and Materials work on a
new standard for personal grounds, should be disregarded as these activities are

still a long ways off before they are adopted as a regulation or standard.

6.2.13.2.3. SDG&E
SDG&E'’s forecast of $2.080 million uses the five-year linear method.

SDG&E contends that the methodologies of DRA and UCAN will reduce
the O&M costs for the equipment maintenance and lab without reflecting the
increased work load, material expense and safety concerns. SDG&E points out
that the labor funding for this organization accounts for the majority of the
expense, and that the labor agreement contains agreed upon wage rate increases.

6.2.13.3. Discussion
SDG&E, DRA, and UCAN recommend different funding amounts.

SDG&E recommends a funding amount of $2.080 million, while DRA and UCAN
recommend $1.650 million and $1.769 million. Based on the testimony before us,

and a comparison to the historical data of 2005-2010, we agree with DRA’s
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recommendation because it represents the five-year average. SDG&E's
methodology failed to reflect the lower 2009 costs. Under the circumstances, it is
reasonable to adopt a funding amount of $1.650 million for SDG&E'’s activities
related to equipment maintenance and lab.

6.2.14. Construction Services
6.2.14.1. Introduction

The thirteenth category of electric distribution O&M costs is the
construction services group. This group is responsible for the oversight of all
construction performed by contractors on electric distribution to ensure that the
work is built in accordance with GOs 95 and 128 and SDG&E standards.

SDG&E forecasts the O&M costs for the construction services group at
$5.532 million for the 2012 test year. This is a $58,000 incremental change over
the 2009 recorded amount of $5.474 million. DRA recommends that a funding
amount of $4.363 million be adopted, while UCAN recommends a funding
amount of $3.841 million.

According to SDG&E, the two drivers contributing to the incremental cost
changes are system growth, and fire preparedness. As SDG&E expects system
growth to expand, additional staff will be needed for locate and mark services to
minimize electric and gas interruptions. In addition, system growth will result in
additional transformers and replacement of transformers to accommodate larger
loads and to ensure system reliability. The fire preparedness driver will result in
additional quality control inspections and repairs in rural areas to maintain

reliability, safety, and to reduce incidents.
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6.2.14.2. Position of the Parties
6.2.14.2.1. DRA
DRA recommends that a funding amount of $4.363 million be adopted.

DRA'’s forecast is based on the four-year average of 2005-2008, with an upward
adjustment of $406,000.

DRA recommends that $412,000 be removed from the funding amount
because the costs are related to fire hazard prevention, which DRA believes
should be recovered through the FHPMA.

6.2.14.2.2. UCAN
UCAN recommends a funding amount of $3.841 million be adopted.

UCAN’s recommended amount is based on the removal of $1.461 million of fire
hazard prevention costs to the FHPMA, and a lower estimate of spending due to
UCAN’s view of the economy. UCAN points out that O&M costs in 2009 and
2010 were $5.474 million and $4.659 million, respectively.

6.2.14.2.3. SDG&E
SDG&E recommends a 2012 test year forecast of $5.532 million be adopted.

SDG&E's forecast is based on a zero-based methodology. SDG&E contends its
methodology addresses the “new pressures and accounts for activities that will
be in this workgroup’s base responsibilities going forward, making its
methodology to most reasonable reflection of its costs for the test year 2012.”
(Ex. 63 at 43.)

Regarding the recommendation of DRA and UCAN to remove the fire
hazard prevention activities and to consider the costs in the FHPMA, SDG&E
contends that these costs should be considered in this GRC as it is part of the

activities for this work group.
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SDG&E contends that the methodologies that DRA and UCAN to derive
their recommended forecasts are an “attempt to achieve the lowest cost through
simple averaging (four years in DRA’s case), or utilizing 2010 as the base year
with a 50%...increment from SDG&E’s proposed 2012 spend [in UCAN’s case].”
(Ex. 63 at 43.)

6.2.14.3. Discussion

We have reviewed the testimony of the parties and compared their
methodologies to each other and to historical costs. Since construction services
depend in large part on system growth, a major driver of the costs is the outlook
for the economy. The other driver of costs is fire preparedness, which results in
more inspections and repairs, as well as the hardening of facilities.

Both DRA and UCAN argue that the fire hazard prevention activities
should be removed from this GRC and considered in the FHPMA. As previously
discussed, the costs for the 2012 test year shall be included in this GRC.
Accordingly, the recommendation of DRA and UCAN to remove those costs
from this proceeding is not adopted. According to UCAN, those fire hazard
prevention costs amount to about $1.461 million.

We now address which of the three methodologies is a better indicator of
the 2012 test year costs. As stated above, the two primary drivers of costs for
construction services are economic growth, and fire preparedness. Although
DRA’s methodology utilizes the four-year average of 2005-2008 as a base, it omits
the 2009 recorded costs, which was the highest during the five years from
2005-2009. Also, DRA’s method does not reflect the increase in fire preparedness
costs. UCAN’s methodology uses the 2010 recorded cost of $4.659 million as its

base. For the reasons stated earlier, we do not agree with UCAN’s removal of
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the fire hazard prevention costs from its base forecast. However, the use of the
2010 recorded data is a useful comparison to SDG&E'’s forecast.

We believe the recorded data from 2009 of $5.474 million, and the 2010
data of $4.659 million, are useful comparisons to SDG&E'’s forecast of
$5.532 million because these two years reflect the effects of the economic
downturn and a ramp-up of the fire preparedness costs. For 2012, the fire
preparedness costs are likely to increase due to more inspections and repair of
facilities in high fire zones. However, due to the slowdown in the economy, the
need for construction services is likely to remain weak. Based on those
considerations, it is reasonable to adopt a funding amount of $5 million for the
O&M costs for construction services.

6.2.15. Vegetation Management
6.2.15.1. Introduction

The fourteenth category of electric distribution O&M costs is vegetation
management. SDG&E’s vegetation management program is responsible for
inspecting and maintaining an inventory of approximately 400,000 trees that
have the potential to encroach within the minimum required compliance
distance between the overhead power lines and vegetation. This work consists
of two separate activities, tree trimming, and pole brushing.

The vegetation management program is contained within the Construction
Services department of the Electric Transmission and Distribution Operations
organization. The staff for the vegetation management program includes the
program manager, team leads, area foresters, contract administrators, quality
assurance specialists, technical support and analyst, and customer service

administrative staff.
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6.2.15.2. Tree Trimming
6.2.15.2.1. Introduction

The tree trimming activity covers tree pruning, tree removal, and other
vegetation management expenses. This activity occurs as a result of routine
work involving annual cycle pruning and removal of trees, or work related to
field memos and hazard tree work.

SDG&E forecasts the O&M costs for tree trimming at $27.419 million for
the 2012 test year. This is a $2.176 million incremental change over the 2009
recorded amount of $25.243 million. DRA recommends that O&M costs of
$23.504 million be adopted. UCAN agrees with DRA’s forecast of the tree
trimming costs. The FEA recommends a forecast of $24.263 million.

The primary cost drivers are complying with the rules and regulations that
mandate a minimum clearance between the vegetation and SDG&E facilities.

According to SDG&E, tree trimming activity fluctuates from year to year
due to two main factors: (1) the composition of fast, medium, and slow growing
tree species in SDG&E's tree inventory, which determines the rate at which these
trees will encroach on overhead lines; and (2) the impact of tree mortality and
decline in overall tree health system-wide.

The tree trimming costs are currently treated under a one-way balancing
account. SDG&E proposes a two-way balancing account treatment. SDG&E
contends that a two-way balancing account is needed “due to the high variability
and costs associated with the number of trees requiring line clearance pruning
annually, combined with more stringent environmental factors, recent regulatory
changes to G.O. 95[,] Rule 35 and increased inspection and removal of hazard
trees in response to concerns expressed by the California Department of Forestry

and Fire Protection....” (Ex. 61 at 48.) SDG&E contends that the two-way
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balancing account will “protect SDG&E customers from the regulatory
uncertainty and the natural pattern of workload fluctuations from year to year.”
(Ex. 61 at 49.)

DRA, the FEA, and UCAN oppose SDG&E'’s proposal to have tree
trimming costs accounted for in a two-way balancing account. DRA, the FEA,

and UCAN recommend that the current one-way balancing account be retained.

6.2.15.2.2. Position of the Parties
6.2.15.2.2.1. DRA

DRA recommends a tree trimming forecast of $23.504 million. DRA’s
forecast uses SDG&E'’s zero-based methodology but excludes non-standard
escalation items. DRA removed the non-standard escalation items from its
forecast because SDG&E did not include these items in its forecast prior to this
proceeding. DRA points out that SDG&E’s forecast of $27.419 million is
$2.176 million more than the 2009 recorded amount of $25.243 million.

DRA opposes SDG&E's request for a two-way balancing account for tree
trimming costs. DRA recommends that the current treatment of tree trimming
costs using a one-way balancing account be retained. The one-way balancing
account allows SDG&E to recover what it spends on this activity, up to the
spending cap. DRA contends that prior to 2009, tree trimming costs have never
exceeded the spending cap. DRA also contends that in D.04-12-015, the
Commission required SDG&E to continue this one-way balancing account

treatment.

6.2.15.2.2.2. FEA
One of the explanations as to why SDG&E’s 2012 test year forecast

increased to $27.419 million is because of the additional insurance coverage for

wildfires that SDG&E requires of its contractors, which SDG&E agrees to
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reimburse the contractors for. The FEA contends that this increase is not justified
because SDG&E “has not presented any evidence that the contractors” negligence
contributed to the wildfire damage, thus requiring this increase in coverage.”
(Ex. 577 at 43-44.)

The FEA recommends that the O&M funding amount for tree trimming be
set at $24.263 million, which is based on the two-year average of the recorded
costs for 2009 and 2010.

The FEA agrees with DRA’s recommendation to keep the tree trimming
costs in a one-way balancing account. The FEA contends that retention of the
one-way balancing account will ensure that if SDG&E does not fully utilize the
authorized tree trimming allowance, and that the funds will be returned to

ratepayers.

6.2.15.2.2.3. UCAN
UCAN agrees with DRA’s recommended forecast of $23.504 million.

UCAN points out that the 2010 recorded costs for tree trimming was

$23.300 million, which was lower than the $25.200 million that was spent in 2009.
UCAN also opposes SDG&E's request for a two-way balancing account for

tree trimming costs. One of the reasons why SDG&E requests a two-way

balancing account is because of the year-to-year fluctuation in the costs. UCAN

contends that since” SDG&E is making progress on reducing the number of fast

growing trees in its inventory,” that reduces “the number of trees that need to be

trimmed frequently,” which will minimize this fluctuation. (Ex. 563 at 23.)

6.2.15.2.2.4. CCUE
CCUE contends that the Commission should not reduce the funding

amount for tree trimming, while at the same time continuing the one-way

balancing account. With the one-way balancing account, if SDG&E
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over-forecasts its tree trimming expenses, ratepayers will be refunded the
amount that has not been spent, with interest. If DRA’s forecast of the tree
trimming costs is adopted, CCUE favors the adoption of the two-way balancing

account.

6.2.15.2.2.5. SDG&E

SDG&E'’s forecast of $27.419 million for tree trimming costs uses a
zero-based methodology. SDG&E contends that the workload that took place in
2009 represents a realistic year for vegetation management. In addition, SDG&E
explained and justified its costs, including an explanation of how the
non-standard escalation items were treated. SDG&E also contends that it
provided sufficient supporting information to the other parties that identified the
“current and future upward pressures related to environmental requirements
and changes in weather conditions that impact the growth and health of trees
managed by SDG&E.” (Ex. 63 at 45.)

SDG&E requests that tree trimming costs be allowed two-way balancing
account treatment due to the uncertainties and fluctuations associated with the
tree trimming costs. Although SDG&E has been able to manage its tree trimming
costs within its approved budget in previous years, SDG&E contends it is now
subject to more stringent environmental and regulatory requirements, and
diseases and tree mortality has increased. SDG&E contends that the two-way
balancing account treatment is needed “to adequately fund current and future
vegetation management needs in order to remain in compliance, effectively
mitigate hazardous trees, and provide a safe and reliable source of electricity to

its customers.” (Ex. 63 at 44.)
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6.2.15.2.3. Discussion
SDG&E recommends a funding amount of $27.419 million for the O&M

costs for the tree trimming costs. DRA and UCAN recommend a funding
amount of $23.504 million, while the FEA recommends $24.263 million. The
recorded spend in 2009 and 2010 was $25.243 million, and $23.300 million,
respectively.

We have reviewed the testimony regarding the tree trimming costs, and
have examined the parties’ recommended forecasts in relationship to historical
costs and to expected costs. The 2009 recorded cost is a good starting point as it
is representative of the costs and workload experienced in the more recent years
of 2009 and 2010, as tree trimming costs and activities have ramped up. The
likelihood that these activities will continue to increase in the 2012 test year is
supported by the increase in required inspections and clearances. In addition,
the mixture of tree growth, tree mortality and diseases, and weather, will put
upward pressure on costs. Although the FEA opposes including the cost of the
additional liability insurance into the tree trimming costs, we believe that
inclusion of that cost is needed to help control the costs of the contractors. Based
on all of these factors, a funding amount of $25.500 million is reasonable, and
should be adopted for the 2012 test year O&M costs for tree trimming.

Regarding SDG&E's request to treat tree trimming costs in a two-way
balancing account, we do not grant that request. By continuing the one-way
balancing account at the authorized funding amount, this will encourage SDG&E
to perform the needed tree trimming activities, while containing costs. SDG&E

can raise its request for two-way balancing account treatment in its next GRC.
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6.2.15.3. Pole Brushing
6.2.15.3.1. Introduction

Pole brushing involves the inspection, and clearing of flammable brush
and vegetation away from SDG&E's distribution poles in accordance with
Public Resource Code § 4292.33 There are more than 89,000 wood poles on the
SDG&E distribution system that are located in high fire danger areas. In 2009,
33,000 poles required brush maintenance activities.

SDG&E forecasts the O&M costs for pole brushing at $5.354 million for the
2012 test year. This is a $1.551 million incremental change over the 2009
recorded amount of $3.803 million. DRA recommends a funding amount of
$3.803 million be adopted. UCAN agrees with DRA’s recommendation. The
FEA recommends a funding amount of $3.852 million.

The pole brushing costs currently are not subject to a balancing account.
SDG&E is proposing in this GRC to allow pole brushing expenses to be included
in a two-way balancing account. DRA, FEA, and UCAN oppose SDG&E’s
proposal for a two-way balancing account, and recommend that the current

treatment of no balancing account remain in effect.

33 Public Resource Code §4292 provides in pertinent part that the person who “owns,
controls, operates, or maintains any electrical transmission or distribution line upon any
mountainous land, or forest-covered land, brush-covered land, or grass-covered land
shall...maintain around and adjacent to any pole or tower which supports a switch,
fuse, transformer, lightning arrestor, line junction, or dead end or corner pole, a
tirebreak which consists of a clearing of not less than 10 feet in each direction from the
outer circumference of such pole or tower.”
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6.2.15.3.2. Position of the Parties
6.2.15.3.2.1. DRA

DRA recommends a funding amount of $3.803 million for the O&M pole
brushing costs. DRA’s forecast is based on the 2009 recorded costs for labor and
non-labor costs.

DRA contends that SDG&E’s 2012 test year forecast should be reduced by
the incremental non-labor costs because SDG&E did not provide support for
these costs, and refused to provide the audit report regarding the 2010 and 2011
pole brushing costs.

DRA opposes SDG&E's request for a two-way balancing account for its
pole brushing costs. DRA contends that the “historical data proves that SDG&E
operates adequately without the use of a balancing account at all.”

(Ex. 478 at 70.) DRA recommends that the pole brushing costs continue without

the use of a balancing account.

6.2.15.3.2.2. FEA

The FEA recommends a funding amount of $3.852 million. FEA’s forecast
is based on the two-year average of 2009 and 2010. FEA contends that the pole
brushing costs for SDG&E have been fairly consistent from 2005 through 2011,
and that the five-year average from 2006-2010 results in an average of
$3.505 million. FEA contends that SDG&E has not substantiated its request for a
funding amount of $5.354 million.

The FEA opposes SDG&E’s recommendation to treat the pole brushing
costs in a two-way balancing account. The FEA contends that the pole brushing
costs have been fairly consistent, and that a two-way balancing account “would

shift the risk of uncontrolled over-spending onto ratepayers....” (Ex. 577 at 53.)
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6.2.15.3.2.3. UCAN
UCAN agrees with DRA’s recommended funding amount of

$3.803 million for the pole brushing costs. UCAN contends that the pole
brushing costs do not need a balancing account.

6.2.15.3.2.4. SDG&E
SDG&E requests a funding amount of $5.354 million for the 2012 test year.

SDG&E contends that this amount is warranted in light of having to comply with
Public Resource Code § 4292, to revisit sites to inspect for regrowth and to clean
up debris that has blown back around the poles and towers.

SDG&E requests that the pole brushing costs be afforded two-way
balancing account treatment. SDG&E contends that the two-way balancing
account is needed to address the uncertainty of these costs, and to provide
“enough funding for the utility to administer the appropriate trimming activities,
as needed, to ensure a safe and reliable system, while at the same time, ensuring
that rate payers reap the rewards of efficiencies, savings, or favorable weather
conditions.” (Ex. 63 at 46.)

6.2.15.3.3. Discussion
SDG&E requests a funding amount of $5.354 million for the 2012 test year.

This is in contrast to the DRA and UCAN recommendation of $3.803 million, and
the FEA’s recommendation of $3.852 million. In 2010, the recorded costs were
$3.900 million.

We have reviewed the testimony on the pole brushing costs, and have
compared the different recommendations and methodologies of the parties to the
historical costs. Based on that review, the recorded data for 2009 and 2010 serve
as a useful base for developing the 2012 test year forecast. The 2009 and 2010

costs incorporate the ramp up of the costs for the pole brushing activities
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required by the annual inspection requirement in Public Resource Code § 4292.
We agree with SDG&E that an increase in the O&M costs are warranted, but not
to the extent that SDG&E recommends. Under these circumstances, a funding
amount of $4 million is reasonable, and should be adopted as the amount for the
O&M costs for pole brushing.

SDG&E requests that the pole brushing costs be given two-way balancing
account treatment. We do not grant SDG&E’s request. We do not believe a
two-way balancing account is needed, since the historical data indicates that
these pole brushing costs have been fairly stable and do not fluctuate to a great
degree. With today’s authorized funding amount for these O&M costs, that
should provide SDG&E with sufficient funding to carry out all of its pole
brushing activities. SDG&E is free to request balancing account treatment in its
next GRC.

6.2.16. Asset Management
6.2.16.1. Introduction
The fifteenth category of electric distribution O&M costs is asset

management. Asset management “is a grouping of cost centers that perform a
variety of administrative and technical activities related to the safe and efficient
design, operation and maintenance of the electric distribution system.”

(Ex. 61 at 56.) Technical activities “include system capacity and operational
analysis, reliability technical analysis, electric reliability reporting, as well as
development of standard practices related to new technology, equipment, design
and operations standards and work methods.” (Ex. 61 at 56.) Other activities
include the management of SDG&E’s code compliance program and inspection

and maintenance program.
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SDG&E forecasts the O&M costs for asset management at $6.075 million
for the 2012 test year. This is a $2.964 million incremental change over the 2009
recorded amount of $3.111 million. DRA recommends $2.212 million for the
O&M costs for asset management. UCAN recommends a funding amount of
$2.891 million.

SDG&E's total forecast of $6.075 million is composed of its funding
requests in the four cost work groups described below.

The first work group is management, policy and oversight. This work
group provides oversight over the technical areas, administers the associate
engineer program, and provides support related to technology innovation and
development. This work group also supports the emergency operations center
and the construction and operations districts during major events and storm
drills. SDG&E forecasts O&M costs for this work group at $344,000 for the 2012
test year. DRA does not take issue with SDG&E’s O&M funding request for this
work group. UCAN recommends a funding amount of $237,000.

The second work group is reliability and capacity analysis. This work
group provides technical support services regarding the operations and
maintenance of the electric distribution system. The two main groups providing
these services are the technical analysis group, and the distribution planning
group. SDG&E forecasts O&M costs for this work group at $1.167 million for the
2012 test year. DRA recommends that O&M costs of $824,000 be adopted, while
UCAN recommends $659,000.

The third work group is compliance and asset management. This work
group focuses on maintaining compliance with internal and external regulations,
policies, and procedures as they relate to the operation and maintenance of the

electric distribution system. SDG&E forecasts O&M costs for this work group at
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$3.390 million for the 2012 test year. DRA recommends that O&M costs of
$370,000 be adopted for this work group, while UCAN recommends
$1.501 million.

The fourth work group is information management. This work group
supports electric distribution by acting as a liaison for different groups in the
electric distribution organization who are seeking software solutions and field
hardware, with the information technology organization. This work group also
provides hardware support for the mobile devices used in the field. SDG&E
forecasts O&M costs for this work group at $1.174 million for the 2012 test year.
DRA recommends that $674,000 be adopted, while UCAN recommends $494,000.

6.2.16.2. Position of the Parties
6.2.16.2.1. DRA

DRA’s recommended funding amount for the asset management group is
$2.212 million. DRA’s recommendation is based on three reductions.

The first reduction is to the reliability and capacity analysis work group.
DRA recommends a funding amount of $824,000, which is $343,000 less than
SDG&E's request of $1.167 million. DRA’s reduction would disallow $154,000
for a new engineering analyst position, $150,000 for a software application
consultant, and $39,000 for three planners.

The second reduction is to the compliance and asset management work
group. DRA recommends a funding amount of $370,000, which is $3.020 million
less than SDG&E's request of $3.390 million. DRA’s reduction removes all of the
activities that it views as related to fire hazard prevention, which DRA contends
should be recovered through the FHPMA.

DRA'’s third reduction is to the information management work group.

DRA recommends a funding amount of $674,000, which is $500,000 less than
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SDG&E's request of $1.174 million. DRA’s reduction would disallow the two
additional technical support assistant positions, and remove the funding for the

item listed as “labor pressures” due to a lack of support.

6.2.16.2.2. UCAN

UCAN recommends that adjustments be made to all four work groups.
All four of UCAN’s adjustments would result in a funding amount of
$2.891 million.

For the management, policy and oversight work group, UCAN
recommends a funding amount of $237,000. UCAN’s recommendation is based
on the 2010 recorded costs of $217,000, to which it adds a $20,000 increment for
activity related to the Electric Power Research Institute.

For the reliability and capacity analysis work group, UCAN recommends a
funding amount of $659,000. This amount is based on 2010 recorded spending of
$437,000, and then making an incremental adjustment as SDG&E suggested
except for some of the costs associated with the sustainable communities
program. UCAN points out that the actual spend in 2010 of $437,000 was below
SDG&E's 2010 forecast of $749,000. UCAN reduced spending for the sustainable
communities program because of its position that the program should wind
down, and that O&M expenses should be reduced to the amount of funding that
is necessary to keep the existing systems operating.

UCAN recommends a funding amount of $1.501 million for the
compliance and asset management work group, as compared to SDG&E'’s
2012 test year forecast of $3.390 million. UCAN’s recommended funding amount
is made up of two reductions. First, UCAN removes $1.420 million from
SDG&E's request because UCAN believes the activities are related to fire hazard
prevention which should be recovered in the FHPMA. Second, UCAN removes
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$200,000 from the wood pole inspection program because it believes the number
of inspections is not increasing.

For the information management work group, UCAN recommends a
funding amount of $494,000, which is the 2009 recorded spend. This is in
contrast to SDG&E 2012 test year forecast of $1.174 million. UCAN’s
recommendation is based on the lack of detail from SDG&E about what the
added workload will be, and because SDG&E only spent $300,000 in 2010 when
it had forecasted $809,000.

6.2.16.2.3. SDG&E
SDG&E forecasts a total of $6.075 million for the O&M costs for asset

management for the 2012 test year.

Regarding UCAN’s recommendation to reduce the funding for the
management, policy and oversight work group, SDG&E contends that UCAN's
reduction of $107,000 is inappropriate. SDG&E contends that because of the
reorganization that took place, SDG&E is not asking for increased funding for
this work group.

DRA and UCAN have recommended reducing the funding for the
reliability and capacity analysis work group. SDG&E contends that DRA’s
proposal to eliminate the engineering analyst position is illogical because this
position is in support of the OpEx program, which DRA has not opposed. As for
DRA'’s recommendation to remove the three distribution planner positions and
have those costs considered in the FHPMA, SDG&E contends that such costs
should be considered in this GRC. Regarding UCAN’s recommendation to
remove the funds for the sustainable communities program, SDG&E contends
that such funds are justified based on its rebuttal testimony concerning the

sustainable communities program.
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Regarding DRA’s recommendation to reduce the funding for the
compliance and asset management group by $3.020 million, SDG&E contends
that the activities related to fire hazard prevention are properly included in this
GRC, and to consider those costs in the FHPMA would be contrary to
D.12-01-032. SDG&E also contends that the increased funding is needed because
of the additional workload created by GO 95’s Rule 18. SDG&E also contends
that the activities that SDG&E plans to carry out are in compliance with GO 165
and GO 95’s Rule 44. On UCAN’s recommendation to remove the increases for
the wood pole inspections, SDG&E contends that those increases are justified
because of the contract with the contractor which includes an automatic increase
of about two percent each year.

On the recommendations of DRA and UCAN to reduce the funding for the
information management work group, SDG&E contends that it has adequately
supported its request for the two technical support assistant positions, and the
eight GIS analysts. Regarding UCAN’s reductions, SDG&E contends that the
2010 recorded spending was lower than forecast because positions were
transferred temporarily to capital projects, which resulted in low O&M
expenditures for 2010. As for UCAN’s argument that SDG&E did not describe
the details of the kind of work that the additional staff would be doing, SDG&E
contends it provided thorough responses on the type of skills and responsibilities

needed for these positions, as well as the specific work that was anticipated.

6.2.16.3. Discussion

SDG&E requests a total of $6.075 million for the asset management groups
for the 2012 test year. DRA recommends a funding amount of $2.212 million,
while UCAN recommends $2.891 million. As discussed below, the funding
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amount of $5.055 million should be adopted as the O&M costs for the asset
management groups.

We first address UCAN’s recommendation to reduce SDG&E’s requested
funding amount of $344,000 for the management, policy and oversight work
group by $107,000. UCAN contends that its reduction is appropriate because the
actual spending in 2010 was $217,000. However, as SDG&E points out, it
underwent a reorganization in 2010, and as a result SDG&E is not requesting
increased funding for this work group, and its requested funding amount is
$141,000 lower than the 2009 recorded costs for this work group. Based on the
testimony of the parties, SDG&E'’s funding amount of $344,000 is reasonable and
should be adopted.

Next, we address the funding amount for the reliability and capacity
analysis work group. SDG&E requests a funding amount of $1.167 million.
DRA recommends a funding amount of $824,000, and UCAN recommends
$659,000.

We have reviewed the testimony of SDG&E and DRA concerning the
positions that DRA recommends be disallowed or removed. We do not adopt
DRA'’s recommendation to disallow the $154,000 for the additional engineering
analyst position. This position is part of the OpEx initiative and covers asset
management using condition-based maintenance. The O&M costs associated
with condition-based maintenance are described in the OpEx testimony, which
DRA did not oppose. (See Ex. 183 at 6-7, A1.) On DRA’s recommendation to
remove $39,000 for the three planners because their work is related to fire hazard
prevention, those costs will be considered in this GRC for the reasons stated

earlier about the FHPMA. On DRA’s recommendation to remove the software
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consultant cost of $150,000, that recommendation should be adopted since
SDG&E did not provide a detailed breakdown of this cost.

On UCAN’s recommendation to reduce the funding amount for the
sustainable communities program, we do not agree with that recommendation.
As discussed in SDG&E's electric distribution capital expenditures, the
sustainable communities programs continues to provide benefits, and funding
should continue through this GRC cycle.

Based on the above, the funding amount of $1.017 million for the O&M
costs for the reliability and capacity analysis work group is reasonable and
should be adopted.

For the compliance and asset management work group, SDG&E
recommends a funding amount of $3.390 million. UCAN recommends a funding
amount of $1.501 million, while DRA recommends $370,000. First of all, for the
reasons discussed earlier, all of the fire hazard prevention activities for this work
group will be considered in this GRC rather than through the FHPMA.

Second, we have reviewed the testimony of the parties and considered the need
for the four additional positions. However, given the historical costs for this
workgroup, we do not believe that four additional positions are needed.
Accordingly, $420,000 should be removed from this work group. Third, UCAN
contends that the $1.600 million requested for the wood pole inspection program
should be reduced by the $100,000 increases in 2011 and 2012. UCAN contends
that these increases are not reasonable because the inspections under this
program are not increasing. SDG&E opposes UCAN’s recommendation and
contends that the contracts include an automatic increase, as well as projections
for other expenses. Although there is an increase adjustment clause in the

contract for the pole inspection program, it is reasonable to reduce the funding
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amount for pole inspection by a total of $50,000 due to the uncertainty of the
projection of other expenses. Based on the above, it is reasonable to set the
funding amount for the O&M costs for the compliance and asset management
work group at $2.920 million.

SDG&E recommends a 2012 test year funding amount of $1.174 million for
the information management work group. DRA recommends a funding amount
of $674,000 while UCAN recommends $494,000.

The difference between SDG&E’s recommendation and the other parties is
due to the 10 additional positions (two technical support assistants, and
eight GIS analyst positions) that SDG&E plans to add by the 2012 test year. The
recommendations of DRA and UCAN center around their belief that SDG&E did
not provide sufficient information about the type of work that the additional
personnel would be working on. We have reviewed the testimony of SDG&E,
DRA, and UCAN regarding these additional positions. We agree with SDG&E,
as shown in Attachment A to Exhibit 63, that SDG&E provided a description of
the type of work and the expected workload that these additional positions
would be doing. However, we do not agree with SDG&E that 10 positions are
needed. In 2009, SDG&E had 5.1 full time equivalents (FTEs) in the information
management work group.3* Instead of adding 9.2 FTEs by 2012, we believe that
this work can be handled by two additional positions. Accordingly, it is
reasonable to reduce SDG&E’s O&M funding for the information management

work group by $400,000 to arrive at a funding amount of $774,000.

3 An FTE represents a single employee that works every business hour of a calendar
year, and a number of less than one indicates that the employee will work a partial year
or that the position had a vacancy during the year.
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Based on all of the above adjustments, a funding amount of $5.055 million
should be adopted for the O&M costs for the asset management work groups.

6.2.17. Distribution Engineering
6.2.17.1. Introduction

The sixteenth category of electric distribution O&M costs is distribution
engineering. The distribution engineering work group is responsible for the
development and maintenance of the construction standards that apply to
electric distribution.

SDG&E forecasts the O&M costs for distribution engineering at $969,000
for the 2012 test year. This is a $157,000 incremental change over the 2009
recorded amount of $812,000. UCAN recommends that a funding amount of
$909,000 be adopted. DRA does not take issue with SDG&E’s forecast of the
distribution engineering O&M costs.

According to SDG&E, the following five drivers are contributing to the
incremental cost changes. First, new technology in the area of PEVs will require
changes to the infrastructure as a result of the load created by the charging.
Also, the use of smart transformers will result in the need to evaluate their
performance, and to evaluate competing technologies. The second driver is that
smart grid technologies will need to be evaluated and monitored. The third
driver of fire preparedness will result in making overhead distribution lines
more robust against fire, and expenses will be incurred to evaluate new
products. The fourth driver is the need to meet improved efficiency standards
for municipal streetlights. The fifth driver is that recruitment and training

expenses are expected to increase as the aging work force nears retirement.
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6.2.17.2. Position of the Parties
6.2.17.2.1. UCAN
UCAN recommends a funding amount of $909,000 for the O&M

distribution engineering costs. UCAN’s adjustment is based on spreading out
the non-recurring cost of a bucket truck harness over the proposed four-year rate

cycle.

6.2.17.2.2. SDG&E
SDG&E contends that UCAN’s recommended reduction is inappropriate

and shortsighted because the bucket truck harness is purchased every five years,
and that the new five-year cycle begins in 2013, which requires this to be
purchased in 2012.

6.2.17.3. Discussion

Instead of spreading the cost of the bucket truck harness over the four-year
rate cycle, as UCAN suggests, we agree with SDG&E that the full $80,000 should
be included in the 2012 test year forecast amount.

We have reviewed the testimony of the parties regarding the other
O&M costs that are included in the distribution engineering costs and find those
costs to be reasonable. The funding amount of $969,000 should be adopted for

the O&M costs for distribution engineering.

6.2.18. Officer

The seventeenth category of costs for electric distribution O&M costs is the
officer work group. The typical activities included in this work group include
officer activities in support of electric distribution office supply expenses and
officer travel expenses.

SDG&E forecasts the O&M costs for the officer work at $417,000 for the
2012 test year. This is a decrease of $16,000 over the 2009 recorded amount of
$433,000. DRA and UCAN do not take issue with this forecast.
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The testimony regarding the officer costs have been reviewed and we find
those costs to be reasonable. The funding amount of $417,000 for the O&M costs
for the officer work group should be adopted.

6.2.19. Administrative and Management
The eighteenth category of costs for electric distribution O&M costs is the

administrative and management work group. This work group is responsible for
supporting the financial system for the electric distribution organization.

SDG&E forecasts the O&M costs for the administrative and management
work group at $150,000 for the 2012 test year. This is the same as the 2009
recorded amount. DRA and UCAN do not take issue with these O&M costs.

The testimony regarding the administrative and management work group
has been reviewed and we find those costs to be reasonable. The funding
amount of $150,000 for the O&M costs for the administrative and management
work group should be adopted.

6.2.20. Miscellaneous Costs

The O&M costs for electric distribution also has indirect charges that are
attributable to exempt materials, the purchase and repair of small tools, and
pooled costs from the electric distribution department overhead. As described in
Exhibit 61, the indirect costs are allocated to the appropriate gas and electric
O&M accounts and capital expenditures, and the pooled costs are charged
directly to the respective cost centers.

6.3. Capital Expenditures
6.3.1. Introduction

This section addresses SDG&E's estimated capital expenditures for its

electric distribution utility plant for the period 2010 through 2012. This section
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also addresses the recommendation of the CCUE to impose a reliability incentive
mechanism on SDG&E.

The electric distribution capital projects are the result of customer requests
or to meet system needs. These capital projects include the following;:

e  Construction or modification of facilities to distribute
electricity at 15,000 volts (15 kV) and below;

e  Construction of modification of facilities that
transform energy from transmission voltage levels to
distribution voltage levels;

e  Projects to improve system reliability; and

e  Protective relaying, circuit breakers, substation
switchgear, and associated equipment for distribution
substations and for equipment on the
15 kV and below system:s.

SDG&E's electric distribution capital projects are managed by project
category. Within each project category are a number of different projects.
According to SDG&E, the assignment of projects to project categories allows
SDG&E to review “the various projects with a common understanding of their
drivers and construction needs.” (Ex. 69 at 24.) Project categories also allow for
the reallocation of resources within common project types.

The six project categories are: (1) new business; (2) capacity; (3) reliability;
(4) mandated; (5) franchise; and (6) fire hardening specific, and advanced
metering infrastructure (AMI) projects. The following table is a summary of

SDG&E’s forecasted project costs by category:3

3% SDG&E's forecast of the capital projects listed in the summary table are described in
more detail in Exhibit 69.
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($ 000)
2010 GRC 2011 GRC 2012 GRC
Category Forecast Forecast Forecast Total

New Business $61,604 $80,981 $89,977 $232,562
Capacity $19,128 $47,080 $26,802 $93,010
Reliability $55,876 $54,816 $65,634 $176,326
Mandated $31,999 $35,987 $34,220 $102,206
Franchise $19,060 $19,175 $18,318 $56,553
Fire Hardening | ¢ 5 ¢5¢ $ 8,036 $17,479 $28,171
& AMI

Total $190,322 $246,075 $252,430 $688,828

In the sub-sections below, we address each project category separately.
Before we list each project category, it is useful to provide a description of
each party’s position on the electric distribution capital expenditures to get a

sense of their concerns as we go through each project category.

6.3.1.1. Position of the Other Parties
6.3.1.1.1. DRA

DRA'’s overall position on the electric distribution capital expenditures is
that the growth in capital expenditures should be at a more moderate pace than
what SDG&E has recommended.

DRA recommends direct costs of $154.654 million for 2010,
$152.488 million for 2011, and $158.382 million for 2012. DRA’s total direct cost
recommendation over the three years amounts to $465.524 million (as compared
to SDG&E'’s total direct cost recommendation of $688.828 million).

DRA points out that if the indirect costs are added to the direct costs of the
capital projects (as shown in the table above), SDG&E’s total capital expenditures
request for 2010, 2011 and 2012 would amount to $260 million, $332 million, and
$343 million, respectively. SDG&E’s total request over the three years amounts

to almost $1 billion.
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DRA’s recommendations are based on the methodology it used, as well as
consideration of the following factors: the state of the economy and that
ratepayers should not have to shoulder an unfair burden to produce jobs or to
pay for these increases; customers are scaling back their own capital spending
and that SDG&E should do so as well; SDG&E's forecasts are too aggressive; and
that SDG&E did not provide sufficient support for the capital projects, or that the
information provided was difficult to understand or to trace. Due to the number
of individual projects, and the tracing problems that DRA encountered in
reviewing SDG&E’s data, DRA used a “top down” approach of looking at the
overall costs in each category instead of analyzing each particular project.

6.3.1.1.2. FEA
The FEA contends that the historical growth patterns do not support the

increase that SDG&E is requesting for electric distribution capital expenditures.
FEA points out that SDG&E forecasted a 12.5% increase in spending for
2010 over 2009 levels in these six categories, but the recorded 2010 data shows
that SDG&E only spent about 4% more in 2010 than it did in 2009.

The FEA recommends a more modest increase in the electric distribution
capital expenditures. As its starting point, the FEA uses the recorded
2010 capital expenditures instead of SDG&E’s forecasted 2010 amount. The FEA
then escalates the recorded 2010 amount by 6% each year for 2011 and 2012. Asa
result, the FEA recommends electric distribution capital expenditures in 2010 of

$175.892 million, in 2011 of $186.446 million, and in 2012 of $197.632 million.36

36 For the PTY, the FEA recommends the use of the CPI for escalating the
PTY capital expenditures.
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FEA'’s total recommended capital expenditures over the three years amount to
$559.970 million.

6.3.1.1.3. UCAN
UCAN analyzed SDG&E's capital expenditures request by using a

“bottom up” approach of examining individual capital projects in the different
categories. UCAN contends that its analysis supplements and supports the
“top down” analysis of DRA.

UCAN contends that SDG&E’s construction unit forecast is a critical
component of SDG&E's forecast of capital expenditures for electric distribution,
as well as gas distribution. SDG&E’s original construction unit forecast of
9666 for 2012 is close to what was experienced in 2007 (10,471). If SDG&E’s
forecast was updated using Global Insight’s July 2011 forecast of building
permits, UCAN contends that the 2007 level of construction units would not be
reached until 2014. UCAN also points out that SDG&E’s original forecast
estimated that there would be 20,607 residential construction units from
2010-2012, but using the July 2011 Global Insight forecast, there would only be
13,984 construction units in that same period. Since the economy has not been
doing as well as SDG&E has projected, UCAN recommends that the Commission
adopt a later and more realistic forecast of construction units because this will
affect capital spending.

6.3.1.1.4. CCUE
CCUE contends that SDG&E's reliability performance “has declined

steadily during the current GRC cycle with regard to both the standard
SAIDI [system average interruption duration index] and SAIFI [system average
interruption frequency index] metrics, as well as SDG&E’s new SAIDET [system

average interruption duration exceeding threshold] metric.” (Ex. 591 at1.) To

-170 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

provide SDG&E with an incentive to improve its system reliability, CCUE
recommends that SDG&E be subject to “either a Reliability Investment Incentive
Mechanism (RIIM)-type approach or a performance incentive approach to
improving reliability.” (Ex. 591 at 1.)

6.3.1.1.5. SDG&E

SDG&E contends that its forecast of capital expenditures for electric
distribution should be adopted without the other parties” adjustments. SDG&E
contends that its request is justified based on the detailed project summaries it
presented for 114 different projects, as well as its responses to data requests.
Contrary to DRA’s assertion that it presented poor or confusing data, SDG&E
contends it used “the most accurate methods for forecasting project costs in the
format requested,” as described in Exhibit 70 at 3-12. If SDG&E'’s capital projects
are underfunded, it will be unable to fulfill all of its obligations.

SDG&E also contends that the approaches taken by DRA and FEA result
“in a decreasing revenue requirement in spite of the strong trend showing
otherwise.” (Ex.70 at2.) Although UCAN took a more detailed approach to its
analysis, SDG&E contends that UCAN makes “several false assumptions and fail
to properly recognize changes in SDG&E'’s business environment.” (Ex. 70 at 2.)

6.3.2. New Business Category
6.3.2.1. Introduction

The new business category of capital projects covers the construction of the
facilities necessary to serve new customers. These facilities involve attachment of
the existing distribution system to the customer’s meter. The projects in this
category also include converting existing overhead electric facilities to

underground, and relocation, rearrangements, and removals of existing
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overhead and underground facilities in conjunction with customer upgrades in
service or other customer requests.

For the new business category of projects, SDG&E recommends capital
expenditures of $61.604 million for 2010, $80.981 million for 2011, and
$89.977 million for 2012. These capital projects cover a wide variety of recurring
capital work. Some of the projects are very specific and cover only one type of
electric distribution work, while other projects cover a broad range of work.

The capital projects in the new business category were forecasted using
different forecasting methodologies. According to SDG&E, historical
expenditures were used for the capital projects that are related to new customer
activity. For capital projects that are not related exclusively to connecting new
customers, different methodologies were used depending on the considerations.

SDG&E has listed 15 projects under the new business category, which are
listed in Exhibit 69 at 31-68. Each of the fifteen project categories consist of a
variety of projects. The following is a brief description of each of the project
categories.

Project 202 covers electric meters and regulators. This project is to
purchase the distribution meters and regulators that are needed to operate and
maintain the electric distribution system.

Project 204 covers electric distribution easements. This project covers the
cost associated with obtaining electric distribution easements, including the costs
for surveys, research of land rights, and environmental surveys.

Project 211 covers the conversion of overhead facilities to underground.

Project 214 covers the purchase of the distribution transformers that are

needed to operate and maintain the electric distribution system.
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Project 215 covers the extensions of the overhead electric distribution
system to serve new residential customers.

Project 216 covers the extensions of the overhead electric distribution
system to serve new non-residential customers.

Project 217 covers the extensions of the underground electric distribution
system to new residential customers.

Project 218 covers the extensions of the underground electric distribution
system to new non-residential customers.

Project 219 covers providing the facilities for new electric customers to be
served from the overhead and underground distribution system.

Project 224 covers the costs associated with providing that portion of the
overhead or underground utility system that runs from the point of connection
to the distribution system to the customer’s meter panel.

Project 225 covers the costs associated with replacing, relocating,
rearranging, or removing existing electric distribution and service facilities as
requested by customers.

Project 235 covers the costs of the work related to both new and existing
customer installations, and the handling and salvage of scrapped distribution
line equipment.

Project 2264 covers the costs of installing utility-owned renewable
generation systems as part of the sustainable communities program.

Project 08265 covers the costs of installing conductors, hardware, and other
infrastructure associated with primary circuit construction, to extend service to
the San Onofre housing project on Camp Pendleton.

Project 09276 covers the costs of modifying the Cannon substation to

provide service to the Poseidon desalination plant.
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6.3.2.2. Position of the Parties
6.3.2.2.1. DRA

For the new business category of projects, DRA recommends capital
expenditures of $43.729 million for 2010, $42.971 million for 2011, and
$50.273 million for 2012.

Except for Project 2264 pertaining to sustainable communities, DRA’s
recommendations for the new business category are based on the use of the
following methodology. For the 2010 level of capital expenditures, DRA used
the recorded 2010 levels, even if the recorded amount was higher than SDG&E'’s
forecast. DRA then developed the 2012 test year amount using the three-year
average of the recorded amounts for 2008, 2009 and 2010. To determine the
2011 levels, DRA used the mid-point between the 2010 recorded and the 2012 test
year amounts.

For the forecast of the capital expenditures for Project 2264, the sustainable
community energy systems, DRA recommends that SDG&E only receive 50% of
its request. DRA contends that the sustainable communities program, which has
been in effect for three rate case cycles, no longer needs 100% ratepayer funding.
DRA believes that the shareholders or individual customers should share in the
cost of this effort. DRA further contends that SDG&E did not analyze or discuss
the lessons learned from this program, or what ratepayers have gained from
funding this program.

6.3.2.2.2. FEA

FEA recommends capital expenditures of $52.631 million for 2010,

$55.789 million for 2011, and $59.136 million for 2012. FEA’s recommendation
uses the recorded 2010 amount, and annual increases of 6% each year for 2011

and 2012.
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FEA contends that the recorded 2010 capital expenditures of
$52.631 million was less than SDG&E’s 2010 forecast of $61.604 million.
SDG&E’s 2010 forecast projected it would spend 12.5% more in 2010 over the
recorded 2009 amount of $54.726 million. FEA contends that the historical
growth patterns do not support the 29% increase in distribution plant additions
that SDG&E is requesting. FEA also contends that “customer growth has been
sluggish in recent years and may not reach the Company’s projections in the
attrition years.” (Ex. 577 at 28.)

6.3.2.2.3. UCAN

For the seven capital projects that involve new construction, UCAN
recommends capital expenditures of $9.943 million for 2010, $16.225 million for
2011, and $22.666 million for 2012.37 These recommendations reflect UCAN’s
lower forecast of construction units.

UCAN also recommends that all capital expenditure funding for
Project 2264, the Sustainable Community Energy Systems, be terminated.3® For
the 2012 test year, SDG&E is requesting $8.684 million for capital expenditures
for this program. UCAN does not believe there is any justification to fund more
capital projects. As discussed by UCAN in Exhibit 560, UCAN contends that
other than installing additional generating capacity, SDG&E has not

demonstrated how ratepayers have benefitted from these investments. UCAN

37 In contrast, SDG&E's forecast for these seven capital projects involving new
construction is $19.558 million for 2010, $30.037 million for 2011, and $35.446 million for
2012.

38 As mentioned earlier, UCAN also recommends that the O&M expenses for the
sustainable communities program be reduced to the amount necessary to keep the
existing systems operating.
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also contends that since 2007, other programs such as the California Solar
Initiative, has encouraged the development of renewable generation systems and
has resulted in more renewable capacity than the sustainable communities

program.

6.3.2.2.4. SDG&E
In Exhibit 70, SDG&E disputes DRA’s allegations regarding the data and

information that SDG&E provided to DRA in connection with the new business
category of projects. SDG&E also disputes the interpretation of that data, and
the forecasts that DRA and UCAN have recommended as a result of their
respective review of that data.

Regarding the funding reductions that DRA and UCAN recommend for
the sustainable communities program (Project 2264-Sustainable Community
Energy Systems), SDG&E contends that the arguments of DRA and UCAN “are
misleading, illogical and inconsistent with State goals.” (Ex. 70 at 37.) SDG&E
contends that this program “focuses on reducing energy demand and integrating
clean energy systems while encouraging sustainable designed buildings,” which
is consistent with the 2008 update to California’s Energy Action Plan which
“recognizes it is essential to integrate and coordinate energy efficiency and
distributed generation programs to allow customers to gain the largest benefit
from their expenditures.” (Ex. 70 at 37.) SDG&E also contends that although the
primary goal of this program “is to support the development of clean distributed
generation systems integrated into the distribution system, it also provides other
important benefits by integrating energy efficiency, demand response,
distributed renewable energy and sustainable building design.” (Id. at 38.)
SDG&E contends that the Sustainable Community Energy Systems helps “to

advance the understanding of distributed generation in the electric distribution

-176 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

system and promote the benefits of energy efficiency, sustainability and
distributed clean energy.” (Id. at 40.) Since these are SDG&E controlled systems,
it can control and monitor the systems to analyze distribution impacts and to test
various solutions.

SDG&E also points out that under the current program, ratepayers own
the Sustainable Community Energy Systems facilities, and receive 100% of the
generation output. SDG&E contends that DRA’s proposal that the property
owner pay for 50% of the project would be not provide a sufficient incentive to
the property owner under the current program since all generation output goes
to the ratepayers. If shareholders were to pay for 50% of the program costs,
SDG&E shareholders would end up co-owning a portion of these facilities with
ratepayers. SDG&E also contends that it has complied with the directives in
D.04-12-015 by identifying the list of potential projects, and the criteria of how
these programs will be selected.

6.3.2.3. Discussion
SDG&E is critical of DRA’s recommended reduction to the funding of the

new business category of projects because it uses a top down approach instead of
a project by project analysis. SDG&E asserts that such a method ignores the
specific cost circumstances of certain projects, and understates the amount of
capital funding that is required.

Although the top down approach does not analyze each specific project,
that same type of an approach is used in many settlements that come before us
when the settling parties agree to an overall amount for certain category of costs.
In those kinds of settlements, the settling parties need to consider whether, from
their viewpoint, the total amount that is agreed upon is fair and reasonable, and

if it will provide the utility with sufficient funds to carry out the activities it plans
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to undertake. In deciding whether a prospective settlement should be adopted
or not, the Commission considers whether the settlement is reasonable in light of
the whole record, consistent with the law, and in the public interest. (See Rules
of Practice and Procedure, Rule 12.1(c).) Although there is no settlement in this
proceeding, we consider DRA’s top down approach using the same kind of
analysis, i.e., whether the amount recommended by DRA is fair and reasonable
in light of the whole record, and if DRA’s amount or some other amount will
provide SDG&E with sufficient funds to carry out its planned activities. Thus,
we do not reject DRA’s recommendation solely on the basis that it uses a top
down approach.

The other factor that we need to consider in deciding how much capital
funding there should be for the new business category of projects, is customer
growth. DRA, FEA, and UCAN all recommend lower funding amounts due in
part to the economic downturn and slower customer growth. Although “SDG&E
acknowledges that economic conditions have improved more slowly than
originally forecast,” SDG&E recommends against making isolated updates in the
GRC. (Ex.70at 36.)

We have reviewed the testimony of all the parties concerning the new
business category of projects. Instead of discussing each of the 15 projects that
are in the new business category, we also take a top down approach to what an
appropriate and reasonable level of capital funding should be.

Based on our review of the projects, the parties’ recommendations, and the
slow down in customer growth, it is reasonable to adopt capital funding of
$52.631 million in 2010, $61 million in 2011, and $71 million in 2012. Our reasons

for adopting those levels of funding are described below.
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The starting point for capital funding of the new business category of
projects is the recorded 2010 data of $52.631 million. Although SDG&E opposes
the use of the 2010 data, its use is appropriate under the circumstances as it
provides the actual level of spend during that year.

For 2011 and 2012, we have considered the factor of less customer growth,
which reduces the number of activities and equipment purchases in the various
projects. We have also reviewed and considered the level of activity pertaining
to overhead conversions, the undergrounding of distribution systems to serve
new customers, and the level of new business infrastructure. All of those
projects have been affected by the downturn in the economy, which should
result in less activity for those project activities.

In addition, we have considered the parties’ recommendations for their
requested levels of funding in deciding the level of capital funding that should
be adopted for the new business category of projects. DRA’s recommendation,
when viewed in light of the historical data is too low. The FEA’s
recommendation of using the 2010 recorded amount is a good starting point, but
the incremental growth does not appear to reflect all of the project activities that
are being contemplated. UCAN’s approach, which focused on the seven capital
projects involving new construction, approximate our adopted level of funding

for 2011 and 2012.39

3 If UCAN’s reductions for the seven capital projects is subtracted from SDG&E's
recommendations for 2011 and 2012 (and capital funding for the sustainable
communities program is retained), UCAN’s 2011 recommendation would amount to
$67.169 million, and its 2012 recommendation would amount to $77.191 million.
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Our adopted capital funding for 2011 and 2012 also includes reduced
funding for the sustainable community energy systems project. Although
UCAN and DRA believe that the time is ripe to discontinue funding of new
projects, we believe that some funding of these projects should continue through
this GRC cycle.

We agree with DRA and UCAN that the sustainable community energy
systems project should be wound down, and that future funding of new projects
should end after this GRC cycle is completed. By the end of this GRC cycle, the
sustainable communities program will have been in existence for about 12 years.
Through past funding, and funding in this GRC, the objectives of the sustainable
community energy systems as envisioned in D.04-12-015 will have been met.
That is, the objectives of “ensuring environmentally sensitive energy solutions,
stimulating the distributed generation industry, supporting and partnering with
interested developers, and promoting energy and demand savings” will have
been fulfilled. (D.04-12-015 at 36.) As UCAN points out, there are other
programs that encourage the growth of renewable distributed generation
without ratepayer funding. With more customers electing to purchase
renewable generation systems, there will no longer be a need for ratepayers to
fund additional new projects. By the end of this GRC cycle, SDG&E will have
sufficient operational experience and data from this program to draw
conclusions about how such systems affect the electric grid, and how such
systems can be integrated into the electric grid.

Accordingly, it is reasonable to taper off the funding for new community
energy systems for this GRC cycle. SDG&E must begin to plan for the conclusion
of the sustainable community energy systems projects as this GRC cycle ends.

Since there will still be operational existing community energy systems at the
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end of this GRC cycle, we will review future O&M expenses for these operational
systems in the next GRC filing.

Based on the above discussion of our top down approach to the capital
expenditure funding of the new business category, it is reasonable to adopt
capital funding of $52.631 million in 2010, $61 million in 2011, and $71 million in
2012.

6.3.3. Capacity Category
6.3.3.1. Introduction

The capacity category covers projects that are required for capacity and
substation additions. The capacity projects consist of load transfers,
re-conductors, circuit extensions, and new circuits. The substation projects
include projects that are required to support the expansion of existing
substations, i.e., substation additions, or to construct new substations.

For the capacity category of projects, SDG&E recommends capital
expenditures of $19.128 million for 2010, $47.080 million for 2011, and
$26.802 million for 2012.

SDG&E has listed 41projects under the capacity category, which are listed
in Exhibit 69 at 69-129. These project activities include the following: installation
of overhead and pad-mounted shunt capacitors and controls on the electric
distribution circuits; immediate corrective action to respond to primary
distribution system overload and voltage related issues in which individual jobs
cost less than $500,000; site preparation and installation of equipment and other
infrastructure associated with distribution substation construction or primary
circuit construction; addition of transformers and/or new circuits at various
substations or other locations; transfer of load from the Wabash substation by

reconfiguring circuits and installing stepdown transformers; installation of new
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or replacement substation 12 kV capacitors; modification of the Cabrillo

circuit 483 in compliance with United States Navy requirements; replacement of
copper wire on circuit 520 with a new conductor; and distribution system
capacity improvements that cost less than $500,000.

6.3.3.2. Position of the Parties
6.3.3.2.1. DRA

Instead of performing an analysis on each of the 41 projects, DRA
reviewed the cost category as a whole and proposes dollar amounts for the entire
capacity category, i.e., a top down approach. DRA used the methodology
described earlier for deriving its recommendations. For the capacity category of
projects, DRA recommends capital expenditures of $25.270 million for 2010,
$24.236 million for 2011, and $23.202 million for 2012.

6.3.3.2.2. FEA
FEA recommends capital expenditures of $21.458 million for 2010,

$22.745 million for 2011, and $24.110 million for 2012. FEA’s recommended
funding level for 2010 is based on the 2010 recorded amount for the capacity
category of projects, and the 2011 and 2012 funding level reflects annual
increases of 6%.

6.3.3.2.3. SDG&E
DRA did not directly rebut specific capacity projects, but instead

recommends reductions that are based on a “formula using costs from years
2008-2010.” (Ex. 70 at 24-25.) SDG&E contends that DRA’s method ignores
SDG&E’s project specific estimates. SDG&E also points out that the capacity
category of projects include the construction of three new substations, and the

rebuilding of five other substations.
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Regarding DRA’s concern that there is a lack of unit data to project costs
for substation construction, SDG&E contends that most substation construction
costs are site-specific and vary widely due to the type of work that is needed.

The cost of the equipment which is placed in the substation is more uniform.

6.3.3.2.4. Discussion
SDG&E has 41projects under the capacity category of projects. The

purpose behind these projects is to have a reliable system which can meet current
and future customer needs. A review of these projects reveals that circuits need
to be added to take the load off circuits which are close to or are already
overloaded, and that new substations are being added or existing substations are
being rebuilt to meet growth in the area. As described in Exhibit 69, the planning
process for these projects takes a long period of time, and many different sources
of information and data are considered and analyzed before SDG&E decides
which projects are needed.

A major reason for the large increase in the 2012 test year over the 2010
recorded amount is because of the construction of new substations and the
rebuilding of existing substations. According to SDG&E, these facilities are
needed to serve customer growth and load growth.

We have reviewed all of the testimony regarding the capacity category of
projects, and have considered the arguments of the parties. We have also
reviewed the 41 projects in the context of the current economy. Based on that
review, it is reasonable to adopt a funding level for $19.128 million for 2010. This
amount reflects what SDG&E has requested, even though the recorded actual
expenditure in 2010 was higher. For 2011 and the 2012 test year, it is reasonable
to adopt a funding level of $38 million, and $22 million, respectively. The

adopted funding levels for 2011 and 2012 represent a modest reduction from
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what SDG&E has requested, and reflects the economic downturn experienced
during that time period. The adopted funding levels for 2010, 2011, and the 2012
test year all reflect that capital expenditures are needed to ensure the safety and
reliability of SDG&E’s distribution system, and to meet the capacity needs of its
customers.

In footnote 144 of the Applicants’ reply brief, SDG&E notes that
Project 02252, the Mira Sorrento substation, was to have an in service date of
December 31, 2012. SDG&E notes that the in service date was delayed to 2013,
and that it would be reasonable to reflect the delay in the in service date of the
Mira Sorrento substation to 2013. Based on that, the results of operations (RO)
model will reflect the delay in the in service date of this substation to 2013.

6.3.4. Reliability Category
6.3.4.1. Introduction

The reliability category of capital expenditures covers projects which
SDG&E believes are needed to maintain or improve the quality and reliability of
electric service to its customers. For this category of projects, SDG&E
recommends capital expenditures of $55.876 million for 2010, $54.816 million for
2011, and $65.634 million for 2012.

SDG&E’s recommended funding would cover 34 capital projects. Among
other things, these projects include replacing cable, reconfiguring circuits,
improving power quality, installing system automation equipment, rebuilding of
existing substations, replacing obsolete distribution substation equipment, and
restoring service. These 34 projects are described in Exhibit 69

at 141-195.
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6.3.4.2. Position of the Parties
6.3.4.2.1. DRA

For the reliability category of projects, DRA recommends capital
expenditures of $49.094 million for 2010, $47.640 million for 2011, and
$46.186 million for 2012.

6.3.4.2.2. FEA
The FEA recommends capital expenditures of $50.565 million for 2010,

$53.599 million for 2011, and $56.815 million for 2012.

6.3.4.2.3. UCAN
UCAN provided an analysis of various reliability projects, which it

described in Exhibit 563. The following is a summary of UCAN'’s
recommendations for these projects.

UCAN analyzed information from SDG&E about the reliability of
SDG&E's electrical circuits and concludes that many of SDG&E's “electrical
circuits have very poor reliability.” (Ex. 563 at 3.) UCAN contends that this
information also highlights that there is a “prevalence of underground cable
failures,” and suggests that instead of replacing the underground cable after it
has failed, it “may be more cost effective for ratepayers to replace cable
proactively especially on circuits where the [underground] failures are more
frequent than normal.” (Ex. 563 at5.) UCAN also points out that several types
and vintages of underground cable are more prone to failure, especially
unjacketed cable. In light of this cable reliability issue, UCAN agrees that
SDG&E’s capital expenditure request for the replacement of underground cable
in Project 230 is reasonable. For this project, SDG&E requests $10.3 million in
2011, and $11.1 million in 2012. However, UCAN recommends that SDG&E
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should proactively replace the worst performing circuits first in order to achieve
the greatest reliability benefit for the investment.

For Project 226, which is a blanket project for the management of overhead
distribution, UCAN recommends a net capital expenditure budget of
$6.300 million in 2011, and $4.200 million in 2012. This is in contrast to SDG&E's
net request of $6.671 in 2011, and $5.652 million in 2012. UCAN’s recommended
amounts are based on its review of the additional costs that SDG&E is requesting
in 2011 and 2012 as described in UCAN’s Exhibit 563 at 8-9.

UCAN reviewed Project 93240, which is the blanket project covering
distribution circuit reliability construction. UCAN recommends $5.9 million in
2011, and $3.6 million in 2012. UCAN notes that Project 93240 consists of
expenditures for base reliability, and fire preparedness activities on overhead
lines. For the base reliability capital expenditures, UCAN recommends a
reduction of $5 million in 2011, and $5.2 million in 2012. UCAN contends that
these reductions are warranted because SDG&E's actual expenditures on base
reliability averaged $5.735 million during the 2007-2010 period, whereas SDG&E
used the 2007-2009 three year average of $8.461 million to derive its base
reliability estimate. Regarding fire preparedness reliability activities, UCAN
recommends deferring the $13.8 million in fire preparedness projects in 2012
until lower cost alternatives to fire hardening in the Mount Laguna area are

considered, such as the building of a microgrid.

6.3.4.2.4. CCUE
CCUE contends that the replacement of wood poles should be at a much

faster rate than SDG&E is proposing. CCUE points out that both DRA and
UCAN are proposing much lower pole replacement rates than SDG&E. CCUE

believes that at least 2,200 wood pole replacements should take place each year,
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instead of the 1,400 pole replacements that would occur under SDG&E's forecast.
To achieve the 2,200 replacements, CCUE recommends that the pole replacement
budget be increased to $23.443 million.

CCUE contends that DRA’s methodology “ignores reliability data, and
focuses solely on historical expenditures,” and that DRA’s recommendation
“would cut the reliability capital expenditures in 2011 and 2012 to less than
SDG&E actually spent in 2010.” (Ex. 592 at 4.) Although reliability costs trended
upwards in 2008-2010, DRA’s recommendation results in a downward trend in
2010-2012. CCUE recommends that DRA’s recommendation be rejected.

CCUE also opposes DRA’s recommended decrease in funding that is
associated with unjacketed branch cable. CCUE contends that this type of cable
is the cause of about 25% of SDG&E’s outages. Although SDG&E has 2,253 miles
of this type of cable, in 2009 SDG&E replaced only about 33 miles of this cable.
CCUE points out that UCAN accepts SDG&E's proposed expenditure of
$10 to $11 million per year for the Project 230 cable replacement. CCUE
recommends that the replacement of the unjacketed branch cable be increased to
at least 65.4 miles per year, and that the funding for cable replacement be
increased from the $10.503 million average to $13.750 million.

CCUE also recommends that the Commission adopt a performance
incentive or reliability incentive to ensure that SDG&E does not divert planned
reliability investments to shareholders. This issue is discussed under the

“Reliability Incentives” section.

6.3.4.2.5. SDG&E
SDG&E points out that DRA’s testimony does not contain any substantive

discussion of the projects in the reliability category, and that DRA has not
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justified why DRA’s forecasting method is appropriate for this category of
projects.

Regarding UCAN'’s testimony about SDG&E’s electrical circuits and
outages, SDG&E contends that UCAN’s interpretation of this data is misleading
and portrays SDG&E’s system as unreliable. As for UCAN’s recommendation
that SDG&E prioritize its cable replacement based on worst performing circuits,
SDG&E contends that it already does that based on several criteria as described
in Exhibit 70 at 28. SDG&E also contends that UCAN's use of averaging to
develop the base reliability estimate of capital expenditures would result in an
underfunding of SDG&E's reliability projects.

SDG&E contends that the amount spent on reliability projects have been
relatively level, and that the increased request in 2012 is because of Project 93240.
A large part of the increase for Project 93240 is due to fire preparedness. UCAN
recommends that the spending for Project 93240 should only be $3.600 million,
which SDG&E contends is about 40% less than what SDG&E has spent on this
project in the past five years.

6.3.4.3. Discussion

The reliability category of capital expenditures covers projects which
SDG&E believes are needed to maintain or improve the quality and reliability of
electric service to its customers. The 34 capital projects under this category cover
projects such as the rebuilding of existing substations, replacement of obsolete
distribution substation equipment, cable replacement, reconfiguration of circuits,
power quality improvement, system automation through the deployment of
SCADA, and restoring service.

We have reviewed the testimony and arguments of the parties regarding

the reliability category of capital expenditures. SDG&E's electric distribution
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system contains a lot of equipment which is more than 30 years old. This
equipment requires maintenance or replacement in order to ensure continuing
reliability. Some of the substations are also being removed due to the old legacy
systems that require high levels of maintenance and skill sets to continue
operating. We have also considered the impact on ratepayers if the wood poles
were replaced at a higher rate as suggested by CCUE, as well as the fairly level
amounts of historical spending in the reliability category of projects. Based on all
of these considerations, it is reasonable to adopt funding levels for the reliability
category of capital expenditures in 2010 of $50.565 million, in 2011 of $49 million,
and in 2012 of $58 million. Funding at these levels should ensure that SDG&E's
electric distribution system will continue to operate reliably into the future.

6.3.5. Mandated Category
6.3.5.1. Introduction

The mandated category covers projects that are required to ensure
compliance with programs that have been mandated by the Commission and
other regulatory agencies.

For the mandated category of projects, SDG&E recommends capital
expenditures of $31.999 million for 2010, $35.987 million for 2011, and
$34.220 million for 2012.

SDG&E has listed seven projects under the mandated category, which are
listed in Exhibit 69 at 196-212. The following is a brief description of each of
those projects.

Project 229 covers the activities required to implement SDG&E'’s corrective
maintenance program. This project includes correcting GO 95 and GO 128

infractions in accordance with GO 165 and SDG&E’s filed compliance plan.
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Project 289 covers the replacement of oil and gas switches, which are
inspected and maintained in accordance with GO 165 and SDG&E's filed
compliance plan. In addition, this project covers repairs to substructures that are
structurally unsound.

Project 1295 covers the cost of sampling and maintaining the data for load
research, dynamic load profile, and the CEC study sample.

Project 06247 covers the replacement of live energized front equipment
with dead front equipment whenever these facilities are encountered during
other work.

Project 09168 addresses voltage deviations at four substations by installing
stepped capacitor banks.

Project 10265 covers the installation of protective equipment, or
reconfiguration of SDG&E poles, in certain areas to prevent avian wildlife from
coming into contact with more than one unprotected overhead wire
simultaneously, which can cause an outage and damage the distribution system.

Project 87232 covers pole replacement or reinforcement in accordance with
GO 165 and SDG&E's approved compliance plan.

6.3.5.2. Position of the Parties
6.3.5.2.1. DRA

For the mandated category of projects, DRA recommends capital
expenditures of $29.294 million for 2010, $26.428 million for 2011, and
$23.562 million for 2012.

6.3.5.2.2. FEA
The FEA recommends capital expenditures of $31.153 million for 2010,

$33.022 million for 2011, and $35.004 million for 2012.
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6.3.5.2.3. UCAN

UCAN recommends capital expenditures for the mandated category of
$28.613 million for 2011, and $29.099 million for 2012. UCAN’s recommendation
is based on its analysis of three projects as described in Exhibit 563 at 11-17.

The first mandated category project that UCAN reviewed was Project 229,
which covers the corrective maintenance program. Regular inspections take
place as a result of the corrective maintenance program, and replacement
equipment is installed if infractions are noted during the inspection. The costs
for this project are based on the historical number of infractions found per
inspection. UCAN contends that SDG&E used too high of a ratio (1.20) which
does not match the historical data. UCAN calculates that the historical ratio is
1.15 infractions per inspection, and notes that the ratio has been declining from
2005-2009, and the 2010 ratio was 1.05. The use of a higher ratio results in higher
costs. UCAN recommends that a ratio of no higher than 1.15 be used. UCAN
also contends that SDG&E has overforecasted the number of inspections that will
be needed. Instead of using SDG&E’s number of inspections (73,748), UCAN
believes that 65,746 inspections should be used. Based on UCAN'’s
recommended ratio and inspections, UCAN recommends a budget of
$7.8 million for 2011and 2012, a 15% reduction of SDG&E'’s request for
Project 229.

The second project that UCAN analyzed was Project 06247, which covers
the replacement of live front equipment. UCAN points out that the 2010
recorded spending for this project was $654,000, which was similar to the 2009
amount of $644,059. However, SDG&E is requesting $1.275 million for this
project in the 2012 test year. UCAN does not believe SDG&E has substantiated
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its request for an increase, and as a result UCAN recommends that this project be
funded at the historical level of $654,000 in 2011 and 2012.

The third project that UCAN analyzed is Project 87232 which addresses the
corrective maintenance program for poles. UCAN does not believe SDG&E has
substantiated its request for increased pole replacements. UCAN contends that it
is reasonable to expect a workload of 1150 replacement poles and 600 reinforced
poles per year. Based on that expected workload, UCAN recommends a budget
for this project of $12 million for 2011 and for 2012.

6.3.5.2.4. SDG&E
SDG&E contends that DRA’s methodology of averaging the mandated

category costs, instead of reviewing each individual project, results in an amount
that “does not account for historical trends and completely disregards changes in
SDG&E'’s business environment.” (Ex. 70 at 16.)

SDG&E also contends that DRA’s assertion that there is no basis for
increased inspection levels on Project 229 (Corrective Maintenance Program)
ignores that SDG&E is transitioning from one inspection system to another as a
result of OpEx, which will result in increased inspections over the next two to
three years. In addition, SDG&E contends that more quality control inspections
of distribution poles in high risk fire areas are required as a result of D.10-04-047,
as well as increased inspections and assessments as required by D.09-08-029.

On UCAN’s point that SDG&E has overestimated the number of
inspections, SDG&E contends that its forecasted inspections for 2011 and 2012

accurately reflect the work that was performed in prior years.
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6.3.5.3. Discussion

The mandated category of capital expenditures addresses the costs of
seven projects to comply with programs that are required by the Commission
and other regulatory agencies.

We have reviewed the testimony and arguments of the parties concerning
the mandated category of capital expenditures. In deciding what the reasonable
level of funding should be, we have considered the inspection programs that are
required, and what SDG&E plans to do in order to comply with those
requirements. We have also considered the contentions of DRA and UCAN that
a lower number of inspections should be utilized. Based on all of those
considerations, it is reasonable to adopt funding levels for the mandated
category of capital expenditures in 2010 of $31.153 million, in 2011 of $32 million,
and in 2012 of $30 million.

6.3.6. Franchise Category
6.3.6.1. Introduction

The franchise category covers the projects that are devoted to the
conversion of overhead distribution systems to underground, and street or
highway relocations, in accordance with SDG&E's franchise agreements.

For the franchise category of projects, SDG&E recommends capital
expenditures of $19.060 million for 2010, $19.175 million for 2011, and
$18.318 million for 2012.

SDG&E has listed three projects under the franchise category, which are
listed in Exhibit 69 at 213-221. Project 205 covers the costs of relocating existing
distribution facilities in the streets or highways due to municipal improvements.
Project 210 covers the costs of converting existing overhead facilities to

underground facilities in accordance with Rule 20A. Project 213 covers the costs
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of converting existing overhead facilities to underground facilities within the
City of San Diego.

6.3.6.2. Position of the Parties

6.3.6.2.1. DRA

For the franchise category of projects, DRA recommends capital
expenditures of $6.749 million for 2010, $10.809 million for 2011, and
$14.868 million for 2012.

6.3.6.2.2. FEA
The FEA recommends capital expenditures of $18.214 million for 2010,

$19.307 million for 2011, and $20.465 million for 2012.

6.3.6.2.3. UCAN
The majority of SDG&E’s request for the franchise category of projects is

for Project 210, the conversion of overhead lines to underground pursuant to

tariff Rule 20A. UCAN recommends a budget of $11.7 million for 2011 and 2012.
UCAN contends that the expenditures for this project have been

decreasing from 2005-2010. In contrast, SDG&E is requesting over $14 million

for this project for each year in 2010-2012. Although SDG&E forecasts

$14.6 million for this project in 2010, the recorded 2010 spending was only

$11.7 million.

6.3.6.2.4. SDG&E
SDG&E contends that spending in the franchise category “has been very

consistent throughout recent years.” (Ex. 70 at12.) SDG&E contends that DRA’s
testimony overlooks certain franchise category projects, while UCAN’s approach
fails to recognize certain changes affecting SDG&E’s franchise category costs.
SDG&E contends that DRA’s recommendation of $32.400 million, and UCAN’s

recommendation of $50.800 million, for franchise category costs over the three

-194 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

years, will result in SDG&E having very little funding to meet all of its
obligations to convert overhead facilities to underground facilities.

6.3.6.2.5. Discussion

The franchise category of capital projects is to address the undergrounding
of overhead facilities, or the relocation of facilities, pursuant to SDG&E'’s
franchise agreements.

We have reviewed the testimony and arguments of the parties concerning
the franchise category projects. We have also compared the parties’ forecasts to
the historical costs. DRA’s method results in a recommendation that is too low
in light of the recorded spend in 2009 and 2010. Based on these considerations, it
is reasonable to adopt funding levels for the franchise category of capital
expenditures in 2010 of $18.214 million, in 2011 of $17.750 million, and in 2012 of
$16.750 million.

6.3.7. Fire Hardening Specifics and AMI Category
6.3.7.1. Introduction

This category covers the projects which do not fall into the other five
categories, and are related to fire hardening projects or AMI. These project
activities include transferring existing electric distribution conductors from the
existing wooden transmission pole to a new steel transmission pole.

For the fire hardening specifics and AMI category of projects, SDG&E
recommends capital expenditures of $2.656 million for 2010, $8.036 million for
2011, and $17.479 million for 2012.

SDG&E has listed 14 projects under the fire hardening specifics and
AMI category, which are listed in Exhibit 69 at 222-252. Ten of the projects
address the rebuild of different tie lines by replacing wood poles with steel poles,

transferring the distribution conductors from the existing poles to the new poles,
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and replacing the distribution conductors as needed. Two of the projects cover
the distribution work associated with the replacement of transmission poles,
which consist of moving the existing distribution facilities to the new
transmission poles. One project is to replace existing overhead distribution in
areas of high fire risk by undergrounding the distribution lines. The last project
addresses the expansion of SDG&E’s test meter farm at Miramar by adding
additional meters, and the wiring, framing, and meter sockets to support the
meters. The meter farm allows SDG&E’s advanced metering operations group to

test meter-related hardware and firmware changes for possible impacts.

6.3.7.2. Position of the Parties
6.3.7.2.1. DRA
For the fire hardening specifics and AMI category of projects, DRA

recommends capital expenditures of $518,000 for 2010, $346,000 for 2011, and
$173,000 for 2012.

Based on its review, DRA contends that SDG&E is proposing a very
aggressive schedule for replacing the wood poles with steel poles. DRA notes
that SDG&E is requesting a threefold increase over its request in A.06-12-009.
DRA'’s recommendation reflects a more moderate increase for the replacement of

these poles.

6.3.7.2.2. FEA
The FEA recommends capital expenditures of $1.871 million for 2010,

$1.983 million for 2011, and $2.102 million for 2012.

6.3.7.2.3. UCAN
UCAN points out that DRA recommends that the additional fire

hardening projects be deferred until the economy recovers. In addition to that
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reason, UCAN contends there are three other reasons as to why these fire
hardening projects do not warrant funding.

The first reason is UCAN’s contention that SDG&E admits that not all of
its fire preparedness projects are in the high fire threat zone. One example of this
is Project 09139, which UCAN contends is a reliability project rather than a fire
hardening project. For that reason, UCAN recommends disallowing the
distribution capital expenditure of $206,000 in 2010 for this project.

The second reason as to why fire hardening costs should be less is UCAN’s
contention that SDG&E has overestimated the actual project costs for both
overhead and undergrounding,.

UCAN’s third reason is its contention that SDG&E has not substantiated
its $12.9 million request of Project 10263, which provides for undergrounding in
fire threat zones. UCAN contends that there is no estimate of the miles to be
undergrounded, the cost per mile, the cost effectiveness of this project, or an
analysis of alternatives to undergrounding such as an off grid system. UCAN
recommends a budget of $1 million in 2011 and in 2012.

6.3.7.2.4. SDG&E
DRA seeks to reduce funding for Project 87232. SDG&E contends that

DRA'’s recommendation would result in inadequate funding to allow SDG&E to
transfer existing distribution conductors to the new steel transmission poles.
SDG&E notes that the vast majority of poles that are being replaced in the fire
hardening category are transmission poles that use money recovered through
transmission rates that are regulated by the FERC.

UCAN has recommended that projects outside of the fire threat zone not

be funded. SDG&E contends that the projects outside of the zone have
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equipment which protects the downstream equipment that is located within the
fire zone, and therefore should be funded as part of fire preparedness.

On UCAN’s recommendation that SDG&E should consider whether
customers should be taken off the grid instead of spending large sums for capital
projects, SDG&E contends it has considered using photovoltaic arrays and
energy storage systems, but it is not feasible as compared to traditional methods
of providing service.

6.3.7.3. Discussion

There are 14 projects under the category of fire hardening specifics and
AMI. The recommendations for funding of this category of projects vary greatly
from what SDG&E has recommended, and what DRA, FEA, and UCAN have
recommended. The differences are due primarily to whether or not SDG&E
should fire harden their distribution system by moving distribution equipment
onto steel poles, and whether SDG&E should underground overhead facilities in
high fire zones.

We have reviewed the testimony and arguments of the parties concerning
this category of projects. In addition, we have also considered the fire safety
aspects of SDG&E taking proactive steps to harden its distribution system in
order to minimize the fire danger in high fire zones, while balancing the cost
impact on ratepayers in the current economic environment. We have also
considered whether an off-grid system would be more cost effective, but are not
persuaded that it would be. Although the costs associated with fire hardening
are high, such projects will ultimately benefit those who live and work in those
communities when wires and cables are transferred onto steel poles, or the
overhead facilities are placed underground. Based on all these considerations, it

is reasonable to adopt funding levels for the fire hardening and advanced
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metering infrastructure category in 2010 of $1.871 million, in 2011 of $6 million,
and in 2012 of $14 million.

6.3.8. Reliability Incentives
6.3.8.1. CCUE Proposal

CCUE recommends that the Commission adopt in this GRC a performance
incentive approach, or a RIIM to improve SDG&E's reliability of providing
service to its customers.

As described in Exhibit 591, CCUE contends that monetary reliability
incentives work based on its analysis of the performance of SDG&E and Pacific
Gas and Electric Company (PG&E) without performance incentives. CCUE
contends that over the period of 2008-2010, “SDG&E'’s frequency and duration of
outages has gotten steadily worse” without performance incentives.

(Ex. 591 at 14.)

The issue of incentives for reliability performance was previously
addressed by the Commission in D.08-07-046. In that decision, the Commission
authorized a reliability incentive using four different performance incentives.
The first performance incentive is the SAIDI. The SAIDI measures the minutes of
sustained outages over five minutes long per customer per year. The second
performance incentive is the SAIDET. The SAIDET represents the SAIDI
minutes experienced by customers for outage durations beyond an annual
interruption minute threshold. The third performance incentive is the SAIFI,
which measures the number of sustained outages per year. The fourth
performance incentive is the Estimated Restoration Time (ERT). The ERT
provides affected customers with an estimated time of service restoration that is

within one hour of the actual restoration time.
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SDG&E was allowed in D.08-07-046 to accept or decline the authorized
incentive mechanisms. SDG&E declined to have the incentive mechanisms apply
to it.

CCUE recommends that SDG&E should be subject to the performance
incentives that were adopted in D.08-07-046, using the targets that would have
been in effect in 2010. The following are CCUE’s recommended reliability

performance incentives.

SAIDI SAIFI SAIDET
Target 61.4 0.55 30.7
Deadband +/-2 +/-0.02 +/-2
Increment 1 0.01 1
Units minutes outages minutes
$/increment $250,000 $250,000 $175,000
Maximum Award $2,000,000 $3,750,000 $1,750,000
Annual Improvement 5% 0.03 5%

Alternatively, CCUE recommends that a RIIM-type mechanism be
adopted for SDG&E. CCUE notes that in D.06-05-016, the Commission approved
a stipulation which created a RIIM for SCE. That RIIM was subsequently
modified and updated as a result of a stipulation that was adopted in
D.09-03-025.

CCUE proposes a RIIM mechanism that is similar to what was adopted for
SCE. The mechanism would identify and “approve the categories of capital
investments for infrastructure replacement and the like that are considered
electric and gas safety and reliability-related.” (Ex. 591 at 19-20.) These
categories of capital investments would be similar to the categories that were

identified for SCE’s RIIM as Category A. In addition, SDG&E’s RIIM would
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approve the categories of capital expenditures that are considered obligatory and
not under the direct control of SDG&E, similar to SCE’s Category B.

CCUE recommends that the Commission require SDG&E to file an AL in
which SDG&E would identify the Category A and Category B expenses. The
expenditure levels that the Commission adopts would then be used to quantify
the Category A and Category B amounts. The RIIM would then be implemented
over the full GRC cycle “to allow SDG&E time to identify over- or
under-expenditures in Category B, and adjust its Category A expenditures
accordingly.” (Ex. 591 at 20.) Any under spending by SDG&E of the RIIM
targets would be rebated to ratepayers.

CCUE also proposes that the RIIM for SDG&E should also “identify a
required number of net new hires for the job categories relevant to reliability,
and a penalty rate for any shortfalls.” (Ex. 591 at 20.) CCUE also “proposes that
the new hire target for represented electrical and gas workers be 40 per year for
each year of the GRC, while the overall RIIM employee target would be 40 per
year minus the number of retirements.” (Ex. 591 at 20-21.)

CCUE contends that imposing a RIIM on SDG&E will solve the problem of
SDG&E overestimating its costs. If a RIIM is adopted and authorized funding is
at or near SDG&E’s recommended level of funding, any money that SDG&E does
not spend on reliability will be returned to ratepayers. If a lower level of funding
is adopted than what SDG&E recommended, and this amount is insufficient to
carry out the reliability projects, then SDG&E will have to make up the shortfall

from shareholders’ profits or by diverting monies from other categories.
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6.3.8.2. Position of the Other Parties
6.3.8.2.1. UCAN

As part of SDG&E’s incentive compensation plan, UCAN recommends
that the metric of reliability be included as part of the reliability performance
measure. UCAN recommends that the SAIDI and SAIFI scores be used. For
SAIDI, UCAN recommends 59.46 minutes, and for SAIFI, UCAN recommends
0.52 outages. CCUE contends that these two UCAN numbers could be
substituted for the targets used in CCUE’s reliability incentive described above if

the Commission approves increased spending in reliability-related areas.

6.3.8.2.2. SDG&E
SDG&E agrees with CCUE’s overall position that SDG&E needs “the

proper resources available to safely and reliably operate and maintain the electric
system,” and that it has and continues to invest significant financial and human
resources to achieve reliability. (Ex. 63 at 56.) Even though the performance
based ratemaking incentives ended in 2007, SDG&E contends that this has not
slowed down its reliability efforts. SDG&E points out that one example of this
effort was the creation of a group called the RIRAT, which concentrates on the
development of concepts, designs, and standards to improve the safety and
reliability of circuits in rural areas and in high fire zone areas.

SDG&E contends that it has embraced balanced incentive mechanisms in
the past, and is willing to consider them again in the future. However, SDG&E
does not agree with CCUE’s proposal to use a reliability incentive metric that
was developed in the past, or a RIIM-type mechanism. SDG&E contends that the
RIIM was designed for SCE which had problems that SDG&E does not have. In
addition, SDG&E contends that no reliability incentives are needed at this time

because it is proposing in this GRC “to continue to devote significant amounts of

-202 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

funding toward reliability as demonstrated by its current actions and by its
reliability related requests in this current GRC.” (Ex. 63 at 57.)

6.3.8.3. Discussion
Based on the data supplied by SDG&E, using the reliability metrics that

were developed in D.08-07-046, CCUE contends that SDG&E’s reliability has
gone down during the time performance incentives have not been in place. To
rectify that situation, CCUE proposes that the reliability incentive that was
developed in SDG&E’s prior GRC be adopted for use in this proceeding, or in the
alternative, that the Commission adopt a RIIM-type mechanism for SDG&E.

In deciding whether these incentive mechanisms should be adopted at this
time, we address whether there is a need for such a mechanism. Based on the
testimony that was presented, there are two arguments as to why an incentive
mechanism should be considered. The first argument for adopting an incentive
mechanism is that SDG&E acknowledges in its testimony “that it has
experienced a slight decrease in reliability performance over the last three years
even though it devoted significant resources and investment toward reliability
during that period.” (Ex. 63 at 56.) That statement suggests that either SDG&E is
not doing enough to ensure the reliability of its system, or that there were other
factors which caused the reliability metrics to worsen. SDG&E’s rebuttal
testimony suggests that the decrease in reliability may be due to the
“unpredictable weather and aging infrastructure,” or that it may be due to
inadequate resources and funding. (Ex. 63 at 56.)

The second argument for adopting an incentive mechanism is that the data
from the reliability measures which CCUE analyzed in Exhibit 591 suggests that

reliability has declined when no performance incentives have been in place.
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However, aside from seeking increased funding for certain capital
expenditure projects, neither CCUE nor SDG&E provided any other information
as to why they believe reliability performance declined during 2008-2010. Nor
has CCUE or any other party suggested that other types of tools or additional
oversight are needed to ensure that the necessary reliability measures are being
carried out.

CCUE recommends that the Commission “should simply reinstate for 2012
the performance incentives” and parameters that were developed in SDG&E’s
prior GRC in D.08-07-046. (Ex. 591 at 17.) Under CCUE’s recommendation, the
targets for SAIDI, SAIFI, and SAIDET would be updated to those that would
have been in effect in 2010 under D.08-07-046. According to CCUE, leaving the
targets at the 2010 levels are “doubly generous” to SDG&E, and leaving “the
maximum award and penalty unchanged is also conservative.” (Ex. 591 at 18.)
This statement suggests that the performance incentives may need to be updated
before the Commission imposes a performance incentive on SDG&E, as
evidenced by SDG&E's statement that it is opposed to the performance incentive
adopted in D.08-07-046 because it is uses “outdated reliability incentive metrics
of the past.” (Ex. 63 at 57.)

CCUE'’s alternative recommendation is for the Commission to adopt a
RIIM-type mechanism for SDG&E. This mechanism would be modeled after the
RIIM mechanism that was originally adopted for SCE in D.06-05-016 and revised
in D.09-03-025. SCE’s RIIM identifies certain categories of capital expenditures
that are related to long term electric service reliability. SCE’s RIIM also contains
a staffing component whereby SCE must hire a certain number of field people,
with a penalty if this requirement is not met. The RIIM commits SCE to

spending the Commission authorized funding for these categories of projects,
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and any under-spending of the RIIM is to be refunded to ratepayers with interest
at the end of the GRC cycle. CCUE proposes that the details of which categories
of projects should be the subject of the RIIM should be left to an AL filing. For
SDG&E's staffing component of the RIIM, CCUE recommends “that the new hire
target for represented electrical and gas workers be 40 per year for each year of
the GRC, while the overall RIIM exployee target would be 40 per year minus the
number of retirements.” (Ex. 591 at 20-21.)

Based on the information that is before us, we do not adopt CCUE’s
recommendation to impose performance incentives or a RIIM-type mechanism
on SDG&E. The primary reason why we do not adopt CCUE’s recommendation
is because none of the parties have demonstrated that either of these two
mechanisms will help solve the decline in reliability that was measured from
2008-2010. There is insufficient evidence before us to determine what caused the
reliability measures to decline. The decline in reliability could have been due to
a number of different reasons, such as weather-related factors, inadequate levels
of authorized funding, prioritization of projects, or because the monies for
reliability-related projects were not used for that purpose.®0 To adopt and
impose a mechanism on SDG&E for the apparent purpose of improving
reliability is not warranted at this time without an understanding of what caused

the reliability measures to decline.

40 As described by SDG&E in Exhibits 69 and 222, all proposed capital projects undergo
an extensive review process, including a review of how the projects can improve system
reliability and performance. If reliability measures continue to decline, the capital
project review process might need to be evaluated to determine if the process for
reviewing reliability needs to be revised.
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Another reason for not adopting CCUE’s recommendation at this time is
because we have authorized reliability-related funding at levels close to what
SDG&E has requested. This is consistent with our review of the projects and the
activities that SDG&E plans to carry out to enhance reliability, and well as our
obligation to ensure that the utilities provide safe and reliable utility service.
Over the course of the 2012 test year rate cycle, the reliability measures can track
whether the authorized level of funding helps to improve or to worsen the
reliability measures. In addition, steps can be taken by SDG&E to determine
what other factors may be causing the reliability measures to worsen or to
improve. Analyzing the causes behind the lack of reliability can assist the
Commission in developing better tools or mechanisms to improve reliability.
Accordingly, we do not adopt CCUE’s recommendation to adopt and impose
performance incentives or a RIIM-type mechanism on SDG&E in this GRC.

However, we will require SDG&E to continue collecting the SAIDA, SAIFI,
SAIDET, and ERT data over the course of this rate cycle. This will provide the
data on the number of, and length of, the outages, and the time it takes to restore
service. In addition, SDG&E shall also be required to keep a record of the cause
of the outages.#! In its next GRC filing, SDG&E shall be required to include a
discussion and a summary of the reliability measures, with a comparison to the
data from the two prior GRC cycles. Also, a summary of the cause of the outages
shall be included in the next GRC filing, along with a discussion of the trends
that were observed. SDG&E shall also be required to include in that filing
whether an incentive-type mechanism should be adopted during that GRC cycle

41 We assume that SDG&E already tracks this type of information as to the cause of
each outage.
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to help improve reliability. If so, SDG&E shall describe how such a mechanism
will help to improve reliability, and the details of how such a mechanism should
operate. Other parties can then respond to SDG&E’s proposal or offer their own
proposals based on SDG&E’s data and discussion.

Even though we do not adopt an incentive mechanism for reliability in this
proceeding, we remind SDG&E that it has a continuing obligation under Pub.
Util. Code § 451 to provide safe and reliable service.

6.4. Smart Grid
6.4.1. Introduction

As part of its electric distribution operations, SDG&E plans to invest in
smart grid capital projects. This sub-section addresses SDG&E's request for
funding of the capital projects related to the smart grid, as well as the O&M costs
associated with the smart grid team.#2 For the capital-related smart grid costs in
test year 2012, SDG&E estimates funding of $55.252 million.#> For the O&M costs
for the smart grid team, SDG&E forecasts $1.003 million in test year 2012.

6.4.1.1. O&M Costs
The smart grid team is responsible for SDG&E’s smart grid strategy and

policy across all of SDG&E’s operations, and for coordinating the adoption and
implementation of the smart grid technologies. The smart grid team consists of a

director and five other employees. Since its formation in 2009, this unit has been

42 Other smart grid-related costs, such as information technology and upgrading of
voltage infrastructure, are discussed elsewhere in this decision.

43 The $55.252 million excludes the funding for the expansion of condition-based
maintenance, which SDG&E withdrew. For 2011 and 2012, SDG&E'’s total estimated
funding for the capital projects listed in this sub-section is $91.820 million.
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developing SDG&E’s smart grid strategy and policy, and providing assistance
and support for Commission proceedings relating to the smart grid.

Funding in the amount of $1.003 million is requested in test year 2012 for
the O&M costs related to the smart grid team.

6.4.1.2. Capital Projects

As renewable generation and PEVs increase in relationship to the local
load on the system, SDG&E expects that these events will impact its electric
system operations and reliability. To mitigate these impacts, SDG&E plans to
undertake projects which incorporate smart grid technologies into the electric
system infrastructure. The goal of using these smart grid technologies is to
maintain and/or improve system performance and operational flexibility and
reliability.

Some of the capital projects are also being integrated with the work that is
being done to harden SDG&E'’s overhead electric system in high fire threat
zones. According to SDG&E, the smart grid sensor technology, and advanced
system monitoring and control features, can be used to provide more operational
flexibility, improve reliability, and reduce the fire risk.

The smart grid capital projects are grouped into the following
four categories: renewable growth, electric vehicle growth, reliability, and smart
grid development. SDG&E'’s estimated capital expenditures for these capital

projects are shown in the table below.
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(Thousands of 2009 dollars)#

Project 2010 2011 2012 | Total
Energy Storage $0 | $25,193 | $29,790 | $54,983
Dynamic Line Ratings $0 $1,963 | $1,963 | $3,926
Phasor Measurement Units $0 $1,475| $2,581 | $4,056
Capacitor SCADA $0 $2902 | $2,902 | $5,804
SCADA Expansion $0 $0 | $4,699 | $4,699
PEVs $0 $0 $0 $0
Smart Transformers $0 $2,047 $521 | $2,568
Public Access Charging Facilities $0 $0 | $5,230 | $5,230
Wireless Faulted Circuit Indicators $0 $1,302 | $2,199 | $3,501
Phase Identification $0 $1,184 | $4,027 | $5,211
Integrated Test Facility $0 $502 $1,340 | $1,842
Total $0 $36,568 $55,252 | $91,820

The following is a brief description of each of these capital projects.#> The

energy storage project is to assist in addressing the intermittency issues created

by variable renewable generation. Two types of energy storage will be used.

Community energy storage devices will be used in “circuits where the

penetration of PV is 20% or more of the circuit load at times of high photovoltaic

system output and low circuit loads....” (Ex. 122 at 20-21.) Substation energy

storage “will be installed to mitigate the effects of utility scale (up to 2 MW) PV

projects that will be installed in various locations.” (Ex. 122 at 21.)

4 The condition-based maintenance expansion capital project is not reflected in this
table because SDG&E withdrew this project. The cost associated with the PEVs is
shown as zero because the proposed upgrade of the primary and secondary voltage
infrastructure is reflected in the electric distribution capital projects.

4 Each of these capital projects are described in more detail in Exhibit 122.
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The project for dynamic line ratings is to install dynamic line rating
technologies on 10 distribution circuits per year. Dynamic line ratings “compare
the weather-adjusted, thermal rating of a conductor against the static design
rating,” which along with other sensors, allows the utility “to calculate the
amount of current that can be transmitted in real time.” (Ex. 122 at 21-22.)

The phasor measurement units technology uses high speed,
time-synchronized measurement devices at substations and at key points on the
distribution system to identify “changes in PV output and enable the dispatch of
energy storage devices to counter act the effects of the PV output fluctuation.”
(Ex. 122 at 23.) SDG&E plans to install this equipment on four distribution
circuits in 2011, and seven circuits in 2012, where there is a high concentration of
PV systems.

The capacitor SCADA project is to install SCADA devices on capacitor
controllers. According to SDG&E, these “SCADA controlled capacitor banks will
provide local and remote control, failure prediction and detection, reduced
operating cost, and should enhance distribution system performance through
improved voltage and reactive power control.” (Ex. 122 at 24.) SDG&E has
about 1400 capacitors out in the field. SDG&E plans to add SCADA devices on
all of these capacitors over a seven year period.

The SCADA expansion project is to install more devices to allow for the
remote operability and automated operation of SCADA capable switches.
According to SDG&E, this will provide “faster isolation of faulted electric
distribution circuits and branches, resulting in faster load restoration and
isolation of system disturbances.” (Ex. 122 at 25.) SDG&E estimates that this

project “will require installation of SCADA at 13 substations serving 76 circuits,
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and 281 SCADA switches on circuits that lack SCADA line or SCADA tie
switches.” (Ex. 122 at 26.)

The PEV capital project is to upgrade the primary and secondary voltage
infrastructure to accommodate the use of PEVs in SDG&E'’s service territory.
SDG&E plans to evaluate the voltage infrastructure of customers who have PEVs
to determine if there is adequate capacity. If upgrades are needed, that upgrade
would be covered under this project. The cost of these upgrades is included in
the electric distribution capital projects.

The smart transformers project is to install “sensors and technology on
distribution transformers so that they can monitor and report loading, and the
state of the transformers.” (Ex. 122 at 27.) According to SDG&E, this project will
allow for the monitoring of the load and condition of transformers feeding PEVs,
provide information about the state and condition of the transformer, and
facilitate dynamic ratings of the transformers. Under this project, SDG&E will
install monitoring devices on all the transformers serving customers with PEVs.

The project for public access charging facilities is to install utility-owned,
public access charging facilities for PEVs in under-served areas. According to
SDG&E, this project will “provide PEV charging facilities in locations that are not
necessarily commercially or economically desirable, but needed to serve the
broader and growing PEV charging needs of the public.” (Ex. 122 at 28-29.)
Persons using these charging facilities would pay an applicable PEV tariff that
would be developed.

The wireless faulted circuit indicators allows for remote monitoring of
faulty circuits, and “is expected to provide rapid identification and location of
faulted distribution circuits resulting in reduced outage and repair times.”

(Ex. 122 at 31.) Under this project, SDG&E plans to install these devices on all
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non-SCADA switches and all cable poles with switches in the distribution system
over a five year-period (2011-2015).

The phase identification project is designed to accurately identify the
phase of the new distribution operating system. This project will identify the
phase to which each transformer is connected, and the phase of each conductor.
SDG&E anticipates that this project will provide for improved worker safety,
more accurate selection of fuses, impose the sizing of circuit capacity, and reduce
system losses. The majority of this work is anticipated for 2012 and 2013.

The integrated test facility project is to build a facility and to purchase
equipment for the “testing of the integration of multiple complex hardware and
software systems comprising Smart Grid technologies.” (Ex. 122 at 35.)

6.4.2. Position of the Parties
6.4.2.1. DRA
DRA recommends that $20.149 million be adopted for the funding of

SDG&E’s smart grid projects.

DRA acknowledges the need to improve and upgrade the existing electric
delivery system, but disagrees with SDG&E about how to create the optimal
result. Instead of spending the monies to move ahead with SDG&E’s aggressive
smart grid projects, DRA takes a more cautious approach of evaluating what is
being done already, and how SDG&E can be better organized before large
ratepayer-funded smart grid expenditures are undertaken. DRA believes that
before ratepayer money is spent on smart grid projects, that one must ensure that
the money is being “spent appropriately and effectively to realize the true value
of the investment being made.” (Ex. 487 at 2.) Given the current economic
conditions, DRA contends that “the Commission must use restraint and

mindfulness when setting revenue requirements.” (Ibid.)
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DRA points out that the Commission has an ongoing smart grid
proceeding in R.08-012-009, and that the California utilities have received federal
monies to modernize the electric grid. According to DRA, the smart grid
technical solutions and policy guidelines are still being formed. Instead of
speeding ahead, and before large sums of money are authorized for the smart
grid, DRA believes that the following steps are necessary: (1) learn from the
many smart grid pilot programs that are currently underway; (2) utilize one-way
balancing accounts for the pilot programs that are approved; (3) create a
meaningful message about the smart grid for customers; and (4) refrain from
signing blank checks to the utilities because the smart grid is considered to be the
solution. (See Ex. 487 at7.)

SDG&E filed its Smart Grid Deployment Plan in A.11-06-006 in June 2011.
DRA notes that SDG&E’s estimated cost of the smart grid deployments is
$3.5 billion over the period of 2006-2020, and that SDG&E has already spent
monies on smart meters and OpEx.

The energy storage capital projects make up the majority of the funding
costs of SDG&E's smart grid projects. SDG&E requests $25.193 million in 2011,
and $29.790 million in 2012. DRA recommends funding of $4.500 million in 2011,
and $6.200 million in 2012. DRA acknowledges that “storage is an important
contributor to the electric system,” and that the Commission opened R.10-12-007
analyze the opportunities to develop and deploy energy storage technologies in
California’s electric system. (Ex. 487 at 10.) DRA also notes that there are
16 projects nationwide that have received funding for studying and testing of
various energy storage technologies. Due to the ongoing energy storage
rulemaking and these projects, DRA recommends scaling back the size of

SDG&E’s energy storage capital projects.
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For the dynamic line ratings, DRA recommends funding of $392,600 in
2011, and in 2012, instead of SDG&E’s recommendation of $1.963 million in each
year. Instead of SDG&E’s proposal to install dynamic line rating technology on
10 distribution circuits per year, DRA recommends that only two circuits per
year be done. DRA contends that there are existing projects that are looking into
reducing system losses, improving system reliability, and optimizing grid
operations.

For the phasor measurement units project, DRA recommends funding of
$368,750 in 2011, and in 2012. DRA contends that there are 10 transmission
projects that received funding that is related to the installation or increased use
of phasor measurement devices, and that these projects “are aimed at finding
ways to improve monitoring, improve critical decision making on the grid
operations, reducing congestion and integrating renewables.” Instead of
SDG&E'’s deployment of 11 of these devices over two years, DRA recommends
that only two devices be installed.

For the two SCADA-related projects, DRA recommends a slower rollout
than what SDG&E proposes. DRA also notes that SDG&E’s transmission system
is 95% controlled by SCADA, and that SDG&E has requested funding in the past
to expand its distribution SCADA. DRA recommends funding of $1.450 million
in 2011, and in 2012, for the capacitor SCADA project. For the SCADA
expansion, DRA recommends funding of $2.980 million in 2012.

For the smart transformers related to PEVs, DRA contends that the rollout
of PEVs will be more modest than SDG&E has predicted. DRA recommends
funding of $521,000 in 2011, and in 2012.

For the public access charging facilities, DRA recommends zero funding

for this project. DRA contends that it cannot support the use of ratepayer funds
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for such a project until larger volumes of PEVs are located in SDG&E’s service
territory, and more information concerning PEVs can be obtained.

For SDG&E’s wireless fault indicators, DRA recommends zero funding for
this project. DRA contends that this is not a “must have” technology, and should
not be pursued in the current economic environment.

DRA recommends zero funding the phase identification project. DRA’s
disallowance is based on the limited information that SDG&E provided about
this project. DRA is uncertain about what needs to be done, what will be
installed, and the number of places where this will be done.

For the integrated test facility project, DRA acknowledges the need to have
a facility to test smart grid-related products. However, with the delay in
reaching national standards, DRA contends that such an effort should be slowed
down. DRA recommends funding of $500,000 in 2011 and in 2012.

DRA also recommends that customers need to be made aware and
educated about the smart grid projects that are being undertaken, and that

concerns about privacy, personal information, and security need to be addressed.

6.4.2.2. FEA
FEA is concerned that a large portion of the total projected costs of the

smart grid projects, as described in SDG&E’s Smart Grid Deployment plan, are
being requested in this proceeding. FEA contends that SDG&E’s smart grid
proposals “are too aggressive at this point in time,” and recommends that these
projects be pursued “in a separate proceeding when more direction from the
Commission regarding specific initiatives has been formalized and such costs are
more definitive and fully supported.” (Ex. 577 at 40.)

The FEA also contends that SDG&E “has acknowledged that the costs and
benefits [of the smart grid projects] are difficult to project at this point,” and that
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instead of “rushing into billions of dollars of spending on unproven technology,
the Commission and the utilities should proceed with Smart Grid investment at a
more steady and cautious pace to assure that money on Smart Grid charged to
ratepayers is spent reasonably.” (Ex. 577 at 36, 39.) FEA also points to other state

decisions where smart grid costs were rejected or reduced.

6.4.2.3. UCAN
UCAN recommends that SDG&E’s smart grid request be reduced from a

total of $91.820 million to $19.929 million. As discussed in the PTY ratemaking
section of this decision, UCAN also recommends that SDG&E’s smart grid
proposals be reduced by $120.497 million in 2013, 2014, and 2015.

UCAN contends that it “has long championed the deployment of a
Smart Grid in San Diego.” (Ex. 568 at 4.) However, UCAN became concerned
about SDG&E's “large and seemingly underutilized investments” in the smart
grid over the past five years, and retained a consultant “to evaluate SDG&E's
methodology by which it makes ‘Smart Grid” investments in the context of this
GRC application.” (Ex. 568 at 5.) UCAN’s consultant concluded that “SDG&E
has not applied a reasonable process by which it decides to make Smart Grid
investments and has not presented sufficient support for any of its proposed
2012-2015 Smart Grid investments.” (Ibid.)

UCAN contends that SDG&E’s approach and methodology for evaluating
whether a smart grid investment should be made is deficient. Before smart grid
investments are undertaken and funded by ratepayers, UCAN believes that
SDG&E should adhere to the following considerations.

UCAN contends that SDG&E’s approach did not identify the benefits and
goals of making such an investment, and that without a “complete

understanding of what technology is available and what it can accomplish,
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utilities deploy equipment that severely restricts what can be accomplished
within a ‘Smart Grid” design.” (Ex. 568 at 7.) SDG&E also contends that without
targeted goals and measurable metrics, there is insufficient justification for
ratepayers to fund such projects. UCAN cites to D.07-04-043 as an example of
how SDG&E’s advanced metering infrastructure project could have been
leveraged to provide “improvements to overall systems operation,” such as a
voltage management, and other data that smart meters can provide.

(Ex. 568 at 9.) UCAN also contends that SDG&E is still in a position to take
advantage of the smart meter data, but SDG&E “has not yet developed the
analytics to actually make use of this valuable information....” (Ex. 568 at17.)
Before additional costs are paid for by ratepayers, UCAN contends that SDG&E
should assess how the data from the smart meters can be used by SDG&E to
assist utility operations.

UCAN also contends that SDG&E did not attempt to quantify the cost
effectiveness of the smart grid projects. An example of this is SDG&E’s proposal
to install recharging stations for PEVs. UCAN contends that SDG&E did not
provide “any evidence that the demand currently or is expected to exist.”

(Ex. 568 at 11.) UCAN suggests that these stations are unnecessary because most
charging can be done at home since the “average daily mileage driven by

San Diego residents is 23.7 miles....” (Ibid.) UCAN also points out that
ECOtality received a grant to deploy over 1,400 public charging stations in
SDG&E’s service area, and that Costco recently decided to remove its charging
stations due to limited usage by owners of PEVs. With the trend toward plug-in
hybrid electric vehicles, UCAN contends that this will further reduce the need
for public charging stations since owners of such vehicles can rely on a gas

engine for backup power.

-217 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

UCAN believes that this cost effectiveness approach should also be used
for SDG&E'’s proposal for smart transformers for electric vehicles. Instead of
spending money on transformer upgrades, UCAN contends it is more cost
effective to use smart meter data and load analysis to determine whether a
transformer serving a PEV needs to be upgraded.

UCAN suggests that pilot programs could be undertaken before full
funding of a smart grid project is authorized. However, before a pilot program is
authorized, there should be plans for the pilot program, measurable goals or
metrics to measure the success of the pilot, and a methodology or plan by which
SDG&E will assess the pilot program and whether such a technology or product
should be fully deployed.

UCAN agrees with SDG&E that the growth in renewable generation must
be planned for and managed so that it does not negatively affect the grid.
However, UCAN contends that SDG&E has created a sense of urgency that the
issues related to distributed generation, especially photovoltaics, must be
addressed immediately. Instead of SDG&E’s use of energy storage, dynamic line
ratings, phasor measurement units, capacitor SCADA, and SCADA expansion to
manage the growth of renewable generation, UCAN suggests a different
approach. First, SDG&E should perform an impact study to determine to what
extent photovoltaic installations are causing system stability and reliability
issues. UCAN believes that such a study will provide the baseline to establish
the current state of SDG&E’s system. UCAN points out that residential
photovoltaic generation is less likely to cause system reliability problems than
commercial or utility generation since residential customers are likely to use the
energy within their own homes. UCAN also recommends that “SDG&E evaluate

integrated control systems to accommodate renewable generation before
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investing heavily in other projects,” and to review the technology, software, and
approaches that are being used in Germany and Spain to manage and control the
high usage of photovoltaic generation. (Ex. 568 at 26.)

Second, UCAN contends that SDG&E should use “their SCADA enabled
line switches and SCADA capacitor banks” to regulate voltage, which can help
manage the potential intermittency problems associated with photovoltaic
generation. UCAN contends this will enable SDG&E to “track the operation of
the electrical system in real-time and can be used to control aspects of the electric
system through functions such as voltage adjustment, line switching, and
demand management.” (Ex. 568 at 24.)

As described in more detail in Exhibit 568, UCAN recommends partial
funding for some of the smart grid projects, subject to SDG&E performing the
impact study and meeting other conditions as outlined in the considerations
mentioned above. UCAN recommends total funding of the smart grid projects
in the amount of $19.929 million, which consists of the following:

(1) $12.137 million for a limited energy storage pilot project to test the energy
storage project; (2) $1.770 million for a limited pilot project involving phasor
measurement units; (3) $58,040 for a limited capacitor SCADA pilot project; and
(4) zero funding for the dynamic line ratings project, the voltage infrastructure
upgrades related to PEVs, the smart transformers associated with the PEVs, the
public access charging facilities, the wireless fault indicators, phase
identification, and the integrated test facility.

Regarding SDG&E’s PTY smart grid expenses, UCAN recommends that
SDG&E’s PTY request of $141.7 million be reduced by $120.5 million.
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6.4.2.4. SDG&E
SDG&E contends that there are four drivers behind its smart grid

proposals.

The first driver is the growth in renewables. When SDG&E first drafted its
testimony, the photovoltaic generation owned by customers was approximately
65 MW. At the time SDG&E'’ rebuttal testimony was prepared around
September 2011, that generation grew to 110 MW. According to SDG&E, this
growth exceeds what the CEC had forecasted. Since that time, SDG&E also notes
that Senate Bill 32 was signed into law which created a feed-in tariff program for
photovoltaic generation up to three MW in size, and that in D.10-12-048 the
Commission approved a renewable auction mechanism for photovoltaic
generation of 1 to 20 MW. As a result of the higher penetration of photovoltaic
generation, SDG&E contends that this impacts the voltage, and has a negative
impact on operations and customer.

The second driver behind SDG&E’s smart grid projects is the growth in
PEVs. As of September 30, 2011, there were about 820 Nissan Leafs in SDG&E's
service territory, 549 installed residential chargers, and 23 installed public
chargers. By the end of 2012, SDG&E expects 57 models of PEVs to be available.

The third driver of SDG&E’s smart grid projects is its obligation to provide
reliable service to its customers. SDG&E contends that intermittent renewable
resources and electric vehicles will affect the reliability of its electric service.
SDG&E also contends that it has an aging infrastructure, and a need to improve
its fire preparedness.

The fourth driver of its smart grid projects is that there is a need “to test
the function of new consumer focused technologies on the installed smart meters

and associated systems to enable Smart Grid characteristics.” (Ex. 125 at 2.)
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SDG&E contends that smart grid technologies, solutions, and standards are
rapidly evolving, and that it needs a “test facility to address equipment
standards, integration and interoperability challenges for these technologies.”
(Ex. 125 at9.)

SDG&E contends that its approach to the smart grid is based on
engineering judgment and undisputed facts, and that these projects should
proceed ahead instead of being slowed down. Although there are Commission
proceedings and grant-funded projects going on, SDG&E contends that its
customers are going ahead with the adoption of distributed energy resources and
renewable generation, and the purchasing of PEVs. Due to the growth in
renewables and PEVs, voltage and other problems may result and impact service
quality if these projects are not addressed and pursued.

As for the grant-funded projects, SDG&E contends that more than half of
this funding is supporting smart meter projects, and only about 9% of these
projects have a connection to SDG&E’s smart grid projects. SDG&E also
contends that many of these grant-funded projects looking into energy storage
and dynamic line ratings, are taking place outside California and may not be
relevant to SDG&E’s system. Also, SDG&E contends that due to the growth in
photovoltaic generation, it “cannot wait for the results and lessons learned by
other utilities.” (Ex. 125 at18.)

As for DRA’s concern over a lack of standards, SDG&E contends that
waiting “for consensus standards to be developed and adopted is
counter-productive and will impact SDG&E's ability to maintain a reliable grid
in the face of the challenges presented by implementing California’s energy

policy goals.” (Ex.125at12.)
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DRA also suggests that SDG&E'’s smart grid projects should not proceed
until SDG&E’s Smart Grid Deployment Plan has been approved. However,
SDG&E contends that in D.10-06-047, the Commission allowed for the review of
infrastructure projects in this GRC proceeding.

As for DRA’s concern over privacy and security concerns, SDG&E notes
that D.11-07-056 adopted rules to protect the privacy and security of electric
usage data, and that its smart grid projects comply with that decision.

SDG&E also responded to UCAN’s arguments in Exhibit 125. SDG&E
contends that it did go through a decision making process, a cost benefit analysis,
and that it performed several studies. Regarding UCAN’s suggestions that
SDG&E can rely on the data from its smart meters to accomplish some of the
same things that the smart grid projects are designed to do, SDG&E contends
that such functions would come at an additional cost and would still have to be
developed. SDG&E also points out that UCAN should know the limitations of
SDG&E'’s smart meters since UCAN was a technical advisory panel member to
SDG&E. As for UCAN's suggestion that SDG&E should learn from the Germany
and Spain about how they respond to photovoltaic generation, SDG&E contends
that there are significant differences between their system designs and SDG&E.

6.4.3. Discussion

In this sub-section, we address the reasonableness of the costs of SDG&E’s
smart grid capital projects, and whether such projects should be funded. In
doing so, we are guided by several applicable Pub. Util. Code sections.

The starting point for examining the costs related to the smart grid is
Pub. Util. Code § 8360, in which it was declared that it is the policy of this state
“to modernize the state’s electrical transmission and distribution system to

maintain safe, reliable, efficient, and secure electrical service, with infrastructure
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that can meet future growth in demand and achieve” the items set forth in
subdivision (a) through (j) of that code section. It is also important to note that
Pub. Util. Code § 8366 states that “Smart grid technology may be deployed in a
manner to maximize the benefit and minimize the cost to ratepayers and to
achieve the benefits of smart grid technology.” As discussed below, there are
also code sections applicable to SDG&E'’s proposals regarding energy storage
and PEVs.

SDG&E is anxious to roll out its smart grid projects because it believes its
customers are rapidly adopting photovoltaic generation, and using PEVs. Due to
those developments, SDG&E favors installing different kinds of devices to
counter the possible problems that can result. DRA, FEA, and UCAN are
generally in favor of deploying the smart grid projects but believe that it should
occur at a slower pace, or that studies should be undertaken and some funding
be allowed for pilot projects. In our discussion below, we have taken those
concerns into consideration, as well as the financial impact that these projects
will have on ratepayers, and the code sections that apply.

It is also appropriate to note that for the PTY, SDG&E is requesting
additional smart grid investments. Assuming that SDG&E’s PTY proposal is
granted as requested, the additional revenue requirement impact from these
smart grid projects would amount to $50 million in 2013, $72 million in 2014, and
$96 million in 2015. SDG&E’s PTY request is discussed later in this decision.

No one takes issue with SDG&E’s request of $1.003 million in O&M costs
for the smart grid team. Based on our review of these costs, SDG&E’s forecast of
this cost is reasonable and should be adopted.

SDG&E’s energy storage capital project makes up the bulk of its capital
funding request. In 2011 and 2012, SDG&E requests a total of $54.983 million.
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DRA recommends total funding of $10.700 million, while UCAN recommends
total funding of $12.100 million. DRA’s reasoning for reduced funding is due to
the ongoing energy storage rulemaking (R.10-12-007), and to the energy storage
demonstration and research projects that are taking place. UCAN’s reasoning for
reduced funding is because it believes SDG&E should only pursue a limited pilot
project at this point, and that such a project should only be undertaken after
SDG&E has performed a study to determine the impact that photovoltaic
generation may have on system stability and reliability.

In deciding whether it is reasonable to have ratepayers fund SDG&E'’s
energy storage project, we rely on the code sections that were added to the
Pub. Util. Code as a result of AB 2514 (Stats. 2010, Ch. 469, Sec. 2.). AB 2514
added Chapter 7.7 to the Pub. Util. Code to address energy storage systems.
In § 2836, the Commission was directed to “open a proceeding to determine
appropriate targets, if any, for each load-serving entity to procure viable and
cost-effective energy storage systems to be achieved by December 31, 2015, and
December 31, 2020.” The Commission opened R.10-12-007 for that purpose. As a
result, the Commission issued D.12-08-016, which in phase one, adopted a
framework for analyzing energy storage needs. Phase two is currently
underway, and is studying how energy storage should be evaluated and
incorporated into existing procurement portfolios. The major issue in phase two
is to determine whether procurement targets for energy storage are appropriate,
and if so, how much should be procured. In deciding whether procurement
targets should be adopted, § 2836.2(a) requires the Commission to “Consider
existing operational data and results of testing and trial pilot projects from
existing energy storage facilities.” In addition, § 2836.2(d) requires the

Commission to “Ensure that the energy storage system procurement targets and
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policies that are established are technologically viable and cost effective.” Based
on the Commission’s ongoing rulemaking to carry out AB 2514, and the
considerations that the Commission must first take into account before any
energy storage procurement targets are adopted, we agree with DRA and UCAN
that the funding for SDG&E'’s energy storage projects should be reduced or
eliminated. At the present time, the Commission is still going through the
process of evaluating information to decide what kind of energy storage policies
should be adopted, to determine how to evaluate the cost effectiveness of energy
storage systems, and to review the results of other energy storage projects. (See
D.12-08-016 at 26-27; R.10-12-007, January 18, 2013 ALJ Ruling.) Since the
Commission has not yet adopted the energy storage policies and targets as
required by AB 2514, it would be unreasonable and premature to invest heavily
into energy storage projects that have not been evaluated for technological
viability and cost effectiveness. Accordingly, we do not authorize any capital
expenditure funding in this GRC for energy storage in 2011 and 2012. Instead, if
SDG&E desires funding for its energy storage projects, it should do so by filing
an application. That application should include a proposal for the funding of
energy storage projects using a competitive solicitation process, consistent with
the Commission’s guidance on generation procurement adopted in D.12-04-046.
We believe that a competitive solicitation process will result in more
cost-effective energy storage projects, instead of authorizing funds in this GRC.
SDG&E’s dynamic line ratings project is to install sensor devices on its
distribution circuits “to monitor the line conductor tension and determine
ground clearances and weather conditions to calculate the amount of current that
can be transmitted in real time.” (Ex. 122 at 21-22.) SDG&E also plans to develop

an interface to assist system operators in managing this information. According
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to SDG&E, the system operators and engineers can then use this information to
compare the design rating, increase capacity, and operate the grid at higher
efficiencies. DRA recommends total funding of $785,200, while UCAN
recommends zero funding.

We have reviewed and considered the testimony and arguments of the
parties concerning the dynamic line ratings project. Although UCAN points to
possible overheating and safety issues that could be caused by using such
devices, we agree with SDG&E that UCAN’s perspective overlooks the fact that
SDG&E has built and maintained its distribution system in accordance with
GO 95 and 128. DRA believes that SDG&E should review the results of other
similar projects before full funding is allowed, while SDG&E contends that these
out-of-state projects are not relevant to SDG&E’s situation. Based on all of these
considerations, it is reasonable to allow reduced funding of $1.463 million in
2011, and $1.463 million in 2012. This will provide SDG&E with sufficient
funding to install some of these devices to help develop a smarter way of
managing its electric grid.

The phasor measurement units project is to install syncrophasors on the
distribution system. According to SDG&E, using these devices will allow it to
analyze the changes in output of photovoltaic generation systems, and allow
SDG&E to dispatch energy storage devices to counter the effects of this output
fluctuation. Under SDG&E’s proposal, this equipment will be placed on
four circuits in 2011 and seven circuits in 2012. DRA’s reduced funding of
$368,750 per year would allow for one circuit installation per year. UCAN
recommends total funding of $1.770 million for a pilot project to evaluate the
effectiveness of this kind of technology, and that the pilot involve circuits that

involve an energy storage project.
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We have considered the need for the phasor measurement units project.
With the growing adoption of photovoltaic generation in SDG&E’s service
territory, we believe that this project can help SDG&E to better manage its grid to
respond to the variable output. However, since these devices will be used in
conjunction with energy storage, and because we have eliminated the funding
for the energy storage projects, it is appropriate to reduce the funding for this
project as well. Instead of reducing it to the amounts suggested by DRA and
UCAN, it is reasonable to authorize capital expenditure funding of $900,000 in
2011, and 2012 funding of $1.500 million.

The capacitor SCADA project is to implement SCADA control of all
capacitors on SDG&E's distribution system. According to SDG&E, this will
result in better voltage control, reduced maintenance, and better system
diagnostics. DRA recommends reducing the funding in 2011 and 2012 to
$1.450 million in each year. UCAN recommends funding of $58,040 for a pilot
project only.

We have considered the benefits of installing SCADA control on SDG&E'’s
capacitors and believe that such a project will allow SDG&E to better manage its
electric distribution system in a smart grid fashion. However, we are concerned
at the pace and cost of such a rollout given the current economic circumstances.
Based on those considerations, it is reasonable to adopt a reduced level of capital
expenditure funding of this project in the amount of $1.802 million in 2011, and
$1.802 million in 2012.

SDG&E’s SCADA expansion project is to install, upgrade, and expand its
SCADA system at substations, and on distribution circuits. According to
SDG&E, this will allow it to expand its remote operations of SCADA capable

switches, and provide for faster responses to outages and system disturbances.
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DRA recommends reducing the funding from $4.699 million to $2.980 million.
UCAN recommends adopting SDG&E’s funding amount.

We have considered the benefits of SDG&E expanding SCADA controls to
other parts of its distribution system. We agree with SDG&E and UCAN that
such a project will lead to better management of SDG&E's electric system, and
that it will reduce the time it takes to locate and to repair problems. However,
we are concerned with the impact that full roll-out of this project, as requested by
SDG&E, will have on ratepayers given the current economy. Accordingly, it is
reasonable to reduce the 2012 capital expenditure funding from $4.699 million to
$2.250 million.

SDG&E requests funding for its smart transformers project. This project
consists of installing sensors and technology on distribution transformers to
monitor “the load and condition of transformers feeding” PEVs. (Ex. 122 at 27.)
DRA recommends that funding for this project be reduced, while UCAN
recommends that all funding for this project be disallowed. We have considered
the need for these types of sensors and devices. We agree with SDG&E that the
smart meter data cannot provide all the information that it needs concerning the
transformers. We also agree with DRA’s contention that this project does not
need to be rolled out as quickly as SDG&E proposes. As these sensors and
devices are installed, SDG&E will gain a better understanding of the additional
load that PEVs create, and can take the necessary steps to meets such challenges.
It is reasonable under the circumstances to reduce the capital expenditure
funding for the smart transformers in 2011 from $2.047 million to $1.300 million,
and to allow funding of $521,000 in 2012.

Due to the number of PEVs in SDG&E’s service territory, and its belief that

adoption of PEVs is growing, SDG&E requests $5.230 million in 2012 to deploy
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public access charging facilities. DRA and UCAN oppose funding for this
project because of what they believe is more modest growth of PEVs, the number
of charging stations that already exist and are being planned, and because of the
short distances driven by owners of PEVs.

In addition to reviewing the testimony and argument of the parties about
the public access charging facilities, we have also reviewed D.11-07-029 and
Pub. Util. Code § 740.2. D.11-07-029 developed the policies to address this code
section’s requirement for the Commission “to develop infrastructure sufficient to
overcome any barriers to the widespread deployment and use of plug-in hybrid
and electric vehicles.” In that decision, the Commission prohibited electric
utilities from owning electric vehicle service equipment, such as charging
stations, except for their own use. However, that decision allowed SDG&E to
request funds in this proceeding for its public access charging facilities as long as
it provides “convincing evidence that our prohibiting SDG&E ownership of
electric vehicle service equipment at this early stage of Electric Vehicle market
development would result in underserved markets or market failures in areas
where non-utility entities fail to properly serve all markets.” (D.11-07-029 at 50.)

Based on the record in this proceeding, SDG&E has not provided
convincing evidence that if it is not allowed to deploy public access charging
facilities that this will result in an underserved market or a market failure. As
SDG&E points out, there is already a widespread deployment of charging
stations for PEVs, and more are expected to be installed. SDG&E also notes that
a number of different businesses are considering installing recharging stations as
well. DRA and UCAN also point to the slowing growth in the adoption of PEVs.
All of these factors persuade us to adopt the positions of DRA and UCAN that
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there should be no ratepayer funding of SDG&E’s proposal to deploy public
access charging facilities.

DRA and UCAN both recommend disallowing the funding for the
wireless fault circuit indicators. They question the need for these devices when
there are already circuit indicators in place, and suggest that the smart meter
data can be leveraged to help troubleshoot circuit problems. We are not
persuaded by the arguments of DRA and UCAN. As SDG&E points out, the
data from the smart meter will only be useful if the outage is at a single
transformer, at a single service, or at a feeder or branch service. Although there
are circuit indicators out in the field already, this type of technology will enable
SDG&E to monitor its circuits remotely, and reduce the time it takes to pinpoint
the source of a circuit problem. However, we are concerned with the cost impact
of such a project given the current economy. For those reasons, we approve a
reduced level of capital expenditure funding for this project in the amount of
$1.202 million in 2011, and $1.199 million in 2012.

On SDG&E's request for funding for its phase identification project, we
agree with UCAN that this project should not be funded. Ensuring that SDG&E
and its workers know the phase of the equipment it is connected to is a
safety-related issue. However, UCAN correctly points out that this is something
that SDG&E should have been doing all along as part of its normal course of
business. SDG&E acknowledges that it “marks or identifies much of its
equipment in the field....” (Ex. 125 at 23.) SDG&E goes on to state that
“mapping each of the three phases (Phase A, B, C) that exist in most distribution
circuits to the individual pieces of line equipment to which they are connected
into a geographic information system, GIS, has not been accurately completed.”

(Ibid.) SDG&E also states that while it “does mark phases in the field, the
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accurate transfer of the phase information to databases has not always occurred.”
(Ex. 125 at 44.) UCAN also points to electrical safety codes which require the
“identification of circuits, phases and conductors...to keep employees, contract
employees, and the public safe.” (Ex. 568 at 76-77.) Based on those
considerations, ratepayers should not have to pay twice for something that
SDG&E should have been doing in the past. Accordingly, no funding of the
phase identification project is adopted.

Regarding SDG&E’s request for funding for an integrated test facility, we
acknowledge that interoperability is needed to ensure that the smart grid can
operate as envisioned. Although SDG&E agrees that there is still a lack of
consensus standards, SDG&E at the same time requests authorization and
tunding to proceed with the projects and technologies that it believes will
address all of the potential problems it has identified. Due to SDG&E’s desire to
press forward with its smart grid projects before standards have been fully
resolved, it is reasonable to require SDG&E to bear some of the costs of an
integrated test facility. Accordingly, we adopt DRA’s funding recommendation
of $250,000 in 2011, and $250,000 in 2012 for the integrated test facility.

As noted by SDG&E, the Commission has already addressed the privacy
and security concerns that DRA raised concerning the use of electricity data.
(See D.11-07-056.)

7. Gas Distribution
7.1. Introduction

This section addresses the O&M costs and the capital expenditures
associated with the natural gas distribution operations of SDG&E and SoCalGas.
The primary function of the gas distribution system is to deliver natural gas from

the transmission system to the customers in their respective service territories.
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These operations include the use of gas distribution main lines and service lines,
measurement and regulator stations, customer meters, pressure regulators, and
electronic equipment. In addition, the gas distribution operations involve
engineering, supervision, and technical support.46

Both utilities perform work to: maintain the daily operation of the
distribution system; connect new customers; ensure there is sufficient capacity;
replace damaged or deteriorating facilities; and relocate facilities as needed. This
work is performed by a workforce that consists of construction crews, technical
planners, and engineers.

Regarding their capital expenditures, SDG&E and SoCalGas are
“committed to continued long term investment in its pipeline infrastructure to
ensure the integrity of its distribution system and comply with applicable local,
state and federal laws and regulations.” (Ex. 22 at 4; Ex. 26 at 4.) Both utilities
also state that they actively evaluate “the condition of its pipeline system
through its maintenance and operations activities, and replaces pipeline
segments to preserve the safe and reliable system customers have come to
expect.” (Ibid.)

To meet the needs of a growing customer base, both utilities install new
main lines, service lines, and meter set assemblies. To ensure reliability and
safety, both companies make “a variety of other capital improvements, including
pressure betterment projects to improve areas of low pressure, pipeline renewals
to replace deteriorated pipelines or obsolete equipment, installations and

replacement of [cathodic protection] systems, and the purchase of electronic

46 For SoCalGas, the cost of its regional public affairs support is also included.
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pressure monitoring devices for pressure tracking.” (Ex. 22 at 53; Ex. 26 at 60.)

In addition, both utilities relocate pipelines as necessary.

7.2. SDG&E
7.2.1. Introduction

SDG&E’s gas distribution system consists of about 14,640 miles of gas
main lines and service lines. These lines are constructed of both steel and plastic
materials, and consist of varying sizes. The main lines transport natural gas from
the transmission lines, and operate at either high or medium pressure. The main
lines are then connected to a series of service lines, which are connected to each
customer’s meter set assembly, and then to the customer’s gas pipeline. SDG&E
serves about 845,000 gas customers in a geographic area covering more than
1400 square miles.

SDG&E has about 340 distribution employees located at five operating
bases and one technical office in its service territory.

SDG&E requests O&M costs of $19.900 million for the 2012 test year, and
capital expenditures for 2010, 2011 and 2012 of $75.072 million, $42.176 million,
and $30.657 million, respectively.

DRA recommends O&M costs of $14.840 million for the 2012 test year, and
capital expenditures for 2010, 2011 and 2012 of $64.976 million, $34.136 million,
and $19.982 million, respectively.

UCAN recommends O&M costs of $15.262 million.

7.2.2. O&M Costs
7.2.2.1. Introduction
SDG&E requests that its forecast of O&M costs of $19.900 million for the

2012 test year be adopted. This amount consists of $19.812 million for
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non-shared activities, and $88,000 for shared service activities. The $19.900
million amount is a $4.313 million increase over the 2009 recorded amount.
According to SDG&E, the O&M activities include “leakage surveys, leak
repairs, maintenance on mains and services, application of corrosion control
measures, valve maintenance, regulator station maintenance, monitoring meter
accuracy, checking for odorant, and locating and marking buried pipes to avoid
damage caused from digging by others.” (Ex.22 at11.) In addition, there is a
variety of support work that needs to be done to complete the field O&M
activities, such as “maintaining pipeline maps and related gas system location
information, administering and implementing city permitting and traffic control
requirements, and maintenance of engineering models of system flows and

pressures.” (Ibid.)

7.2.2.2. O&M Non-Shared Services
7.2.2.2.1. Introduction
The O&M costs for gas distribution are categorized by SDG&E into the

following three categories: field operations and maintenance; asset management;
and operations management and training. In the sub-sections below, we discuss
each of these three categories separately.

7.2.2.2.2. Field Operations and Maintenance
7.2.2.2.2.1. Introduction
SDG&E forecasts $15.572 million for the non-shared O&M costs for field

operations and maintenance.

This category of costs covers the O&M activities that address the physical
condition of the gas distribution system. According to SDG&E, these activities
are preventative, corrective, or supportive in nature. The preventative work is

generally performed on a scheduled basis. Corrective work reacts to a situation
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or facility condition. The supportive work consists of activities that are necessary
for completing the work assignments.

The field operations and maintenance category consists of
nine workgroups.#” These nine workgroups are: leak survey; locate and mark;
main maintenance; service maintenance; supervision and training; tools,
materials, fittings; electric support; other services; and measurement and
regulation.

The first workgroup is leak survey. SDG&E’s forecasts O&M costs of
$1.259 million for the leak survey workgroup. This workgroup records the labor
and non-labor expenses associated with the federal pipeline safety regulation
regarding leakage surveys. According to SDG&E, its pipelines are leak surveyed
at one year and five year intervals. This workgroup also records the cost
associated with the clearing of right-of-way in order to perform the leakage
surveys. SDG&E used the 2009 recorded amount as its base amount, and then
added incremental amounts for wireless fees for mobile data terminals, increased
leak survey due to system growth, and for weed abatement.48

The second workgroup is locate and mark. SDG&E’s forecast of locate and
mark costs are $2.775 million. The purpose of the locate and mark activity is to
avoid damage to the underground gas infrastructure by third-party excavators.

This process is initiated by the excavator’s call to Underground Service Alert,

47 The workgroups consist of activities that represent similar functions, and/or have
similar cost drivers.

48 In its testimony on gas distribution O&M costs, UCAN notes that in response to a
UCAN data request, SDGE withdrew its request of $50,000 for weed abatement. As a
result, SDG&E’s O&M request for the leak survey workgroup is $1.209 million.

(See Ex. 558 at 45.)
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who then notifies the owner of the underground facilities to mark the location of
its facilities where the planned excavation is to take place. SDG&E used the 2009
recorded amount as its base amount, and then added incremental amounts for
the costs of promoting three field employees to supervisory positions, and to
reflect the recovery of construction activity.

The third workgroup is for main maintenance, which SDG&E has forecast
at $1.175 million. This workgroup records the costs associated with investigating
and repairing leaks in distribution mains, and moving, lowering, and raising
short sections of gas distribution mains, vaults, and related structures. SDG&E
used the 2009 recorded amount as its base amount, and then made incremental
adjustments to reflect the recovery of construction activity, and to upgrade
bridge and span supports due to the deteriorating condition of the bridge
support infrastructure.

The fourth workgroup is for service maintenance, which SDG&E has
forecast at $1.399 million. This workgroup records the costs associated with
investigating and repairing leaks in gas distribution services, as well as the costs
of moving, lowering, and raising shorter sections of distribution services, vaults,
and related structures. The investigation and repair of leaks includes excavation,
changing service valves, testing service pipe for leaks, inspection and testing
service pipe after repairs have been made, installing, maintaining, and removing
temporary supply sources, and the repair of service risers. SDG&E used the 2009
recorded amount as its base amount, and then made an incremental adjustment
to reflect increased maintenance of services due to system growth.

The fifth workgroup is the supervision and training workgroup. SDG&E
forecasts $2.632 million for this workgroup. This workgroup records the costs

for employee field skills training, field supervision and management, and
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miscellaneous expenses related to SDG&E'’s gas operations. The 2009 recorded
amount of $2.262 million was selected as the base amount. Incremental costs
were then added, which consist of the following: formal training for leak survey
personnel; support training on the new GIS that will contain gas distribution
asset records; support training for new technologies such as the field scheduling
and dispatch of maintenance and inspection activities using the mobile data
terminals; a new management training program for working foreman; training of
field employees on pressurized pipelines under controlled conditions; and
training of new gas technicians and welders on gas pipelines.

The sixth workgroup is the tools, materials and fittings workgroup, which
SDG&E forecasts $502,000 in costs. This workgroup records the costs for small
tools, pipe materials and associated installation materials, pipe fittings, and work
clothing. The 2009 recorded amount was used for the 2012 test year forecast.

The seventh workgroup is the electric support workgroup, which SDG&E
forecasts costs of $588,000. This workgroup records the costs incurred by the gas
distribution crews that have been trained to provide traffic control services for
electric distribution crews during inspections under the corrective maintenance
program. The forecast for the 2012 test year is based on a three year linear trend.

The eighth workgroup is the other services workgroup, which SDG&E
forecast costs at $2.344 million. This workgroup records the miscellaneous costs
that are associated with gas distribution field operations that have not been
captured in other major workgroups. These activities include leak investigations
of customers” house lines, leak surveys of transmission mains, paving and street
repair, and support of the installation of cathodic test stations for high pressure
main evaluation. A five-year average (2005-2009) was selected as the base

forecast ($209,000), which was adjusted upwards by the new environmental

- 237 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

regulations, which SDG&E proposes be recovered in a two-way balancing
account called the NERBA.

SDG&E proposes that the NERBA be adopted to record the costs
associated with the proposed environmental reporting rules that will require
SDG&E to annually report “methane emissions from natural gas distributions
systems; annually inventory components; annually survey for leaks, and conduct
other new activities.” (Ex. 22 at 28.) Data collection may begin in January 2011,
and the first report may be due in March 2012. SDG&E estimates that the other
services workgroup will incur costs of $2.136 million in the 2012 test year over
the base forecast. Since there is uncertainty about the specific compliance
requirements, SDG&E proposes that these costs be recovered in a two-way
balancing account called the NERBA.

The ninth workgroup is the measurement and regulation workgroup.
SDG&E forecasts $2.898 million in costs for this workgroup. This workgroup
records the costs for the inspection and maintenance of distribution regulator
stations, valve maintenance and meter set inspections, maintenance of electronic
instruments, and meter removals for accuracy checks. The 2009 recorded
amount was selected as the base amount. Incremental costs were then added for
the following as described in Exhibit 22: periodic maintenance of pipeline
tapping and plugging equipment; regulator station lid replacement program;
lead paint removal for distribution regulator stations; formal training for
regulator technician group; growth in regulator station inspection and
maintenance; support training for GIS; support training for new technologies;
wireless fees for mobile data terminals; increased need for traffic control;
electronic corrector replacement program; and smart meter module ongoing

maintenance.
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7.2.2.2.2.2. Position of the Parties
7.2.2.2.2.21. DRA

DRA recommends a series of reductions to SDG&E'’s gas distribution
O&M costs as described in Exhibit 503.

For the leak survey workgroup, DRA recommends O&M costs of
$1.025 million for the 2012 test year, a reduction of $234,000 from SDG&E'’s
recommendation of $1.259 million. DRA’s recommendation is based on the
five-year average of 2006-2010.

For the locate and mark workgroup, DRA recommends O&M costs of
$2.290 million, which is a $485,000 reduction from SDG&E’s recommendation of
$2.775 million. DRA’s recommendation uses the two-year average of 2009 and
2010.

For the main maintenance workgroup, DRA recommends O&M costs of
$1.083 million, which is a reduction of $92,000 from SDG&E’s recommendation
of $1.175 million. DRA’s recommendation uses the five-year average of
2006-2010.

DRA accepts SDG&E’s forecast of the O&M costs for the service
maintenance workgroup.

For the supervision and training workgroup, DRA recommends
$2.105 million as the O&M costs, a reduction of $527,000 from SDG&E’s
recommendation of $2.632 million. DRA’s recommendation is based on the
five-year average of 2006-2010.

DRA accepts SDG&E’s O&M forecast for the tools, materials and fittings
workgroup, as well as SDG&E’s O&M forecast for the electric support

workgroup.

-239 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

DRA recommends $190,000 for the O&M costs for the other services
workgroup. DRA’s recommendation is based on the five-year average of
2006-2010, and removal of the NERBA amount of $2.154 million.

For the measurement and regulation workgroup, DRA recommends an
O&M forecast of $2.262 million, instead of SDG&E’s recommendation of

$2.898 million. DRA’s recommendation uses the five-year average of 2006-2010.

7.2.2.2.2.2.2. UCAN
UCAN’s general observation of SDG&E’s gas distribution O&M expenses

is that SDG&E's 2010 forecast of $16 million was above the recorded

2010 amount of $13.7 million. SDG&E’s 2012 test year forecast represents a
29% increase over the 2010 recorded amount, which UCAN asserts lacks
credibility regarding the need for work, and the quick ramp up of costs from
2010 to 2012. Due to the reduction in gas distribution spending in 2010, UCAN
reduced SDG&E’s expected level of spending in 2012.

For the leak survey workgroup, UCAN recommends $1.084 million as the
O&M forecast. UCAN’s recommendation is based on the three-year average of
2008-2010. UCAN contends that its forecast is consistent with the amount of
square miles that were surveyed in recent years, and is based on the three years
with the highest unit costs per square mile. UCAN also contends that since the
2010 recorded amount was the lowest since 2006, and below the 2009 recorded
costs of $1.181 million, that SDG&E’s minor adjustments for growth and
cell phone fees make no sense and should not be adopted as part of the forecast.

For the locate and mark workgroup, UCAN recommends an O&M forecast
of $2.523 million as opposed to SDG&E's forecast of $2.775 million. UCAN
contends that SDG&E’s forecast is deficient because the activity level was low in

2010 and 2011. Also, SDG&E forecast 8979 construction units in its GRC filing,
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but the 2012 forecast is for 6538 construction units. UCAN’s forecast also
excluded the additional supervisors that SDG&E included in its forecast because
the actual 2010 labor spending was below SDG&E'’s forecast. UCAN contends
that means “either the supervisors were added and other costs were reduced, or
the supervisors were not needed because labor hours are continuing to be low.”
(Ex. 558 at 47.)

UCAN agrees with SDG&E’s base forecast ($1.065 million) for the main
maintenance workgroup, but opposes SDG&E’s incremental costs for the
recovery of new construction, and the upgrade of bridge and span supports.

UCAN recommends that the O&M forecast for service maintenance should
be $1.196 million, and is opposed to SDG&E’s incremental costs for system
growth. UCAN'’s recommendation of $1.196 million is based on the three-year
average of 2008-2010.

For the supervision and training workgroup, UCAN recommends O&M
costs of $2.262 million, as opposed to SDG&E’s recommendation of
$2.632 million. UCAN’s forecast is lower because it does not believe the
2012 economy will be as robust as SDG&E’s forecast, and because UCAN does
not believe SDG&E will need to hire as many employees as SDG&E has
projected.

UCAN accepts SDG&E's labor forecast for the tools, materials and fittings
workgroup, which is based on the 2009 labor costs. However, UCAN proposes
using the three-year average of 2008-2010 for non-labor costs. UCAN contends
that this adjustment reflects the lower spending during that three year period.
This results in a UCAN recommendation of $449,000 in O&M costs for the tool,

materials and fittings workgroup.
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Regarding the other services workgroup, UCAN agrees with DRA that the
NERBA should be rejected. By rejecting the NERBA, this reduces the O&M costs
for this workgroup by $2.179 million. For the remaining O&M costs in the other
services workgroup, UCAN recommends $165,000 which is based on the
three-year average of 2008-2010.

For the measurement and regulation workgroup, UCAN recommends an
O&M forecast of $2.536 million, instead of SDG&E’s forecast of $2.898 million.
UCAN's forecast uses the “two-year average of 2009-2010 plus 2012 adjustments
minus 2010 adjustments for all the maintenance programs....” (Ex. 558 at 53.)
UCAN contends its forecast is justified because SDG&E spent only $2.236 million
in 2010, which was 15% less than what SDG&E had forecast in 2010.

7.2.2.2.2.2.3. SDG&E
SDG&E presented testimony in rebuttal to the positions of DRA and

UCAN on gas distribution O&M costs.

On the leak survey workgroup, SDG&E contends that DRA’s method
ignores the changes that have affected the leak survey group over the past
five years. In addition, SDG&E contends that DRA’s method does not address
the new work requirements in this area.

With respect to UCAN'’s recommendation for the leak survey workgroup,
SDG&E contends that UCAN’s forecast is inaccurate because: it does not capture
the actual footage to be surveyed; it does not account for the growth experienced
by SDG&E or the wireless fees; and does not include funding for new
supervisors. SDG&E also contends that UCAN’s method is flawed because
UCAN's forecast is based on new construction, when that work should be based

on the existing underground structures.
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For the locate and mark workgroup, SDG&E contends that DRA’s
recommendation is based on data from the two lowest years, which ignores an
economic recovery, and additional supervisors. SDG&E points out that DRA’s
own witness presented a forecast of residential building permits that increases
through 2012.

On the recommendations of DRA and UCAN concerning the main
maintenance workgroup, SDG&E contends that including the cost of maintaining
bridge and span pipe supports is needed to ensure safety and reliability, and that
the appropriate five-year average is for the period of 2005-2009, and not the
2006-2010 period that DRA used.

Regarding UCAN’s recommendation for service maintenance, SDG&E
contends that the incremental cost for system growth should be included due to
the improving economy. As the economy approves, SDG&E contends that this
will result in more alterations to SDG&E’s distribution services.

For the supervision and training workgroup, SDG&E contends that the
recommendations of DRA and UCAN should be rejected because both of those
recommendations ignore the incremental costs for training that is needed to
enhance worker effectiveness and safety.

UCAN recommends that a three-year average should be used for the
non-labor costs for the tool, materials and fittings workgroup. SDG&E opposes
UCAN'’s non-labor method, and contends that SDG&E’s method best reflects the
anticipated non-labor costs.

On the recommendations of DRA and UCAN to reduce the O&M expenses
for the other services workgroup, SDG&E contends that its five-year average
should be used instead of UCAN's three-year average, and DRA’s five-year
average which used the 2006-2010 data. SDG&E argues that its five-year average
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is a more appropriate forecast method because it reflects the variability of costs
in this workgroup.

Regarding the need for the NERBA, SDG&E contends that the mandatory
GHG reporting rule will require SDG&E to annually report fugitive and vented
methane emissions from its gas distribution system. Due to this incremental
environmental compliance cost, and because of the uncertainty of how this rule
will impact SDG&E'’s operations and costs, SDG&E requests that the two-way
balancing account in the form of the NERBA, be adopted. With the two-way
balancing account, SDG&E states that “should SDG&E find that such
expenditures are less than forecasted, excess revenues will be credited back to
ratepayers.” (Ex. 25 at 10.)

On the recommendation of DRA to reduce the O&M expenses for the
measurement and regulation workgroup, SDG&E contends that DRA’s forecast
does not reflect the current operational conditions, and ignores incremental
safety enhancements and training activities. SDG&E contends that UCAN'’s
recommendation uses 2010 data, which is too low, and “does not capture the
operating realities of managing a gas distribution system.” (Ex. 25 at 32.)

7.2.2.2.2.3. Discussion

We have reviewed the testimony and arguments of the parties regarding
the category of costs for field operations and maintenance. We have also
considered the different forecasts of the parties and the incremental additions
that SDG&E is requesting, and compared those forecasts to the historical costs.
Based on all those considerations, and as discussed below, it is reasonable to
adopt a total O&M forecast of $11.578 million for the field operations and
maintenance category. In contrast, SDG&E requested $15.572 million for this

category of costs.
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The first workgroup is for leak survey. The main driver of this O&M cost
is the federal pipeline safety regulations concerning leak surveys. In order to
have an adequate sized workforce to carry out the leak surveys, to utilize the
mobile data terminals, to account for a moderate growth in the amount of
pipelines that need to be leak surveyed, and to remove the weed abatement costs
as noted by UCAN, it is reasonable to adopt an O&M forecast of $1.100 million
for the leak survey workgroup.

The second workgroup is locate and mark. The locate and mark activity
depends on the amount of construction and the state of the economy. Based on
the historical costs, the economic slowdown and the gradual economic recovery,
the staff needed to handle this activity, and the incremental additions that
SDG&E is requesting, it is reasonable to adopt DRA’s O&M forecast of
$2.290 million for the locate and mark workgroup.

The third workgroup is main maintenance. The factors which influence
these O&M costs are the aging main lines and bridge support infrastructure, and
the economy and the gradual construction recovery. These factors have also
been considered in light of the historical costs. Based on all these considerations,
it is reasonable to adopt DRA’s O&M forecast of $1.083 million.

The fourth workgroup is for service maintenance. The O&M costs in this
workgroup are influenced by the aging service lines and infrastructure,
municipal improvements, and system growth. Based on these considerations, as
well as a comparison to recorded costs, it is reasonable to adopt UCAN’s O&M
recommendation of $1.196 million.

The fifth workgroup is for supervision and training. The majority of the
costs in this workgroup are due to field skills training. In reviewing the forecasts

of SDG&E, DRA, and UCAN, the four years of 2005 to 2009 provide a useful
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range for developing the base forecast. As described in Exhibit 22, SDG&E then
adds in the costs of incremental training in various areas. DRA and UCAN do
not believe the incremental costs are warranted. Based on our review of
SDG&E'’s request for incremental training, as well as the historical costs for this
workgroup, it is reasonable to adopt DRA’s O&M forecast of $2.105 million.

The sixth workgroup is for tools, materials, and fittings. SDG&E
recommends O&M costs of $502,000 which is based on the 2009 recorded
amount. UCAN recommends $449,000 as the O&M forecast, which uses the
three-year average for non-labor costs from 2008-2010. Based on the historical
costs experienced for this workgroup, we are not persuaded that UCAN's
methodology should be used. Instead, it is reasonable to adopt SDG&E'’s
forecast of $502,000 for the tools, materials, and fittings workgroup.

The seventh workgroup is for electric support. None of the other parties
dispute SDG&E’s recommendation of $588,000 as the O&M costs for the electric
support workgroup. However, a review of these historical costs suggests that
the 2012 test year cost will be less than what SDG&E and DRA have forecasted.
Based on the historical costs, it is reasonable to adopt an O&M forecast of
$540,000 for the electric support workgroup.

The eighth workgroup is for other services. SDG&E’s other services
workgroup is composed of the costs which it has incurred historically, and the
estimated costs of complying with the mandatory GHG reporting rule.

For the historical costs, SDG&E used the five-year average of 2005-2009 to
derive its forecast of $208,000. DRA used the five-year average of 2006-2010 to
derive its base forecast of $190,000. UCAN used the three-year average of
2008-2010 to derive its base forecast of $165,000. We have compared the different

forecasts to the historical data for 2005-2010. Based on that comparison, it is
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reasonable to adopt an O&M amount of $200,000 for the other services
workgroup, which does not include the cost of complying with the mandatory
GHG reporting rule.

Regarding the issue of whether this GRC should include funding for the
mandatory GHG reporting rule, we conclude that it should, but not at the
funding level that SDG&E recommends. The mandatory GHG reporting rule
went into effect on December 30, 2010, shortly after the Applicants filed their
GRC application. As a natural gas distribution system, SDG&E is required under
Subpart W of Part 98 of Title 40 of the Code of Federal Regulations (CFR) to
monitor and report its GHG emissions to the EPA. With deadlines to begin the
monitoring and reporting of GHGs, it is clear that SDG&E will incur O&M
expenses in order to comply with this rule. DRA and UCAN have not offered
any compelling reasons as to why this GRC should not include funding to
comply with this rule.

SDG&E requests that the Commission authorize the NERBA as a two-way
balancing account to record the costs associated with complying with the
mandatory GHG reporting rule. DRA, FEA, and UCAN oppose the NERBA and
related funding for O&M costs. The reason why SDG&E requests a two-way
balancing account is because of the uncertainty over how much it will cost to
comply with this rule. The testimony of the Applicants, as well as other exhibits,
make it clear that depending on how the rule is interpreted, a large number of
facilities might have to be inspected and monitored. SDG&E has been working
with the American Gas Association to clarify Subpart W. At the time when
SDG&E served its rebuttal testimony, the EPA had “issued a second revision of
technical corrections which again changed areas of consideration involved in

determining source requirements for leak testing.” (Ex. 327 at 16.) As noted by
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SDG&E, these changes have the potential to impact the “scope and costs for
compliance activities.” (Ibid; See Ex. 337.)

Based on the uncertainty of the costs of complying with the mandatory
GHG reporting rule, it is reasonable to authorize SDG&E to file an AL to
establish the NERBA as a two-way balancing account to record SDG&E’s O&M
costs that are associated with complying with the mandatory GHG reporting rule
that is set forth in Subpart W of Part 98 of Title 40 of the CFR. SDG&E shall file a
Tier 2 AL within 45 days from the effective date of this decision to establish the
NERBA for that purpose.

Since SDG&E is likely to incur O&M costs related to the mandatory GHG
reporting rule, it is reasonable to adopt additional O&M costs of $300,000 for the
other services workgroup for the 2012 test year. This amount is reasonable
because SDG&E acknowledges that these O&M costs related to the GHG
reporting rule are uncertain. Since such costs will be subject to the two-way
balancing account, if today’s level of funding is too low, SDG&E will be able to
request recovery of the difference in the NERBA at a later date. Accordingly, the
total O&M amount for the other services workgroup is $500,000.

The ninth workgroup is for the measurement and regulation workgroup.
SDG&E forecasts $2.898 million in costs for this workgroup. DRA recommends
$2.262 million, while UCAN recommends $2.536 million. SDG&E contends that
the base forecast for this workgroup should be the 2009 recorded amount of
$2.486 million since that amount includes the addition of a supervisor position.
SDG&E proposes $412,000 in incremental costs, as described in Exhibit 22, to
arrive at its forecast of $2.988 million. We have examined the differing forecasts
and compared them to the historical costs. In addition, we have considered the

incremental activities which SDG&E plans to pursue in the test year. Based on
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our analysis of all of these considerations, it is reasonable to adopt DRA’s
recommendation of $2.262 million as the 2012 test year O&M amount for the
measurement and regulation workgroup.

7.2.2.2.3. Asset Management
7.2.2.2.3.1. Introduction
SDG&E forecasts $2.726 million for the non-shared O&M costs for asset

management.

This category of costs covers the O&M activities that evaluate the
condition of the gas distribution system. These activities include such things as
the maintenance of asset records, the identification of corrective maintenance
solutions, and coordination with field personnel on completion and recording of
O&M activities. The asset management category consists of the following
two workgroups: pipeline O&M planning; and cathodic protection.

The first workgroup is the pipeline O&M planning workgroup. SDG&E
forecasts O&M costs of $1.828 million for this workgroup. This workgroup
records the costs for the pipeline maintenance technical planning office
personnel, regional engineering, pipeline mapping personnel, mapping of
pipeline facilities, various analytical and administrative support positions, and
associated supervision. SDG&E'’s technical planning office provides many of the
technical and administrative services to carry out and complete the O&M
activities. In addition, the technical planning office coordinates the emergency
response efforts by managing the gas emergency center. The gas emergency
center is activated when there is a significant event, and provides support for the
field operations with engineering, pipeline planning, mapping, logistics, and

office resources.
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SDG&E used the 2009 recorded amount as its base amount, and then
added incremental amounts for the following: support training for the GIS; a
rotation program for engineers; to provide support for construction design
estimating due to the development of the graphic work design process; and to
make the staff adjustments for drafting support.

The second workgroup is cathodic protection. SDG&E forecasts O&M
costs of $898,000 for this workgroup. This workgroup records the costs
associated with the inspection and evaluation of the cathodic protection system
on SDG&E's steel distribution pipelines. SDG&E used a three-year average as its
base amount, and then added incremental amounts for the following: formal
training for the cathodic protection workforce; support training for the new GIS;

support training for new technologies; and wireless fees for mobile data

terminals.
7.2.2.2.3.2. Position of the Parties
7.2.2.2.3.21. DRA

For the pipeline O&M planning workgroup, DRA recommends O&M costs
of $1.473 million, which is $355,000 less than SDG&E’s recommendation of
$1.828 million. DRA’s recommendation is based on the two-year average of
2009-2010.

For the cathodic protection workgroup, DRA recommends O&M costs of
$824,000, which is a reduction of $74,000 from SDG&E’s recommendation of
$898,000. DRA’s recommendation uses the five-year average of 2006-2010.

7.2.2.2.3.2.2. UCAN
For the pipeline O&M planning workgroup, UCAN recommends O&M

costs of $1.581 million. UCAN’s recommendation is based on the three-year
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average of 2008-2010 for labor, and a two-year average of 2009-2010 for
non-labor.

UCAN recommends an O&M forecast of $848,000 for the cathodic
protection workgroup. UCAN’s recommendation uses the four-year average of
2007-2010, and does not include any of the adjustments that SDG&E used.

7.2.2.2.3.2.3. SDG&E
SDG&E contends that DRA’s recommendation, as well as UCAN’s

recommendation, fail to reflect the “necessary expenditures for training
employees in the new GIS system; the pressing need for new engineers hired into
the Engineering Rotation Program to provide necessary engineering for the
safety sensitive positions to which they are assigned; additional staffing
requirements to support the rollout of the Graphic Work Design...for the

OpEx 20/20 project for construction cost estimating; and the full year’s effect for
two vacancies that were filled in 2009 for drafting support.” (Ex. 25 at 34.)
SDG&E contends that DRA’s “shortfall in funding would not be sufficient to
adequately train personnel responsible for accurately mapping gas pipelines on
the GIS system, to adequately prepare engineering personnel to respond to gas
emergencies, to develop accurate construction cost estimates for customers, and
to maintain the level of drafting personnel that were on staff at year end 2009.”
(Ex. 25 at 34-35.) SDG&E also criticizes UCAN’s methodology because it relied
on 2010 data.

On the recommendation of DRA regarding cathodic protection, SDG&E
contends that DRA’s inclusion of the 2006 data into its five-year average fails to
reflect the organizational changes that took place, and are not representative of
the current group structure. Also, DRA ignored the incremental costs for a

formalized training program, for training personnel on the new GIS platform
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and graphic work design applications, and the wireless fees for the mobile data
terminals.

Regarding UCAN’s recommendation for cathodic protection, SDG&E
disagrees with UCAN’s inclusion of the 2010 data, and believes that the
2007-2009 period is more appropriate. UCAN’s recommendation also did not
include the incremental costs, which SDG&E contends are necessary for training,

and to connect the mobile data terminals.

7.2.2.2.3.3. Discussion

We have reviewed the testimony and arguments of the parties regarding
the asset management category of costs. We have also compared SDG&E’s
forecast and the incremental additions it is requesting, and the forecasts of DRA
and UCAN to the historical costs.

Based on those considerations, it is reasonable to adopt UCAN’s O&M
forecast of $1.581 million for the pipeline O&M planning workgroup.

Based on the above considerations, it is reasonable to adopt UCAN’s O&M
forecast of $848,000 for the cathodic protection workgroup.

7.2.2.24. Operations Management and Training
7.2.2.2.4.1. Introduction
SDG&E forecasts $1.514 million for the non-shared O&M costs for

operations management and training. Operations management and training is
the only workgroup within this category.

This category of costs covers the O&M activities that represent the
leadership and operations support to the organization responsible for gas
distribution. Included within this category are the costs associated with the
following: developing and maintaining distribution construction standards;

evaluating new field technologies; assisting with field training; training
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distribution welders; providing code-required welder testing; providing welding
inspection; managing the welding school; and the management and
administrative and support positions at the gas technical services.

SDG&E used the 2009 recorded amount as the base, and then added
incremental amounts for the following: increased cost of welder training
materials; staffing adjustment for manager and advisor position; instructional

designer for skills field training; and support of new technology and process

improvement.
7.2.2.24.2.  Position of the Parties
7.2.2.2.4.21. DRA

DRA recommends $1.099 million for the operations management and
training workgroup, which is $415,000 less than SDG&E's forecasted expenses of
$1.514 million. DRA’s recommendation is based on the two-year average of
2009-2010. DRA points out that since 2006, the expense for this workgroup has
been decreasing.

7.2.2.2.4.2.2. UCAN

For the operations management and training workgroup, UCAN
recommends O&M costs of $1.193 million for the 2012 test year, instead of
SDG&E'’s recommendation of $1.514 million. UCAN’s forecast is lower because
it does not believe the 2012 economy will be as robust as SDG&E’s forecast, and
because UCAN does not believe SDG&E will need to hire as many employees as
SDG&E has projected.

7.2.2.2.4.2.3. SDG&E
SDG&E contends that DRA’s two-year average methodology “fails to

acknowledge the need to fund incremental work elements above the base level

necessary to adequately fund” this workgroup. SDG&E contends that the
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incremental additions are needed for the course materials for welder training,
funding to represent the full year effect of filling vacancies to ensure adequate
management oversight and support, staffing for a full time instructional designer
to ensure that training remains current, and staffing to support new technologies
and work process improvements.

Regarding UCAN’s recommendation, SDG&E contends that UCAN's
methodology is flawed because UCAN assumes incorrectly that the entire cost is
a training expense, and contains math errors. In addition, UCAN does not
include the incremental addition for new training, which is not included in the

historical base.

7.2.2.2.4.3. Discussion

We have reviewed the testimony and arguments of the parties regarding
the category of costs for operations and management and training. We have also
compared SDG&E's forecast and the incremental additions it is requesting, and
the forecasts of DRA and UCAN, to the historical costs. Based on all those
considerations, it is reasonable to adopt DRA’s O&M forecast of $1.099 million

for operations management and training.

7.2.2.3. O&M Shared Services
SDG&E’s forecast of the gas distribution O&M expense for shared services

for test year 2012 is $88,000. These O&M expenses are to support the following
business functions of SDG&E: operations leadership; and operations technical
support.

The operations leadership function covers the costs of the VP,
administrative support, and miscellaneous non-labor expenses in support of the
organization. The operations technical support function covers the costs of two

SDG&E employees who are engaged in field support to SoCalGas” inland region.
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The estimated total expenses for operations leadership is $114,000 and
$169,000 for operations technical support. Of these totals, SDG&E retained
$20,000 of the operations leadership costs, but none of operations technical
support costs. SDG&E was billed $68,000 from SoCalGas for services from the
office of the VP representing administrative support services.

UCAN recommends that operations leadership amount be reduced to
$98,000 instead of the $114,000 that SDG&E used. For operations technical
support, UCAN recommends that the amount be reduced to $149,000 instead of
the $169,000 that SDG&E used. UCAN’s reduced amounts are because the
2010 spending was less than 2009 by a considerable amount.

UCAN proposes to reduce the shared costs because of the lower
2010 costs. We have reviewed the testimony and arguments of SDG&E and
UCAN regarding the O&M shared services, and the impact on SDG&E and
SoCalGas if UCAN's reductions were adopted. We have also considered
UCAN’s argument in light of the economic downturn in 2010 and the forecast for
2012. However, we are not persuaded by UCAN that the operations leadership
amount and the operations technical support should be reduced. Accordingly, it
is reasonable to adopt SDG&E's forecast of $88,000 as the total booked cost for
gas distribution shared service.

7.2.3. Capital Expenditures
7.2.3.1. Introduction

This section addresses SDG&E’s estimated capital expenditures for its gas
distribution utility plant for the period 2010 through 2012.

The gas distribution capital projects are the result of customer requests or
to meet system needs. SDG&E'’s gas distribution capital projects are managed by

project category. Within each project category are a number of different projects.
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SDG&E has 14 project categories of capital expenditures. The following table is a
summary of SDG&E’s forecasted project costs by category:4

($ 000)
2010 GRC 2011 GRC 2012 GRC
Cat Total
ategory Forecast Forecast Forecast ota
New Business $2,085 $3,514 $4,898 $10,497
System Minor $754 $754 $754|  $2,262
Add/Reloc./Retire
Meter & Regulator $6,349 $6,631 $7,526 |  $20,506
Materials
Pressure Betterment $2,209 $3,121 $3,704 $9,044
Distribution $30 $30 $30 $90
Easements
Pipe Relocation - $4,047 $3,970 $3,825|  $11,842
Franchise & Freeway
Tools & Equipment $313 $446 $446 $1,205
NERBA $0 $1,400 $0 $1,400
Code Compliance $547 $349 $441 $1,337
Replacement of $1,549 $1,528 $1,487 $4,564
Mains & Services
Cathodic Protection $581 $646 $711 $1,938
Regulator Station $614 $1.332 $721 $2 667
Improvements
Local Engineering $5,083 $5,742 $6,114 $16,939
Camp Pendleton - $439 $0 $0 $439
San Onofre 1
Sub Total $24,600 $29,463 $30,657 $84,720
Smart Meter Project $50,472 $12,713 $0 $63,185
Total Capital $75,072 $42,176 $30,657 | $147,905

In the sub-sections below, we address each project category separately.

49 SDG&E's forecast of the capital projects listed in the summary table are described in
more detail in Exhibit 22. SDG&E’s rebuttal in Exhibit 25 at 43 shows a comparison to
the capital expenditures that DRA and UCAN are requesting.
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7.2.3.2. New Business
7.2.3.2.1. Introduction

The new business category of capital projects covers the changes and
additions to the existing gas distribution system to serve new customers. These
capital projects include the installation of gas main lines and service lines, meter
set assemblies, and regulator stations.

For the new business category of projects SDG&E forecasts capital
expenditures of $2.085 million for 2010, $3.514 million for 2011, and
$4.898 million for 2012. These capital expenditures are based on SDG&E’s
projection of new meter sets added to the gas distribution system, multiplied by
the cost per meter set. SDG&E anticipates that in 2012, the growth in new meter
sets will return to the 2006 level.

7.2.3.2.2. Position of the Parties
7.2.3.2.2.1. DRA

DRA recommends that capital expenditures be authorized as follows for
the new business budget code: for 2010, the recorded amount of $2.011 million;
$2.499 million for 2011; and $2.499 million for 2012. DRA’s capital expenditures
for 2011 and 2012 are based on the three-year average of 2008-2010. DRA also
notes that the capital expenditures for new business have declined from 2005 to
2010.

7.2.3.2.2.2. UCAN

UCAN recommends that capital expenditures be authorized as follows for
the new business budget code: $2.623 million for 2010; $2.138 million for 2011;
and $3.144 million for 2012. UCAN’s capital expenditure forecasts are based on

lower gas construction units than what SDG&E used.
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7.23.2.23. SDG&E
SDG&E contends that DRA’s use of the three-year average to derive the

capital expenditures for 2011 and 2012 “implies that new business activity will
remain stagnant at a level that represents the lowest level of spending over the
last five years.” (Ex. 25 at 45.) SDG&E points out, however, that DRA does not
dispute SDG&E’s forecast of future units of construction, and DRA’s forecast of
active customers is similar to SDG&E's forecast of growth, “which is consistent
with some rebound in construction unit growth.” (Ex. 25 at 45.) SDG&E
contends that its forecast for each of the three years was based on independent
estimates of construction units and the cost per unit.

With regard to UCAN’s forecast, SDG&E points out that UCAN derived
its 2011 and 2012 forecast by “developing its own construction unit forecast,” and
then “determined the percentage reduction between UCAN’s and SDG&E's
construction unit forecast, [and] then reduced SDG&E’s 2011 and 2012 forecasted
expenditures by this same percentage difference between the two.”

(Ex. 25 at 46.) Although SDG&E “acknowledges that economic conditions have
improved more slowly than originally forecast, it would be inappropriate to
make isolated updates to the general rate case” for the following reasons:

First, selective updating ignores the fact that while certain
costs may be lower than expected, other costs may be higher
than expected and there is no provision to update those
instances of higher costs. Second, the Rate Case Plan is very
prescriptive regarding the types of information that may be
updated in a general rate case and the proposal by UCAN
contravenes this intent. Third, the revenue requirement
associated with new business should reflect the level of
activity that SDG&E expects to occur over the rate case period.
...[In addition,] UCAN’s forecast for 2011 is $455,000 less than
2010 recorded expenditures, yet UCAN's forecast of
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construction units is 29% higher in 2011 than it was in 2010.
(Ex. 25 at 46-47.)

7.2.3.2.3. Discussion

We have reviewed the testimony and the argument of the parties
concerning the capital expenditures regarding new business, the forecast of new
customers, and construction units. We have also compared the forecasts of
capital expenditures to the historical spending. At the time SDG&E’s opening
testimony was prepared, it relied on the IHS Global Insight Winter 2009 regional
forecast for San Diego County to develop its estimate of customers. SDG&E's
estimate of customers is derived from the permit and employment assumptions
contained in the IHS Global Insight forecast. That forecast is also used by
SDG&E to shed light on the direction of the economy, and to validate its forecast
methodology. The estimate of customers is important because it is a factor which
affects a lot of the costs in this GRC.

In their rebuttal testimony, some parties mentioned the more recent
July 2011 IHS Global Insight forecast for San Diego County. (See Ex. 29 at 16-17;
Ex. 558 at 57-58.) This later forecast shows a more moderate growth of
construction units than was originally forecasted in the Winter 2009 IHS Global
Insight forecast. According to UCAN, the later forecast shows that “the 2007
level of construction units is not expected to be seen until 2014.” (Ex. 558 at 58.)
SDG&E also “acknowledges that economic conditions have improved more
slowly than originally forecast....” (Ex. 25 at 46.) SDG&E’s witness on customer
growth also acknowledged that the Federal Reserve, and IHS Global Insight
reduced their growth projections for 2011 and 2012. (23 R.T. 2962.)

Based on all these considerations, we agree that the economic outlook is
not as optimistic as SDG&E originally forecast it would be. We believe that the

capital expenditure forecasts for new business will reflect the forecasts of DRA
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and UCAN, instead of SDG&E's forecast. Accordingly, it is reasonable to adopt
the following forecast of capital expenditures for new business: $2.011 million for
2010; $2.250 million for 2011; and $2.900 million for 2012.

7.2.3.3. System Minor Additions, Relocations
and Retirements

7.2.3.3.1. Introduction

The category of system minor additions, relocations, and retirements
covers the costs that are not covered in other work categories. These costs
include abandonment of main and service lines, and service relocations due to
customer requests.

For this category, SDG&E forecasts capital expenditures of $754,000
annually in 2010, 2011, and 2012. These capital expenditures were based on
SDG&E’s use of the five-year average of 2005-2009 for the labor component, and
the five-year average of 2005-2009 was used for the non-labor components of

materials and services, and contribution in aid of construction (CIAC) credits.

7.2.3.3.2. Position of the Parties
7.2.3.3.2.1. DRA

DRA recommends that capital expenditures be authorized as follows for
the system minor adds, relocations, and retirements budget code: for 2010, the
recorded amount of $313,000; and for 2011 and 2012, DRA accepts SDG&E’s
forecasts of $754,000 in each year.

7.2.3.3.22. SDG&E
SDG&E contends that DRA’s recommendation for the 2010 level of capital

expenditures is incorrect because it “included portions of collectible monies from
customers that should be excluded from the forecast,” and [h]ad the appropriate
treatment of the collectible monies been performed, a value of $604,000 would

have been obtained for 2010 recorded expenditures.” (Ex. 25 at 49.)
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7.2.3.3.3. Discussion

Based on our review of the parties’ testimony and arguments, and a
comparison of the forecasts to historical spending, it is reasonable to adopt the
following forecast of capital expenditures for system minor additions,
relocations, and retirements: $604,000 for 2010; $754,000 for 2011; and $754,000
for 2012.

7.2.3.4. Meter and Regulator Materials
7.2.3.4.1. Introduction

The meter and regulator materials category of capital projects covers the
cost of purchasing new gas meters and pressure regulators for use by new
customers or for replacements.50

For this category, SDG&E forecasts capital expenditures of $6.349 million
for 2010, $6.631 million for 2011, and $7.526 million for 2012. These capital
expenditures are based on SDG&E's projection of new business, the trend in
routine replacements, and program replacement.

7.2.3.4.2. Position of the Parties
7.2.3.4.21. DRA

For the meter and regulator materials budget code, DRA recommends that
capital expenditures be authorized as follows: for 2010, the recorded amount of
$6.083 million; and for 2011 and 2012, annual expenditures of $4.665 million.
DRA'’s forecast for 2011 and 2012 is based on the five-year average of 2006-2010.

7.2.3.4.2.2. UCAN
UCAN recommends the following capital expenditures: for 2010, the

recorded amount of $6.083 million; $6.344 million for 2011; and $7.062 million for

50 The cost of installation is covered by other applicable budget categories such as new
business or code compliance.
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2012. UCANs forecast for 2011 and 2012 is tied to its forecast of construction

units, which is less than what SDG&E believes will occur.

7.2.3.423. SDG&E
SDG&E contends that DRA’s forecast of the capital expenditures ignores

the expenditures for the smart meter modules that attach to the gas meters. The
smart meter modules included in SDG&E's forecast is to cover the costs of
purchasing these modules for meter replacements that are used in routine or
planned meter changes.

SDG&E objects to UCAN's forecast because it relies on UCAN’s forecast of
construction units, which SDG&E believes understates the rebound in
construction. SDG&E also takes issue with UCAN’s assumption that all the
meters and regulators cost the same. SoCalGas contends that this is not the case,

and that the cost depends on the size of the meters and its use.

7.2.3.4.3. Discussion

We have reviewed the parties’ testimony and arguments concerning the
capital expenditures for meters and regulators. We have also compared the
parties” forecasts to historical spending. We have also taken into consideration
the more moderate growth in the number of future customers given the state of
the economy, and the need for the smart meter modules that are used in the
replacement gas meters. Based on those considerations, it is reasonable to adopt
DRA’s recommendations regarding the capital expenditures for meters and
regulators as follows: $6.083 million for 2010; $4.665 million for 2011; and
$4.665 million for 2012.
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7.2.3.5. Pressure Betterment
7.2.3.5.1. Introduction

The pressure betterment category of capital projects covers the costs of
projects to improve pressure in areas where there is insufficient capacity or
pressure to meet load growth. Typical pressure betterment projects include the
installation of new main lines, and if necessary, regulator stations, or upgrading
existing main lines and regulator stations to a higher pressure.

For the pressure betterment category of projects, SDG&E forecasts capital
expenditures of $2.209 million for 2010, $3.121 million for 2011, and
$3.704 million for 2012. These capital expenditures were based on known
specific projects that were identified by SDG&E. According to SDG&E, the costs
of these projects were “estimated by identifying the type, size and length of pipe
and whether or not a regulator or limiting station would be involved, and
multiplying by the unit cost for these materials.” (Ex. 22 at 62.)

7.2.3.5.2. Position of the Parties
7.2.3.5.2.1. DRA

For the pressure betterment budget codes, DRA recommends the
following capital expenditures: for 2010, the recorded amount of $852,000; and
for 2011 and 2012, annual expenditures of $1.700 million.

7.2.3.5.2.2. SDG&E
SDG&E contends that DRA’s forecast is deficient because DRA did not

consider the pressure betterment work that was reported in budget code 545 for
2010 of $1.120 million, and did not account for this in 2011 and 2012. In addition,
SDG&E contends that its forecast of capital expenditures were based on projects

that have been identified as needed work to improve system pressure.
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7.2.3.5.3. Discussion

We have reviewed and considered the testimony and arguments of
SDG&E and DRA concerning the pressure betterment capital expenditures, and
compared the forecasts to historical costs. We have also taken into account the
pressure betterment work that is recorded in budget code 545. Based on those
considerations, it is reasonable to adopt the following forecast of capital
expenditures for pressure betterment: $1.972 million for 2010; $2 million for
2011; and $2.500 million for 2012.

7.2.3.6. Distribution Easements
7.2.3.6.1. Introduction

The distribution easements category of capital projects covers the costs of
obtaining gas distribution easements. This work usually consists of survey and
mapping, document research, document preparation, and negotiations for the
acquisition of easements.

For this category, SDG&E forecasts annual expenditures of $30,000 in 2010,
2011, and 2012. These capital expenditures are based on the five-year average of
2005-2009.

7.2.3.2.6. Position of the Parties
7.2.3.2.6.1. DRA

DRA recommends that capital expenditures be authorized as follows for
the distribution easements budget code: for 2010, the recorded amount of
$11,000; and DRA accepts SDG&E's forecast of annual expenditures of $30,000 in
2011 and 2012.

7.2.3.6.2.2. SDG&E
SDG&E opposes DRA’s forecast of the 2010 capital expenditures because it

is based on the use of 2010 data.
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7.2.3.6.3. Discussion

We have reviewed the testimony and argument of the parties concerning
distribution easements, and have also compared the forecasts to historical costs.
Based on those considerations, it is reasonable to adopt the following forecast of
capital expenditures for distribution easements: $11,000 for 2010; $30,000 for
2011; and $30,000 for 2012.

7.2.3.7. Pipe Relocation — Franchise and Freeway
7.2.3.7.1. Introduction

The category of pipe relocation - franchise and freeway covers the costs of
relocating existing gas facilities when they conflict with public improvements by
local or state agencies.

For this category of projects, SDG&E forecasts capital expenditures of
$4.047 million for 2010, $3.970 million for 2011, and $3.825 million for 2012.
These capital expenditures are based on construction forecasts for 2010 that were
provided to SDG&E by the cities, San Diego County, and the California
Department of Transportation (CALTRANS).

7.2.3.7.2. Position of the Parties
7.2.3.7.21. DRA

DRA recommends that capital expenditures be authorized as follows for
the pipe relocations - franchise and freeway budget code: for 2010, the recorded
amount of $3.652 million; and for 2011 and 2012, annual expenditures of

$2.398 million.5!

51" Although DRA refers to the 2010 recorded amount as $3.652 million, the correct 2010
recorded amount appears to be $3.672 million as corrected in 12 R.T. 1127.
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7.2.3.7.2.2. UCAN
UCAN recommends the following capital expenditures for this budget

code: for 2010, the amount of $2.753; $2.544 million for 2011; and $2.466 million
for 2012.52

7.2.3.7.2.3. SDG&E
SDG&E is opposed to DRA’s forecast because DRA failed to explain why it

used the five-year average of 2006-2010 to derive its 2011 and 2012 forecast.
SDG&E also contends that its forecast of capital expenditures for 2010-2012 is
based on the construction forecasts provided by the cities, San Diego County,
and the CALTRANS. SDG&E expects that construction activities will return to
the levels that occurred before the economic slowdown.

SDG&E is opposed to UCAN’s forecast of capital expenditures because
UCAN'’s methodology relies on the incorrect 2010 amount. SDG&E contends
that the actual 2010 costs support SDG&E's 2011 and 2012 forecast.

7.2.3.7.3. Discussion

We have reviewed the testimony and arguments of the parties concerning
the pipe relocations due to franchise and freeway. We have also compared the
forecasts to the historical costs, and considered the economic conditions which
affect these kinds of projects. Based on those considerations, it is reasonable to
adopt the following forecast of capital expenditures for pipeline relocations due
to franchise and freeway: $3.672 million for 2010; $2.400 million for 2011; and
$2.900 million for 2012.

52 UCAN states in Exhibit 558 at 64 that its 2010 forecast of capital expenditures is based
on the 2010 recorded amount. However, as SDG&E points out in Exhibit 25, the 2010
recorded amount appears to be $3.672 million.
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7.2.3.8. Tools & Equipment
7.2.3.8.1. Introduction

The tools and equipment category of capital projects covers the costs of
new tools and equipment that field personnel use to construct, operate, and
maintain the gas distribution system. The new tools and equipment are
purchased due to failure or age, advances in technology, and to improve safety.

For the tools and equipment category of projects, SDG&E forecasts capital
expenditures of $313,000 for 2010, $446,000 for 2011, and $446,000 for 2012.
These capital expenditures are based on the five-year average of 2005-2009
excluding historical expenditures of large, non-typical purchases. To this base
forecast, SDG&E added the expenses necessary to design and construct the
training facility for distribution operations field personnel, and to purchase
optical methane scanners at a cost of $1.400 million in 2011.

SDG&E contends that the optical methane scanners are needed because of
the mandatory GHG reporting rule. This rule requires SDG&E to annually
report “methane emissions from natural gas distributions systems; annually
inventory components; annually survey for leaks, and conduct other new
activities.” (Ex. 22 at 65.) According to SDG&E, since there is uncertainty about
the specific compliance requirements, SDG&E proposes that the two-way
balancing account, called the NERBA, be adopted to record the expenses that are
incurred in complying with this rule.

7.2.3.8.2. Position of the Parties
7.2.3.8.2.1. DRA

For the tools and equipment budget code, DRA recommends the
following: the recorded amount of $143,000 for 2010; $1.798 million for 2011; and
$398,000 for 2012.
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7.2.3.8.2.2. SDG&E
SDG&E contends that DRA’s forecast does not reflect all of the incremental

increases that SDG&E has requested. DRA’s forecast does not include the costs
associated with constructing a training facility “to provide enhanced training to

gas distribution personnel.” (Ex. 25 at 59-60.)
7.2.3.8.3. Discussion

We have reviewed the testimony and arguments of the parties concerning
the capital expenditures for tools and equipment. We have also considered the
need for the training facility to train gas distribution field personnel, and the
costs of the tools that will be used to comply with Subpart W. As noted earlier,
Subpart W requires monitoring and reporting of GHG emissions. Based on all
those considerations, it is reasonable to adopt the following forecast of capital
expenditures: the actual recorded cost of $143,000 for 2010; $1.846 million for
2011; and $446,000 for 2012.

As previously discussed, we also adopt the NERBA two-way balancing
account to record the costs associated with complying with Subpart W. The cost
of the methane scanners, which will be used to comply with Subpart W, are
reflected in the adopted forecast of capital expenditures.

7.2.3.9. Code Compliance
7.2.3.9.1. Introduction

The code compliance category of capital projects covers the cost of
upgrades or addition to facilities to ensure compliance with minimum federal
safety standards for gas pipelines. The four main components of these capital
projects are for regulator replacement programs, installation of barricades to

protect meter set assemblies from vehicular traffic, installation of distribution
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system electronic pressure monitoring devices, and isolation valves for the safe
operation of the gas distribution system.

For the code compliance category, SDG&E forecasts capital expenditures
of $547,000 for 2010, $349,000 for 2011, and $441,000 for 2012. These capital
expenditures were developed based on an examination of the four main

components of capital projects.

7.2.3.9.2. Position of the Parties
7.2.3.9.2.1. DRA

For the code compliance budget code, DRA recommends the following
capital expenditures: for 2010, the recorded amount of $441,000; and for 2011
and 2012, annual capital expenditures of $256,000.

7.2.3.9.2.2. SDG&E

SDG&E contends that DRA’s forecast is not reasonable because it
underestimates the capital expenditures that have historically been incurred, and

did not include incremental costs.

7.2.3.9.3. Discussion

We have reviewed the testimony and arguments of the parties, and
compared their forecasts to the historical costs. Based on those considerations,
DRA’s forecast appears to be too low because it did not account for all of the
costs that are included in the code compliance budget code. It is reasonable to
adopt the following forecast of capital expenditures for code compliance:
$441,000 for 2010; $349,000 for 2011; and $441,000 for 2012.

7.2.3.9.10. Replacement of Mains & Services
7.2.3.9.10.1. Introduction

The category of replacement of mains and services covers the costs of
replacing deteriorated gas distribution pipelines. These replacements can range

from minor repairs to more complex projects. Most of the minor repairs are
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completed in association with leak investigation and repair work, while more
extensive projects are based on evaluation criteria such as the “observed
condition of the pipe, coating deterioration, leak history, age of the pipe,
construction methods originally used, and location relative to places of
gathering.” (Ex. 22 at 68.)

For this category, SDG&E forecasts capital expenditures of $1.549 million
for 2010, $1.528 million for 2011, and $1.487 million for 2012. These capital
expenditures are based on the five-year average of 2005-2009.

7.2.3.10.2. Position of the Parties
7.2.3.10.2.1. DRA

For the replacement of mains and services budget code, DRA recommends
the following capital expenditures: for 2010, the recorded amount of
$1.233 million; and SDG&E’s forecasts of $1.528 million for 2011, and
$1.487 million for 2012.

7.2.3.10.2.2. SDG&E
SDG&E opposes DRA’s 2010 forecast because it is based on the use of

2010 recorded data. SDG&E contends that using “2010 cost data without an
overall evaluation of operating conditions ignores fundamental cost drivers that
affect operations throughout the system.” (Ex. 25 at 62.)

7.2.3.10.3. Discussion

Based on our review of the testimony and arguments of the parties, and
comparing the forecasts to historical costs, it is reasonable to adopt the following
forecast of capital expenditures for the replacements of mains and services:

$1.233 million for 2010; $1.528 million for 2011; and $1.487 million for 2012.
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7.2.3.11. Cathodic Protection
7.2.3.11.1. Introduction

The cathodic protection category of capital projects covers the cost of
installing new and replacement cathodic protection systems and equipment to
comply with state and federal pipeline corrosion control standards. Cathodic
protection combats corrosion on steel pipelines by imposing an electric current
flow toward the surface of the pipeline, which keeps the pipeline negatively
charged with respect to the surrounding soil.

For the cathodic protection budget code, SDG&E forecasts capital
expenditures of $581,000 for 2010, $646,000 for 2011, and $711,000 for 2012.
These capital expenditures were developed using the five-year trend
of 2005-2009.

7.2.3.11.2. Position of the Parties
7.2.3.11.21. DRA
For the cathodic protection budget code, DRA recommends the following

capital expenditures: for 2010, the recorded amount of $364,000; and annual
capital expenditures of $412,000 for 2011 and 2012.

7.2.3.11.2.2. UCAN
UCAN recommends the following capital expenditures for this budget

code: $364,000 for 2010; and for 2011 and 2012, annual capital expenditures of
$458,000.

UCAN contends that SDG&E's forecast for this budget code is based on a
linear trend. However, UCAN contends that SDG&E’s use of the linear trend “is
not statistically significant,” and that the “2010 spending ($364,000) was
considerably less than in 2009 ($506,000) and even farther below SDG&E'’s
forecast of $581,000, showing that there really isn’t any trend at all.”

(Ex. 558 at 64-65.)
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7.2.3.11.2.3. SDG&E
SDG&E is opposed to the forecasts of DRA and UCAN. SDG&E contends

that the use of the five-year average by DRA, and the three-year average by
UCAN, does not reflect the trend for this budget code. According to SDG&E,
this increasing trend is due to the aging of the cathodic protection infrastructure,

and increasing construction costs.

7.2.3.11.2.4. Discussion

We have reviewed the testimony and arguments of the parties concerning
the capital expenditures for cathodic protection. We have also compared the
forecasts to the historical costs. We are not persuaded by SDG&E’s argument
that the five-year increasing trend justifies its forecast. The historical data shows
that costs generally increased from 2005 to 2009, with the exception of 2007.
Then in 2010, as UCAN points out, the costs went down from the higher
amounts that were recorded in 2006, 2008 and 2009. Based on all of those
considerations, it is reasonable to adopt UCAN’s recommended forecasts of
capital expenditures for cathodic protection as follows: $364,000 for 2010;
$458,000 for 2011; and $458,000 for 2012.

7.2.3.12. Regulator Station Improvements
7.2.3.12.1 Introduction

The category of regulator station improvements covers the costs of small
capital projects that are not covered under other budget codes. These projects
“typically involve upgrades to distribution piping associated with regulator
stations, relocating regulator stations out of traffic due to growth and other
safety improvements to distribution facilities.” (Ex. 22 at70.) Also included in

this category are expenditures related to the reliability and capacity
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improvement of SDG&E’s compressed natural gas (CNG) vehicle refueling
stations.

For this category of capital projects, SDG&E forecasts capital expenditures
of $614,000 for 2010, $1.332 million for 2011, and $721,000 for 2012. These capital
expenditures are based on the five-year average of 2005-2009, and the addition of
the SDG&E’s CNG vehicle refueling stations.

Position of the Parties
7.2.3.12.21. DRA

For the regulator station improvements and other budget code, DRA
recommends the following capital expenditures: for 2010, the recorded amount
of $461,000; and annual expenditures of $484,000 in 2011 and 2012. DRA’s 2011
and 2012 forecast is based on the five-year average of 2006-2010.

7.2.3.12.2.2. SDG&E
SDG&E is opposed to DRA’s forecast because it utilizes 2010 data, and

because DRA did not consider the incremental costs for the CNG project.

7.2.3.12.3. Discussion
The major difference between the forecasts of SDG&E and DRA is due to

the incremental costs for the CNG project. According to SDG&E, this project is to
improve the existing infrastructure at SDG&E’s CNG vehicle refueling stations.
This project consists of replacing aging dispenser controllers, adding slow-fill
dispensers, and adding additional capacity. The incremental costs for this
project are $93,000 in 2010, $810,000 in 2011, and $200,000 in 2012.

We have reviewed the testimony and argument of the parties, and have
also compared their forecasts to the historical costs. We have also considered the
need to improve SDG&E’s CNG vehicle refueling stations. Based on those

considerations, it is reasonable to adopt the following forecast of capital
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expenditures for this budget code: $461,000 for 2010; $1.050 million for 2011; and
$600,000 for 2012.

7.2.3.13. Local Engineering
7.2.3.13.1. Introduction

The local engineering category covers the capital costs of a broad range of
services to support gas distribution capital construction. These support service
activities consist of technical planning and project management support, and
engineering activities. The technical planning and project management activities
include the following: planning the project; producing project drawings;
acquiring and managing third party services; and estimating work order costs.
The engineering activities include such activities as gas network analysis,
developing construction designs and pressure control specifications, and
conducting assessments of construction impacts on the reliability of the gas
distribution system.

For the local engineering category, SDG&E forecasts capital expenditures
of $5.083 million for 2010, $5.742 million for 2011, and $6.114 million for 2012.
These capital expenditures were developed based on the ratio of the relationship
of the percentage of local engineering to total direct capital expenditures, and
then applied to the forecasted total capital expenditures.

7.2.3.13.2. Position of the Parties
7.2.3.13.21. DRA

For the local engineering budget code, DRA recommends the following
capital expenditures: DRA accepts SDG&E’s 2010 forecast of $5.083 million; and
for 2011 and 2012, DRA recommends annual expenditures of $4.902 million. To
derive its forecast for 2011 and 2012, DRA used the five-year average of
2005-2009.
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7.2.3.13.2.2. UCAN

UCAN recommends the following capital expenditures for the local
engineering budget code: $4.560 million for 2010; $4.497 million for 2011; and
$4.687 million for 2012. UCAN'’s forecasts used the same method as SDG&E, but
used UCAN’s own estimates of the amount of capital expenditures.

7.2.3.13.23. SDG&E
SDG&E contends that DRA did not explain why it used a five-year

average, and DRA did not recognize the relationship of local engineering to the
other construction activities.

Regarding UCAN’s recommendations, SDG&E takes issue with UCAN’s
forecast of construction activity. Since UCAN agrees with SDG&E’s ratio of local
engineering to construction activity, if SDG&E’s estimates are adopted, the

Commission should also adopt SDG&E’s local engineering forecast.

7.2.3.13.3. Discussion

We have reviewed the testimony and arguments of the parties concerning
the local engineering budget code. We have also compared the local engineering
forecasts of the parties to their forecasts of gas distribution capital expenditures.
Based on those considerations, it is reasonable to adopt the following forecast of
capital expenditures for this budget code: $4.590 million for 2010; $4.900 million
for 2011; and $5.100 million for 2012.

7.2.3.14. Camp Pendleton — San Onofre 1
7.2.3.14.1. Introduction
The Camp Pendleton-San Onofre 1 budget code covers the cost of

replacing the master metered gas distribution system with an individually
metered gas distribution system in the area known as San Onofre 1 at

Camp Pendleton. This project is expected to be completed by the end of 2010.
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SDG&E forecasts capital expenditures of $439,000 in 2010, and no costs in 2011
and 2012.

DRA accepts SDG&E's forecast of the capital expenditures for this budget
code.

Based on the evidence presented, it is reasonable to adopt SDG&E's
forecast of $439,000 in 2010 as the capital expenditure for this budget code.

7.2.3.15. Smart Meter Project
7.2.3.15.1. Introduction

The category of smart meter gas modules and installations covers the cost
of the purchase and installation of the smart meter gas meter modules, the
replacement of meters due to smart meter module incompatibility, and related
equipment required to program the module.

The costs recorded in this category end in 2011 with the conclusion of the
roll-out of the smart meter project. Starting in 2012, the costs of the purchase of
the meters and associated smart meter modules are included under the meter
and regulator materials category. SDG&E forecasts capital expenditures of
$50.472 million for 2010, $12.713 million for 2011, and zero for 2012.

Position of the Parties
8.2.3.15.2.1. DRA
DRA recommends that the 2010 recorded amount of $43.890 million be

used for 2010. DRA does not take issue with SDG&E’s capital expenditure

recommendations for 2011 and 2012.

8.2.3.15.2.2. SDG&E
SDG&E opposes DRA’s recommendation to use the 2010 recorded amount.

SDG&E contends that its total smart meter project estimate of $63.185 million
from 2010-2012 has not changed, and that only the timing of the expenditures has
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changed due to the roll-out schedule. If DRA’s recommendation is adopted,
SDG&E contends that this would leave SDG&E underfunded for this project.

7.2.3.15.3. Discussion
We have considered the testimony and arguments of SDG&E and DRA

concerning the smart meter project. Although the amount of money spent on
capital expenditures in 2010 by SDG&E was $43.890 million, we agree with
SDG&E that it still has a total project cost of $63.185 million over the three-year
period of 2010-2012. SDG&E represents that the timing of the expenditures has
changed because of a change in the roll-out schedule. Based on those
considerations, it is reasonable to adopt capital expenditures for the smart meter
project in 2010 of $50.472 million. However, we believe that SDG&E's request for
funding in 2011 of $12.713 million is too high, given that the roll-out of smart gas
meters has just begun. Accordingly, it is reasonable to authorize capital
expenditure funding of $4 million in 2011, and zero funding in 2012.

7.3. SoCalGas
7.3.1. Introduction

SoCalGas’ gas distribution system consists of about 97,400 miles of gas
main lines and service lines. These lines are made of both steel and plastic
materials in varying sizes. The main lines transport gas from SoCalGas’
transmission lines. The main lines then connect to various service lines, which in
turn connect to each individual customer’s meter set assembly.

SoCalGas serves about 5.5 million gas customers over a geographic area of
about 20,000 square miles. SoCalGas has about 1600 gas distribution employees
who are located at four operating regional headquarters, and at 51 operating

bases throughout its service territory.
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SoCalGas requests O&M costs of $132.337 million for the 2012 test year,
and capital expenditures for 2010, 2011 and 2012 of $187.825 million,
$224.217 million, and $212.576 million, respectively.

7.3.2. O&M Costs
7.3.2.1. Introduction
SoCalGas requests that its O&M forecast of $132.337 million for the

2012 test year be adopted. This amount consists of $131.182 million for
non-shared activities, and $1.155 million for shared service activities. The
$132.337 million is a $38.904 million increase over the 2009 recorded amount. In
contrast, DRA recommends gas distribution O&M costs of $92.829 million.

According to SoCalGas, the O&M activities include “leakage surveys, leak
repairs, maintenance on mains and services, application of corrosion control
measures, valve maintenance, regulator station maintenance, monitoring meter
accuracy, checking for odorant, and locating and marking buried pipes to avoid
damage caused from digging by others.” (Ex. 26 at 11.) In addition, there is a
variety of support work that needs to be done to complete the field O&M
activities, such as “maintaining pipeline maps and related gas system location
information, administering and implementing city permitting and traffic control
requirements, and the maintenance of engineering models of system flows and
pressures.” (Ibid.)

The sections below first discuss the O&M non-shared services, followed by

a discussion of the O&M shared services.

7.3.2.2. O&M Non-Shared Services
7.3.2.2.1. Introduction
SoCalGas’ forecast of the non-shared O&M costs is $131.182 million.
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The O&M non-shared costs for gas distribution are categorized by
SoCalGas into the following categories: field operations and maintenance; asset
management; operations management and training; and regional public affairs.
In the sub-sections below, we discuss each of these four categories separately.

7.3.2.2.2. Field Operations and Maintenance
7.3.2.2.2.1. Introduction
SoCalGas forecasts $100.934 million for the non-shared O&M costs for field

operations and maintenance.

This category of costs covers the O&M activities that address the physical
condition of the gas distribution system. According to SoCalGas, these activities
are preventative, corrective, or supportive in nature. The preventative work is
generally performed on a scheduled basis. Corrective work reacts to a situation
or facility condition. The supportive work consists of activities that are necessary
for completing the work assignments.

The field operations and maintenance category consists of eight
workgroups. These eight workgroups are: locate and mark; leak survey;
measurement and regulation; cathodic protection field; main maintenance;
service maintenance; field support; and tools, fittings and materials.

The first workgroup is locate and mark. SoCalGas forecasts these O&M
costs at $10.557 million. This activity is to avoid possible damage to SoCalGas’
underground gas infrastructure by third-party excavators. This process is
initiated by a call to Underground Service Alert, who then notifies the owner of
the underground facilities to mark the location of its facilities where the planned
excavation is to take place. SoCalGas used the five-year average of 2005-2009 as

its base amount, and then added incremental amounts for the following: federal
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stimulus funding; the installation of the Los Osos sewer system; removal of paint
markings; and increased city and municipality requirements.

The second workgroup is for leak survey. SoCalGas forecasts O&M costs
of $4.145 million. This workgroup records the labor and non-labor expenses
associated with the federal pipeline safety regulation regarding leakage surveys.
According to SoCalGas, its pipelines are leak surveyed at intervals of one, three,
or five years. SoCalGas has about 97,400 miles of main and service pipeline that
require leak survey. SoCalGas used the five-year average of 2005-2009 as its base
amount, and then added an incremental amount for growth in its system.

The third workgroup is the measurement and regulation workgroup.
SoCalGas forecasts $35.725 million in costs for this workgroup. This workgroup
records the costs for the operation and maintenance of regulator stations,
medium and large meter set assemblies, and associated components. The
five-year average of 2005-2009 was selected as the base amount. Incremental
costs were then added for the following as described in Exhibit 26: replacement
of aging medium and large meter set assemblies; replacement of aging regulators
at regulator stations; regulatory requirements to conduct customer load surveys;
increased city and municipality requirements; regulator station lid and vault
maintenance; pedestrian access at construction sites; incremental odorization
testing; and to survey facilities as part of its compliance with the mandatory
GHG reporting rule, which SoCalGas proposes be recorded to the NERBA.

The fourth workgroup is the cathodic protection field. SDG&E forecasts
$2.946 million in O&M costs. This workgroup records the costs associated with
maintaining the cathodic protection field that is used to protect buried steel
pipelines from corroding. SoCalGas used the five-year average of 2005-2009 as

its base amount, and then added incremental amounts for the following: federal
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stimulus funding; pedestrian access at construction sites; and increased city and
municipality requirements.

The fifth workgroup is for main maintenance, which SoCalGas has forecast
at $7.931 million. This workgroup records the costs associated with investigating
and repairing leaks in distribution mains, and relocating or altering the SoCalGas
distribution facilities if they conflict with a municipal project. SoCalGas used the
five-year average of 2005-2009 as its base amount, and then made incremental
adjustments to reflect the following: federal stimulus funding; pedestrian access
at construction sites; the installation of the Los Osos sewer system; and increased
city and municipality requirements.

The sixth workgroup is for service maintenance, which SoCalGas forecasts
at $10.876 million. This workgroup records the costs associated with
investigating and repairing leaks in the service pipelines, as well as the cost of
altering the gas service lines. SoCalGas used the five-year average of 2005-2009
recorded amount for its base amount, and then made incremental adjustments
for the following: federal stimulus funding; pedestrian access at construction
sites; the installation of the Los Osos sewer system; increased city and
municipality requirements; and replacing aging and obsolete regulators.

The seventh workgroup is field support, which SoCalGas forecasts at
$18.609 million. This workgroup records the costs associated with a variety of
support services to complete the daily O&M activities that take place within gas
distribution operations. These support services include field supervision, clerical
support, dispatch operations, off production time, and materials support.
SoCalGas used the five-year average of 2005-2009 recorded amount for its base
amount, and then made incremental adjustments for the following: ARSO;

wireless fees for mobile data terminals; miscellaneous increased support
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requirements; pedestrian access at construction sites; and support training for
new technology.

The eighth workgroup is for the tool, materials and fittings workgroup,
which SoCalGas forecasts $10.145 million. This workgroup records the costs for
small tools, pipe materials and associated installation materials, pipe fittings, and
work clothing. SoCalGas used the five-year average of 2005-2009 to develop its
base amount, and then added an incremental adjustment for the replacement of

safety vests.

7.3.2.2.2.2. Position of the Parties
7.3.2.2.2.2.1. DRA
As described in Exhibit 533, DRA recommends reductions to all

eight workgroups in the field operations and maintenance category.

For the locate and mark workgroup, DRA recommends $9.487 million,
which is lower than SoCalGas’ recommendation of $10.557 million. DRA’s
recommendation is lower because it does not believe that economic conditions
will improve as rapidly as SoCalGas projects it will, and because the locate and
mark activity has declined since 2005 with the exception of 2007. On the
incremental costs, DRA contends that SoCalGas did not provide adequate
support, except for the work associated with the Los Osos sewer system.
Accordingly, DRA recommends that the 2010 recorded amount of $9.400 million
be used as the base, and that an incremental increase of $60,000 for the Los Osos
project be allowed.

For the leak survey workgroup, DRA does not oppose SoCalGas’ forecast
of $4.145 million.

For the measurement and regulation workgroup, DRA recommends

$10.858 million, as opposed to SoCalGas’ recommendation of $35.725 million.
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This large difference is due to SoCalGas” inclusion of the NERBA for activities
related to the mandatory GHG reporting rule. Without the NERBA costs,
SoCalGas’ forecast would amount to $12.283 million. DRA’s recommendation of
$10.857 million is based on the five-year average of 2005-2009 ($10.830 million),
and an additional $27,000 for NERBA-related activities.

As discussed in Exhibit 533, DRA contends that SoCalGas did not provide
sufficient support to justify the incremental costs that SoCalGas is requesting for
the measurement and regulation workgroup. DRA further contends that some of
these incremental costs are already reflected in the base forecast which reflects
the historical costs of performing these same activities.

Included within the measurement and regulation workgroup is the
NERBA and SoCalGas’ request to fund activities related to the mandatory GHG
reporting rule. DRA opposes the request for funding of activities related to the
mandatory GHG reporting rule at the level SoCalGas has requested, and opposes
the use of the NERBA to record such costs. DRA contends that if the NERBA is
authorized, that there will be no incentive for SoCalGas to keep costs down. In
addition, SoCalGas has not proposed any review of these expenses once the
money has been spent. DRA also points out that the mandatory GHG reporting
rule requires far less inspections than the number of sites SoCalGas included in
its request for NERBA funding, and for that reason recommends that only
$27,000 be authorized.

For the cathodic protection field workgroup, DRA recommends
$2.102 million as opposed to SoCalGas’ forecast of $2.947 million. The forecasts
of both DRA and SoCalGas use the five-year average of 2005-2009. However,

DRA’s recommendation does not include the incremental increase of $845,000
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that SoCalGas requests. DRA did not increase its forecast because it contends
that SoCalGas did not provide sufficient support to justify the incremental costs.

For the main maintenance workgroup, DRA recommends $6.836 million,
as opposed to SoCalGas’ recommendation of $7.932 million. DRA’s
recommendation uses the same five - year average of 2005-2009 ($6.662 million)
that SoCalGas used. DRA then added $174,000 to its forecast for the Los Osos
sewer system project, instead of the $523,000 that SoCalGas had requested. DRA
is opposed to the other incremental costs that SoCalGas has requested because
DRA believes that SoCalGas did not provide sufficient support to justity the
incremental costs.

For the service maintenance workgroup, DRA recommends $9.644 million
as opposed to SoCalGas’ forecast of $10.876 million. DRA and SoCalGas both
used the five-year average of 2005-2009 to develop their base forecast. However,
DRA only added incremental costs of $84,000 for the Los Osos sewer system
project and did not adopt the other incremental costs that SoCalGas included in
its forecast. DRA did not incorporate these other incremental costs because of its
belief that SoCalGas did not provide sufficient support to justify the incremental
costs. DRA also contends that some of these incremental activities may already
be reflected in the base forecast, which incorporates the historical costs of
performing these same activities.

For the field support workgroup, DRA recommends $14.688 million.5 In
contrast, SoCalGas requests $18.609 million. DRA’s recommendation is based on

the 2009 recorded amount ($14.411 million), whereas SoCalGas used the

53 The text in DRA’s Exhibit 533 at 44 regarding SoCalGas’ recommended forecast is
inconsistent with what is shown in DRA’s table at that same page.
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five-year average of 2005-2009 to develop its base forecast. DRA then added
incremental costs of $277,000 for support training for new technology to its
2009 base forecast. SoCalGas added a total of $3.511 million in incremental costs
to its base forecast. Due to the more recent forecast of employment levels, DRA
contends that its 2009 base forecast is more appropriate to use because
employment levels are not projected to “return to the 2005-2006 levels until at
least the 2015-2017 timeframe and not before then.” (Ex. 533 at 43.) Regarding
the other incremental costs that DRA did not incorporate into its forecast, DRA
contends that SoCalGas did not provide sufficient support to justify the
incremental costs, and that many of these costs are unnecessary or have already
been paid for.

For the tools, materials, and fittings workgroup, DRA recommends
$8.215 million, as opposed to SoCalGas’ forecast of $10.145 million. DRA’s
recommendation uses the 2010 recorded amount for this workgroup. DRA
contends that the 2010 recorded amount should be used because the historical
spending from 2005-2010 has shown “a steady decline in the annual expenses for
this work group,” and because the latest forecast of economic growth only

indicates a “very slight improvement in the economy” for the test year.
(Ex. 533 at 50.)
7.3.2.2.2.2.2. TURN

For the leak survey workgroup, TURN recommends $4.048 million, as
opposed to SoCalGas’ recommendation of $4.145 million. TURN's
recommendation is based on the trend of 2005-2010, as compared to the
2006-2010 trend of $3.980 million. TURN chose to use the $4.048 million amount
over the $3.980 million amount “[b]ecause of the importance of leak survey

work.” (Ex. 545 at 4.)
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For the measurement and regulation workgroup, TURN recommends
$10.423 million, as opposed to SoCalGas’ recommendation of $35.725 million.
TURN points out that SoCalGas’ 2010 spending for this workgroup was
$9.900 million. For TURN's recommendation, it used the 2006-2010 five-year
average as its base forecast, and then subtracted $226,000 to reflect fewer paper
charts as a result of the installation of more electronic pressure monitors.

For the cathodic protection field workgroup, TURN agrees with DRA
recommendation of $2.102 million. TURN contends that SoCalGas” 2010
recorded amount of $1.810 million was below SoCalGas’ 2010 forecast of
$2.646 million, and below the five-year average spending level of $2.102 million.
TURN contends that the 2010 data shows that SoCalGas” incremental requests
“for permitting, paving, traffic, pedestrians, restricted working hours, stimulus,
and overtime for all new work are suspect.” (Ex. 545 at 6.)

For the service maintenance workgroup, TURN recommends
$9.288 million as opposed to SoCalGas’ forecast of $10.876 million. TURN's
recommendation is based on the five-year average of 2006-2010, and then adds
an incremental amount for the Los Osos sewer system. TURN points out that the
2010 recording spending of $9.022 million was $1.219 million less than SoCalGas’
2010 forecast of $10.241 million. TURN contends that the 2010 recorded data
demonstrates that SoCalGas’ incremental adjustments make no sense, and that
the 2010 data supports a lower amount for this workgroup.

For the field support workgroup, TURN recommends $14.903 million, as
opposed to SoCalGas’ forecast of $18.609 million. TURN’s recommendation is
based on the three-year average of 2008-2010, plus the incremental addition of
$277,000 for support of new technology that DRA had added. TURN contends

that its forecast is appropriate because TURN'’s forecast of building permits is
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49% below SoCalGas’ forecast, and because the 2010 recorded spending of
$14.949 million was below SoCalGas’ 2010 forecast of $17.222 million.

7.3.2.2.2.2.3. SoCalGas
On the locate and mark workgroup, SoCalGas disagrees with DRA’s lower

forecast of O&M costs for this workgroup for the reasons described in Exhibit 29.
SoCalGas contends that the IHS Global Insight forecast that it referenced in its
testimony, and the later IHS Global Insight forecast that DRA used, should only
be used to “assess the general direction of the economy,” and should not be used
“to draw a one-to-one correlation between unemployment levels and locate and
mark spending.” (Ex. 29 at 16.) SoCalGas also points out that the more recent
IHS Global Insight forecast, which DRA referenced, “continues to show positive
growth and therefore continues to support [SoCalGas’] assumption of an overall
upward direction for the economy.” (Ex. 29 at 16-17.) SoCalGas also asserts that
DRA'’s reliance on the number of tickets, which reflect the number of locate and
mark projects, does not reflect the scope of work that may be required of each
ticket. SoCalGas also contends that the time to complete each ticket is also
increasing.

In rebuttal to DRA’s opposition to the incremental additions that SoCalGas
made to its locate and mark forecast, SoCalGas contends that: it provided DRA
with “substantial evidence” to support the need for incremental funding; the
timing of its requests for funding are realistic and should be adopted by the
Commission; and although SoCalGas may not track historical spending on each
task, that the assessment of future needs and costs by the field supervisors
should not be ignored.

Regarding TURN's lower O&M forecast for the leak survey workgroup,
SoCalGas contends that the 2010 data should not be used for the reasons stated
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earlier. SoCalGas recommends that its forecast be adopted because the 2005-2009
data shows that the leak survey activity has trended upward, which DRA and
TURN both acknowledge.

DRA opposes the funding request for the replacement of the medium and
large meter set assemblies that SoCalGas included for the measurement and
regulation workgroup. SoCalGas contends that the cost of replacing these meter
set assemblies is not reflected in the historical spending for this workgroup, and
that it provided DRA with data which shows that the average age of the meters
being replaced are 21.1 to 25.5 years.

In the measurement and regulation workgroup, DRA opposed SoCalGas’
incremental funding request to replace aging regulators. SoCalGas contends that
the information it provided to DRA establishes that there is a need to replace
certain obsolete regulator models because those regulator models have been
discontinued, and the parts and continuing maintenance for those regulators are
expensive. Although the historical spending include the expenses for general
maintenance of regulators, and for immediate replacements, the historical
spending does not reflect the need to replace the 1668 regulators that SoCalGas
has identified as obsolete. SoCalGas contends that the “proactive and systematic
replacement of these regulators will remove obsolete equipment increasingly
prone to failure from the system.” (Ex. 29 at 33.)

DRA opposes the incremental request for the rebuilding of 800 customer
meter set assemblies. SoCalGas points out that the five-year average does not
fully reflect the number of annual rebuilds. In three of the five years, there were
about 250 rebuilds per year, and in 2008 and 2009 there were annual rebuilds of

about 860. SoCalGas contends that the number of rebuilds is now occurring at a
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higher rate, and that the historical spending levels do not support the higher
levels of maintenance work.

DRA is also opposed to the incremental funding for city and municipality
requirements. SoCalGas contends that it has provided substantial evidence to
support its incremental funding request. The field supervisors have knowledge
of these requirements, and SoCalGas included examples of different cities
increasing their requirements, which impact SoCalGas’ costs.

On DRA’s recommendation to remove all funding to comply with the
mandatory GHG reporting rule, SoCalGas contends that this rule still needs to be
clarified before it “can assess the operational impacts of this final rule.”

(Ex. 29 at 36.) Due to the continuing uncertainty over the scope of this rule,
SoCalGas contends its original estimate is reasonable, and with “the two-way
[NERBA] account, should [SoCalGas] ultimately find that such expenditures are
not required, the costs will be credited back to ratepayers.” (Ex. 29 at 37.)

Regarding DRA’s opposition to the incremental funding for regulator
station lids and vaults, SoCalGas has identified 52 regulator stations where field
personnel have observed that the vault or lids need repair.

On DRA’s opposition to incremental funding for pedestrian access at
construction sites, SoCalGas contends that it was not until late 2009 that these
procedures and practices were put into practice, and that the incremental costs
incurred by SoCalGas were not included in the 2005-2009 historical average or
the base year. According to SoCalGas, the incremental costs are for the set-up
and dismantling of the pedestrian access equipment and annual review training.

DRA also opposes SoCalGas” incremental funding request for odorant

testing during the installation of meter set assemblies. Since this new operating
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procedure was not introduced until late 2010, there is no historical cost data for
this new procedure.

On TURN's opposition to the incremental funding requests, SoCalGas
contends that the 2010 data should not be used, and that TURN’s summary of the
2010 spending was understated by more than $500,000, which impacts TURN's
five-year average forecast (2005-2010) proposal.

On TURN’s proposed reductions to the incremental costs for the
measurement and regulation workgroup, SoCalGas contends that its evidence
justified the need for the overtime pay, and was not an attempt to inflate
SoCalGas’ forecast. Regarding TURN's reduction of the paper chart pressure
records, SoCalGas contends that “while maintenance costs associated with paper
charts are decreasing, there are also increases in O&M expenses associated with
the installation” of electronic pressure monitors.” (Ex. 29 at 44-45.)

DRA and TURN oppose the incremental funding for cathodic protection.
SoCalGas contends that it provided substantial evidence to support the need for
incremental funding as a result of federal stimulus-related construction work.
SoCalGas further contends that the incremental funding for pedestrian access at
construction sites, as well as the increased city and municipality requirements
will impact the cathodic protection work. For the reasons mentioned earlier,
SoCalGas contends that these requests for incremental funding should be
approved, and the reductions proposed by DRA and UCAN should not be
adopted.

DRA opposes incremental funding for main maintenance. SoCalGas
contends that the same reasons it mentioned earlier about federal stimulus
spending on transportation projects, pedestrian access at construction sites, and

increased city and municipality requirements, apply equally to why incremental
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funding for main maintenance should be approved. On the Los Osos sewer
project, SoCalGas contends that all of the incremental funding it requested
should be approved. SoCalGas contends that DRA fails to recognize that
SoCalGas” work must begin before the city’s construction activities take place,
and that DRA incorrectly normalized the costs of the Los Osos sewer project.

DRA and TURN oppose the incremental funding for service maintenance.
SoCalGas contends that the same reasons it mentioned earlier about the use of
2010 data, federal stimulus spending on transportation projects, pedestrian
access at construction sites, increased city and municipality requirements, and
the Los Osos sewer project, apply equally to why incremental funding for service
maintenance should be approved. Regarding DRA’s opposition to incremental
funding to replace obsolete regulators that have internal relief capabilities,
SoCalGas contends “that this is an incremental activity to proactively manage the
replacement of service regulators.” (Ex. 29 at 66.)

DRA and TURN oppose incremental funding for the field support
workgroup. On DRA’s use of the 2009 recorded amount as DRA’s base forecast,
SoCalGas contends that this is an unrealistic base forecast because the 2009 data
is the lowest point over the five-year period of 2005-2009. In addition, SoCalGas
contends that DRA’s use of the 2009 data as its base forecast “does not address
the potential for future growth, but rather assumes stagnant future economic
activity.” (Ex.29at70.)

On DRA’s opposition to incremental funding for the new ARSO, SoCalGas
contends that a centralized system and process to schedule and dispatch
distribution inspection and maintenance orders was not previously in place.
SoCalGas has worked with consultants to estimate the level of on-going support

that is needed, which is estimated at 14 scheduling advisors. Full deployment of
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this system was completed in 2011. SoCalGas contends that its request for

six scheduling advisors is reasonable. SoCalGas also contends that the
scheduling and dispatch work activities cannot be carried out by the same

60 supervisors who performed the scheduling and dispatch work, and instead
will be handled by a centralized organization. As a result of the centralized
scheduling and dispatch, there will be OpEx benefits. SoCalGas contends that
DRA is willing to accept the OpEx benefits, but not the ongoing expenses to
support the OpEx technologies and tools to achieve these benefits.

Regarding DRA’s opposition to the wireless fees, SoCalGas contends that
the wireless fees are needed to connect the mobile data terminals, and to use the
systems and applications that have been installed.

On the incremental funding for miscellaneous support activities, SoCalGas
contends that its testimony validates the increase in work for miscellaneous
support activities. Regarding the incremental funding to support new
technology, SoCalGas contends that its full request for incremental funding
should be adopted so that the full OpEx benefits can be realized by training the
employees in the use of these systems and applications. With regard to DRA’s
opposition to incremental funding of pedestrian access at construction sites,
SoCalGas contends that this request is for annual review training, which is not
included within SoCalGas’ base forecast request.

On TURN's proposed reductions to the field support workgroup,
SoCalGas is opposed to TURN's use of 2010 data for the reasons stated earlier.
SoCalGas also contends that the incremental funding request are due to
requirements by others, or because of OpEx or other business decisions, and are

not directly connected to economic conditions.
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SoCalGas is opposed to DRA’s reductions to the tools, fittings, and
materials workgroup. SoCalGas contends that DRA’s reliance on a single year of
spending does not reflect future expectations and changes in requirements. The
single year of data that DRA relies on also reflects stagnant economic activity.
SoCalGas asserts that its forecast is more reflective of the future because it uses a
forecast from the IHS Global Insight which projects there will be an economic
recovery.

SoCalGas also contends that the $33,000 in incremental costs for safety
vests, which DRA did not allow for in its forecast, are needed in order to meet
the revised standard for high visibility safety apparel. Since SoCalGas workers
work in gaseous atmospheres, the safety vests must be made of materials that do
not generate static electricity. SoCalGas contends that DRA’s use of the
2010 recorded amount does not reflect the incremental expenditures that are

needed to meet the revised standard.

7.3.2.2.2.3. Discussion

The field operations and maintenance category of activities includes
eight workgroups. We address each workgroup below. For each workgroup, we
reviewed the testimony and arguments of the parties for each workgroup, and
compared each parties’ forecasts to the historical data. Based on the below
discussion, it is reasonable to adopt a forecast of $69.857 million for the field
operations and maintenance category.

The first workgroup is for locate and mark. SoCalGas recommends
$10.557 million, and DRA recommends $9.487 million. We agree with SoCalGas
that the use of more data points for this workgroup is better than just relying on
the 2010 data as DRA has done to develop its base forecast. The historical data

suggests that a base forecast for the locate and mark workgroup should be
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between $9.800 million and $9.867 million. In reviewing the incremental costs,
and the respective arguments and evidence concerning these incremental costs,
we agree with DRA that economic growth will not be as robust as SoCalGas has
forecasted, and that the incremental costs will not be as large as SoCalGas
believes it will be. Based on those considerations, it is reasonable to adopt a
forecast of $9.807 million as the O&M costs for the locate and mark workgroup.

The second workgroup is for leak survey. SoCalGas recommends
$4.145 million, while TURN recommends $4.048 million. We have compared the
forecasts of SoCalGas and TURN to the historical data, and have considered the
regular inspections that are needed for the leak surveys of SoCalGas” distribution
system. In addition, we have considered SoCalGas” adjustment for incremental
growth, as compared to the 2010 data which reflects less footage surveyed in
2010 than in 2009. Based on those considerations, it is reasonable to adopt
TURN's forecast of $4.048 million as the O&M costs for the leak survey
workgroup.

The third workgroup is for measurement and regulation. SoCalGas
recommends $35.725 million. DRA recommends $10.858 million, while TURN
recommends $10.423 million.

The biggest difference for the measurement and regulation workgroup is
due to SoCalGas’ proposed survey of its gas pipeline facilities to comply with the
mandatory GHG reporting rule. SoCalGas estimates its incremental cost of
complying with this rule will be $23.442 million. As discussed earlier, and which
no one disputes, Subpart W of Part 98 of Title 40 of the CFR requires SoCalGas to
monitor and report its GHG emissions to the EPA. SoCalGas’ estimate of how
much work will be required is based on a broad interpretation of what type of

facilities it will be required to monitor and report. SoCalGas is working with an
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industry group to clarify the extent to which facilities must be monitored. Due to
this uncertainty, SoCalGas recommends that the NERBA be established as a
two-way balancing account to record the costs of complying with Subpart W.
DRA and TURN seek to remove all funding for the costs of complying
with Subpart W. DRA pointed out in its testimony that Subpart W only requires
data collection at certain sites, which should result in a substantial downward
revision to SoCalGas’ estimate of $23.442 million. Since there is still uncertainty
about exactly which facilities need to be monitored under Subpart W, SoCalGas
did not provide an updated forecast of its Subpart W costs to DRA. DRA
estimates that SoCalGas will incur $27,000 in costs to comply with Subpart W.
We have considered the amounts that SoCalGas and DRA have
recommended, the obligations imposed by Subpart W, and the impact on
ratepayers. Based on those considerations, it is reasonable to adopt initial
funding of $2.000 million to allow SoCalGas to carry out O&M activities to
comply with Subpart W.5¢ All costs incurred by SoCalGas to comply with
Subpart W shall be recorded to the NERBA, which is the two-way balancing
account that SoCalGas has requested. As we did for SDG&E, SoCalGas is
authorized to file a Tier 2 AL within 45 days of the effective date of this decision
to establish a two-way balancing account to record the costs of complying with

Subpart W.

5% One of the concerns raised by DRA is that the actual costs of complying with
Subpart W may not be scrutinized if the NERBA is adopted to record these costs. Since
compliance with Subpart W is a continuing obligation, DRA is free to scrutinize and
raise concerns about the Subpart W spending in SoCalGas” next GRC application, or
when review of the over-recovery or under-recovery of the NERBA takes place.
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We have also reviewed the other incremental costs for the measurement
and regulation workgroup, and considered the evidence and the arguments of
the parties. Based on these considerations it is appropriate to allow a portion of
the incremental costs that SoCalGas has requested. Not counting the Subpart W
funding of $2 million, it is reasonable to adopt a remaining forecast of
$10.500 million for the measurement and regulation workgroup. Accordingly, it
is reasonable to adopt a total forecast of $12.500 million for the O&M costs for the
measurement and regulation workgroup.

The fourth workgroup is for the cathodic protection field. SoCalGas
recommends $2.946 million. DRA and TURN recommend $2.102 million. The
difference between SoCalGas’ forecast and the forecast of DRA and TURN is that
DRA and TURN exclude the incremental costs that SoCalGas has requested. The
largest part of SoCalGas” incremental request is for $725,000 for the increase in
city and municipality requirements. We have reviewed the testimony and
argument of the parties, and compared the forecasts to the historical data. Based
on those considerations, the incremental increase for city and municipality
requirements is too high, and it is reasonable to adopt $2.102 million as the O&M
costs for the cathodic protection field workgroup.

The fifth workgroup is for main maintenance. SoCalGas recommends
$7.931 million, while DRA recommends $6.836 million. The two largest
incremental costs that SoCalGas requests are due to the Los Osos sewer project
($523,000) and the increase in city and municipality requirements ($648,000). We
have reviewed the testimony and arguments of the parties, including their views
of the outlook for city and municipality requirements and our view that
economic growth will be more moderate than what SoCalGas has forecasts. We

have also considered the status of the Los Osos sewer project, which started
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construction in 2012, and is expected to be completed in late 2014. We have also
compared the parties’ forecasts to the historical costs and to the five-year
average. Based on these considerations, it is reasonable to adopt $6.950 million
as the O&M costs for the main maintenance workgroup.

The sixth workgroup is for service maintenance. SoCalGas recommends
$10.867 million. DRA recommends $9.644 million, and TURN recommends
$9.288 million. We have reviewed the testimony and the arguments of the
parties, and compared their forecasts to the historical costs, including the 2010
costs, and to the incremental costs that SoCalGas has requested. Based on those
considerations, it is reasonable to adopt $9.750 million as the O&M costs for the
service maintenance workgroup.

The seventh workgroup is for field support. SoCalGas recommends
$18.609 million. DRA recommends $14.688 million, and TURN recommends
$14.903 million. The primary difference between these three forecasts is due to
the incremental costs that SoCalGas is requesting for this workgroup. The major
components which make up this incremental increase are the following:
supporting new technology ($2.731 million); the addition of six scheduling
advisors for the new ARSO ($459,000); and wireless fees ($290,000) for the mobile
data terminals to be installed on 730 vehicles. We have reviewed the testimony
and the arguments of the parties concerning the field service workgroup. We
have also compared all three forecasts to the historical costs, and to the
incremental costs that SoCalGas is requesting. Based on those considerations, it
is reasonable to adopt $15.100 million as the O&M costs for the field support
workgroup.

The eighth workgroup is for tools, materials, and fittings. SoCalGas

recommends $10.145 million, while DRA recommends $8.215 million. The main
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difference between the two forecasts is due to the methodologies that SoCalGas
and DRA used. SoCalGas relied on the five-year average of 2005-2009 to derive
its base forecast of $10.139 million. SoCalGas then added an incremental $33,000
for new safety vests. DRA used the 2010 recorded amount of $8.215 million as its
test year forecast, and did not include any incremental funding for the safety
vests. DRA used the 2010 recorded amount as its forecast because of the
downward trend in recorded costs. We have reviewed the testimony and
arguments of SoCalGas and DRA, and have compared their forecasts to the
historical costs for different five-year periods. Based on those considerations, it
is reasonable to adopt $9.600 million as the O&M costs for the tools, materials,

and fittings workgroup.

7.3.2.2.3. Asset Management
7.3.2.2.3.1. Introduction
SoCalGas forecasts $14.190 million for the non-shared O&M costs for asset

management.

The asset management category of costs covers the O&M activities that
address the physical condition of the gas distribution system. These activities
include the maintenance of asset records, the identification of corrective
maintenance solutions, and coordination with field personnel on the completion
and recording of O&M activities. The asset management category consists of the
pipeline O&M planning workgroup, and the cathodic protection workgroup.

The first workgroup is the pipeline O&M planning workgroup. SoCalGas
forecasts O&M costs of $7.123 million for this workgroup. This workgroup
records the costs for the services provided by the technical planning office.
These activities include the following: identifying construction design

requirements; evaluating pressure specifications; conducting pipeline planning;

-298 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

providing project drawings; identifying material selection; preparing work order
estimates; acquiring third party contract services; and obtaining permits for
construction. The technical planning office also coordinates the emergency
response efforts by managing the gas emergency center. The gas emergency
center is activated when there is a significant event, and provides support for the
field operations with engineering, pipeline planning, mapping, logistics, and
office resources.

For the O&M planning workgroup, SoCalGas used the 2009 recorded
amount as its base amount, and then added an incremental amount for the
addition of four field environmental compliance specialists.

The second workgroup is cathodic protection. SoCalGas forecasts O&M
costs of $7.067 million for this workgroup. This workgroup records the costs
associated with the inspection and evaluation of the cathodic protection system
on SoCalGas’ steel distribution pipelines. SoCalGas used the five-year average of
2005-2009 as its 2012 test year forecast.

7.3.2.2.3.2. Position of the Parties
7.3.2.2.3.2.1. DRA
DRA recommends $6.900 million for the pipeline O&M workgroup. DRA

does not take issue with SoCalGas’ use of the 2009 recorded amount of

$6.777 million as SoCalGas’ base forecast. However, DRA disagrees with
SoCalGas’ incremental request for four compliance specialists at a total cost of
$346,000. DRA believes that only two compliance specialists are warranted
because of the delay beyond the test year of “many of the data collection and
reporting requirements,” and because one compliance specialist for each of the

four regions is unnecessary. (Ex. 533 at 54.)
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For the cathodic protection workgroup, DRA agrees that SoCalGas’
forecast of $7.067 million is reasonable.

7.3.2.2.3.2.2. TURN
For the pipeline O&M workgroup, TURN recommends $6.712 million as

opposed to SoCalGas’ forecast of $7.123 million. TURN’s recommendation is
based on the three-year average of 2008-2010 ($6.539 million), and the additional
incremental costs of $173,000 for the two compliance specialists as recommended
by DRA. TURN also points out that in 2010, SoCalGas only spent $6.272 million
for this workgroup, which was less than SoCalGas’ 2010 forecast of

$6.777 million.

7.3.2.23.2.21. SoCalGas
The recommendations of DRA and TURN for the pipeline O&M

workgroup only includes the cost of two compliance specialists, instead of the
four that SoCalGas requested. SoCalGas contends that four compliance
specialists are needed to perform work related to the mandatory GHG reporting
rule, “stormwater discharge, and foreseeable modifications to other existing
regulations.” (Ex. 29 at 83.) In discussing the need for the compliance specialists,
DRA talked about the cap and trade program. However, SoCalGas contends that
DRA'’s discussion about using the compliance specialists to perform work
relating to the cap and trade program is irrelevant because SoCalGas did not
mention this program in its testimony about the type of work the compliance
specialists would be doing. DRA also mentioned that some of the
implementation dates had been delayed, which in DRA’s view, justifies the
hiring of only two compliance specialists. SoCalGas contends that only the
mandatory GHG reporting rule was delayed, and the other new environmental

regulatory requirements have not gone away. SoCalGas also contends that
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environmental compliance needs have increased over time, which is why four
compliance specialists are needed. SoCalGas also questioned TURN's base
forecast, which used the three-year average of 2008-2010. SoCalGas contends
that 2010 data should not be used, and a workforce at the 2009 level is needed “to
ensure it can provide the appropriate level of service to field operations.”
(Ex. 29 at 85.)

7.3.2.23.3. Discussion

For the asset management category of costs, SoCalGas recommends a total
of $14.190 million. SoCalGas” recommendation consists of its recommendation of
$7.123 million for the pipeline O&M planning workgroup, and $7.067 million for
the cathodic protection workgroup.

DRA and TURN only take issue with SoCalGas’ forecast for the pipeline
O&M planning workgroup. DRA recommends $6.900 million for this
workgroup, while TURN recommends $6.712 million. The difference between
SoCalGas’ forecast, and the forecasts of DRA and TURN, are due to how their
respective base forecasts were calculated, and the allowance for two compliance
specialist positions instead of the four that SoCalGas has requested.

We have reviewed the testimony and arguments of the parties concerning
the asset management category of costs. We have also compared the parties’
forecasts of the pipeline O&M planning costs to the historical costs, including the
2010 costs, and considered the need for compliance specialists in light of the
increase in environmental regulations. Based on those considerations, it is
reasonable to adopt $6.750 million as the O&M costs for the pipeline O&M
planning workgroup, and $7.067 million as the O&M costs for the cathodic
protection workgroup. Accordingly, the total adopted amount for the O&M

costs for asset management is $13.817 million.
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7.3.2.2.4. Operations Management and Training
7.3.2.24.1. Introduction
SoCalGas forecasts $12.151 million for the non-shared O&M costs for

operations management and training. This category of costs covers the O&M
activities associated with operations leadership, field management, operations
support, and field technical skills training.

SoCalGas used the five-year average of 2005-2009 to develop its base
amount, and then added incremental costs as described in Exhibit 26 for the
following: gas operations services; engineering rotation program; technical
services field management; formal field instructional materials; educational aids

and equipment for field technical skills training; and video embedded system

instruction.
7.3.2.2.4.2. Position of the Parties
7.3.2.2.4.21. DRA

For the operations management and training category of costs, DRA
recommends O&M costs of $8.928 million, as opposed to SoCalGas’ forecast of
$12.151 million. As shown in the table in Exhibit 533 at 56, DRA’s
recommendation uses the 2009 recorded amount as its base forecast, and then
adds incremental costs of $1.156 million for certain items that SoCalGas had
requested.’> DRA did not adopt all of SoCalGas” incremental costs because of
DRA'’s position that: the historical costs in the base forecast already include

funds for what SoCalGas is requesting as incremental costs; SoCalGas has not

5 The text in DRA’s Exhibit 533 at 56, conflicts with DRA’s table at that same page.
DRA states that its incremental increases total to $617,300 instead of the $1.156 million
as shown in that table under DRA’s forecast.
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provided sufficient support for the incremental costs; and the incremental costs

are excessive.

7.3.2.2.4.2.2. SoCalGas
For the base forecast, both SoCalGas and DRA use the 2009 recorded

amount for labor costs. However, for non-labor costs, SoCalGas used the
five-year average of 2005-2009, while DRA used the 2009 recorded amount.
SoCalGas contends that the 2009 recorded amount for non-labor costs should not
be used because non-labor costs are expected to exceed the lower levels of
non-labor costs that were experienced in recent years. For that reason, SoCalGas
used the five-year average for non-labor costs. SoCalGas also contends that
DRA'’s use of the 2009 recorded amount for non-labor costs “does not capture the
fluctuating services provided by this workgroup from year to year as well as the
fluctuating non-labor levels associated with the number of employees in the
workgroup.” (Ex. 29 at 88.)

With regard to DRA’s reductions to the incremental costs that SoCalGas is
requesting, SoCalGas contends that DRA is mistaken when it asserts that the
historical costs already includes the costs of employees who are moving from the
OpEx program back to gas operations. SoCalGas contends that the employees of
gas operations who were redeployed to the OpEx program since 2007 were
charged to the OpEx program, and therefore did not show up in the historical
costs for operations management and training. The OpEx employees who are
being redeployed back to gas operations in 2012 are not included in the OpEx
costs for the 2012 test year because the OpEx forecast is a zero-based forecast,
and is not based on the historical recorded data of the OpEx program. Since
there is no double counting, SoCalGas contends that this incremental funding

should be approved.
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On SoCalGas’ request for incremental costs to support new technologies
and the associated business processes that were implemented by OpEx,
SoCalGas contends that the 16 incremental positions are needed “to fully support
the integration of the OpEx 20/20 Program tools, technologies, and associated
business process as they are rolled out.” (Ex. 29 at 92.) SoCalGas also contends
that the need for these 16 positions were based on the recommendations of staff
who had the best understanding of the OpEx program support needs, and that
SoCalGas explained how the forecasted expenses were determined. As for
DRA'’s contention that SoCalGas did not explain how the requested positions
will be utilized to integrate the OpEx applications into the business environment,
SoCalGas contends that it provided such an explanation to DRA as set forth in
Ex. 29 at 94.

DRA did not include incremental funding for the engineering rotation
program due to a lack of support, that specific needs were not identified, and
that the funding for these positions are already embedded in historical costs.
SoCalGas contends that it provided substantial support as to why new engineers
need to be hired, and why this program is needed. Since these new engineers
will start their employment in this program, the funding request is incremental
and is not embedded in historical costs.

DRA recommends that only $82,500 of the incremental funding request of
$536,000 be authorized for formal field instructional materials. SoCalGas
contends that all of the incremental funding should be authorized because

revisions to the gas standards need to be updated in a formal manner.56

% The gas standards refer to the many gas maintenance and construction field
procedures that SoCalGas has.
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Beginning in October 2009, SoCalGas began formally tracking and modifying
training materials. Prior to that time, the process of revising training materials
was done informally. These revisions will be performed by instructional design
workers who will incorporate the revisions into the formal field training
materials. These revisions will then be tracked through the use of a “centralized
system which improves the monitoring and coordination of both the review of
revised Gas Standards and the integration of any changes into training material.
(Ex. 29 at 100.)

On the incremental need for video embedded system instruction,
SoCalGas contends that its incremental funding request should be adopted so
that videos of work processes can be produced, which will allow field workers to
access these videos on their mobile data terminals to remind them, and to

enhance their training, of how to properly and safely perform a task.

7.3.2.2.4.3. Discussion

For the category of operations, management, and training, SoCalGas
forecasts $12.151 million, while DRA forecasts $8.928 million. The primary
difference between the two forecasts is due to the different non-labor costs, and
the amount of incremental costs that SoCalGas and DRA have incorporated into
their respective forecasts. SoCalGas has included $4.148 million in incremental
costs into its forecast, while DRA has included $1.094 million in incremental
costs. We have reviewed the testimony and arguments of the parties, and have
compared their forecasts to the historical costs. Based on all those
considerations, it is reasonable to adopt $9.450 million as the O&M costs for the

operations, management, and training category of costs.
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7.3.2.2.5. Regional Public Affairs
7.3.2.2.5.1. Introduction
SoCalGas forecasts $3.907 million for the non-shared O&M costs for

regional public affairs.

As described in Exhibit 26, this category of costs covers the O&M activities
associated with regional public affairs which works with governmental entities
regarding proposed regulations, permitting, franchises, emergency preparedness
and response, and informing them about SoCalGas issues that could affect
customers. Regional public affairs also serves as a point of contact about
SoCalGas construction activities, customer programs and service offerings,
responding to customer and media inquiries, and resolving customer complaints.

SoCalGas used the 2009 recorded costs for the 2012 test year. DRA does
not take issue with SoCalGas’ forecast of the O&M costs for regional public

affairs.

7.3.2.2.5.2. Position of the Parties
7.3.2.2.5.21. TURN

For the category of regional public affairs, TURN recommends that no
funding be allowed. TURN’s recommendation is based on UCAN's
recommended disallowance of these costs for SDG&E, and because TURN does
not believe that SoCalGas has documented and justified its regional public affairs

costs.

7.3.2.2.5.2.2. SoCalGas
SoCalGas contends that D.08-07-046 was not clear as to the definition of

“public affairs,” and that based on the record of that decision, SoCalGas
interpreted this to mean activities relating to community relations. Based on that
interpretation, SoCalGas provided information on its outreach activities in

Exhibit 232. SoCalGas also contends that the focus of its regional public affairs is
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to support regional field operations “through its work with regional and local
governments on issues regarding proposed regulations, permitting, franchises
and emergency preparedness and response,” and is not for the purpose of
providing outreach to enhance its corporate image. (Ex. 29 at 108-109.)
SoCalGas also provided numerous examples of the interactions that regional

public affairs has with local governments in Exhibit 29.

7.3.2.2.5.3. Discussion

Earlier in this decision we addressed and rejected UCAN’s contention that
there should be no funding for SDG&E's regional public affairs. We have also
reviewed the testimony that SoCalGas and TURN presented regarding
SoCalGas’ regional public affairs.

For the same reasons that we mentioned earlier as to why UCAN's
contention should be rejected, those same reasons also apply to TURN's
argument. We are not persuaded by TURN's argument that SoCalGas did not
comply with D.08-07-046. A review of D.08-07-046 indicates that the activities
with which the Commission expressed concerns about had to do with “corporate
image enhancement.” SoCalGas presented materials about its community
outreach activities in Exhibit 232. SoCalGas also provided examples in Exhibit 29
of the type of work that its regional public affairs group performs in support of
SoCalGas’ field activities. The types of activities that SoCalGas described are not
done to enhance SoCalGas’ corporate image, but rather affect the gas distribution
work activities that SoCalGas is engaged in. For those reasons, we do not adopt
TURN’s argument to disallow all funding for SoCalGas’ regional public affairs.
Instead, it is reasonable to adopt SoCalGas’ forecast of $3.907 million for the

O&M costs for the regional public affairs group.
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7.3.2.3. O&M Shared Services
SoCalGas’ forecast of the gas distribution O&M expense for shared

services for test year 2012 is $1.155 million. These O&M expenses are to support
the following business functions of SoCalGas: operations leadership; and
operations technical support.

The operations leadership function covers the costs of the VP,
administrative support, and miscellaneous non-labor expenses in support of the
organization. The operations technical support function covers the costs
associated with developing, reviewing, and enhancing gas distribution field
operations, maintenance, and pipeline installation practices and procedures. The
estimated total expenses for operations leadership is $349,000 and $611,000 for
operations technical support. Of these totals, SoCalGas has retained $892,000 of
these costs, and $263,000 was billed in from SDG&E for services from the office
of the VP representing administrative support services, and the cost of two
SDG&E employees who provide support for paving inspection and
environmental compliance.

None of the other parties raised concerns about SoCalGas’ shared O&M
costs.>”

Based on our review of the testimony concerning shared O&M services for
SoCalGas, it is reasonable to adopt SoCalGas’ forecast of $1.155 million for the

O&M shared services for gas distribution.

57 To the extent a party wants to argue that SoCalGas” shared O&M costs are affected
by UCAN’s contention that SDG&E'’s shared O&M costs need to be adjusted, we have
rejected UCAN’s argument as discussed earlier.
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7.3.3. Capital Expenditures
7.3.1.1. Introduction

This section addresses SoCalGas’ estimated capital expenditures for its gas
distribution utility plant for the period 2010 through 2012. SoCalGas requests
$187.825 million in 2010, $224.217 million in 2011, and $212.576 in 2012.

The gas distribution capital projects are the result of customer requests or
to meet system needs. SoCalGas’ gas distribution capital projects are managed
by project category. Within each project category are a number of different
projects. SoCalGas has 15 project categories of capital expenditures. The

following table is a summary of SoCalGas “forecasted project costs by category:58

($ 000)
2010 GRC 2011 GRC 2012 GRC
Category Forecast Forecast Forecast Total

New Business 31,395 37,945 43,854 113,194

NB: 29 Palms 2,800 10,200 4,800 17,800
Pressure Betterment 10,936 13,306 13,200 37,442
Projects
Supply Line 3,180 3,164 3,139 9,483
Replacements
Main Replacements 32,063 31,873 31,598 95,534
Service 11,639 11,529 11,408 34,576
Replacements
Main & Service 4,022 4,022 4,022 12,066
Abandonments
Regulator Station 6,319 7,186 7,424 20,929
Projects
Cathodic Protection 4,192 4,328 4,464 12,984

38 SoCalGas’ forecast of the capital projects listed in the above summary table is
described in more detail in Exhibit 26.

- 309 -




A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs

PROPOSED DECISION

2010 GRC

2011 GRC

2012 GRC

Category Forecast Forecast Forecast Total
Pipeline Relocations 2907 2196 2179 6,582
- Freeway ' ’ ’ ’
Pipeline Relocations 9260 9 477 9 660 28,397
- Franchise ' ' ’ ’
Mobile Home Parks 67 67 67 201
Othe‘:r Distr‘ibution 3,448 3,448 3,448 10,344
Capital Projects
Meter G}Jard 984 1,097 1,210 3,291
Installations
Meters and 24,797 26,219 31,016 82,032
Regulators
Equipment/Tools 2,193 2,253 1,393 5,839

NERBA 0 15,700 0 15,700
Field Capital 38,323 40,207 39,694 118,224
Support
Total $187,825 $224,217 $212,576 $624,618

In the sub-sections below, we address each project category separately.

7.3.3.2. New Business
7.3.3.2.1. Introduction

The new business category of capital projects covers the changes and

additions to the existing gas distribution system to serve new customers. These

capital projects include the installations of gas main lines and service lines, meter

set assemblies, and regulator stations. Included in the new business category is a

separate capital project for the Twenty-nine Palms Marine Base.

For the new business category of projects unrelated to the

Twenty-nine Palms Marine Base, SoCalGas recommends capital expenditures of

$31.395 million for 2010, $37.945 million for 2011, and $43.854 million for 2012.

These capital expenditures were based on SoCalGas’ projection of new meter sets

added to the gas distribution system, multiplied by the cost per meter set.
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Included under the new business category is the capital project for the
Twenty-nine Palms Marine Base. This project involves the installation of mains
and services on the base. SoCalGas anticipates spending $2.800 million,
$10.200 million, and $4.800 million in 2010, 2011, and 2012, respectively. Of this
estimated spending, $11.500 million will be collected from the customer.

7.3.3.2.2. Position of the Parties
7.3.3.2.2.1. DRA

For the Twenty-nine Palms project, DRA does not dispute the costs of that
new business project because the majority of the costs for this project will be
recovered from the customer.

For the remainder of the new business category, DRA accepts SoCalGas’
proposed expenditures of $31.195 million for 2010. For 2011, DRA recommends
$15.178 million instead of SoCalGas” recommendation of $37.945 million. For
2012, DRA recommends $17.546 million instead of SoCalGas’ recommendation of
$43.854 million.

Although DRA accepts SoCalGas’ 2010 recommended capital
expenditures, DRA contends that SoCalGas was overly optimistic in the forecast
of new business meter set installations. DRA also points out that SoCalGas
projected new business meter set installations of 45,526 in 2010, but the actual
new meter installations for 2010 was only 26,585. Also, trench reimbursement for
new customers who provide their own trench was down by about 79%. The 2010
recorded capital expenditures was $12.350 million, as compared to SoCalGas’
2010 projection of $31.195 million.

DRA developed its 2011 and 2012 estimates by considering SoCalGas’
acknowledgement of “the overall lower new business activity,” and the lower

recorded costs in 2008-2010. DRA then “applied the ratio of actual recorded
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expenditures to [SoCalGas’] estimates for 2010, which is 0.4, to [SoCalGas’]
estimates for 2011 and 2012,” which results in DRA’s estimates of $15.178 million
for 2011 and $17.546 million for 2012. (Ex. 535 at7.)

7.3.3.2.2.2. TURN

TURN recommends that adjustments be made to six budget codes which
are growth-related. Three of these budget codes are included in the new
business category. The first budget code under new business is for main new
business account. SoCalGas forecasts spending of $103.786 million in 2010-2012
to install 166,000 new meter sets at a cost of $626 per unit (based on the five-year
average cost of 2005-2009). TURN forecasts that only 83,000 meter sets will be
installed during that period at a cost of $438 per unit. Based on TURN's forecast,
it recommends capital expenditures for this budget code of $11.631 million in
2010, $11.123 million in 2011, and $15.795 million in 2012. TURN's forecast
amounts to a total of $38.549 million over the three years, as compared to
SoCalGas’ forecast of $103.786 million for that period.

TURN’s second budget code under the new business category is for trench
reimbursements. When a new customer provides the trench for new gas service,
SoCalGas is required to reimburse the customer. SoCalGas has forecast these
costs over the three years at $11.945 million. TURN recommends a total of
$3.274 million, which is based on the following forecasts: $719,000 for 2010,
$1.056 million for 2011, and $1.499 million for 2012. TURN’s forecast is based on
2010 actual spending, and for 2011-2012, TURN used the three-year average of
2008-2010.

TURN’s third budget code that it reviewed under new business is for new
business forfeitures. New business forfeitures are customer advances for

construction that are no longer deemed refundable, which reimburse the utility
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for the cost of unused and/or underutilized facilities that were constructed at the
request of new business customers. TURN contends that SoCalGas experienced
relatively stable refunds from 2005 to 2008, and that there was a small increase in
2009, and another increase in 2010. TURN contends that refunds can be expected
to increase in 2009 to 2010 because the line extension allowances were reduced in
1998, which increased the amount that developers had to advance in later years.
For those reasons, TURN opposes SoCalGas’ use of a five-year average. TURN
recommends that the 2010 actual forfeitures be used, and that the 2011-2012
forecast be based on the three-year average of 2008-2010. Instead of the
$4.856 million that SoCalGas recommended in 2010 through 2012, TURN
recommends $6.230 million in 2010, and $5.657 million is 2011 and in 2012.
TURN contends that a SoCalGas response to a data request indicates that
the construction at the Twenty-nine Palms Marine base has been delayed, “with
large amounts of spending pushed beyond the test year.” (Ex. 545 at25.) TURN
recommends 2010 funding of $400,000, 2011 funding of $4.600 million, and zero
funding in 2012. TURN recommends deferring $3.500 million in capital
expenditures to a later date.

7.3.3.2.23. SoCalGas
SoCalGas contends that DRA’s use of single ratio for its 2011 and 2012

forecast assumes that SoCalGas” “projections of 2011 and 2012 expenditures are
overstated by the same relationship as the 2010 experience,” and that reducing
SoCalGas’ future capital expenditures as recommended by DRA “would not
recognize [SoCalGas’] need to respond to future customer needs. (Ex.29 at 121.)
SoCalGas contends that its estimates of new construction are consistent with its
forecasts of customer growth, which is similar to the testimony of DRA’s own

witness.
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TURN proposed reductions to SoCalGas’ capital expenditures for new
business. TURN'’s reductions were based on its separate analysis of construction
costs and trench reimbursements. TURN's forecast of construction costs was
based on TURN's forecast of meter installations and unit cost, which is much
lower than what SoCalGas has proposed. For TURN’s unit costs, it used the
2008-2010 average cost per meter, which was the period when new business
activity was at its lowest. For trench reimbursements, TURN also relied on the
average expense in the three lowest years to determine its 2011 and 2012
forecasts. Although SoCalGas “recognizes that the growth in the new housing
market has been less than anticipated, “ SoCalGas contends that the 2010 data
should not be relied upon since it did not have an opportunity under the rate
case plan to update its showing. (Ex.29 at122))

TURN also proposed an increase to new business forfeitures.

New business forfeitures reimburse SoCalGas for the cost of unused and/or
underutilized facilities that were constructed at the request of a new business
customer. According to SoCalGas, the data regarding new business forfeitures is
a component of the rate base calculation, and was not displayed in the capital
summary tables in SoCalGas’ direct testimony on capital expenditures in
Exhibit 26. The new business forfeiture amounts are dependent on customer gas
throughput levels incurred over a three to ten year period. Due to the
complexity of tracking each customer construction job, SoCalGas forecasted the
forfeitures based on the five-year average of 2005-2009 which captures “years of
high as well as years with low forfeiture amounts.” (Ex. 29 at 124.) SoCalGas
forecasts annual forfeiture credits of $4.856 million for 2010, 2011 and 2012. As
described in Exhibit 226, SoCalGas contends that TURN'’s use of the 2010 data
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was not comparable to the 2005-2009 data, and that the 2010 data that TURN
used is not reliable.

Regarding the Twenty-nine Palms Marine base project, SoCalGas
acknowledges that it provided TURN with the most recent construction
schedule. Based on this schedule, SoCalGas does not oppose TURN's
recommended reductions for this project.

7.3.3.2.3. Discussion

For the new business category, we have reviewed the testimony and
argument of the parties, including the new business forfeitures. We have also
compared the parties” outlook on new meter set installations to the historical
data, and to the economic outlook. Based on all those considerations, as well as
the recorded 2010 costs and the number of new business meter installations in
2010, it is reasonable to adopt the following capital expenditures for new
business (excluding the Twenty-nine Palms Marine base project): for 2010, the
recorded amount of $12.350 million; for 2011, $17.415 million; and for 2012,
$21.650 million. The adopted amounts for 2011 and 2012 are based on our view
of a moderate recovery of the economy, and a comparison to what was
experienced in 2008 through 2010.

For the Twenty-nine Palms Marine base project, the original construction
schedule that was part of SoCalGas’” original forecast of these capital
expenditures has now been pushed back. Due to the delay in this project,
SoCalGas does not oppose TURN’s recommended funding of this project. Based
on the testimony of the parties, it is reasonable to adopt capital expenditures for
the Twenty-nine Palms Marine base of $400,000 for 2010, $4.600 million for 2011,

and zero funding in 2012.
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7.3.3.3. Pressure Betterment Projects
7.3.3.3.1. Introduction

The pressure betterment category records the costs of the gas distribution
pressure betterment capital projects. These capital projects are carried out in
areas where there is insufficient capacity or pressure to meet load growth.
According to SoCalGas, as the load increases over time due to population
expansion, increased density, or larger businesses, the existing pressure
decreases which reduces the available capacity for customers. If this pressure
decrease is not addressed, gas service to customers could be interrupted. These
projects typically involve the installation of new main lines, and if necessary,
regulator stations or upgrading of existing main lines to higher pressure lines.

For this category, SoCalGas recommends capital expenditures of
$10.936 million for 2010, $13.306 million for 2011, and $13.200 million for 2012.
SoCalGas’ estimated expenditures for 2011 and 2012 are based on the five-year
average from 2005-2009, which SoCalGas contends captures the yearly variations
in system pressure betterment requirements. The 2011 and 2012 forecasts were
then adjusted upwards due to the permit required by the State Water Resources
Control Board for storm water discharges associated with construction activity.
The forecasts were then adjusted downwards to reflect operational efficiencies

from the introduction of new technology and changes in business processes.

7.3.3.3.1. Position of the Parties
7.3.3.3.1.1. DRA

DRA does not take issue with SoCalGas’ forecast of capital expenditures

for pressure betterment.

7.3.3.3.1.2. TURN
Based on TURN's observation of the 2005-2010 spending on pressure

betterment, TURN contends it “stands to reason that more pressure betterment
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projects are needed when load is growing rapidly and new customers are being
added.” (Ex. 545 at 26.) TURN recommends that the 2010 forecast use the
2010 recorded amount of $9.341 million, and that the three-year average of
2007-2009 be used as the base forecast for a 2011 amount of $11.720 million, and a
2012 amount of $11.636 million.

7.3.3.3.1.3. SoCalGas

SoCalGas contends that “with continual changes in customer load, it is
difficult to identify and estimate specific betterment projects more than a year
into the future.” (Ex.29 at125.) For 2010, SoCalGas identified some of the
projects, and determined that there would not be an incremental increase over
the 2009 recorded amount. For 2011 and 2012, SoCalGas’ forecasts were based
on the five-year average of 2005-2009 ($12.657 million), which captures the high
and low levels of spending. SoCalGas then added $777,000 for a permit from the
State Water Resources Control Board for storm water discharge, and reduced the
forecasts for operating efficiencies.

With regard to TURN’s lower amounts for the pressure betterment capital
expenditures, SoCalGas contends that TURN erroneously assumes that these
capital projects are needed only when load is growing rapidly. Although
pressure betterment capital projects are often necessary when new load is added
to the system, SoCalGas contends that “the number of projects and level of
spending is much more dependent on where the load is being added.”

(Ex. 29 at 126.) SoCalGas further contends that if the new load is being added to
the system in an area with available capacity, no new pressure betterments are
needed. However, if the new load is being added in an area that has limited
capacity available, pressure betterment is likely to be required. SoCalGas also

points to a graph in Exhibit 29 which shows that from 2006 to 2009, new business
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spending and new meter sets were declining, but pressure betterment spending
did not decline. SoCalGas also contends that TURN's use of a three-year
average, which excludes the years with higher pressure betterment spending,
would result in underfunding.

7.3.3.3.4. Discussion

Based on our review of the testimony and arguments of the parties, and a
comparison of their forecasts and methodologies to the historical costs from 2005
to 2010, it is reasonable to adopt the following forecasts of the pressure
betterment capital expenditures: for 2010, the recorded amount of $9.341 million;
$11.720 million for 2011; and $11.930 million for 2012. These adopted amounts
are in line with the pressure betterment costs that have been experienced in
recent years, as well as providing sufficient funds for the permit for storm water
discharges.

7.3.3.4. Supply Line Replacements
7.3.3.4.3. Introduction

The supply line replacements category of capital projects records the costs
associated with replacing high pressure distribution pipelines. These supply
lines normally operate at pressures higher than 60 pounds per square inch
gauge.

The condition of the supply lines are typically evaluated through
SoCalGas” O&M activities involving excavations, leakage surveys, and damage
repairs. If a supply line is found to have deteriorating conditions, SoCalGas
conducts an engineering evaluation of the supply line to determine whether it
should be replaced or abandoned.

Spending for supply line replacements vary from year to year. SoCalGas

has identified eight projects that need replacement of the supply lines. The
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timing of these projects is “still dependent on a timely review of operating
conditions, detailed planning requirements, acquiring the required permits, and
coordination of scheduling.” (Ex. 26 at 67.) Due to this uncertainty, SoCalGas
estimated capital expenditures for 2010 through 2012 based on the five-year
average of 2005-2009. SoCalGas recommends capital expenditures of

$3.180 million for 2010, $3.164 million for 2011, and $3.139 million for 2012. The
forecasts were then adjusted downwards to reflect operational efficiencies.

7.3.3.4.2. Position of the Parties
7.3.3.4.2.1. DRA

DRA does not take issue with SoCalGas’ forecast of capital expenditures

for supply line replacements.

7.3.3.4.2.2. TURN

TURN recommends the following capital expenditures for supply line
replacements: $1.237 million for 2010; $2.612 million for 2011; and $2.592 million
for 2012. TURN’s forecast is based on the five-year average of 2006-2010.

7.3.3.423. SoCalGas
SoCalGas opposes the use of 2010 data by TURN. Although SoCalGas did

not spend as much on supply line replacements in 2010, it “still expects to need
at least as much as was forecasted for the combined years, and supply line
spending in 2011 and 2012 is expected to exceed the original forecasted level for
those years.” (Ex. 29 at 130.) SoCalGas’ updated list of supply line projects are
estimated to total to $13.8 million instead of the total of $9.483 million that
SoCalGas originally forecasted. SoCalGas contends that to maintain the safety
and reliability of this replacement work, SoCalGas’ forecast should be adopted

instead of TURN's lower forecast.
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7.3.3.4.3. Discussion

We have reviewed the testimony and argument of the parties concerning
the supply line replacements. We have also compared the forecasts and
methodologies of SoCalGas and TURN to the historical data. Based on the recent
historical spending, and the supply line replacement projects that SoCalGas
plans to undertake, it is reasonable to adopt the following capital expenditures
for supply line replacements: for 2010, the recorded amount of $1.237 million;
$2.612 million for 2011; and $2.592 million for 2012.

7.3.3.5. Main Replacements
7.3.3.5.1. Introduction

The main replacements category of capital projects records the costs
associated with replacing the main lines that support the delivery of gas to
SoCalGas’ customers, as well as the costs of replacing the service lines as part of
the replacement of the main lines.

The condition of the main lines is evaluated based on various O&M
activities and field observations. The pipeline segments that require replacement
are then prioritized.

SoCalGas used the five-year average of 2005-2009 to develop its forecast of
capital expenditures. The forecasts were then adjusted downwards to reflect
operational efficiencies. SoCalGas recommends capital expenditures of
$32.063 million for 2010, $31.873 million for 2011, and $31.598 million for 2012.

7.3.3.5.2. Position of the Parties
7.3.3.5.2.1. DRA

DRA does not dispute SoCalGas’ forecasts of the capital expenditures for

main replacements.
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7.3.3.5.22. TURN
For the 2010 forecast of capital expenditures, TURN recommends that the

actual 2010 recorded amount of $43.982 million be used. TURN did not dispute
SoCalGas’ forecasts for 2011 and 2012.
7.3.3.5.2.3. SoCalGas

For the reasons mentioned earlier, SoCalGas opposes the use of the
2010 data. SoCalGas recommends that its 2010 forecast of $32.063 million be
used instead of TURN’s recommendation of $43.982 million.

7.3.3.5.3. Discussion

Based on a review of the testimony and arguments of the parties, it is
reasonable to adopt the following capital expenditures for main replacements:
$32.063 million for 2010; $29.873 million for 2011; and $29.598 million for 2012.
We do not adopt TURN’s 2010 forecast because TURN’s recommended amounts
over the three year period would provide more money than what SoCalGas
forecasted will be needed. With respect to the reductions in capital expenditures
for 2011 and 2012, those reductions are warranted given the size of those
expenditures in each of those years, and the cost burden on ratepayers due to
current economic circumstances.

7.3.3.6. Service Replacements
7.3.3.6.1. Introduction

The service replacements category of capital projects records the costs
associated with replacing the service lines that support the delivery of gas to
SoCalGas’ customers. This replacement work usually occurs as a result of leaks.
According to SoCalGas, most of the leaks are found on steel service lines that do
not have cathodic protection. Sometimes SoCalGas replaces the entire service
line, instead of repairing the leak and installing and maintaining cathodic

protection on the existing service line.
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SoCalGas used the five-year average of 2005-2009 to develop its forecast of
capital expenditures. This five-year average was used by SoCalGas because “this
category of spending has remained fairly constant over time.” (Ex. 26 at 69.) The
forecasts were then adjusted downwards to reflect operational efficiencies.
SoCalGas recommends capital expenditures of $11.639 million for 2010,
$11.529 million for 2011, and $11.408 million for 2012.

7.3.3.6.2. Position of the Parties
7.3.3.6.2.1. DRA

DRA does not dispute SoCalGas’ forecasts of the capital expenditures for
service replacements.

7.3.3.6.2.2. TURN
For the 2010 forecast of capital expenditures, TURN recommends that the

actual 2010 recorded amount of $11.458 million be used. TURN did not dispute
SoCalGas’ forecasts for 2011 and 2012.
7.3.3.6.2.3. SoCalGas

For the reasons mentioned earlier, SoCalGas opposes the use of the
2010 data. SoCalGas recommends that its 2010 forecast of $11.639 million be
used instead of TURN’s recommendation of $11.458 million.

7.3.3.6.3. Discussion

We have reviewed the testimony and arguments of the parties concerning
the capital expenditures for service replacements. We have also taken into
account the historical data, and SoCalGas” acknowledgement that this category
of costs has remained fairly stable. Based on these considerations, it is
reasonable to adopt the following capital expenditures for service replacements:
for 2010, the recorded amount of $11.458 million; $11.029 million for 2011; and
$11.000 million for 2012. Although DRA and TURN did not contest the capital

expenditures for 2011 and 2012, those costs are a large and recurring expense.
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Due to the current economic conditions, slight reductions to those costs are
warranted to alleviate the burden on ratepayers.

7.3.3.7. Main and Service Abandonments
7.3.3.7.3. Introduction

The main and service abandonments category of capital projects records
the costs associated with the abandonment of distribution main lines and service
lines without installing replacement pipeline. The abandonment usually occurs
when the pipeline is no longer needed for current system operations, and it is not
expected to be needed in the future. The abandonment of main lines and service
lines render the lines inactive.

SoCalGas used the five-year average of 2005-2009 to develop its forecast of
capital expenditures. SoCalGas recommends annual capital expenditures of
$4.022 million for 2010, 2011, and 2012.

7.3.3.7.2. Position of the Parties
7.3.3.7.2.1. DRA

DRA does not take issue with SoCalGas’ forecasts of the capital

expenditures for main and service abandonments.

7.3.3.7.2.2. TURN
TURN contends that the 2010 recorded amount of $2.515 million was well

below SoCalGas’ forecast of $4.022 million. Instead of using SoCalGas’ five-year
average of 2005-2009, TURN recommends using the 2010 recorded amount of
$2.515 million for 2010, and the three-year average of 2008-2010 ($3.013 million)
for 2011 and 2012.

7.3.3.7.23. SoCalGas
SoCalGas contends that the five-year average of 2005-2009 was used due

“to the unscheduled and unpredictable nature of this work.” (Ex. 29 at 131.)

TURN opposes the use of the earlier historical data. SoCalGas contends that the
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costs were higher in the earlier years because it was “driven by increased work
elements, timing of projects, other field construction requirements, job skills
requirements, complexity of jobs, and/or job locations.” (Ex. 29 at132.) Since
the expenditures for this category of costs varies, SoCalGas contends that its use

of the longer five-year average is appropriate.

7.3.3.7.4. Discussion
We have reviewed the testimony and arguments of SoCalGas and TURN.

We have also compared their respective forecasts and methodologies to the
historical data from 2005-2010. Based on the recorded data in recent years, and
state of the economy, it is reasonable to adopt the following forecasts as the
capital expenditures for main and service abandonments: for 2010, the recorded
amount of $2.515 million; and for 2011 and 2012, TURN'’s recommendation of
$3.013 million for each year.

7.3.3.8. Regulator Station Projects
7.3.3.8.3. Introduction

The regulator station projects record the costs associated with the upgrade,
relocation, and replacement of regulator stations. The regulator stations lower
the pressure of the gas that comes from the high pressure pipelines as it enters
the distribution system. These stations consist of valves and regulators, and in
many cases are located in underground vaults. SoCalGas operates and maintains
approximately 2000 regulator stations. According to SoCalGas, 700 of these
stations are over 35 years old, which is the average life expectancy of a regulator
station. Historically, between 11 and 24 stations are addressed in any one year.
According to SoCalGas, the failure of a regulator station could result in
over-pressurization of the gas distribution system, which may result in reduced

service to customers, and could jeopardize the safety of the public.
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SoCalGas proposes to address 21, 24, and 25 stations over the three years.
SoCalGas recommends annual capital expenditures of $6.319 million,
$7.186 million, and $7.424 million in 2010, 2011, and 2012, respectively.
SoCalGas” recommendations are based on the five-year average of 2005-2009.

7.3.3.8.2. Position of the Parties
7.3.3.8.2.1. DRA
DRA does not take issue with SoCalGas’ forecasts of the capital

expenditures for regulator station projects.

7.3.3.8.2.2. TURN
TURN contends that SoCalGas has overstated the average unit cost per

station. Instead of the $302,620 per station that SoCalGas calculated, TURN
contends that the average cost per station was $278,185 for the period 2005-2009.

TURN also contends that the 2010 recorded amount for this category of
costs was $3.831 million, as opposed to SoCalGas’ 2010 forecast of $6.355 million.
According to SoCalGas’ response to a TURN data request, the 2010 costs paid for
19 stations (instead of the 21 that SoCalGas had forecasted) at a unit cost of
$201,630.

TURN recommends that for 2010, the actual recorded amount of
$3.831 million be used. For 2011 and 2012, TURN used SoCalGas’ forecast of the
number of stations per year that SoCalGas plans to replace, and multiplied that
by a per unit cost of $250,000 per station. That results in a forecast of
$6.000 million for 2011, and $6.250 million for 2012.

7.3.3.8.2.3. SoCalGas

SoCalGas contends that the “type of regulators installed per year vary in
size and complexity so that, in some years, the complexity of regulator station

installations is greater than in other years, which causes the variation in unit cost
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per regulator station in any give[n] year.” (Ex. 29 at 134.) For that reason,
SoCalGas used the five-year average of 2005-2009 to forecast the costs of the
regulator stations.

SoCalGas does not object to TURN's averaging methodology to calculate
the unit cost for the regulator station replacements, but insists that the
appropriate averaging period to use is 2005-2009, instead of including the 2010
data.

SoCalGas also points out that TURN made an error in its calculation of the
proposed average cost per unit. Instead of $250,000 per unit that TURN
calculated, the per unit cost should be $264,000.

7.3.3.8.3. Discussion

We have reviewed the testimony and arguments of the parties concerning
the capital expenditures for the regulator station projects. We have also taken
into consideration the type of work that may be needed at each individual
regulator station, and reviewed the historical cost data and the methodologies
that the parties used. Based on those considerations, we adopt the following
capital expenditures for regulator station projects: for 2010, the recorded amount
of $3.831 million; $6.000 million for 2011; and $6.250 million for 2012.

7.3.3.9. Cathodic Protection
7.3.3.9.1. Introduction

The cathodic protection category of capital projects records the costs
associated with the installation and replacement of cathodic protection systems
and equipment. Cathodic protection is one form of mitigating external corrosion
on steel pipelines by sending an electric current flow toward the surface of the

pipeline. Federal regulations set forth the standards for pipeline corrosion work.
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SoCalGas used the five-year average of 2005-2009 to develop its forecast of
capital expenditures for cathodic protection. SoCalGas recommends annual
capital expenditures of $4.192 million, $4.328 million, and $4.464 million for 2010,
2011, and 2012, respectively.

7.3.3.9.2. Position of the Parties
7.3.3.9.21. DRA
DRA reviewed the recorded costs for the five-year period from 2005-2009.

Based on that review, DRA believes there is only an insignificant upward trend,
and that the five-year average of 2005-2009 should be used instead. DRA
recommends capital expenditures of $4.192 million in 2010, and $3.782 million
per year for 2011 and 2012.

7.3.3.9.22. TURN
TURN takes issue with SoCalGas’ reliance on the five-year trend. TURN

contends that the data “is not statistically significant and most of the difference is
explained because of a large jump in spending between 2005 and 2006,” and was
not due to an ongoing trend. (Ex. 545 at 28.) TURN also points out that the
2010 capital spending of $3.362 million, which was the lowest since 2005, is not
consistent with an upward trend. Due to the absence of a trend, and because the
2010 data is relatively low, TURN recommends that the five-year average of
2006-2010 ($3.788 million) be used for 2011 and 2012, and that the actual
2010 amount of $3.362 million be used for 2010.

7.3.3.9.23. SoCalGas

SoCalGas used the trend of 2005-2009 because of the continuing increases
it has experienced for deep well drilling, and its aging infrastructure. SoCalGas
contends that DRA failed to address the effects of contractor rates and

infrastructure age when DRA was analyzing whether an upward trend exists.
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According to SoCalGas, it “has experienced a 17% real increase in contractor
costs for deep well drilling over the period 2005 to 2009,” and that the average
cost of a well drilled in 2005 was $31,700, and that in 2009 the average cost had
risen to $37,100. (Ex. 26 at 73; Ex. 29 at 136.)

SoCalGas opposes TURN's forecast of the capital expenditures for cathodic
protection. SoCalGas contends that TURN's analysis of the 2010 data ignores the
higher contractor costs, and that the 2010 data should not be used.

7.3.3.9.3. Discussion

We have reviewed the testimony and the arguments of the parties
concerning the capital expenditures for cathodic protection. We have also
compared the methodologies and forecasts of the parties to the historical costs,
and considered the higher contractor costs and the aging infrastructure. Based
on these considerations, it is reasonable to adopt the following amounts: for
2010, the recorded amount of $3.362 million; for 2011, $3.782 million; and for
2012, $3.800 million.

7.3.3.10. Pipeline Relocations - Freeway
7.3.3.10.1. Introduction

The pipeline relocations-freeway category of capital projects records the
costs associated with the relocation or alteration of SoCalGas’ facilities due to the
planned construction or reconstruction of freeways. Since this work is
performed at the request of external agencies, the timing and number of freeway
pipeline projects is largely outside the control of SoCalGas.

SoCalGas used the 2009 recorded costs to develop its base forecast of
capital expenditures, which was then reduced because of new technology and

changes in business processes that are anticipated to improve operating
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efficiencies. SoCalGas recommends capital expenditures of $2.207 million,
$2.196 million, and $2.179 million for 2010, 2011, and 2012, respectively.
7.3.3.10.2. Position of the Parties

DRA does not take issue with SoCalGas’ forecast of capital expenditures
for pipeline relocations due to freeway construction. TURN recommends that for
2010, the actual recorded amount of $1.740 million be used. TURN does not
oppose the 2011 and 2012 forecasts. SoCalGas opposes TURN's use of the
2010 data.

7.3.3.10.3. Discussion

We have reviewed the testimony and argument of the parties concerning the
capital expenditures related to freeway pipeline relocations. Based on those
considerations, it is reasonable to adopt the following capital expenditures as
follows: for 2010, the recorded amount of $1.740 million; $2.196 million for 2011;
and $2.179 million for 2012.

7.3.3.11. Pipeline Relocations-Franchise
7.3.3.11.1. Introduction

The pipeline relocations-franchise category of capital projects records the
costs associated with the relocation or alteration of SoCalGas’ facilities due to the
construction or reconstruction of roads or railway systems. Since this work is
driven by external agencies, SoCalGas cannot accurately predict when these
projects will be carried out.

SoCalGas used a trend of the five-year period of 2005-2009 to develop its
forecast of capital expenditures, which was then reduced because of new
technology and changes in business processes that are anticipated to improve

operating efficiencies. SoCalGas recommends capital expenditures of
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$9.260 million, $9.477 million, and $9.660 million for 2010, 2011, and 2012,
respectively.

7.3.3.11.2. Position of the Parties
7.3.3.11.21. DRA
DRA reviewed the expenditures for the five year period from 2005 to 2009.

DRA contends that this historical data fluctuated, and that there was an
insignificant upward trend. Instead of using a trend, DRA used the five-year
average of 2005-2009 to derive its forecast of $8.516 million for 2011 and for 2012.
DRA does not take issue with SoCalGas’ 2010 forecast of $9.260 million.

7.3.3.11.2.2. TURN
TURN recommends that the recorded amount of $11.016 million be used

for 2011, and does not appear to take issue with SoCalGas” 2011 and 2012

forecasts.>

7.3.3.11.2.3. SoCalGas

SoCalGas contends that DRA’s proposal to use the five-year average is not
appropriate because “this category of spending is driven by the expected actions
of external third parties.” (Ex. 29 at 138.) SoCalGas expects to see a growth in
requests for relocations due to an improving economy, the availability of federal
funding for municipalities, population growth and density, and the age of the
infrastructure. SoCalGas contends that DRA failed to address these drivers.

7.3.3.11.3. Discussion

We have reviewed the testimony and argument of the parties, and

compared the parties’ forecasts and methodologies to the historical costs. Based

59 The $11.016 million amount appears in Exhibit 29 at 118, which reflects SoCalGas’
adjustment of TURN’s amount of $10.209 million or $10.247 million as shown in
Exhibit 545 at 33 and in the footnotes to Exhibit 29 at 118.
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on those considerations, recent historical costs, and the slow down in the
economy, it is reasonable to adopt the following capital expenditures for pipeline
relocations due to franchise agreements: for 2010, the recorded amount of
$11.016 million; $8.800 million for 2011; and $8.900 million for 2012.

7.3.3.12. Mobile Home Parks

The mobile home park category of capital projects records the costs
associated with the purchase of existing natural gas distribution systems that are
located at mobile home parks. Pub. Util. Code § 2791 requires the gas utilities to
work with mobile home park owners, upon written request, to transfer
ownership of their gas distribution systems.

SoCalGas used the five-year average of 2005-2009 to derive its forecast of
capital expenditures. SoCalGas recommends annual capital expenditures of
$67,000 for 2010, 2011, and 2012. No one opposed SoCalGas’ forecasts.

Based on our review of the testimony, and Pub. Util. Code § 2791, it is
reasonable to adopt annual capital expenditures of $67,000 for 2010, 2011, and
2012 for the mobile home park category.

7.3.3.13. Other Distribution Capital Projects
7.3.3.13.1. Introduction

The other distribution capital projects category records the costs of other
activities that are not specifically included in other categories of work. Some
examples include the following: replacement, alteration, or abandonment of
such things as valves, vaults, roads and fences; raising, lowering or relocating
mains due to interference with other companies’ pipeline facilities; conversion of
high pressure main to medium pressure; and changes to SoCalGas’ facilities due

to a customer request.
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SoCalGas used the five-year average of 2005-2009 to develop its forecast of
capital expenditures. SoCalGas recommends annual capital expenditures of
$3.448 million for 2010, 2011, and 2012.

Also included in the category for other distribution capital projects is the
cost of meter guard installations. The meter guard installations are installed at
certain locations to protect the meter set assemblies from vehicle traffic.
SoCalGas used the five-year average of 2005-2009 to develop its base forecast of
capital expenditures, and expects an annual growth in spending of 19%.
SoCalGas recommends capital expenditures of $984,000, $1.097 million, and
$1.210 million for 2010, 2011, and 2012, respectively, for the meter guard
installations.

7.3.3.13.2. Position of the Parties
7.3.3.13.21. DRA

DRA does not take issue with SoCalGas’ forecasts of the capital

expenditures for other distribution, or for the meter guard installations.

7.3.3.13.2.2. TURN
For the other distribution projects, TURN contends that SoCalGas” use of

the five-year average includes the 2005 to 2007 period, when the economy was
doing well. TURN believes that during the economic growth period of 2005 to
2007, there were many customers who requested relocation of facilities. Due to
the economic slowdown, TURN used the three-year average of 2008-2010 to
derive its forecasts. TURN recommends that the recorded amount of
$2.653 million be used for 2010, and that the amount of $3.073 million be used for
2011 and for 2012.

For the meter guard installations, TURN recommends that the recorded

amount of $1.227 million be used for the 2010 forecast, as shown in
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Exhibit 545 at 33, and in Exhibit 29 at 118. TURN does not dispute SoCalGas’
forecasts for the 2011 and 2012 capital expenditures.

7.3.3.13.23. SoCalGas
SoCalGas used the five-year average of 2005-2009 to derive its forecast for

the category of other distribution capital. It used this average to “capture the
variability of work elements and reflect the anticipated improvement in
economic conditions....” (Ex. 29 at 139-140.)

SoCalGas is opposed to TURN's forecast because it includes the use of
2010 data. SoCalGas also contends that the five-year average is a directional
indicator, rather than a reflection of an economic boom as TURN has
characterized the 2005-2007 data. SoCalGas also contends that TURN's forecast
did not consider the variability of the work elements.

For the meter guard installations, SoCalGas notes that TURN used the
recorded amount for TURN’s 2010 forecast.

7.3.3.13.3. Discussion

For the other distribution capital projects (excluding the meter guard
installations), we have reviewed the testimony and arguments of SoCalGas
and TURN. We have also reviewed their respective forecasts and compared
them to the historical data. We have also taken into consideration the state of
the economy and the variability of the work elements. Based on those
considerations, it is reasonable to adopt the following amounts for the other
distribution capital expenditures: for 2010, the recorded amount of
$2.653 million; and $3.073 million for 2011 and for 2012.

For the capital expenditures related to meter guard installations, we have
reviewed the testimony and arguments of SoCalGas and TURN. Based on that

review, it is reasonable to adopt the following capital expenditures for meter

-333 -



A.10-12-005 A.10-12-006 ALJ/JSW/ jt2/avs PROPOSED DECISION

guard installations: for 2010, the recorded amount of $1.227 million;
$1.097 million for 2011; and $1.210 million for 2012.

7.3.3.14. Meters and Regulators
7.3.3.14.1. Introduction

The meters and regulators category records the costs for the purchase of
gas meters, pressure regulators, electronic pressure and temperature correction
equipment, and electronic pressure monitors.

SoCalGas has requested funding of $24.797 million, $26.219 million, and
$31.016 million for 2010, 2011, and 2012, respectively. SoCalGas’ forecasts are
based on the forecasted purchases of all four of the above types of equipment.
The forecasts for each type of the equipment used different methodologies.

For the purchase of meters, SoCalGas based the labor costs “on the 2009
average labor cost per unit for warehouse handling, technical evaluations, and
quality assurance multiplied by the number of forecasted meter units
purchased.” The non-labor costs were “based on a blended rate of the meter
contract prices multiplied by the new business installation and replacement
requirements.” (Ex. 26 at 80.) Due to the number of meters to be purchased,
SoCalGas negotiated a three year contract for the period January 1, 2010 through
December 31, 2012.

Due to the high number of pressure regulators to be purchased, SoCalGas
also negotiated a three year contract for the period January 1, 2010 through
December 31, 2012. The methodology that SoCalGas “used to calculate the
required funding for regulator purchases was based on a blended rate of the
regulator contract prices multiplied by the new business installation and

replacement requirements.” (Ex. 26 at 81.)
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For the purchase of volumetric correctors, SoCalGas notes that the costs for
these instruments range from $500 to $200,000 each, which can result in a wide
variation in average cost between years.

For the purchase of electronic pressure monitors, SoCalGas used the 2009
unit cost multiplied by the forecasted number of electronic pressure monitor

purchases.

7.3.3.14.2. Position of the Parties
7.3.3.14.21. DRA

DRA contends that SoCalGas’ forecast of new meter purchase is too
optimistic. SoCalGas forecasted 234,506 new meter purchases for 2010 at a cost
of $19.351 million. However, DRA points out that only 198,341 new meters were
purchased in 2010 at a cost of $15.937 million.

DRA also points out that the 2010 total recorded capital expenditures for
the meters and regulators category was $20.501 million, as compared to
SoCalGas’ 2010 forecast of $24.797 million. DRA contends that this 2010
recorded amount is in line with the 2008 amount of $21.798 million, and the 2009
amount of $20.413 million.

As described in Exhibit 535, DRA developed its forecasts for 2011 and 2012
by taking into account the current level of new business activity, and the lower
recorded expenditures in 2008 to 2010. DRA made a downward adjustment to
the estimates for meters and gauges, but did not reduce SoCalGas’ plan to buy
100,000 additional regulators to replace the aging regulators. DRA recommends
the following capital expenditures for meters and regulators: $24.797 million for

2010; $22.791 million for 2011; and $27.461 million for 2012.
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7.3.3.14.2.2. TURN

TURN recommends the following forecasts for the meter and regulators
capital expenditures: for 2010, the actual recorded amount of $20.501 m